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Semiannual Report to the Congress

April 1 - September 30, 1993

-UTFE FY 1992 Financial Statement Audit

The Department has not established an accounting system which
includes general ledger control for the accounts that comprise
the UTF. Further, because the Department does not have access
to Treasury's accounting records and receives no independent
assurance on the adequacy of its accounting system, the OIG
was unable to obtain audit assurances on revenues for these funds.
Therefore, the opinion on the UTF financial statements is quali-
fied (see internal control report for the Department’s consolidated
financial statements). (Report No. 12-93-002-03-315; issued Sept. 30,
1993)

FY 1992 Working Capital Fund Audit

Although the Department's FY 1992 Working Capital Fund (WCF)
financial statements received an unqualified opinion on their fair-
ness, improvements are needed in internal controls which could
materially affect the presentation of the statements.

+ The portion of the accumulated balance exceeding that al-
lowed by the enabling legislation should be reduced to avoid
excessive user charges.

* Property and equipment accounts and records should be more
complete and accurate.

« The allocation of selected costs to user agencies should be
more complete.

« In presenting the Overview of the Reporting Entity, a required
element of the financial statements, the intent of OMB Bulletin

No. 93-02, Form and Content of Agency Financial Statements,
should be met.

Management believes that performance-related findings are not
reportable conditions and the WCF accumulated fund balance is
reasonable, based on anticipated needs. (Report No. 12-93-011-07-
710; issued Sept. 30, 1993)
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Fiscal Year 1992
Agency Performance
Measures

The Chief Financial Officers Act requires Federal agencies to
develop an integrated accounting and financial measurement sys-
tem that provides for the systematic measurement of performance.
The OIG audited the performance measures reported in the
Department’s Consolidated Fiscal Year 1992 Financial Statements
for: ETA’s Job Training Partnership Act and Unemployment In-
surance programs; ESA’s Wage and Hour Division, Office of Fed-
eral Contract Compliance Programs, and Office of Labor-Man-
agement Standards; OSHA; MSHA; PWBA; and BLS.

Generally, performance measures met current OMB requirements
but can be improved to more accurately represent departmental
and agency activities. The most common problems concerned
(1) the lack of internal controls sufficient to ensure the integrity of
statistical data which supported reported performance and (2) in-
consistencies between data reported in different sections of the
financial statements. Instances were found where certain perfor-
mance measures were not reported at all, not presented in suffi-
cient detail, or data supporting a certain performance measure
could not be tracked to a management information system. Also,
individual agency practices such as the combination of disparate
activities into a single performance measure, inadequate internal
control policy, and insufficient definitions of terms weakened the
validity of performance measures. In some instances, additional
performance measures would result in the increased utility of the
financial statements. For OSHA, however, the OIG found a mate-
rial weakness which requires individual reporting.

Significant Weakness in Statistical Reporting of Occupational
Injury and Illness Data

The OSH Act mandates to the Secretary of Labor responsibility
for gathering information about occupational injuries and ilinesses.
The Secretary designated BLS a role in collecting this informa-
tion. While OSHA (under its interagency agreement with BLS) is
responsible for ensuring that employers comply with its statutory
record keeping and reporting requirements, BLS’ role is to en-
sure that employers follow its instructions for completing the peri-
odic survey. [n part, the data gathered by the BLS from informa-
tion reported by employers is used to measure the effectiveness
of the OSHA'’s enforcement. In our audit of performance mea-
sures, the OIG concluded that a material weakness exists in the
statistical reporting system for which BLS received approximately
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Split in DOL responsibility
precludes OSHA from
obtaining worksite-specific
data needed for enforcement

$16 million in budget authority to operate during FY-1992. Be-
cause of the split of responsibilities and because BLS pledges
confidentiality to cooperating states and employers, each agency
faces substantial limitations in ensuring the accuracy or complete-
ness of this data. Moreover, this prevents OSHA from taking en-
forcement action against employers who falsify or fail to report
information to BLS for input in its annual survey, as required by
Federal law. Consequently, this may adversely affect OSHA's
overall enforcement program.

Specifically, because of BLS’ confidentiality constraints, there is
no effective means to link OSHA and BLS data validation efforts
with respect to individual employers’ reports to determine whether
an employer has reported inaccurate injury and iliness informa-
tion to BLS. Further, OSHA is prevented from using the worksite-
specific information gathered by BLS to target planned inspec-
tions of specific, high-hazard employers which may be identified
by the survey.

The OIG recommended that OSHA implement a program to moni-
tor the quality of data submitted by employers and work with BLS
to compare employer survey responses with that reported else-
where. The OIG also recommended that OSHA work with BLS to
revise the BLS policy of confidentiality to exclude those employ-
ers found to have willfully falsified their survey data, and that such
employers be immediately referred to OSHA for enforcement ac-
tion.

Shortly after our report was issued, the General Accounting Of-
fice (GAO) testified before the House Subcommittee on Labor
Standards on a just-completed audit. GAO is recommending that
OSHA develop procedures for obtaining worksite-specific injury
and iliness data from employers so that it can better target its
enforcement efforts.” GAO’s report discusses ways in which this
can be accomplished.

OSHA responded that corrective measures recommended in the
OIG report will, in large part, depend on resolving the issue of the
confidentiality regarding worksite-specific data. The BLS has
voiced its strong belief that the maintenance of confidentiality is
crucial to its mission and credibility. This issue is currently being
examined by OSHA, BLS, and departmental management.
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DEPARTMENTAL
MANAGEMENT

information Resources
Management

Departmental Management (DM) refers to those activities and
functions that implement and formalize policy, procedures, sys-
tems, and standards that promote efficient and effective opera-
tion of the Department’s administrative and managerial programs.

In this reporting period, the OIG performed audits of the procure-
ment of an OSHA Information Resource Management system, con-
trols over the use of unauthorized software, and the indirect costs
rates of a departmental grantee.

Information Resources Management refers to those activities as-
sociated with the collection, use, dissemination, and management
of information and related resources. The termis commonly used
in connection with the utilization of computers and other informa-
tion processing equipment.

Mandatory Approval Not Obtained for Development of OSHA'’s
Property Management Inventory System

The OIG performed an audit of the OSHA Information Technology
budget process and determined OSHA had not followed the ap-
plicable Federal regulations and departmental policies for the
development of an automated information system (the Property
Management Inventory System [OPMIS] developed by OSHA’s
Cincinnati Technical Center). OIG determined the system’s life
cycle cost exceeded OSHA'’s approved threshold of $100,000 by
about $158,000, and included a $80,000 programming support
contract for FY 1994.

The OIG recommended that OSHA prepare documentation nec-
essary to gain proper approval for the system development effort
and delay execution of the contract for programming support until
such approval is obtained. OSHA agreed to implement OIG’s

recommendations, resulting in a cost avoidance of $80,000. (Re-
port No. 19-93-005-10-001; issued Sept. 16, 1993)

Controls Over Unauthorized Software and Computer Viruses

The OIG audited controls over unauthorized software and com-
puter viruses in the Atlanta regional office of OASAM and ETA.
Audit results show OASAM made strong efforts to safeguard com-
puters against viruses. Both agencies, however, must improve
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Cost Allocation Plans and
Indirect Cost Rates

internal controls which prevent unauthorized software use and
copyright infringement.

For both agencies the OIG found-(1) not all license agreements
were maintained for software in use (however, proof of software
ownership was present) and (2) unauthorized copies of software
were present. The OIG also found use of employee-owned soft-
ware and inadequate software tracking methods in OASAM. ETA
had not performed software accountability reviews and the
STONED computer virus was present in its microcomputers. The
OIG made recommendations to each agency to remedy these
deficiencies. (Report No. 19-93-002-07-720; issued Sept. 30, 1993 and
Report No. 19-93-003-03-001; issued Sept. 30, 1993)

Indirect costs are those that have been incurred for common or
joint objectives and cannot be readily identified with a particular
final cost objective. The OIG audits indirect cost rates and pro-
posals of departmental contractors and grantees.

National Governors’ Association

The primary function of the National Governors’ Association (NGA)
is to provide leadership and guidance for policy development in
areas of State and national interest. The NGA and the NGA Cen-
ter or Policy Research, a separate nonprofit entity, received fund-
ing from several Federal sources for Fiscal Years 1990 and 1991
which comprised about one-third of annual revenues of about $11
million.

The OIG audited the indirect cost rates and costs claimed by the
NGA for the three Fiscal Years ending June 30, 1991. The OIG
also performed a ||m|ted review of direct costs charged to DOL
grants. :

Questioned indirect costs of $422,970 resulted primarily from: (1)
the charging of fees that were lower than the actual cost of ser-
vices provided to affiliates (which resulted in overstating the indi-
rect costs charged to Federal grants), (2) indirect costs that should
have been charged directly to NGA conference projects, and (3)
“profit” inappropriately included in charges for services and sup-
plies from affiliates. The DOL impact of these questioned costs is
$54,439. The OIG also recommended a substantial increase in
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EMPLOYMENT
STANDARDS
ADMINISTRATION

PCIE/Employing
Agency Review of
FECA Program

FECA program could be better
administered with more
aggressive monitoring by
employing agencies

REVISED MANAGEMENT
DECISIONS

the allocation bases and reductions in the indirect cost rates for
the 3 years audited. The NGA disagreed with most of the OIG
questioned costs. (Report No. 18-93-016-07-735; issued July 28, 1993
and Report No. 18-93-017-07-735; issued July 28, 1993)

The Employment Standards Administration (ESA) administers
employment-related standards primarily concerned with wages
and working conditions, workers’ compensation benefits, compli-
ance by Federal contractors with the conditions of nondiscrimina-
tion and affirmative action programs, and safeguarding the finan-
cial integrity and internal democracy of American labor unions.
During this reporting period, the OIG continued to lead a PCIE
audit of the Federal Employees’ Compensation Act (FECA) Pro-
gram operations in 12 Federal agencies.

The OIG is leading a review sponsored by the President’s Coun-
cil on Integrity and Efficiency (PCIE) to determine whether Fed-
eral employing agencies are efficiently and effectively managing
their responsibilities under the FECA. OIGs from 12 Federal agen-
cies, which accounted for about 30 percent of the $1.5 billion ex-
pended for FECA during the year ended June 30, 1991, are par-
ticipating in the project. At this point, seven OIGs have issued
reports. The common thread of the reports is that the FECA pro-
gram could be better administered if employing agencies were
more aggressive in monitoring the status of employees receiving
program benefits and in managing their cases.

Of significance, the U.S. Department of Agriculture (USDA) OIG
found that USDA agencies had not implemented active programs
to furnish job placement assistance to FECA claimants who had
sufficiently recovered from their injuries (the ability to work was
supported by medical documentation from the claimants’ own
physicians). The DOL/OIG estimated USDA unnecessarily ex-
pended about $15.5 million for wage compensation benefits for
periods when these claimants may have been employable. If job
placement measures are not taken to return these individuals to
alternative jobs, the DOL/OIG projects that USDA will unneces-
sarily expend as much as $135 million in future benefits.

No significant revised management decisions were reported to
the OIG by departmental agencies.
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OFFICE OF INVESTIGATIONS .

In fiscal year 1993, the Office of Investigations (Ol) revised its

SUMMARY OF priorities to ensure that its limited resources were focused on al-
PROGRAM legations within its jurisdiction involving danger to life and safety,
INVESTIGATIONS criminal offenses by government employees/public officials en-

trusted with Department of Labor (DOL) funds or responsibilities,
and major fraud involving DOL programs. In accordance with
these priorities, during the fiscal year, Ol devoted just over 35
percent of its investigative time to JTPA matters, nearly 25 per-
cent on FECA fraud investigations, and roughly 17 percent of its
time to unemployment insurance matters (interstate fictitious em-
ployer/employee and third party false claims investigations). In
addition, about 13 percent of Ol's time was devoted to employee
integrity investigations.

The rising costs of Federal Employees’ Compensation Act (FECA)

OIG LEADS benefits ($1.756 billion in 1993) have intensified the concern of
INTER-AGENCY agencies throughout the Executive Branch. As aresult, the Fraud
ATTACK ON and Abuse Subcommittee of the Joint Agency Office of Workers’
FECA FRAUD Compensation Task Force was established in January 1993 to

investigate, prevent, detect, and eliminate FECA fraud and abuse.
The Subcommittee is comprised of senior managers from the
Federal investigative agencies who are responsible for FECA fraud
investigations regarding their agency’s employees. The OIG's
Assistant Inspector General for Investigations serves as chair-
man of the Subcommittee. The OIG has actively encouraged
agencies to view FECA fraud not only on a cost and fraud basis,
but also as a Federal employee integrity issue. The OIG is en-
deavoring to ensure that all agencies utilize their limited investi-
gative resources most efficiently in conducting FECA investiga-
tions. In summary, the Subcommittee goals are to: raise agency
awareness of the financial impact of FECA fraud and abuse; share
investigative intelligence, especially regarding medical service and
equipment providers; develop model investigative approaches,
standards, and reporting methods; encourage the use of civil rem-
edies to recover the government’s resources; and facilitate com-
munications with the DOL's Office of Workers’ Compensation Pro-
grams (OWCP). The Subcommittee made the identification of
specific FECA program cost reduction solutions and training its
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FECA fraud convicts still
receiving FECA benefits while
imprisoned

SIGNIFICANT
INVESTIGATIVE
ACCOMPLISHMENTS

19 Sentenced in Mexican
Border Ul Investigations

highest priorities. In August, the Subcommittee conducted a 4-
day training session for 25 investigators representing 18 agen-
cies.

Early on, the OIG and the Subcommittee realized the potential
significance of amending Title 18 U.S. Code (USC) § 1920 ( false
statement to obtain Federal employees’ compensation), i.e., to
change this offense from a misdemeanor to a felony and bar pay-
ment of FECA benefits to incarcerated felons and persons con-
victed of FECA fraud. This proposed legislative action could re-
sult in significant cost savings and enhance the deterrents to FECA
fraud, without adversely affecting the thousands of legitimate FECA
recipients and medical providers.

The following are some highlights of our most significant investi-
gative results during the period:

The OIG previously reported on third-party unemployment insur-
ance claimant fraud investigations along the Texas/Mexico bor-
der which illustrate the control problems inherent with interstate
Ul claims. During this reporting period, 19 defendants in the Roma,
Texas, investigations were sentenced. The sentences ranged from
6 to 11 months’ monitored home confinement, with probation from
6 months to 5 years. Some received sentences of 100 hours of
community service, and restitution was ordered which totalled
nearly $158,000.

Some of the defendants had been charged with multiple counts of
mail fraud and others were charged with conspiracy or as princi-
pals for filing fraudulent Ul claims with the State of California on
behalf of migrant Mexican nationals. The defendants included
taxi cab drivers who allegedly recruited and drove some migrants
to the Texas Employment Commission office in Roma to file these
fraudulent claims.

Other defendants were accused of processing Ul claims for mi-
grant workers returning to Texas after working in California. Some
defendants instructed the workers to falsely endorse Ul claim forms
attesting that they had actively searched for work, when in fact,
they had returned to their native Mexico. These defendants re-
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Former DOL Official
Pleads Guilty to Million-
Dollar Conspiracy
Scheme

$3.7 Million Judgment
Against Durable Medical
Equipment Company

tained a portion of the Ul proceeds as a fee and arranged to have
the remainder transmitted to the workers in Mexico.

This ongoing task force investigation is being conducted by the
OIG, the Postal Inspection Service, the Immigration and Natural-
ization Service, and the U.S. Border Patrol, with assistance from
the U.S. Fish and Wildlife Service, U.S. Railroad Retirement
Board's Office of Inspector General, and the U.S. Marshals Ser-
vice. U.S.v. Sanchez, Jr., et al. (S.D. Texas)

On August 20, 1993, as part of a plea agreement, Robert Bostick,
former Associate Deputy Under Secretary, Bureau of International
Labor Affairs, waived indictment and pled guilty to a one-count
conflict of interest conspiracy criminal information.

Bostick’s responsibilities, according to the information, included
working on the North American Free Trade Agreement (NAFTA)
by assisting in the actual negotiations; developing an adjustment
assistance program; managing a technical assistance program;
and cooperating with Mexico to help address concerns regarding
Mexican labor standards and their enforcement.

The OIG investigation disclosed that Bostick used his official po-
sition and his NAFTA responsibilities to arrange post-DOL em-
ployment for himself in the housing industries of Mexico and Gua-
temala. In addition, Bostick joined a partnership which included a
real estate developer, two financiers, a landowner, and others for
the purpose of building houses for workers in Mexico. In return
for using his influence and position to facilitate the goals of the
partnership, and, thus the conspiracy, Bostick was to receive 10
percent of the profits from the sale of over 6,000 condominium
units. Had the conspiracy succeeded, Bostick would have re-
ceived between $250,000 and $1 million as his share of the prof-
its. Bostick resigned from his position with DOL and faces a maxi-

mum sentence of 5 years’ imprisonment and a fine of $250,000.
U.S. v. Bostick (D. District of Columbia)

A summary judgment of $3,767,864 was granted on May 6, 1993,
against Appalachian Home Medical Rentals, Inc. (HMR), a Ken-
tucky durable medical equipment company which rented oxygen
concentrators to coal miners who purportedly suffered from black
lung disease.
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Psychotherapist Pleads
Guilty in FECA Fraud
Scheme

The DOL Black Lung Program pays benefits and related medical
expenses to black lung victims. HMR submitted over 1,300 in-
voices to the DOL, based on false blood tests which indicated
that miners needed the oxygen equipment. This was the third
civil judgment against individuals associated with HMR. Previ-
ously, physician Vinod Modi and company officers Larry Sligh and
Douglas Fleming pled guilty to criminal charges stemming from
the investigation. Modi has paid $979,000 of the judgment, Sligh
has paid $580,000, and Fleming is responsible for the balance of
$2,208,864. This civil proceeding culminates the legal action in
this case which began with a criminal investigation approximately
7 years ago. U.S.v. Appalachian Home Medical Rentals, Inc. (W.D.
Virginia)

The following case narratives, by program area, are representa-
tive of other significant OIG investigative activities conducted dur-
ing this period in support of the integrity of the programs adminis-
tered by the Department.

FEDERAL EMPLOYEES' COMPENSATION ACT (FECA)

Los Angeles, California, Psychotherapist Harvey P. Milstein en-
tered a guilty plea on June 29, 1993, to one count of making false
statements relative to his FECA claim. He failed to report his
income as a psychotherapist while employed by a physician, as
well as his expense paid trips when he functioned as a chaperon
for the television show “The Dating Game.”

Milstein allegedly incurred a disabling back and knee injury on
January 8, 1987, when he slipped on a wet floor at the Veterans'
Administration Hospital, where he was employed as a counseling
psychologist. Since then, Milstein has received in excess of
$200,000 in FECA benefits. The investigation also revealed that
just prior to the alleged accident Milstein purchased two insur-
ance policies from which he also received benefits. Milstein was
scheduled to be sentenced in October 1993. He could receive a
sentence of 4 to 8 months’ imprisonment and be required to pay
$69,000 in restitution. U.S. v. Milstein (C.D. California)
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Former Treasury Analyst
to Serve 154 Months'
Imprisonment in FECA
Fraud Scheme

Former Defense
Employee Indicted for
FECA Fraud

Former Postal Special
Police Officer Indicted in
FECA Fraud Plot

Billie Clem Rae, a former program analyst with the U.S. Depart-
ment of Treasury’s Bureau of Public Debt, in Washington, D.C.,
was sentenced on July 23, 1993, to serve 154 months’ imprison-
ment to be followed by 3 years’ supervised probation, and fined
$175,000.

The sentence followed his March 23, 1993, conviction in a FECA
fraud scheme involving attempted murder-for-hire, obstruction of
justice, mail fraud, and bankruptcy fraud. This investigation, con-
ducted jointly by the OIG and Federal Bureau of Investigation,
revealed that Rae made false statements to the Office of Work-
ers’ Compensation Programs (OWCP) to conceal his employment.
As a resulit, he fraudulently obtained over $188,000 in FECA ben-
efits. In the furtherance of his scheme, Rae attempted to hire an
individual to murder a key witness who provided authorities with
information that Rae was not totally disabled and was in fact an
officer, owner, and/or operator of four different corporations while
he received FECA benefits. U.S. v. Rae (D. District of Columbia)

On July 20, 1993, Lee R. Ball, a former construction foreman at
the U.S. Department of Defense Depot in Richmond, Virginia, was
indicted on charges of mail fraud and making false statements to
the government in a scheme to fraudulently receive more than
$135,000 in FECA benefits over a 5-year period. The indictment
alleged that Ball had been gainfully employed in the firewood sales
business while receiving FECA benefits.

Ball has claimed that he was totally disabled and had been unem-
ployed since April 10, 1987, as a result of an alleged back injury.
This investigation was conducted jointly with the Defense Crimi-
nal Investigative Service and the Defense General Supply Center’s
Office of Command Security. Ball was scheduled for trial in Octo-
ber 1993. U.S.v. Ball (E.D. Virginia)

On August 3, 1993, Philip G. Arcadipane, a former U.S. Postal
Service Special Police Officer, was indicted by a federal grand
jury for the District of Massachusetts and charged with 28 counts
of mail fraud and 3 counts of making false statements.

While collecting $59,631 in FECA funds, Arcadipane allegedly
failed to report to OWCP that he was self-employed, operating a
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Postal Clerk Sentenced
to More than 2 Years’
Imprisonment in FECA
Fraud Scheme

JTPA Conviction Upheld
by Court of Appeals

weapon and ammunition supply company from his home. Through
a series of investigative techniques, OIG developed evidence that
Arcadipane’s unreported activity included reloading ammunition
and selling the “reloads” to various law enforcement agencies
throughout Massachusetts. U.S. v. Arcadipane (D. Massachusetts)

Following a 3-day trial, postal distribution clerk Arthur J. Smullen
was sentenced on May 27, 1993, to 27 months’ imprisonment, 36
months’ probation, and ordered to pay $121,377 restitution for
failing to report his employment and income to OWCP.

On August 10, 1974, while working at the Peabody, Massachu-
setts Post Office, Smullen allegedly sustained a back injury.
Smullen was declared totally disabled on March 14, 1975, and
received FECA disability benefits from that date forward. The
OIG investigation disclosed that Smullen had been employed by
Performance Cycle, Inc., a business incorporated on December
22, 1988, by his wife. Additionally, he was the general manager
of New England Dragway, Inc., a drag-racing track, from 1982
through 1988. To conceal his income, Smullen’s salary from New
England Dragway, Inc. was paid to Performance Management
Group, Inc., another business controlled by Smullen. U.S. v. Smullen
(D. Massachusetts)

JOB TRAINING PARTNERSHIP ACT (JTPA)

On July 16, 1993, the U.S. Court of Appeals for the Fifth Circuit in
New Orleans affirmed the conviction of William J. Long, Ph.D. for
his role in embezzling and/or misapplying over $100,000 in JTPA
funds. Dr. Long, who attempted to have his conviction overturned,
claimed that because the U.S. Department of Labor disburses
JTPA funds directly to the governor of the State (Louisiana) and
holds the state responsible for any misspent JTPA funds, the Fed-
eral Government no longer had jurisdiction over those entities
contracting with the state for JTPA services, etc. The Court did
not adopt Dr. Long’s reasoning.

Dr. Long had been the director of the Louisiana Research and
Development Center which had received JTPA contracts totalling
over $1 million. On July 20, 1992, Dr. Long had entered a guilty
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Former Audit Clerk Guilty
of JTPA Embezzlement

$300,000 Ul Scheme
Exposed

plea to theft of government funds; however, as a condition of his
plea agreement, Dr. Long had reserved the right to appeal his
conviction. U.S. v. Long (C.C.A., Louisiana)

On September 17, 1993, Jacqueline Simeon-Richards, a former
Virgin Islands Department of Labor general audit clerk, was sen-
tenced to 10 months’ imprisonment, 3 years of probation, and
restitution of $71,617. Ms. Simeon-Richards had pled guilty on
May 14, 1993, to a criminal information charging her with two
counts of JTPA embezzlement.

Between July 1991 and January 1993, Simeon-Richards used fic-
titious names and social security numbers on vouchers of legiti-
mate JTPA participants to issue and negotiate 171 checks total-
ling $71,617 from the Virgin Islands “child care” program.

This investigation was conducted jointly with the U.S. Attorney’s
Office, the Virgin Islands Attorney General, the Virgin Islands In-
spector General's Office, and the U.S. Department of Interior’s
Office of Inspector General. U.S.v. Simeon-Richards (D. Virgin Islands)

UNEMPLOYMENT INSURANCE (Ul)

During this reporting period, co-conspirators George G. Glasser,
Bradley J. Masters, Dominador T. Reyes, Jr., and Kenneth W.
Hicks pled guilty to their participation in a scheme to defraud the
State of Indiana of over $300,000 in unemployment insurance
funds. For their roles, they agreed to pay restitution totalling
$38,188.

Craig Druen, a former Indiana Department of Employment and
Training Services (IDETS) auditor, allegedly devised the scheme
to prepare fraudulent Ul claims utilizing IDETS’ “Vouchers for
Refund of Employment Security Contributions” and using the
names of employers who had reportedly overpaid their Ul contri-
butions. Druen was assisted in the scheme by Scott Druen, his
brother, and Candace Lynn Plummer, an associate. Craig Druen,
in his official capacity, obtained the vouchers; Scott Druen and
Plummer allegedly recruited 33 individuals to complete the vouch-
ers, forge the required signatures, and cash the Ul refund checks.
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Former Lab Manager
Indicted for Making False
Statements

Virginia MSHA Inspector
Pleads Guilty in FECA
Fraud Scheme

An Indiana grand jury indicted the 36 alleged conspirators on
March 30, 1993, 32 of them are awaiting trial. The Indiana State
Police initiated the investigation but requested OIG’s participa-
tion. State of Indiana v. Druen et al. (Indiana)

OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION
(OSHA)

On August 12, 1993, in the District of Massachusetts, a super-
seding indictment was handed down to include Testwell Craig
Laboratories Inc., of Burlington, Massachusetts, together with
George Stevenson, the former manager, charging them with ten
counts of false statements.

Testwell Craig Laboratories, Inc., through Stevenson, allegedly
falsified test results of the respirators used by its employees dur-
ing asbestos abatement and removal processes. The “fit tests”
are conducted to ensure the least possible seepage of asbestos
fibers into the respirator's face mask. According to OSHA, the
falsified test results placed the asbestos removal employees and
consultants at significant health risk. This investigation was con-
ducted by the OIG, for the U.S. Attorney’s Office, with the assis-
tance of OSHA. U.S.v. Stevenson (D. Massachusetts)

EMPLOYEE INTEGRITY

As a follow-up to our last report, Gerald E. Sloce, a former De-
partment of Labor, Mine Safety and Health Administration (MSHA)
coal mine inspector, pled guilty on August 19, 1993, to two counts
of false claims.

Sloce had received FECA benefits since claiming he suffered from
stress following the June 21, 1983, investigation of the McClure
Number 1 Mine, McClure, Virginia fatality, a mine site for which
he had primary inspection responsibility. The OIG investigation
disclosed that Sloce had received over $64,000 in FECA benefits
from February 7, 1990, to December 13, 1992, while actively
employed in the home remodeling, roofing, and carpentry busi-
nesses, and as the minister of a small local church, none of which
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Former OWCP
Management Assistant
Pleads Guilty to
Embezzlement

he reported to the OWCP. Sloce had been indicted on December
16, 1992, by a federal grand jury in Abington, Virginia. Sentenc-
ing was scheduled for October 15, 1993. Sloce faces a maximum
sentence of 5 years’ imprisonment and a fine of $25,000 on both
counts. U.S.v. Sloce (W.D. Virginia)

As part of a plea agreement, on July 27, 1993, Ronnie Walker, a
management assistant at the Washington, D.C. Office of Work-
ers’ Compensation Programs, formally pled guilty to one count of
theft of government property.

Walker processed fraudulent travel advance claims, forged the
necessary signatures, and improperly obtained imprest funds of
nearly $10,000. During the investigation, Walker resigned from
his government position. Walker was scheduled to be sentenced
on October 29, 1993. U.S. v. Walker (D. District of Columbia)
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Breakdown of Allegation Reports by Source:

Total

Walk-in

Hotline calls or letters from individuals or organizations

Other Telephone Calls

Letters from Congress

Letters from DOL agencies

Letters from Non-DOL agencies
Incident Reports from DOL agencies
Reports by Special Agents and Auditors
Referrals from GAO

Breakdown of Allegation Reports by Referral:

Total

Referred to Office of Audit

Referred to Office of Labor Racketeering

Referred to Office of Investigations Regional Offices
Referred to DOL program management

Referred to other agencies

No further action required

Pending disposition at end of period

—
[e0)
DO WOWOWN

—

232

23
99
22
82

232
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APPENDIX

Office of Investigations Financial Accomplishments
CATEGORIES' AMOUNT

[ =Yoo V=Y 1= O $1,233,325

(Expenditures to be recovered and/or reprogrammed. This includes the dollar amount of
management’'s commitment to seek recoveries and adjustments. This is a quantification of
an agency’s action in response to the Inspector General’'s recommendation to recover funds
and/or to make adjustments.)

L0 o3 A = 313 =1 1= T 599,942

(The one-time and/or per annum dollar amount/value or management’s commitment to
more efficiently utilize the Government’'s resources. This category is a quantification of
management’s action in response to the Inspector General's recommendation to prevent
improper obligations or expenditures of agency funds or to improve agency systems and
operations, thereby avoiding further unnecessary expenditures.)

RESHIULIONS: .....iieiiieiiiiiirirtrevirreeetrnme e rrrn e eema s rrmn s reas s rrasssrsassssronsresnssrennssrenssnnnsnrrnnnes 1,163,810

(The dollar amount/value of restitution ordered. This category reflects restitutions ordered
as a result of Inspector General investigative activities.)

FINeS/Penalties: .....cccuviiiiiiiirieiitienccccen e s e e s srsases s s s e s e e s e s e s s s e s e e aannsnan s 1,204,399

(The dollar amount/value of fines and penalties assessed. This category reflects fines and
penalties assessed as a result of criminal and civil action instituted as a result of the In-
spector General's investigation.)

Log AV I oY 4 =3 -1 o 2,271,097
(The dollar amount/value of settlements and judgements rendered as a result of civil ac-
tions.)

Forfeiture/CoUrt CoStS: ... iicirrccrereeerer s s s s e s s e s e e s s s e s e s e aan s s nnennnerrens 0

(The dollar amount/value of forfeiture and court costs assessed as a result of criminal and
civil action instituted as a result of the Inspector General’'s investigations.)

TOTAL: woeeeeeeeeeeeseesseesessseeseeseeaseeeseesseassaseasesasessessseasessessseensesaseeeseassaasessessesenesseennes $6,472,573

Source of these definitions (except "Civil Monetary" and Forfeiture/Court Costs"): "Investigative Case Tracking Systems,
Agents' Instructions Manual”, dated October 1985.
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OFFICE OF LABOR RACKETEERING

INVESTIGATIVE
PRIORITIES

Multiple Employer
Welfare Arrangements
(MEWAS)

- The Office of Labor Racketeering conducts criminal investigations

to eliminate the influence of organized crime, labor racketeering,
and corruption in employee benefit plans, labor management re-
lations, and unions. During this reporting period, our efforts re-
sulted in 129 indictments, 58 convictions, and $49.3 million in
fines and restitutions.

HEALTH INSURANCE FRAUD

For the past four years, the Office of Labor Racketeering has been
at the leading edge of the investigation of fraudulent health insur-
ance scams. While other federal agencies have focused efforts
on “provider” fraud, i.e. doctors, hospitals, clinics, laboratories,
whose victims are often insurance companies or the government,
OLR has focused on the fraudulent activities of dishonest opera-
tors on the insurance side of the business. With a particular em-
phasis on Multiple Employer Welfare Arrangements (MEWAs),
OLR has been a significant force in bringing about fundamental
change in this entire segment of the industry.

OLR’s initial investigative thrust into this area came about as a
response to pleas from various state insurance commissioners
for help in dealing with fraud schemes that were successfully hid-
ing from state regulation under the umbrella of the Employee
Retirement Income Security Act, generally referred to as ERISA.
A key ERISA provision states that the Act preempts all state laws
and regulations that apply to employee benefit plans. This pre-
emption feature allows entities that do business in several states
to function under a single set of regulations, rather than having to
address different regulations in each individual state.

As the cost of health insurance soared during the late 1980’s,
alternative methods of providing affordable health coverage
emerged. One of them was the multiple employer welfare ar-
rangement, or MEWA. The MEWA is neither an insurance com-
pany, nor, in nearly all cases, is it an employee benefit plan as
defined by ERISA. Consequently, MEWAs function in a “crease”
in the regulatory defense, effectively regulated by neither state
nor federal authorities.
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