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A Message from the
Inspector General
| am pleased to transmit the Office of Inspector General’'s (OIG) Semiannual Report to the
Congress on our significant activities. The report covers the six-month period ending
March 31, 2004. During this reporting period, we issued 45 audits and identified nearly
$13 million in questioned costs. Moreover, we closed 218 investigations and achieved 223

indictments, 166 convictions, and nearly $60.3 million in monetary accomplishments. Among
our audit and evaluation findings this reporting period are:

e After a $22 million investment by DOL to improve the Davis-Bacon prevailing wage
determination process, problems persist with wage data accuracy, survey methodology, and
the timeliness of wage determinations.

¢ Vulnerabilities in the management of the migration of DOL payroll activities to the National
Finance Center could impede the implementation of e-payroll by the September 30 deadline.

e An estimated $1.67 million in overpayments of Federal Disaster Unemployment Assistance
were made in Florida due to the State’s improper application of eligibility and filing
requirements.

e The state of Ohio had not fully implemented its Workforce Investment Act program after two
years of operation and was not in compliance with program requirements.

e An employer association that hires about one-third of foreign workers under the Temporary
Agricultural labor certification program did not accurately report aliens and that 50% had
abandoned their jobs and their whereabouts were unknown.

OIG investigations into labor racketeering and program fraud, produced equally significant
results, including:

e The guilty plea by the international president of the United Transportation Union to labor
racketeering conspiracy charges for a scheme to bribe attorneys.

e The sentencing to prison of a subcontractor hired to clean anthrax from a New York postal
service center after falsifying hazardous material training records for workers hired to clean
the center; he was also ordered to pay $1.4 million in restitution.

e Successful prosecutions of attorneys and labor brokers as a result of our investigations into
fraud against DOL foreign labor certification programs.

We continue our ongoing effort to promote the economy, efficiency, effectiveness, and integrity
of DOL programs in cooperation with the Secretary of Labor and the DOL team. As a result of
these efforts, we will detect waste, fraud, and abuse against programs that serve and protect
the rights and benefits of American workers and retirees.

(DorQeun & R\ L&&.J{

Gordon S. Heddell
Inspector General
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Selected Statistics

Selected Statistics
For the Period October 1, 2003—March 31, 2004

Investigative recoveries, cost efficiencies, restitutions,
fines/penalties, forfeitures, and civil monetary action ............cccccciiiiiiiiiieen, $60.3 million
INVeStigative CaseS OPENEA........ceiiiiiiiiiiiiiiiiiiiie ettt e e e e e e e e e e e e e e e e e e e 271
INvestigative Cases ClOSEA .........coiiiiiiiiiiiiiiiiiiiee e 218
Investigative cases referred for proSeCUtion ............cc.euiiiiiiii s 313
Investigative cases referred for administrative/civil action ..., 161
1o [Tz 1 4= | (=P 223
@70 1Y/ o1 11 1 166
D= 0= 0 0= o S 34
Audit and evaluation reports iISSUEA ........ccooiiiiiiiiiiic e 45
Total QUESTIONEA COSES ..coviiiii i e e et e e e e eeeens $13 million
Outstanding questioned costs resolved during this period.............ccccoeeieiiiiiinnnnn. $82.6 million
ALIOWEA ..ottt ettt et e et e e neeteete et e e eneereeteereeas $36.1 million
DISAIOWED. ...ttt ettt ettt et neeteeteeee e eneeaeereeeenes $46.5 million

Note: The OIG conducts criminal investigations of individuals that can lead to prosecutions based on 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.

1
Allowed means a questioned cost that DOL has not sustained.

2
Disallowed means a questioned cost that DOL has sustained or agreed should not be charged to the government.
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Significant Concerns

Significant Concerns

The OIG works with the Department and Congress to provide information and
assistance in achieving efficient and effective management of DOL programs.
Our primary goals are to ensure that information provided will be useful in
their management or oversight of the Department and to focus agency
attention on mission-critical management problems and focus action to
resolve them. The OIG has identified the following areas that we consider to
be vulnerable to mismanagement, error, fraud, waste, or abuse.

Davis-Bacon Prevailing Wage Determinations

The Davis-Bacon Act requires the payment of prevailing wage rates and
fringe benefits to employees working on federally funded or federally assisted
construction projects. In 1995, the discovery of fraudulent data in certain
prevailing wage surveys prompted members of Congress to request that the
OIG and the General Accounting Office (GAO) review the accuracy of data
used in prevailing wage determinations and in the survey procedures. Work
done at that time identified data inaccuracies and weaknesses in wage
determination procedures, and the OIG and GAO made a variety of
recommendations for corrective action.

As a result of a follow-up audit we completed during this period, the OIG is
concerned that $22 million spent by DOL since 1997 to reengineer the wage
survey process has resulted in limited improvements, and that some
problems persist. Wage and fringe benefit data supplied to DOL and used in
its surveys continue to have inaccuracies. Because the surveys are returned
by companies, unions, and others that voluntarily submit wage data, there is
the potential for bias. Further, prevailing wage decisions developed from the
data are not timely. Because the economic impact of this program is
substantial, we recommend that the Department move to a statistically valid
approach, such as that utilized by the Department’s Bureau of Labor
Statistics, to collect the data upon which Davis-Bacon wage determinations
are based. We strongly encourage the Department to take immediate action
on this important issue.

Vulnerabilities in DOL Foreign Labor Certification Programs

The OIG is concerned about the abuse of DOL foreign labor certification
programs and the associated risk with foreign nationals who enter the United
States by fraudulent means. We also have concerns about the perfunctory
nature of DOL’s role in the certification process. For example, DOL is legally
required to approve an application for the H-1B specialty worker program
unless the application is “incomplete or obviously inaccurate.”

Investigations completed during this period, which have resulted in guilty
pleas and prison terms for immigration attorneys, immigration brokers, and
defendants with organized crime ties charged with submitting false labor
certifications, visa fraud, and alien smuggling are illustrative of this type of
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Significant Concerns

fraud. The OIG continues to uncover crimes of this type, which frequently
also involve the creation of fictitious companies and documents using
fraudulently obtained Social Security Numbers.

OIG work has also raised concerns about the H-2A temporary and seasonal
agricultural workers program. Our evaluation of a growers association that
employed nearly one-third of the H-2A workers nationwide in 2001 found that
many of these workers abandoned their jobs and were not reported to
government authorities.

The e-Payroll Initiative

The OIG has identified vulnerabilities in the management of the migration of
the Department’s payroll operations to the National Finance Center (NFC),
which is part of the Department of Agriculture. Among the vulnerabilities are
that, as of March 31, DOL had prepared only a draft detailed e-Payroll
conversion plan and lacked a data validation process to ensure reliability of
existing payroll data before conversion. Also of concern were lack of DOL
user involvement in project development and limited involvement of agency
IT executives. Moreover, we are concerned that NFC’s capabilities are not as
advanced as the DOL’s current payroll system’s capabilities and that
communication interfaces may require DOL to expend additional resources.
According to the Department, it completed a detailed project plan, which
included a data validation process, on April 9, 2004.

Improper Payments in Federal Benefit Programs

Improper payments, whether the result of unintentional program errors or
deliberate fraud, are of significant concern to the OIG. During this reporting
period, we estimated that $1.6 million in improper Florida Disaster
Unemployment Assistance (DUA) benefits were paid after freezing weather
damaged crops and fishing in 2001. Florida’s unemployment security agency
improperly applied eligibility and filing guidelines, resulting in payments to
claimants who did not apply for benefits in a timely manner, were not
unemployed due to the disaster, were not required to provide documentation
of continuing eligibility, or were paid because of other administrative errors. In
addition, our audit of the Department’s Financial Statements for FY 2003
found that the Federal Employee Compensation Act (FECA) program had
inadequate procedures for obtaining and reviewing medical evidence used to
determine eligibility, which increased the risk of improper FECA payments.

Moreover, the Unemployment Insurance (Ul) program suffers not only from
overpayments that must be remedied by strengthening internal controls, but
also from fraud against the program. Our investigations continue to result in
the conviction of criminals who create false companies and employees in
order to collect Ul benefits worth millions of dollars. Such schemes often
involve identity theft and target Ul programs in multiple states.
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Significant Concerns

Major Management Challenges at the Department of Labor

The Reports Consolidation Act of 2000 (P.L. 106-531) requires the OIG to
identify the most serious management challenges faced by the Labor
Department. These challenges and the Department’s response to them are
published in the DOL annual report. The complete list of challenges identified
by the OIG in the DOL fiscal year 2003 annual report follows:

Ul overpayments, identity theft fraud, and funding
Integrity of foreign labor certification programs
Financial and performance accountability
Information technology and electronic government
Security of pension assets
Workforce Investment Act reauthorization
Grant accountability, performance, and effectiveness
Effectiveness of mine safety and health programs
Addressing issues that require joint action with other federal entities in the
areas of:
- Unemployment Insurance administrative charges
- Cash balance pension plans
- Black Lung Disability Trust Fund indebtedness
- Human capital management

A full description of the major management challenges and DOL’s response
is on the OIG’s Web site (www.oig.dol.gov).
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Employment and Foreign Labor Certification
Training Programs

Foreign Labor Certification

The Department’s foreign labor certification programs provide American
employers access to foreign labor. The H-2A seasonal and temporary
agricultural, the permanent alien labor certification program, and the H-2B
temporary nonagricultural program are designed to ensure that the admission
of alien workers 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, responding to rapid advances in technology.

The H-2A program allows agricultural employers who anticipate difficulty
hiring domestic workers to petition the Bureau of Citizenship and Immigration
Services (BCIS) for permission to bring nonimmigrant aliens into the United
States for temporary work. Administration of this program is the responsibility
of three Federal departments: Labor, Homeland Security, and State. DOL
grants certification to agricultural employers who demonstrate both a need for
foreign labor and a willingness to abide by contractual guarantees that must
be offered to both foreign and domestic workers, and it enforces compliance
with the contractual guarantees.

Problems Noted in North Carolina Growers Association’s Use of
H-2A Program

The North Carolina Growers Association (NCGA) is an association of
agricultural employers that, along with its members, jointly employs workers
to work in tobacco and a wide variety of other crops. NCGA submitted, and
the Employment and Training Administration (ETA) approved, 40 certification
applications for work to commence and end during the calendar year (CY)
2001. These certified applications included approximately 1,000 growers and
requested a total of nearly 10,000 workers. NCGA used these certifications to
employ nearly 8,500 workers, or about one-third of the number of temporary
agricultural (H-2A) workers admitted nationwide.

In response to a complaint, the OIG evaluated the NCGA’s H-2A program
activities for calendar year 2001. The complaint alleged that NCGA did not
properly report to the North Carolina Employment Security Commission
(NCESC) when workers abandoned their jobs; submitted applications that
contained inflated requests for temporary workers, which created an artificial
oversupply of laborers, encouraged workers to abandon their jobs, and
resulted in illegal immigration; and falsified expected periods of employment,
which encouraged workers to abandon their jobs and forfeit their rights to
return transportation and three-quarters contract guarantees. We found that:

¢ NCGA was not accurately reporting abandonments. The abandonment
reports to NCESC were sporadically submitted, incomplete, and
inaccurate. Further, NCGA did not comply with requirements to report
abandonments to BCIS. From a sample of H-2A workers employed during
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Employment and Foreign Labor Certification
Training Programs

CY2001, we estimate that over 50% of NCGA’s foreign workers
abandoned their jobs. Our research found no reliable method to measure
the extent that worker abandonments contributed to illegal immigration.

e The number of workers requested on NCGA’s applications was
overstated to accommodate expected abandonments.

¢ NCGA requested some workers for longer periods than needed to harvest
crops, a practice that may have contributed to increased abandonment
rates.

We recommended that ETA implement a plan to stringently monitor NCGA’s
use of the H-2A program by:

e ensuring that NCGA complies with requirements to accurately report
workers who abandon their jobs or terminate early;

e coordinating reporting requirements with BCIS;

e ensuring that NCGA requests only the number of workers growers
actually needed; and

e reviewing dates of need contained on applications and requiring that they
more accurately reflect dates workers are needed for harvests.

ETA responded that program regulations do not require coordination of
abandonment-reporting activities between governmental agencies and that
ETA lacks the authority to track and report worker abandonment. ETA also
stated that it is not required to question employers regarding the number of
workers they request or limit the dates of need indicated by employers. ETA
agreed to reinforce its policy to verify that employers’ dates of need are
reasonable and correlate with historical practices. Although ETA regulations
do not currently require what the OIG recommends, we believe that the
recommended corrective action would improve the program and should be
implemented. (OA Report No. 04-04-008-03-325, issued March 31, 2004)

Immigration Attorneys Sentenced for Visa Fraud

During this reporting period, three individuals were sentenced for their role in
a visa fraud scheme. The investigation found that from 1999 through 2003
the individuals conspired to prepare and file false labor -certification
applications with DOL in order to obtain labor certifications that were used to
file visa petitions for substitute alien applicants. Two immigration attorneys
charged as much as $40,000 per false application. One of the attorneys,
Steven Lee, was sentenced on January 16, 2004, to 37 months in prison and
three years’ probation and was ordered to pay $150,000 in fines and
forfeitures. His law partner, Jordan Baker, was sentenced to two months’
house arrest and two years’ probation. Both were disbarred from practicing
law in Virginia.

In addition, Byung Kim, owner of Todam Koll Restaurant and participant in
the fraud scheme, was sentenced in December 2003 to three months’ house
arrest and two years’ probation and was ordered to pay a $5,000 fine. Kim
and other employers received kickbacks from Lee to sponsor aliens they did
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not intend to hire. This investigation was conducted jointly with the FBI.
U.S. v. Lee, et al. (E.D. Virginia)

Man Sentenced to Nearly 16 Years in Prison for
Immigration Fraud

On March 22, 2004, John Bisong, owner of American Immigration Agency,
was sentenced to nearly 16 years in prison after being found guilty in June
2003 of bank and immigration fraud. The agency advertised that for a fee of
$5,500, it would guarantee its clients a green card to enable them to work
legally in the United States. In April 2001, Bisong completed and filed dozens
of applications for labor certifications that contained false information. In
those applications, he declared that he owned numerous businesses that
were in fact shell corporations created solely for the purpose of obtaining
green cards under false pretenses.

Bisong also devised a scheme to steal money from his clients’ bank accounts
by creating and printing counterfeit checks using their account information
and then depositing these counterfeit checks into several bank accounts
under his control. Between 1999 and 2002, Bisong created and cashed
hundreds of these counterfeit checks, totaling more than $260,000. This
investigation was conducted jointly with the U.S. Attorney’s Office for the
District of Columbia; the U.S. Secret Service; the Bureau of Immigration and
Customs Enforcement; and the Washington, D.C., Metropolitan Police
Department. U.S. v. Bisong (District of Columbia)

Visa Fraud Scheme Participant Sentenced to Prison

On March 8, 2004, Malene Diaw, wife of co-defendant Matar Fall, was
sentenced to one and a half years in jail after being convicted in November
2003 on charges of conspiracy to commit alien smuggling and document
fraud. Fall previously pled guilty to charges of alien smuggling and is awaiting
sentencing. In addition, in January 2004, Celeste Huger, a former Social
Security Administration (SSA) employee, was sentenced to nearly six years’
imprisonment and three years’ probation and was fired from her Federal
position. She was convicted on charges of bribery and conspiracy for
receiving up to $2,000 a week over a three-and-a-half-year period. To date,
17 of 28 individuals have pled guilty and been sentenced and 6 others have
been convicted.

Fall and Diaw provided illegal aliens with false H-2A and H-2B visas. They
then sent their clients to Huger, who was paid by Fall to accept the false visas
and allow the aliens to fill out a Social Security application for a legitimate
Social Security number. Over 2,000 legitimate Social Security cards were
fraudulently issued as a result of the scheme. This was a joint investigation
with the U.S. Postal Inspection Service, the SSA OIG, and the Bureau of
Immigration and Customs Enforcement. U.S. v. Fall, et al. (N.D. Georgia)
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Five Individuals Plead Guilty to Visa Fraud Charges

On January 5, 2004, Andrei Kolomitsyev, Jouri Matsiouk, Viktor Oleskevik,
Max Bekov, and Dimitry Fetrov, who all have ties to a Russian organized
crime group, pled guilty to April 2003 charges of conspiracy to commit visa
fraud and misuse of government visas. This case is the result of
investigations into Russian organized crime and the smuggling of illegal
aliens into the United States using the H-1B program. The defendants
developed a complex scheme using fictitious companies, falsified computer-
generated visas, and false Social Security cards to help illegal aliens, some
of whom were organized crime associates, obtain H-1B status. They created
a consulting business to process large numbers of illegal immigrants. This
investigation was conducted jointly with the SSA OIG, the Bureau of
Immigration and Customs Enforcement, the U.S. Postal Inspection Service,
and the New York City Police Department. U.S. v. Fetrov et al. (S.D. New
York)
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Employment and Workforce Investment Act
Training Programs

Workforce Investment Act

The Workforce Investment Act of 1998 (WIA) was designed to reform Federal
job training programs and create a new comprehensive workforce investment
system. WIA's goal is to increase employment, retention, and earnings of
participants, and in doing so improve the quality of the workforce to sustain
economic growth, enhance productivity and competitiveness, and reduce
welfare dependency. Authorization for WIA ended September 30, 2003.
Reauthorization legislation is still pending before Congress.

Ohio’s WIA Program Not in Compliance with Program
Requirements

The OIG conducted a performance audit of Ohio’s implementation of WIA
from July 2000 through June 2002. The Ohio Department of Job and Family
Services (ODJFS), which administers the WIA program for Ohio, reported
expenditures of $156 million to operate the program during that time.

We found that, after two years of operation, Ohio’s WIA program was still not
fully implemented or in compliance with program requirements. Specifically,
our audit looked at Ohio’s compliance with 17 provisions of WIA identified by
the DOL’s ETA as critical to states’ implementation of WIA. We determined
that Ohio was not in compliance with nine of those critical elements, resulting
in inaccurate accounting and time reporting, unreliable participant activity
reporting, and inefficient delivery of services.

Our audit also examined corrective actions taken by Ohio to address 40
noncompliance and nonperformance concerns ETA identified during a 2001
review of ODJFS’s operation. We determined that Ohio had not completed
corrective action on 60% of the concerns raised by ETA.

During the audit process, we questioned $9.3 million in costs related primarily
to improper charging of administrative costs and inadequate documentation
of expenditures. ODJFS took corrective action to resolve the $9.3 million in
questioned costs and other OIG concerns before the audit report was issued.

Among our recommendations were that ETA direct ODJFS to improve
controls over the accounting and time reporting systems and to
improve the availability of WIA services at One-Stop centers, which offer
citizens a variety of training and employment opportunities. ODJFS officials
responded that they were in overall agreement with our findings and
recommendations and identified steps they have taken or plan to take to
address the recommendations. (OA Report No. 05-04-004-03-390, issued
March 31, 2004)
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Homeless Veterans’ Reintegration Program

The mission of the Veterans’ Employment and Training Service (VETS) is to
provide veterans with the resources and services to succeed in the 21st-
century workforce by maximizing their employment opportunities, protecting
their employment rights, and meeting labor market demands with qualified
veterans. VETS provides funding through the Homeless Veterans
Reintegration Program (HVRP) to provide funding to help homeless veterans
obtain jobs through grants that support a range of services, including job
training, counseling, and placement.

$1.9 Million Questioned in Audit of VETS Grantee

The OIG audited Rehabilitation Services and Veterans Programs (RS&VP) in
New Mexico to determine whether adequate internal controls and financial
management systems were in place to properly administer and safeguard
HVRP grant funds. We determined that DOL funds were wasted and are still
at risk. We questioned over $1.9 million in charges to grants due to
inadequate financial management and internal controls, such as commingling
funds without proper tracking, unreasonable charges such as loans to
employees, and over $100,000 in questionable credit card purchases.

We recommended that VETS terminate RS&VP’s current $150,000 grant,
disallow nearly $1.6 million in grant funds awarded since April 2000, and
disallow roughly $178,000 in prior grants if VETS concludes that RS&VP did
not track actual program expenditures. As a result of preliminary discussions
with OIG about the audit findings, VETS imposed a freeze on RS&VP’s ability
to draw down current grant funds. Subsequently, VETS informed the OIG that
it had terminated the RS&VP grant. (OA Report No. 06-04-001-02-201,
issued December 4, 2003)
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Welfare-to-Work

DOL provides Welfare-to-Work (WtW) grants to create job opportunities for
the hardest-to-employ welfare recipients and other eligible individuals. These
grants fund job placement services, transitional employment, and other
support services recipients need to make the successful progression into
long-term unsubsidized employment.

More Than $900,000 Questioned in Audit of WiW
Competitive Grantee

OIG conducted a performance audit of a $4.8 million WtW Competitive Grant
awarded to Chicago State University (CSU) to determine compliance with
applicable laws and regulations on grant costs and participant eligibility. We
found that CSU reported administrative costs as program costs, resulting in
more than $900,000 of excessive administrative costs. We also found that
CSU did not properly report the actual breakdown of expenditures for
participants served in two separate eligibility categories.

We recommended that ETA recover questioned costs of $909,656, inform
CSU that it has billed the maximum allowable administrative costs under the
grant, and direct CSU in the future to report the actual breakdown of general
eligibility expenditures and other eligibility expenditures based on actual
costs. CSU officials agreed with our findings. (OA Report No. 05-04-007-03-
386, issued March 26, 2004)
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Tax Credit Programs

The Work Opportunity and Welfare-to-Work (WtW) tax credit programs are
two Federal tax credit incentives designed to encourage employers to hire
targeted groups of job seekers by reducing employers’ Federal income tax
liability. The Work Opportunity credit can reduce employers’ Federal tax
liability by as much as $2,400 per new hire. The WtW credit can reduce
employers’ Federal tax liability by as much as $8,500 per new hire.

Defendant Ordered to Pay More Than $7.8 Million

On February 18, 2004, Brian Eden was sentenced to 37 months’
incarceration and three years’ probation and was ordered to pay more than
$7.8 million in restitution. He had been charged with money laundering, mail
fraud, and conspiracy to misappropriate more than $1 million from a Federal
program. Eden is the former owner of Federal and State Corporate Advisors
(F&S), a business that administered Work Opportunity and WtW tax credit
programs for large corporations. F&S contracted with JoAnn Fabric Centers
to administer its tax credit programs for a 15% fee of the total tax credits
earned. The investigation found that from 1998 through February 2000, F&S
falsely certified tax credits resulting in an overpayment to F&S of more than
$140,000. In addition, from 1996 to 1999, Eden and two former employees of
the Rite Aid Corporation stole more than $6 million by obtaining the tax
credits for the company and then transferring them to their bank account
instead of Rite Aid’s. This was a joint investigation with the IRS Criminal
Investigation Division and the FBI.

Eden’s sentence was also based on a separate case conducted by the
Housing and Urban Development OIG, which found that Eden had
misappropriated over $1.2 million of Federal funds. He operated a nonprofit
company that purchased and renovated properties for resale to low-income
families, but the company did not perform the required work on properties.
U.S. v. Eden (N.D. Ohio)

Defendant Sentenced for Defrauding Tax Credit Programs

On November 14, 2003, David Loney, owner of Loney-Herrig Management
Services, was sentenced to 24 months’ incarceration after being convicted of
making false statements and aiding in the filing of a false tax return. In
addition, he was ordered to pay nearly $100,000 in restitution, which
represents the amount of fraud that he was found to have committed. Loney’s
company performed Work Opportunity and WtW tax credit consulting work for
over 60 businesses in 44 states. The investigation found that from 1996
through May 2000, Loney improperly inflated his clients’ tax credits and fees
collected from his clients. This investigation was conducted jointly with the
IRS Criminal Investigation Division and the Dubuque Police Department.
U.S. v. Loney (N.D. lowa)
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National Farmworker Jobs Program

The National Farmworker Jobs Program (NFJP) provides training and
employment assistance for migrant and seasonal farmworkers. It was
authorized by Congress in WIA to counter the impact of chronic
unemployment and underemployment experienced by migrant and seasonal
farmworkers who primarily depend on jobs in agricultural labor. Migrant and
seasonal farmworkers now access NFJP and other employment assistance
through the One-Stop Career Centers of the workforce investment system.

$70,000 Questioned and Performance Issues Identified in Grants

The OIG audited over $3.7 million in National Farmworker Jobs Programs
(NFJP) grants awarded to four organizations in Arkansas, Idaho, lllinois, and
West Virginia to determine whether costs claimed by the grantees were
reasonable, allowable, and allocable, and to determine whether performance
reported was accurate and properly supported. In addition to program
operation and performance deficiencies, these audits identified a total of over
$70,000 in questioned costs, which we recommended that ETA recover.

Our audit of the Arkansas Human Development Corporation’s grant
questioned costs based on inadequate participant verification procedures that
allowed applicants without the required farmwork history to enroll. We also
found that the job placement totals it reported to ETA were overstated.

We found that the ldaho Migrant Council served eligible participants but
charged unsupported or unallowable costs to the indirect cost pool. We
recommended that ETA ensure that the Council implements payroll policies
and procedures that comply with Federal requirements.

We found that the lllinois Migrant Council did not meet the program goals
outlined in the grant. It also misallocated costs to NFJP, but corrected these
misallocations after receiving our draft audit report. Among our
recommendations was that ETA direct the Council to implement incentives to
attract new customers or other changes that will allow it to meet program
goals.

Our audit of Telamon Corporation—West Virginia found that its participant files
did not contain adequate documentation to allow us to determine eligibility,
and we questioned the costs paid to these participants. Telamon also
charged costs not directly attributed to the NFJP against its grant. However,
Telamon’s performance reports were accurate and supported. (OA Report
Nos. 21-04-001-03-365, issued March 22, 2004; 21-04-002-03-365, issued
March 10, 2004; 05-04-001-03-365, issued March 17, 2004; and 21-04-003-
03-365, issued March 10, 2004)
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Disaster Unemployment Assistance

The Disaster Unemployment Assistance (DUA) program provides benefits to
individuals who become unemployed as a result of a major disaster and who
are not eligible for regular state unemployment insurance. The Federal
Emergency Management Agency (FEMA) of the Department of Homeland
Security funds DUA grants to states, and DOL administers the grants.
Individuals seeking benefits apply for DUA through state unemployment
security agencies.

Improper Florida Disaster Unemployment Assistance
Estimated at $1.67 Million

In February 2001, President Bush declared a major disaster in 49 Florida
counties due to the damaging effects of freezing weather on agricultural
crops, commercial fishing, and fish farming. This allowed FEMA to provide a
DUA grant to Florida’s Agency for Workforce Innovation (FAWI), the State’s
unemployment security agency.

At FEMA’s request, the OIG completed an audit of $3 million in claims
charged to FAWI's DUA grant. We found that Florida improperly applied
eligibility and filing guidelines, resulting in payments to claimants who:

e did not apply for benefits in a timely manner;

e were not unemployed due to the disaster; or

e were not required to provide adequate documentation of their continuing
eligibility for benefits or were paid because of other administrative errors.

We reviewed data files and related claim documentation for 420 randomly
sampled claimants chosen from among 1,842 individuals who were paid
benefits. We determined that 71% of sampled claims were improperly paid,
many for more than one reason. Based on a statistical projection from our
sample, we estimate that the total amount of improper payments was at least
$1.67 million.

Short of terminating the DUA grant agreement between DOL and Florida,
there is no mechanism for sanctioning Florida for policies and decisions that
resulted in improper DUA payments. Neither statute nor DUA implementing
regulations contain a provision that allows DOL to demand that Florida repay
improperly disbursed benefits, absent Florida collecting from individual
recipients. Since improper charges to the grant were not the fault of
claimants, we are not questioning costs for recovery from the claimants.

However, we are recommending that ETA ensure that Florida establishes
administrative policies and procedures that comply with Federal filing and
eligibility guidelines. Despite disagreement with two of the three report
findings, the State agreed to take action to address all recommendations.
(OA Report No. 04-04-004-03-315, issued March 26, 2004)
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Unemployment Insurance

The Unemployment Insurance (Ul) program, a Federal-state partnership, is
the Department’s largest income maintenance program. This multibillion-
dollar program primarily provides income maintenance to individuals who
have lost their jobs through no fault of their own, as determined under state
law. OIG investigations are identifying Ul fraud schemes that are more
complex, costly, and far reaching than in the past. These include schemes
involving identity theft and nontraditional organized crime groups. In recent
years, the program has suffered losses in the millions of dollars as a result of
a variety of fraud schemes. Highlighted below are selected accomplishments.

Defendant Sentenced in Ul Identity Theft Ring

Gerald Garcia was sentenced on January 20, 2004, to five years’ probation
and was ordered to pay more than $75,000 in restitution for his role in a
multistate Ul identity theft ring. To date, 7 of the 10 subjects in the case have
pled guilty. The group defrauded the states of California, Arizona, Nevada,
and Washington by filing false Ul claims using stolen identities. The case was
conducted with the assistance of numerous Federal, state, and local law
enforcement agencies. U.S. v. Espana Villasenor, et al. (E.D. California)

Ringleader Sentenced to Five Years’ Imprisonment

On November 13, 2003, Anthony Sannutti was sentenced to five years’
imprisonment and three years’ probation and was ordered to pay more than
$200,000 in restitution. He was the ringleader of a group that created fictitious
employers in order to defraud the Ul program. The group created documents
containing fictitious business activities, corporate officers, Social Security
numbers, and employees. The investigation was conducted jointly with the
U.S. Postal Inspection Service, the Pennsylvania Department of Labor’s
Internal Audit Division, and the Philadelphia Police Department. U.S. v.
Sannutti, et al. (E.D. Pennsylvania)

Defendant to Pay Nearly $800,000 in Forfeitures and Restitution

On February 23, 2004, Tan Ngo, the owner of TRI-MARK temp agencies,
pled guilty to charges of mail fraud, conspiracy to commit mail fraud, money
laundering conspiracy, filing a false tax return, and aiding and assisting in the
filing of a false tax return. Ngo agreed to pay nearly $800,000 in restitution
and forfeitures and to give up any interest in the agencies.

TRI-MARK recruited temporary workers for manual labor jobs and furnished
them to companies that it contracted with. However, TRI-MARK paid almost
all of its workers in cash, at a much lower rate than agreed upon, and did not
deduct any withholdings, including unemployment insurance taxes. Ngo
committed this fraud beginning in 1996. He was incarcerated in 1997 for
heroin trafficking and for credit card fraud. This was a joint investigation with
the IRS and the Massachusetts State Police. U.S. v. Ngo (D. Massachusetts)
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Federal Employees’ Compensation Act

’

The Employment Standards Administration’s (ESA’s) Office of Workers
Compensation Programs (OWCP) administers the Federal Employees
Compensation Act (FECA) program. This program provides wage
replacement benefits, medical treatment, vocational rehabilitation, and other
benefits to certain workers who experience work-related injuries or
occupational diseases, and their dependents.

J

In addition to providing audit oversight of the program, the OIG also
investigates fraud against the program. 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, more than $2.3 billion in medical and death benefits and wage loss
compensation was paid from July 1, 2002, to June 30, 2003, with more than
half of those benefits paid to injured employees of the U.S. Postal Service, the
Department of the Navy, and the Department of the Army. 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. In
this section, we highlight cases illustrative of our work in this area.

Medical Provider Pleads Guilty and Pays $8 Million in Restitution

On November 19, 2003, Crawford Healthcare Management of Norfolk and
Baltimore, Inc., a provider of vocational rehabilitation services, pled guilty to
mail fraud charges. This guilty plea encompassed sentencing, and the
company paid an $8 million criminal fine for the losses to its victims, which
included insurance companies, self-insured entities, and the Federal
government (including OWCP). The company admitted that it overcharged its
clients for the services performed by its employees. This investigation was
conducted jointly with the Defense Criminal Investigative Service, the
Defense Contract Audit Agency, the FBI, the Department of Justice OIG, and
the U.S. Postal Inspection Service. U.S. v. Crawford Healthcare Management
of Norfolk and Baltimore, Inc. (E.D. Virginia)

Physicians Agree to $2.65 Million Settlement in Overbilling
Scheme

On January 20, 2004, the Kerlan-Jobe Orthopaedic Clinic (KJOC), a
prominent orthopedic clinic specializing in sports medicine, agreed to pay
$2.65 million to settle allegations of overbilling by 17 of its physicians. This
investigation was the result of a qui tam action filed by a KJOC employee in
1998, alleging that KJOC and its physicians knowingly overbilled government
healthcare programs, including $110,000 in overcharges to DOL’'s FECA
program. This was a joint investigation with the U.S. Postal Service OIG. U.S.
v. Kerlan-Jobe Orthopaedic Clinic (C.D. California)
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Woman Sentenced to Five Years in Prison

Linda Fenley, a registered nurse, was sentenced in January 2004 to nearly
five years’ imprisonment for reckless homicide and the theft of her mother's
Social Security, Black Lung, and pension survivor benefits. She was also
ordered to pay more than $28,000 in restitution. Fenley pled guilty in
December 2003. Her mother’s body had been found alongside a roadway in
August 2001. The investigation found that from August 2001 through
February 2003, Fenley took monies that were deposited into her mother’s
bank account. This was a joint investigation with the SSA OIG and the
Tennessee Bureau of Investigation. State of Tennessee v. Fenley

Former Postal Workers Sentenced for FECA Fraud

On January 1, 2004, Donald Riddick, a former postal employee, was
sentenced to six months’ home detention and five years’ probation and was
ordered to pay $101,206 in restitution. He pled guilty in August 2003 to
making false statements to obtain Federal workers’ compensation benefits.
The investigation found that Riddick was operating a tax business and a
limousine business and did not report this to OWCP as required. This
investigation was conducted jointly with the U.S. Postal Inspection Service.
U.Sv. Riddick (E.D. New York)

In another case, on February 9, 2004, Joassim Dessources, a former postal
mail handler, was sentenced to 15 months’ incarceration and three years’
probation and was ordered to pay $98,592 in restitution. He was found guilty
in August 2003 of mail fraud and making false statements to obtain Federal
workers’ compensation benefits. The investigation revealed that Dessources
was receiving income as a representative for a used car dealership and that
he did not report this to OWCP. In addition, he was performing physical
activities with no apparent difficulties despite his 1999 claim for a lower back
injury sustained while on the job. This investigation was conducted jointly with
the U.S. Postal Inspection Service. U.S. v. Dessources (S.D. New York)
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EBSA’s Compliance Assistance

The Employee Benefits Security Administration’s (EBSA’s) compliance
assistance information is designed to assist employers and employee benefit
plan officials in understanding and complying with the requirements of the
Employee Retirement Income Security Act of 1974, as it applies to the
administration of employee pension and welfare benefit plans.

EBSA provides participant and compliance assistance to the public through a
wide variety of mechanisms, including public outreach, brochures, national
educational campaigns, public service announcements, and EBSA’s Web site.
EBSA’s benefits advisors respond to approximately 170,000 telephone,
written, and electronic inquiries annually from plan participants, employers,
and plan sponsors, assisting them in understanding their rights and
obligations under the law and in obtaining benefits that may have been
denied.

EBSA Provides Timely and Accurate Compliance Assistance

The OIG audited EBSA’s Participant and Compliance Assistance Program to
determine if it provided information and assistance timely and accurately, and
accurately reported performance data, including benefit recoveries.

We projected the results of our tests of a nationwide statistical sample of
inquiries and benefit recoveries from fiscal year 2002 and found no significant
problems. We concluded that EBSA provided information and assistance
timely and accurately, and that reported performance data were accurate.
(OA Report No. 09-04-001-12-121, issued March 31, 2004)
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Worker Safety, Health, Davis—Bacon Act
and Workplace Rights

Davis-Bacon Act

The Davis-Bacon Act requires the payment of prevailing wage rates and
fringe benefits to employees working on federally funded or f