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PROCEEDINGS

MR. VALOIS: This is a meeting of the Legal
Services Corporation Board of Directors;

Again, I'm chairing because Mr. Durant is not here.

I would like to introduce Rabbi Barry Buddoff of
the A Havatt (Ph.) Zion Synagogue of Beverly Hills, California
to invoke the Lord'é Bleséin§ 

RABéI BUDDOFF: Thank you.

Sclomon sayé to us that the man with great
influence only seems to increase.his influence, énd a man
whb has no influence has no one to speak for him. Lord God,
this Corporatibn seeks to address, at least in pért, &hat
difficulfy{ ToO pfovide for someone to speak fof those who
have nohinfluence who have a need. Lord-God; you address us
over and ovér again in the Torah, Yéu say to ﬁs that we are
to care.for those who have need: Tﬁe widows.and the orphansg
and the poor-émongst us. In the Phrophets you address us in
the samerway when you séy to. us that fhere are three things
that you desire from us: That we do justice, that we lové
mercy; and we walk humbly with the Lord our God. And,-Father
God, ﬁe do come to you aﬁd we ask you to pro&ide discérnment
and wisdom and insight and a boldnéss} Lord God, to do that
which is correct and that which is_pleaéing in four sight.
All Mighty King, pour out your SPiri£ upon-this place and

upon those who would make'decision; and I pray that all that
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would be done, all that would be said, and all that would be
accomplished here, Lord God, would bring honor and glory to
your name. Amen.

VOICES: Amen.

'MR. VALOIS: Thank you very much.

Items i and 3 of'thé agendé, personnel and personal
matters, were -- and were discussed in closed session
Wednesday night; Litigaﬁion and investigation matters have
élso beeﬁ co?ered ét that one, too, and fhey were also

discussed in closed session on Wednesday night.

(Pause.)

The next item on the agenda is adoption of the

agenda. Do I hear a motion?

MR, SNEGAL: So moved,

MR, VALCIS: All those in favor of adopting the

agenda say, ave.
(Chorus of ayes.)
MR, VALOIS: The agenda is adopted.

Next item is adoption of the minutes of the meeting

"of October 11, 1985. I have been advised of one addition to

page ‘10, at the bottom of the page after the sentence ending
with the word "programs." the foilowing sentence:
"A vote was then taken on the motion and it

passed unanimously."

Without objection, that will be allowed.
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Are there any other corrections or additions to the
minutes of October 11, 19857

MR, SNEGAL: I move they are adopted.

‘MR. SWOfFORD: I Second;

MR. VALOIS: All those in favor of adopting the
minutes of October 11, 1985 say, aye.

(Chorus bf ayes.) -

MR, UDDO:- Mf. Chairman, may I ask. On page 11
the minutes reflect thater. Wiliiams Who testified béfore
us and was instructed to meet with Corporation staff, I'm
wondering if that happened, and also did he get a chance to
get together with --

MR. WENTZEL: He wrote a letter asking to -- and I
wrote a letter back ahd asked him specifics, and-he‘s agreed
to that before the meeting takes'place.

MR. VALOIS: Thank jou.

The next item i1s the report of the Pregident.

Mr. Wentzel.

MR. WENTZEL; Thank vou, Mr. Chairman.

I just havé two matters; A feport on the status cof
Corporation funding and, two, the.énnouncément of new
personnel.

Undexr the first; Commerce, Justice, and State, the
Judiciary and related agenéies appro?riation bill for 1986
passed the Senaté on Friday of laét ﬁeek by an é4 fo 1Clvote;
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Two amendments were adopted. Senator Humphrey
offered an amendment identical to Congressman DeWine's
abortion amendment after it was modified to ailow litigation
where the life of the mother would be endangeréd if the fetus
were carriéd to term. The amen&menﬁ passed by close vote.

Also, Senator Rudman.offeréd an amendﬁent that
reguires LSC grantees to expend ali funds carried over from
prévious fiscél years beforé spending fiscal year 'B86
funding. This amendment also éarried by voice vote.

Aside from those two amendments, the LSC portion
of the bill was identical to that which was reported ocut of
the Senate Appropriations Committeé. In other words, it was
$306.4 miilibn in lobbying; training alien and class action
restrictiohs in loéal boafd membéréhip requiremeﬁts that were
in the bill.

Board members received a copy of the committee
bill and report language in New Hampshire.

This bill is now before a coﬁference committee
to work out the differences between the Senate and House
yersions, and as of today, that conference committee has not
been_scheduled.

| Cne-other_matter, Mr. Chairman, Michael Coster has
been selected as the new comptrbller of the Corpofation. I
want to extend my congratulaﬁiéns to him and ceftainly of the
Board, and welcome hiﬁ to the Corporation in that caﬁécify.
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Michael.

MR. COSTER: Thank you.

MR. WENTZEL: Thank you.

That's all, Mr. Chaifman.

MR. VALOIS: Michael, would you stand. I think
most of us kno@ vou, but so.peéple will know your face as
well aé your name. Thank yoﬁ véry much.

MR. COSTER: Thénk you.

hR. SNEGAL: Excuse‘me. I've a question on what
Mr. Wentzel just séid.

-At the New.Hampshire board meeting I proposed in
one of our committee meetings that the language of the
Senaté report that accompanied the apprépriation Bill be
adopted by this Board. I'm wondering, Mf. Wentzel, is that
-- is that Senate report'still part of what's gone on to the
conference committee? I.believerit was a 155 ﬁote. There
was a numper on it.

| MR. WENTZEL: It is indeed.

MR, SNEGAL; and that has some. language -- I
believe Senator Rudman chairs that subcommittee. Thexe's some
lahguage with respect to how this Board might distribute or
-utiiiié.the additional funding beyond $3057million.

MR. WENTZEL: There is some 1angua§é in the report
that would deal with how the Board woula deal with fundiné.

MR. SNEGAL: That's still there? - ”

Acme Reporting Company
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1 MR, WENTZEL: Yes, it is.
tuj 2 (Pause.)
3 MR. VALOIS: What &0 we need, a motion?
4 MS. BERNSTEIN: Okay, I'd like to move that =-- that

5 we =~ that the Board take a roll call vote on the closure of

6 the portion of the next meeting in order to discuss personnel,

7 personal litiéjation, and J'.nvestigatoxysmatters under the government-i.n
8 Sunshiné Act, 5 U.5.C. 552 B.C. 2 679 B and 10 and 45 C.F.R.
9} 1622.5(a) (e) (g) and (h). | |

10 MR. VALOIS: And that.meeting is presently

11 scheduled tc take place in El1l Pasoc on December the -

12 beginning on December 11.

18 || MR. SNEGAL: LeAnne, you want to the LSC

14 ‘regulations, as you did last month?

15 MS. BERNSTEIN: I just -- I think I digd.
i6 MR. SNEGAL: No, I was following along and I —-
17 1 MS. BERNSTEIN: 1622.5, I think I mentioned. I'1ll

18 do them again.

10 MR. SNEGAL: Okay, no, that's fine.

20 || MS. BERNSTEIN: ,45 C.F.R. 1622.5(a)(e)(f)(q) and

21 {| (n). |

22 MR. SNEGAL: Nc¢, I'm SOrry. I misunderstood you.
%R‘Q'i 23 You didn't say the wérds "LSC regulations,“ and now I

94 || understand it. 45 C.F.R. is what you --

: - 25 MR. BERNSTEIN: Okay.
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MR. VALOIS: I'll second the motion. I guess we
can take a reoll céll.

MS; BERNSTEIN: Okay, and the understanding would
be that the meeting, as befcre; usually occurs on the first
night of our meetiﬁg.-

‘MR, VALOiS: Yes.

Lorainf

MS, MILLER: Yes.

MR; VALGIS: LeAnne?

ME., BERNSTEIN: Yes.

(Chorus of "yes.")

MR. VALOIS: It's unanimcus., The moticn passes.

Before we go on ﬁo the.next matter, as Leﬁnne was
doing that, IAnoticéd.there is one further correction in the
1ast.minutes of the meeting of October 11 on page 2 in the
ﬁafagraph where that action was taken last mohth -— it was
subseétion to the 1622.5 referred to included a "B" rather
than an "H".

So, maybe we could have that clear.

{Péuse.} |

Mk. VALOIS: 1 know we have a number of speakers,
some of whom Want“to go promptly.

MR. BAKER: = Mr. Déniél Loeffler from the Worid

Regearch is scheduled to talk at 11 o'clock.

MR. VALOIS: ‘Mr. Snegal has asked that Mr. Olson;
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the Chairman of State Bar Legal Services Committee, be asked
to go now.

Mr. Olson.

MR. SNEGAL: As Mr. Olson is coming up, I'd like
to-advise the Board bf Mr. Olson. I have the distinction
of serving on the Board of Governcrs of the State Baxr of
Californié with ‘Ronald Oléon. There are 15 elected members
on.that Board that handles the Stéte Bar, the‘lO0,000 lawyers
that are qualified to practice law in the State of
California. |

Mr. Olson hot only serves on that Board, but
previously served as the Chairman of the Litigatioh Section,
£hé-largeét section of the AmericanrBar'Association. He 1is
a distibguished lawye;, trial lawyer, here in Los_Ahgeles.
I'm sorry, we're in.Orange Cbuhty; He practices primafily
in Los Angeles. . And, & personal friend, and an awfully nice
person.

Ron, good to have you here.

MR. OLSON: Thank you, Tom.

Mr. Chairman, Membérs.of the Board, ladies and
gentlémen, 1 appreciate this opportunity to be here and want
ﬁo aéain welcoﬁe you to Southerh California. Your presénce
indiéates an interest in what we are doing here tha£ is very
important, not just_from a national perspéctive but from a
Vefy iocal and state—wide perspective} aﬁd for.thét #e are
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highly appreciative.

Two things that I'd like to spend my time discussing
with you. One is tb give you an overview of what we're doing
here in the State of Califbrnia to further legal services for
the poor and near poor.

aAnd, secondly, to share with you some of my
conCefns regarding the iésues that are cﬁrrently befofe this
Board.

With respect to California, we lawyers here I
think for a gecod long time havertakenrlegal services for
the poor very seriously. We believe tﬁat it is a very
important lawyer's issues, but more than that we believe it is
a beOple's issue.

As you well know, thé maké-up of the poor today
is over half female,.mothers, children, and that makes it
a people issue at the most basic.ievel.

Beyond that, at least ﬁy operating premise has
alﬁays been, is that 1t is & system iésue. That 1s, our
whole system of government turns oﬁ the need to provide
adequété legalrsérvices for all people.

If our egual justice under law principle means

determined in accord with the law, not with power, not with
influence, not with prestige. Certainly not with money or
lack of money. And, it is that operating premise that I
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(202} g2y-4888 -




SWIL~11

10
11
12
13
14
15
16

17

18

19
20

21

22

23
24

25

131

think we have to take seriously in order to give integrity to
that promise that has meant so much to all of us.

Well, let me say that in the State of California

we at the State Bar level have had an operating legal services

committee since 1928. Today the Board committee that I chair

initiates, and I would hope nourishes, and certainly monitors
a Qide range of legai services activities. |

Now} timeris not going to permit me to review all
of those activities with you; buf I have put together a
booklet of materials thatrl will submit for the record, and if

any of you care to have a persconal booklet we would be more

'than happy to supply you with that set of materials.

In shért; I think you will see that these materials
reflect a very positive énd a-very iﬁportant partnership
between the State'Bar,_local bars, programs that you fund,
and lawyers within those prbgramS'and ﬁithout those programs
who are providing the legal services throughout the State of
California.

Your support for that partnership in very -- many
ways has been evideﬁt frbm the butset of thé.Legal Services
Corporation activities.and is criticallf impoftant to our
abiiity'to continue to supply legal séfvices at the level that
we are and to improve upon‘that in the future. |

.Now, if I may, I'd like to jﬁst'giﬁe you an

oversight of some of the functions that come within the

Acme Réporting Company
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Committee of the State Bar Legal Services Committee that I
chair and give you a little féel.for what we're doing in a
more particular way.

Among other oversight functions is the oversight of
our legal services section of the State Bar. That section
has standing committees on a whole range of topics that you
are familiaf with and, undoubtedly, haﬁe eipériise in frbm
legai-prbblems for thé aging to ériminal defendants, middle
iﬁéome-persons,-prisoneré, bersons with special needs, victims)
so on and so forth.

It.provides workshops.and training up and down
the State. Alﬁays has an active set of programs at our State
Bar convention that includes meaningful seminars and
publications through the year. Amohg the kinds of publications
we put out includes publiéations’regérding'delivery of
legal serﬁices to criminal déféndants, consumar advocacy, a
?ublicatioﬁ on Medicare—Medical_training materials, a
_senior.citizens' handbook énd'l could go on. There are tons

of them.

I'm not going to dwell on our function with respect
to the Lawyer Referral Services Program. . I assume that you

are well familiar with those activities.

I would like to mention again the highlights of our
legal services trust fund program which; I understand; you

heard a more complete report on yesterday. But, in very
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summary form, we now have approximately 50,000 lawyers in

the State of California participating in that program. We

have approximately 21,000 individual accounts coliecting
intereét for the benefit of legal service programs.

We are averaging income at the rate of about
$1 million a month. In-1994~'85 fiscal year we distributed
$7.2 ﬁillion; '85-'86 fiscal year over‘$10-million.

That is a summary, the essence of oﬁr -- our
IOLTA {(Ph.} program.

Another aspect ¢f our supervision is -- another
part of our supervision is the voluhtary legal services
programs. We spend a good deal of time trying to figure out
not just how we increaée funding for'lawyérs being paid to
provide legal services to.the poor, but how we caﬁ stimulate
ﬁeople liké myself to volunteer their services.

We have a very active volunteer legal services
program_in'the State of éalifornia, pursuant tc a renewed --
a new program that was born in 1978. Last year we had about
80 programs respond tO Our Survey. Théy reflect that over
8,500 lawyers ih the State of-Califérnia volunteered time for
1egai services.

| They-amount to approximately 275,000 volunteer
hours, and if you placed a value of, say, $75 an hour on that
time,. if wouid amoﬁnt to approximately $20 million in
volunteered services,
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We are looking to extend ways to increase volunteer
activities in the future; We have in Los Angeles and
Beverly Hills a program known as Public Counsel, It is
jointlf funded by the Los Angeles‘and Beverly Hills Bar

Associations.

.It has a purpose of trying to generate volunteers
from the private law firms thféughouf the City of Los Angeles
énd Beveriy Hills and to.match those lawyers with sefvicés
and with ekpertise provided by not just public counsel:

lawyers themselves, but by programs that you fund. Namely,

" the Los Angeles Legal Ald Foundation, the Western Center on

Law and Poverty. And, through these organizations we are
able to obtain a screening of cases'thaf can be sent to the
vdlﬁnteer lawyers. We‘re.able td obtain expertise. We're
able to obtéin co-counsel aséistance and_we.have, in effect,
leveraged the kinds of activities that you funded into a much .
more activé and broad-based program.

We would like to take that pubiic counsel model
and move it up and down the State._ Thét'é one of tﬁe thihgs
that I-wouid like to turn my atténtion to as the vear agoeé
on at the Staie-Bar.

wWell, I could mention other program like Volunteer

and Parocle. I assume you have some familiarity'with that.

_ Last year we had about 252 attorneys and parolees who were

matched and meeting together on a regular basis. In the ten
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_years since we've had that program there have been over

10,000 attorneys and parclees who have been matched.

We have a numbér of activities designed ﬁo give
recognition and honor to those lawyers.who havé distinguished
themselves in Légal Services activities. We have a number of
suppOrf organizaﬁions that are designed to support not just
private'lawyers who are providing these servicés, but
organizafiohs that you fﬁnd.

We, finally, are spending a good deal of time in
the last couple of yeérs_in the areé of alternative dispute
resolution, We have sponsored at the State Bar level
legislation in the State of California'to develop funding to
geﬁerate'support for a variety of-alternative ﬁethods of

providing legal services and dispute resolution. Ways that

we think might be particularly beneficial to the poor and

near poor who find the economic disadvantages of our

judicial system to be a much greater impediment than many of

the rest of us.

So, that's an area where we are working in the
future and would hope to see some real opportunities for
combining with programs you fund to extend services by making

our dispute resolution system more efficient.

Well, with that said, I think you have somewhat of
an overview of what we're doing here in the State of

california, and I would be happy to respond to guestions that
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QQV 2 '-What I would like to do next is turn to some of
3 || my concerns, and as you might imagine, those are principally
4 || funding concerns.
é 5 “ I'm not going to reiterate for this group what
| 6 || has happened to funding.fpr Legal Services sincé 1981.
7 dbviously it's - it-has-beeh debated and reported ad
8 nauéeam probably-for this group. But, I think it is important
9 to take hote of a-few thinés, sﬁch as even thouch we were
10 able to provide some additional funding in the last year, I
11 unaerstand that some 57 offices had to close bhetween 1983
12 and 1984. I understand that some 46,000 fewer cases were
{a-' - 13 || closed in that 1984 time period.

14 | We have a critical need out there at a very basic
15 level. We.in Los Angeles, the Los Angeles Legal Aid

16 Founﬁation, as & result of.that 1981 funding cut, had to

17 cut back from seven offices throﬁghéut the City of

18 Los Angeles to four offices throughout the City of

! _ | 19 || Los Angeles.

i _ 20 : We are in a position of needing to extend services

21 into areas that we are now wholly unable to service ~- we've

| 22 || had to cut back in Los Angeles the program I'm most familiax

§ | 23 || with -~ to the kinds of programs that are most basic to the
24 people in need. That is, hOusiﬁg, subgsistence support and
25 sSC on.
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There is in a very real way a need for increased
funding. Yet, as understand it, we have before the Board at
the present time a proposal to cut support center funding
by about 10 percentrand evén deeper cu£s, as I understand it,
oﬁ the order of 21 percent for the special line item for
migrant legal éerVices.

I further uhderstand that the programs that woulc
be the beneficiaries of a reallocation of.these funds, namely
the ihdividual private ~~ the individual prégram.such as thé
Los Angeles Legal Aid Foundation -- are almost unanimously
opposed to this ieallocation of funding. Why, because they
See the efficiency, they see the expertise that has been
made possible by fhat'kind of suppoft coming from places like
the Céliforﬁia Legal Assistance Pfogram froﬁ Westerh Center
on law ahd poverty, and a good nﬁmber of the other support
centers up and down the State of California.

And, I alsc want to acknowledge how important it
is for us in California to have access to the national
support centers. When a-migrant worker has a problem with a
pesticide it's very difficult for us in the Stéte bf
éalifornia to have ready acéesé to the kinds of regulatory
éxpertise that thé National Support Center in this area ié
abie to provide.

The same can be sald with respect to some of the

national housing legislation, and some of the legislation
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that pertains to the relationship between migrant workers and
those who redeploy ﬁigrant workefs throughou£ the State.

Ag with any kind of practice, mine happens to be
involved more in securitiés practice anti-trust law, but 1f
I did not have access to therkind of expeftise that I do in
Washington and at a national level, I wéuld be a much less
effective lawyer than I am.. I think that is equally true when
ybu're talking about providing legal services for.the poor,
andg I urgé you to reconsider ény bf the thoughts that you may
have for taking away funding foi'these support services and
speciél funding for.the migrant progréms.

Now, i do knéw bf your desire to be innovative.
It's admirable. I certainly Qouid like to see us experiment
with judicare panels. IAd like ﬁo see us experiment-with more
association wifh altérnativé programs. I'd like to see us
experiment with voucher systems and law school clinics and
so-on. |

But, I don't believe you can take away money from
a proven prograﬁ which is right ét the heart and centei of
whét you do énd put that into experimental programs. I think
we‘vergot to find experimental ménies soméwheré elsé, and
certaiﬁly we in the étate of California are anxious to work
with yoﬁ in finding some alﬁernatiﬁe means of approaching

these experimental programs without undercutting the heart of

.what we believe we now have for our Legal Services programs.
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Well, finally, I would like to say that I dc know
that Congress is now cohsidering an appropriation for the
current fiscal vear, and as 1 uhderstand it, at your reguest,
it contains no increase in funds. I think it is highly
regretable that there was no request for an increase in
funds.

I recently had the opporﬁunity to receive from
the current AttorneyrGeneral,-Méese, a speech that he‘gave to
the American Collegé of Triai Laﬁyers, and in it he
acknowledged thét it is a'geheraliy accepted goals, as he
says, to make sure that no persons are dénied legal services
because of their economic situation.

well, is that achievable? Probably not. Can we
do better? Definitely. How can we do better? FPirst and
foremost, by increasihg the funding that is.made available.
That funding would enable us} if the federal government were
té come forward with increased funding for the Legal Services
program, it would enable us in the Staté of Califérnia to
leverage.that incréased funding intco an even higher level of
State-wide participation.

On the éther hand,.whét reduced federal funding
effectively does is négate our local efforté. In'effect,
if}s been taken away af'oné levél and trying to be récovered

at another level.

It sends the wrong kind of message. The message
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that increased State funding will only produce a smaller

| federal budget. The inevitable result of all of that is a

constant downward spiral.

You're soon going to be considering a budget for
the subseguent fiscal yéér. When you do, I hépe that you
will consider very caréfully this_égreed upon goal thai
Attbfney General Meese ﬁaé-definéd.v I hopé that you will
look cérefully at how you canrin the first instanée'begin to
fecover the pﬁrchasinglpower wé‘ve loét for Legal Services
programs sinée 1981, and then consider hbw we éan expand
beyond that.

I assure you that if that is done the State of
Célifornia will do more than i£S'sharé to carry out its @art
ofrthis parfnership that you have forged.

Thank you very much for giving me the opportunity -
to appear before you. Again, 1f I can be of assisténde in
responding to any.guestion;.l would like to do it.

| MR, VALOIS: Thank'you, Mi. Olson, for --

(Appalﬁse.}

Will you provide Mr. Baker with the written copy
of your remarks?‘ |

MR. OLSON: I will, certainly.

MR. VALOIS: Are there any Questions from members of
the Board?

There don't appear any.
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Thank you very much.

MR. MENDEZ: By the way, Mr. Olscn, we won't hoid
it against vou that vou're from Tahoe.

MR. SNEGAL: Alsc, I promised him some guestions --

MR. OLSON: His remarks remindeé of something that
happened a couplé of months ago with my wife. I was back to
reéeive an honor frbm my alma mater. bn the way home ﬁhat
night, Janie was saying to me that, "Did you see your
childreh's faces when the President was méking thbse kind
remarks about you?" She séid, "They were obviously very
please." I thought that was nice. Then she said; "Did"you
éee your Mother? She obviously believed themnm."

.(Laughter.)

MR. VALOIS: Mr. Loeffler, if yvou will tell us
who-You are fbr.tﬁe record and whf'you'rerhere;

MR, LCEFFLER: Yes, sir;

‘Dan Loeffler, President of World Research,
Incorporated, WRI Films. We produce educatiocnal films.that
are distributed priﬁarily.to junior highs, high schbols, and
collegeé. And, i'm heréron your invitétibn. I thank-ybu for
thaf invitatioﬁ and I'm a little bit surpriéed. |

I am not an official of any sort, just work with

“a number of college students researching issues of our day

and presenting controversial films on the subjects.

And, what I've prepared for you today -~ the
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guestions ~- one, was our research into government programs

and what, if any, results. Rather than comment ¢n that, we

have a film-—— it's a 28 minute film -- called the Poverty
Trap. I'm not showing it today, but I'd be-happy tb leave
copies_with you if yoﬁ'd like me to.

It basically, in a dramatic fashion, shows the
results of our research.

I was asked é second guestion regarding what
programs that are being done today that we'?e doné regearch
into and has the dignity of someone in the state of poverty.
We have answered that in a 20 minute film called Dignity.
1'd be happy to also leave that with vou today.r

Then we also have available a 56 minute debate
between Dr. Walter Williams aﬁd_Dr. Joseph-Lowery, to
opposing viewpoints, two black leaders, on this subject of

poverty. I'd be happy to leave that with you here today

- also.

What I have prepared for you here today regarding

the third guestion was any suggestions or recommendations

- regarding legal services to the poor. And, what I wculd like

to show you here today ~- I had originally prepared a 25

minute segment and I need ~- just found out I need to cut

that way down. So, I'm going to try to give this to you

in about five to ten minutes.

What it is is just -- this is not a -- this is just
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home video camera. It's never been before in public. It has
only been seen in our staff -- it was one of our research

projects when we were putting together the poverty trap film

-in which we were interviewing an individual family in

Tennessee in rural poverty, énd I'd just like torplay some
clips of that for ybu and‘fhen maybe make 30~secohdsrworth
of remarks aftér thatiand;lgm;finished.

Mﬁ. VALOIS: Thank &ou veryAmuch.

MR. LOEFFLER: Let me explain a little bit
about this. I Qas tfaveliﬁg with my family in é motor home --
this in 1982. We were showing our fiims ih ten different
cities across the country, and we visited the World}s Fair
and we had then_gone outlwith about 45 minutes out of
Knoxville, if I temember correctly, and we were takihg
photoéraphs bf poverty situations;. And, we happened ﬁpon
this family and we just got very:friendiy with £hem and just
on the spot staftedrasking quesﬁions andAinterviewing hef
with ourAlittle home'videb camera.

Itrended up being a very interesting interview.
It was a new experienée personally.for me and maybe for sbme
cf you. I wiil.?- I'm sioppingrthiérat certain points and
then Qoing on;- Jﬁst - if‘you don't want me to stop at some
point; juét bbo me or éométﬁing; I just tried to pick out
the besf that I could; that I Ehoughﬁ_would be of interest

in a short period of time.
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(Film clip.)

MR. LOEFFLER: This was originally about a
tonhour interview.

(Film clip.)

MR, LOE?FLER: Okay. To keep it short. I just
wanted to =-- waﬁtea.you to seé the comments cf this 1aay.

At the.time I interﬁiewed-her she was 29-30 years old.

And, I would just like us to think about a couple
of things. Oné, the thihg that I went away from this meeting
with us was asking myself, you know, is povefty a financial
condition or is it a mental condition or:is a condition of
your attitude, and I went away asking myself that. I think
it's something'to be . thought about in thése areas.

When we come to what -- can Legal Services be
done for someone in a situation bf pOVert§. I've passed out
a number of pieces of literature hefe. If you at that
Club Politicb Menu, thch is an intellectuai approéch from
some bf our college students. In maﬁy cases tbngue—in-cheek,
making fun.of something, and please don't misunderstand our
literatﬁre. We're good at pointing out facts and problems
but we're ﬁéry much-Americaﬁs and'believe in our systeﬁ and
our governmenf, and our objectives are to try to gét peocple
to think abouﬁ-possibie soiutionsL

.Aand, ‘in that brochure; on the back there is

. something called-"The History of Club Politico," and what

Acme Reporting Compahy
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we're going through right now Rome went through centuries
age. And, history is, you know, in many aspects repeating
iﬁself and I think we should take time to lbok at what
history telils us.

lNow, as far as legal services for the poor, what
they need is freedom. Our parénts, immigﬁants coming to
Amefiéa -- itrwas.freedom here in America that alliowed them
to pick themselves up and get themsel?es in a betﬁer spot or
piace of advantage.

And, the poor in ocur country today are down the
road of dependency and do not have those same freedoms, and so

I'm golng to make a very wild and maybe kooky suggestion.

The best legal services or legal help that I can see for

the poor —~- since everybody eise.in bur éountry today -~ now,
I'm saying -- now thisrmakés two wrongs and I den't meah
that, but maybe this is a direction for right now. . :

Since so many-others’ére:getting special favors
from the government, maybe ii‘s time for the poor £o get
special favors and maybé we can get sbme law-bn the bboks
that would séy that the poor -—- and we'd have to define at
what level —~-are free of licehsing, are free of taxes, and
give them true freedom to énter inio the mérket.place for
themselves.

and, I1'll leave that wild thought with all of vou,

and thank you for allowing me to be here.

- Acme Reporting Company
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MR. VALQOIS: Thank you very much.

{Applause.)

The next agenda item is Item 6, Discussion and

Action on the REcommendations on the Audit and Appropriations

Committee.
Mr. Mendez.
MR, MENDEZ} Mr. Chairman, I have several items.
First, the Audit and Appropriations Committee has
adopted both the audit and accountingrguide and has -- and as

well has adopted and approved Appendix 6, and has sent the --

both items up to the Board for approval and for the Board

adoption.

and, as Chairman of the Audit and Appropriations
Committee, I, therefore, move that we adopt the audit and
accounting guide, as amended, and adopt Appendix 6, as

amended._-

Now, of courée, this is subject to the actions
that we will cor méy later take with regard to C.F.R. 1630,
the guestion of cost regulatioﬁ-and what we're going to do
with that. |

I would regquest that one of my fellow Board
members second my motion.

MS., BENAVIDEZ; 1 Second;

MR. VALOIS: Okay, the motion's been made and

seconded. 1Is there any discussion?
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MR. MENDEZ: Mr. Chairman, I have -- at this
time I wﬁuld like to bring forward Mr. Thimell and
Mr. Coster. We have a couple of technical cofrections that
we need to take care of énd there is a couple of items that
have come to my‘attention subsequently that I would like to
clarify and obtain the Board's opinion.

First, can we takerthé techﬁical corrections
with regard to the -~ that Mr. Singsen raiéed on I think it's
page 59”of the Guide yesterdaf. I-told him it was out and
not to be considered. It was out of order since it was
essentially been set up andlwe wéreh't going to take
activities.

Page 59, Functional Budget versus Actual -- it

gays on the column, Caption Criteria. At. the bottom it

that we substiltute periodic reporting package =--

MR. VALoiS: Thié is on page 59 opposite
Functional Budgetlverus Aétual. In the first column you
want to chang ethe word “monthly" to "periodic?w

MR. MENDEZ: That's correct.

and, i.would reguest that unless there's an objectiq
that the Board do that.- This is-ih thé nature of a clerical .
correction. We did this when we split those out; andljust a

typo.

MR. VALOIS: How about the paragraph above?

Acme Reporting Company
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MR. MENDEZ: ©No, that's =--

MR. VALOIS: Why.don't we do this -- try to do it
peacemeal and hopefully, therefore, orderly. -Does any
Board member have any probklem with changing the word "monthly"
te "period" on the recommehdation of Mr. Mendez?

(Pause.)

None appearing, we'll accept that as an

amendment to the motion.

Now, are there any other technical-type amendments?
There are and I can't remember them, but —--

MR. THIMELL: Yes, there are.

In Section 2-1.98 --

MR. VALOIS: Tell us what page.

MR.-THIMELL:. In the guide -~ that's page 18,
numbered page l8 -~ that's correct; okay =- actually of the
Guide itself. |

The new paragraph at the top of that page that
starts with "Carryover LSC.funds and requiréd expended prior
to the expenditure of current grént-fuﬁds on a first-in;
first-out basis.“

| .The next sentence goes on to state that "All LSC
funds, in&luding income derived therefrom and those funds
held by separaté entities. . ." and it goes to say, ". . . are
required tb be expended on a first-in, first-cut basis,” and

the point has been raised that those funds in that clause
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1 might be interpreted to mean any funds held by a recipient or
Q'; 2 || a subrecipient rather than strictly they're LSC funds.and
?' 3 therefore recommending that we ihéert LéC fﬁﬁds there on that
é 4 || line, and those LSC funds held by-sepaiate entities.
o MR. VALOIS: Okay. Any member of thé Board war.Lt
% 6 |l to address that or have any bbjection to it?
% 7 : Okay,.proceed.
8 MR. THIMELL: In Appendix 6, which is back on
9| page 120 =--
10 MR. MENDEZ: Appendix 6, the appropriate
It |l Appendix 6 should be in my guide from my committee because
i 12 || we made various modifications.
.l(fg_; 13 | . MR. THIMELL: That's correct. A number of
14 améndments have beenrﬁade to Appendix 6.
15 MR. VALOIS: All riéht, that's page 120 of the
16 || Board book? | |
é 17 MR. MENDEZ: That's page 19 -- well, it would be
18 | page 120 of the Board book. - If.we use the Board book, I'll
19 have to go through and teli vou what corrections the
20 committee made, and I will do that.
21 _ : MR. VALOIS: You have to do that anyvhow, don't
o 22 ydu?  -
N~ 23 MR. MENDEZ: Okay. I will go through those.
24 : MR. VALCIS: The.first page 1s Board book pége 120.
25 - MR.'MENDEZ:. 120. Under "purposé,“ the coﬁmittee
Acme Reporting Company
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-~ the committee amended various items, and under the "purpose'

-~ second -- third line down, it should read, '"This statement

provides meaningful information to third parties such as
the general public," elimination of general public.

Now --

MR. VALOIS: That's it?

MR. MENDEZ: No&, excuse me,

On the last paragraph -- second to the last
complete line, the committee changed and put interlineation
of two words after "beginning." "Beginning on or after

January 1, 1986," and Mr. Coster and Mr. Thimell have addressed

some guestions to me about that.

MR. VALOIS: Let's-see,'iét me make sure -~ this
is on the next torthe last completelline. So, it should now
read, "For all financiél'reporté'for periods beginning on or
after” — |

MR.- MENDEE: January 1, 1986.

All right, now committee reported thét out and
Mr. Coster and Mr; Thimell wish to addiess us and perhaps
clarify that line a little bit more. |

"MR; COSTER: . bver and above =-- it's come from
the éommitteeryesterday, we'd iike to chénge that lahguagé._
to say, "Finanbial reports for periods ending on of aftef
Deceﬁber él, 1986," which_speaks to the same.periods but

contains the language.
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MR, MENDEZ: '85, not '8§6.

MR. THIMELL: Ending ¢on or after December.3l, 198¢.

MR. VALOIS: Well, I mean, What does that dec? I
mean, that makes the 1985 feports which are due on
December 31 subject td this?r Is that --

.MR. COSTER: No, it does not. It addregses the
same four-year reports for periods not yet begun. We're
talking abbut the reports that are genefated from January 1,
through December 31 6f this coming year, 1986.

MR, MENbEZ: Mr. Coster has advised me that that's
a more common.accounting term and it's more likely to be
understood by accountants. It dées not change ahything
really. Jusf December — |

MR. SNEGAL: Same financial reports either way?

MR. COSTER: Same periods are being discussed.
We're just referring to them as they typically are in the
industry by the.ending date. |

.MR. SNEGAL: So, it_wouldn‘t on or after then. It

would be ending on.

So, what Mr. Mendez mentioned is not in at all

then?

MR. THIMELL: No, it would be in the on or after
December 31, 1986. So, that period, plus any subsequent
periods.

MR, MENDEZ: All right, our PAG representative Cn
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this, Mr. Singsen, just nodded his head no objection. Is that
fair? I think it makes just a little bit more sense,.

MR. VALOIS: This is at ﬁariance with what the
committee reportea out, though. .I want to make sure that
the group waé aware of.that. I mean, this is what you're
asking us to vote on?r

MR. MENDEZ: Right.

MR. THIMELL: The committee on page 121 -~

MR. MENDEZ? No, it's on page --

Yeah,:it“sron page 121 -~ secondl
line from the bottom, "Amended"-- it's the -- excuse me.

Not second line. Second paragraph from the bottom. The

paragraph that starts with "Client service subcategory

headingé are based on & determination of the areas of law
in.whiéh the program provides significant levels of service
and delete moét of its —- interlineate'significant levels of."
.The negt paragraph -- the sentence that Starts,
"The corporation has determined" -- it's the third line
down ~- "that administrative" --
MR, VALOIS: Excuse me, what page are you on?
MR, MENDEZ:"Still onléage 121 -- on 120.
MR.‘VALOIS: 120, okay;
MR. MENDEZQ _No, excuse me, 121.
MR; THIMELL: 121, thé last paragraph.

MR. MENDEZ: Last paragraph. I have tc go through

Acme R'epo_rfihg‘ Company
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my other --

The last paragraph, "The supportive services
.subcategories are descriptiﬁe of those-actions not specifically
regulariy tied to client services. The Corporation has
detefmined that administrative unallocated -- administrative
{(unallocated management and.general) --

Mﬁ. VALOIS: Unaiiocated and general?

MR. MENDEZ: Manégement and general. There's
an inﬁerlineation after admihistration {unallocated
management and general). That's the interlineation.

MR. VALOIS: Management and general, and it's

the end of the parenthesis?

MR. MENDEZ: End of parenthesié,-and that's the

end of the interlineation on that line.

The next line, after "Dual purposes of --
_inﬁerlineation -- in an internal management and disclosure
to. third parties, such as" -- aféer third péarties,
inter;ineation again —- "such as the genérél public, the
Corpdfation, Congress, and funding sources."

MR. SNEGAL: "And othei fundingrsources"?

MR. MENDEZ: I'm.sorry?‘

MR. SNEGAL: Not other -- you've got similar
language over on page 120 which includes the word "other
fundiné sources," or ate you leaving out the word "other?"

MR. MENDEZ: That's fine. No problem. We've

Acme Reporting Company
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negotiated all this out and I wanf to make sure -=- I'm just
reporting what we've done out, but if there's no objection
I think we ought tb -

MR, SNEGAL: Well, then you can ocut -- "and
internal managemenﬁ" is going.to come out, then, isn't it?

MR, MENDEZ: Intefnal management --

MR, VALOIS: So it comes out there?

MR. MENDEZ: Yeah, it comes out. That's -- "and
internal manaéement" is deleted.

Then on page 122, second to the last paragraph,
"Programs are referred to the AICPA statement position,rthe
felevant FASE pronouncements and fheir outside auditor
for assistance;"'

Delete the remaining portion of that sentence.

Next sentence, "Further guidelines, interliﬁeation
training, and technical assistande if's" -- is is stricken

and interlineation are. And, that is all of -- that is what

- the committee agreed to..

MR. VALOIS:. Is there any member of the Board that
desire to discuss“any of thé amendménts that Mr. Mendez has
just made to the proposéd accounting guide or Aﬁpendix 672
If not --

MR, THIMELL: The committee made one additional
change to the financial statement example which appeares on

123 of the Boa:d books.
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MR, MENDEZ: I indicated to you gentlemen to

prepare —-- you have a statement that -- corrected?
| MR, THIMELL: Well, the changes was to combine

the PIA reporting frbﬁ the two columns into one breakout.
So, it's Jjust one single column for PIA on that statement.
Instead of breaking it up I'~—

MR. MENDEZ: Undef.applied services -- that's
correct. I'm sorry. |

MR. VALOiS: Under client service PAI, what is it
that you want us to do to this illustration?

MR. MENDEZ: It's judicare program are to be
deleted.

MR. VALOIS:.'Thosé wérds are to be deleted?

MR. MENDEZ: And, that column is to be combined
into one.

MR. VALOIS: By ading them or --

MR, MENDEZ: Yes, adding them --

MR. VALOIS: So, you have -- do you want to take
out the words "Judicare prevental program?f

MR, THIMELL: Correct.

MR, MENDEZ: Right.

MR; VALOIS: Ana, add these figures, whatever they
turn out to be, ié thaﬁ it is. |

MR. MENDEZ} Yes. 'This is an.example. We've made

a determination that that wasn't correct.
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1 At the base of the example -- the accompanying
ﬁ_; 2 footnotes are an integral part of those statements, and just
3l a 8 a clarification, We - it's intended that the footnotes,
4 |I the auditor's footnotés are always intended that they should
% || be included, and they are notrprésented in this example.
6 MR. THIMELL: We were going to add a parenthetical
:7 explanétion followihg that to inform ﬁhe auditors and the
8 rébipiénts that‘footnotes are always required as standard
9 practiCe.and they simply weren’f aaded for this purpcse of
10 illustration.
11 | MR. MENDEZ: That's not a substantive area. 1It's
12 || just further explanation of -- that the footnotes are
C?&uj 13 || required and -
14 | MR. VALOIS: Okay.
15 MR. MENDEZ: Now, that's ~- are there any -- did
16 I niss any? |
17 MR, COSTER: There is a proposed change that dig
18 ﬁot comé out of the committee regarding breaking out one
19 adaitional object class item, deéreciation. If you'd like
20 to entertain that now.
21 . MR. VALOIS: What page are we on?
; 22 MR. COSTER: Page 122.' That financial statement
. _
23 that we were Jjust looking at.
24 : MR. VALCIS: 122_? '
25 MR. COSTER: Tt's on there. Now what do you think?
| Acme._Reporting Company
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MR. MENDEZ: I think it's 122.

MR. COSTER: 123. Depreciation ig on there.

To make this statement more immediately and
precisely comparable to the financial statements.that have --
are othefwise required of our recipiénts, the changes |
proposed to take the depfeciation iine item in the whole
string of data across the the righ£ and bring that down
below.that total in all caps --

MR. MENDEZ: Beiow the subtotal.

MR. MENDEZ: Below the subtotal or the total?

MR. COSTER:' Below the subtotal and above the

total would effectively accomplish it as well.

'MR;.VALOIS:  So,_jﬁét move the de?feciation
below -- between subtotal and total?

MR, THIMELL: Correct.

'MR._COSTER; Yes, sir;

The way the -- Appendix 1 breaks out, the fund
balance statements, that make it-mofe readily -- the figures
more readily comparable.td an auditor or to the monitdr -
to the internal prOgram.managefs as well.

MR. MENDEZ: Theré’s nothinélelse on --

MR. VALOIS: Anything further?

MR. COéTER: No, sir;

.MR. SINGSEN: Ail of thbsé changes are agreeable.

MR. VALOIS: For the record, that Mr. Gary
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Singsen.

Does any member of the Board, once again, desire
to discuss or -- any of these befbre.we act on the motion for
adoption?

MR, MENDEZ: Gary, do you want to have comments
about this Appendix?

. MR. SINGSEN: I have no further comments from
thoée that we dicuésed yesterday, and I think yesterday we
completed -- with regard to Appendix 6. I have comments
with.regard to the rest of the document.

MR, MENDEZ: Yes, I Iunderstand that, but nothing
with regard to -~

MR. VALOIS: All.riéhﬁ}.I guess.wé're going to
hear from Mr. Singsen now'on the Audit Guidé.

MR. THIMELL: One further amendment for the body
of the Audit Guide. iﬁ's on page 20, on 2-1,.12, "Allocation
of Expenses Aﬁong the.Funds." The proposed amendment reads =--

‘MR. MENDEZ:- Now, ¥ have asked -- just to make

sure that this clear, this is not coming from the

- committee. This is a -- in reviewing this after the

committee acted, I had éome difficulties and-l've asked these
gentlemén to prepare a proposedramendment.

MR. VALOIS: Ali right, now, just so we stay
straight here.proéedurally; we}re finishéd with Item --
Appendix 6f We;re é?pafently in agreement with everybody on
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that. Your motion . goes to what 1s printed and what has
been amended. This is now not part of your motion, but
discuésion concerhing it.

MR. MENDEZ: That's correct.

MR, VALOIS: 2.1.12, which is on page 20.

MS. BERNSTEIN: Bob, can we take é formal vote
to adopt Appendix 6 first and then go back to the whole
éudit?

MR. MENDEZ: I split the motion up.

MR. VALOIS: We could do that --

MR. MENDEZ: T will.consider that a friendly
motion and will split my motion if the Board agfees to adopt
Appendix 6 apért from the.remaindef of Audit Gﬁide.

MR. VALQOIS: Okay, if_there's no --

MR. SNEGAL: Well, why would we want to Go that?
If we defeat the_Aﬁdit Guide then we've got an Appendix 6
that we approved to what? That makes sense.

MS. BERNSTEIN: Well, it just seems to me that
we're dealing with a whole new set of comment. We;ve just
now gotten to the place where there's going to be no public
comment on_Appendi% 6. Now it just seéms‘tc me it's
reasonable tb go on and get that, you know; out 0of the way.
I -- since the committee dealt with Aﬁpendix 6 sebérately;

MR. SNEGAL: I think the Chair should rule any
comments on'Aﬁpendix'6 ocut of:order.and réfuse to lét anybody'
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speak to it. If everybody's in agreement let's go on to
this other one. We can't vote on an appendix before we vote
on the main document.

MR. MENDEZ: I think we'll just go on and get it
taken care of.

MR, VALCIS: With Mf.'Mendez’ consent, let's go
to 2-1.12, which is on page 20. |

MR,  COSTER: I.the sectioﬁ entitled, "Allocation
of Expenses -- Funds," paragraph.two, sentence two

commencing with "In this case," the proposed amendment wculd

-begin there with language, "In this case, 30 days written

notice must be given to the director of" --

MR. MENDEZ:. Wait a minute.

MR. COSTER: I'll read it very slowly so you
can all write it.dOWn. |

-=-"30 days written notice must be given ﬁo the
di:ector of monitoring audit and compliance. If no
objecticn is raised.by the;Corporatibn,.ailocation of costs
'is not necessary," and then we would contihue in the sentence
as it's printed on page 20 with the words, "As long as.”

The printed words following the comma and before "as long as”

would be deleted.

MR. SNEGAL: You've a redundancy then. Z&Allocation

of costs, it's already_there.

MR, COSTER: Yes, sir. In this case would appear
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2 MR. SNEGAL: But, after allocation of costs you

3 would strike "is not necessary because LSC will absord the

4 ||| indirect costs associated with this grant."

5 : MR. MENDEZ: There's another provision, too, by

6 ancther party --

.7 MR. COSTER: At the end of that paragraph which

8§ ends with a citation te 45 C.F.R. i628. Thé prépoéed

9 amendment would have the langﬁage as follows:r "I1f objection

10 is raised.theh allocation of.costs is required."

11 MR, MENbEZ: Okay. Do you waﬁt_—~ I don't know
12 how you want to do it.

\'Q,f 13 o MR. VALOIS; Well, what'is.-- you're chairman of

14 thét committee. What is théVChair‘s position on this --

15 MR. MENDEZ: I reguested thié.

16 MR. VALOIS: You requested it; okay. Is this the

i 17 only.part that Mr. Singsen wishes to address?

18 | MR. SINGSEN: No, this is the first time 1've

19 ||- ever heard of this one.

20 MR. MENDEZ: I know.
21 MR. SINGSEN: ‘I have some others to address.
Fo 22 - MR. VALOIS: Can you address this one first?
o’/ | "
- 923 _ MR. SINGSEN: Yes.
24 MR. VALOIS: ARe you for it or against it?
25 MR, SINGSEN: I have scme guestions about why it's
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1§ being done and it seems to me redundant.
&_; 2 MR. VALOIS: Okay, well, why don't you -= let's
3 || speak to this first and then if we agree on this, we'll have
4 i£ out of the way.
5 MR. SINGSEN: For the record, I'm Gary Singsen,
6 appearing on behalf of the project advisory group, ana in
7 cése I couldn't bé heérd a ﬁomént ago, thié.is the first

8 || time =--

5 9 MR. VALOIS: 1It's the first time everybody else
10 has seen it, too.
11 MR. SINGSEN: Right.
12 If I understand it, and I should start by asking

13 | if I understand it, so I don't argue something that's --

14 - . MR. VALOIS: Yeah, why don't we do that.
15 Mr. Coster, if you're the proponent of this

16 change why don't you tell us why we need it and what it's'

: 17 all abbut, and then --

]
i
H
i
:

18 MR. _MENDEZ-: He's not the proponent. 1 am.

19 {| But, you can ask him to explain it.

20 E MR, COSTER: This amendment is proposed :tc shift
21 a burden on allocationfof»overhead expenses, The oiiginai
22 version,.which the amenament seeks to modify, would allow
23 the program if the opportunity arose to také funds froﬁ

24 another grantor to allocate the overhead of that grant against

E : 25 || the LSC basic field grant; presumably on reguest of that
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additional grantor but, nevertheless, requiring LSC to pay

the ovefhead of that new grant.

MR. MENDEZ: An example, let's say they wish to
fund only another employee to do some type of activity.

Under thé regulation as it presently stands, LSC would have to
pay the rent, would have to pay secfetarial services, or
whatever.

Under the proposed regulation, LSC would have the
opportunity of saying, look, you have to aliocate those
expenses. You haQe £o pay part of the, for éxample, rent,
part of the secretarial? ‘As part of that, we have an
opportunity to at least respond to it.

In fhe'vast majo&iéy df the £ime it's ahticipated
that we would not object to it, but there are occasions
when there is some guestion about what the grant will be used
for -- then may wish to object to it.

MR, COSTER: This language has been discussed on

'the record before and the -- regquiring that all grants share

overhead cost was objected to on the basis that it would
and quite rightly coﬁld discourage all -- scare off other
money , partiéula#ly smaller granﬁs that aon't wénf to carry -
theii--r the bﬁrden of.fﬁe dﬁerhead. For that reason, it was
toned down completelYf-

This modification we think would allow the
corporation to get notice and teview those.grants and the
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purpose of those special grants that are seeking that
special treatment. I1I'd make sure that they were compatible
with the program priorities and the other interests over
which the.Corporation has oversight of the program.

As you'll see, it has a default. Should the
Corporation nof act, it's not going to hbld up that grant.
It'just asks 30 days' notice fér monitoring on it and
coméliance to review the purpose and to seé if there would
in fact be a reason to stép the non-allocation of overhead
expenses in that case.

| MR. SINGSEN: There are several points I'd like to
make with regard to this.

The firét'is £hat i would‘sﬁg§est ﬁhat you turn
to page 88 in the Audit Guide for a momént, in the.red
covered version of the Aﬁdit Guide, which is a part of
Appendix 1 to the Guide, just so that we're cleér on what
we're talking about.

In the middle of this Appendix you'll see that there
is a United Way grant that's been ﬁéde to this program. If
you goO across here youfll see United Way; okay? And, what you
éeé under United Way is that there ié a grantrof $25,000 at
ﬁhe top of the page, and $14,000 of it hés been.spent during
the fiécal year.reported on in thié statement.

I1f yod go down below the $14,000 for personnel
éxpenses, you'il'sée thét theré'S'nothing.entered in for
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the non-personnel expenses. That's an example of a grant
in which the grantor said, we can give you a limited amount
of money and we'll give it to you éo Yyou can hire a staff
persoﬁ, but we don't have enough money to pay for all of
the indirect costs of that staff persbn being joined to your
organization. We can't give you enough, sO whét we'll fﬁnd
is the staff person costs.

LThét's the issue that wé‘re talking about.

There are, I think, four problems with this
language that I would suggest, that i can see in this gquick
look. The first is it clearly wérks against the principle
this Board has spoken about répeatedly, which is leveraging
noﬁ-LSC funds, ﬁérﬁicularljrprivaﬁe fﬁndé. | |

The small granfér is in &a position of perhaps being
able to add a staff person, but if the non—personﬁel has to
bé borne, may not be abkle £o make a grant of sufficient size
to carry the-whole operatiomn. This_process, obﬁiously if it
led to a diéapproval, would leaé tb a rejection of the ¢grant,
taking away the othér source of funds. |

The second problem that_I see is that under our
general concepts.of use of LsC funds, clearly any time the

money was being used an illegal purpose, an unnecessary or

unreasonable purpose, it was being used in violation of any

regulation, et cetera. Any of the things for which a cost --

can now be questioned.
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It makes no difference whether you have an approval
or not. If it's ineligible-you have the right to deny the
use of the L5C funds. .In othér words, if the program
allocates LSC funds to the non-personnel but the activity is
a'krong activity, you're going ﬁé knock it out in review.

so, you're got con£rol over this situation at the
back end.

MR. MENDEZ: Let's ~- it‘s on the back end, but
it's not on the front end.

MR. SINGSEN: I agree. It is ﬁot on the front end.

The nexf issue is what standards would be used to
say'ﬁno“ if there are no standards in this proposal. It seems
ﬁo-me the standards ought td berfhe same éténdﬁrdé-that
we're proposing in 1630. That is, that if it would be an

ineligible cost you won't give approval. If it would be

Now, 1f you put the standards here, that would be
one way to deal with it. The other way to deal with it would
be to do with this new approval procesé what's been done with
some others and put them in the Questioned ¢cross-regulation
so. that you have-a parallel struéture for all thé iésues.

The last:question is what process is to be followed
in this objectibn statement. For exaﬁple, suppose there is
an'objection} and I don't know what thergrouﬁ&s will be for
the objection other thaﬁ an illegal or unnecesséry br
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unreasonabkle activity. Is there to be no process for
reviewing that decision? That is, if the monitoring office
and compliance director for some reason thinks this-is.a bad
thing to do, will there be no Qay to dguestion that
conclusion. Are we simply tc have the leveraging affect
lost instantly.

Again; the questioned cost procedure speaks to
that issue, énd SO perﬁaps this ought to be there.

I guess fhe final thing that I would say is that
there are a lét of these grénts; A_lot of small private
sources of funds. We recbgnize that; We're no£ -- we don't
want to db those, but we want to have the right to look at
them going in. R

I think this is,.of course, a piece of the
micromaﬁagement issue we speak about fromrtime to time. You
have full contreol in terms of ineligible costs. - This
approval process where you‘re dealing with ineligibkle costs,
dbesnft seem to me to add anything ahd the programs ought
to be in a position to make judgménts about the -allocation of
their granﬁ to perfectly eliéible activities.

MR. MENbEZ:- Do_yﬁu have any comménts to that?

MR; COSTER: I.cén envisionjwhere state bar money

might be granted to a program or to a number of programs in

a state where there might be --~ well; not illegal or

unreasonable activities. There might.  be activities at odds
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with our basic field monies, or more importantly, working
with our basic field direction, but in which the state
refuses to share the overhead costs.
| The distinctions that might arise in the
regulation surrounding that money, fund raising for starters,
migrant support. :Qther :areas might be pursued at the expense
of shifting over that overhead bn that ﬁoney to -- our
money,land it seems that when you have another state
agency, for example, 1t is quife reasonable to expect thaﬁ.
Now, we don't anﬁicipate losing those grants or
strong-arming the program inot losing the opportunity to take
money £rom third—part& sources. Bgf; an opportunity for

review seems reasonable. I cannot cite any current

abuses.
MR. MENDEZ: Well, let me Just ask Gary a -- to
go through this hypotheticél -- 0or -- hypotheticai'wiﬁh me.
Let's.say you have -~ we givéra grant of $400,000.

Let's say a state_bér gives a. grant for $400,000 and in that
érant they say you can use these funds for iilegal aliens.
You cannot use these funds fo: reht. If we are to fund that
énd we have a prohibifioﬁ against fﬁnding illegal aiiens and
working oﬁ iilégal aliens, énd we ére ye£ tohfund ail of the
rént and all éf-thatrfor fhat grant?

MR. S-INGSEN: I think the portion of rent

allocable whether -- the portion of rent that went to the

Acme Reporffng Comf:any
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support.of representation of illiegal aliens would be an
illegal charge, and that you woula guestion it and
disallow it.

MR. MENDEZ: We can do it, but that's after the
féct.

MR, SINGSEN: It is certainly after the fact, but -5

MR, MENDEZ: Why don't we Jjust do it -- why don't

MR. SINGSEN: Well, (a) I don't think it's
happening. I think that when somebody's going to ﬁndertake
an activity that's prohibited with théir LSC funds, they are
in fact allocating cause.they know that they can't charge
LSC‘funds‘for the -- |

-MR. MENDEZ: Yes, but when yvou .a really massive
grant -- when you have a”sméll grant that's a different
story, but wheh vou have a really massive grant where it's
close to or a fair perceﬂtége of what your overall grant
ié from us, then I £hink thét the chances of allocation
really increase.

MR. SINGSEN: You mean a misallocation?

MR. MENbEZ: Excuse me, a misailocation.

MR. SINGSEN: Well, that‘s.why we have audits,
and why you've got a set of rules about the use of £he fﬁnds.
I don't fhink this is going to.solve that problemf I think

that the programs have to have allocation systems anytime
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they're doing an activity that's prohibited.

Now, I know tﬁe second thing -« you said state
bar funds. There would obviously be an initial guestion
of whether those wereipublic orrprivate funds.r if they're
public funds then you éould do the illegal alien
tépfesehtation, but you couldn't use LSC funds for it. IF
théy‘re privaté funds, they-couldn't be given for that
purﬁose anyway.

.MR; MENDEZ: Well, let's say ~- if they're public
funds can they -~ can we allocate rent to.them? | o

MR; SINGSEN: Ybu can reguire your recipient not
to use any of your grant funds for rent, for supplies, for
travel, fbr felephone, fof any'éctivity that subébrts the
use.of those state funds or, éay, bar funds, puﬁiic funds,
for an illegal purpbse, and I think you do noﬁ séy that and
I think programé comply with it.

MR. THIMELL: I think there's one additional point
to be made here, It;s not just a question of whether orr
not programs might use LSC funds-t5 pay the 6verhead on
illegal activities arising from othef grants, but there's
also a.question of the faét”that;we give monies to programs
for a variety of purposes. This is §ery similar'torthé cost
reimburseable quéstién, and we give a pfogram, say; half
a million dbllars-for basic field reprééeﬁtation. -We méy

also give that same program $80,000 to do computer-assisted
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legal research.

Now, that's clearly an illegal activity and
something that-would be eli§ible for a cbst, but ;e may decide
we don't want to pay additidnal overhead for more compﬁter
activity out of our'basic field grant. Suppose they get
another-SZ0,000 from somebbdy to assist thém in thié —
computer operation. We may not want them to divert an
additionalh$lo,000 out of basic field representation
activities fbr computer research even thbugh it's very good

and very wise, but we have decided that the basic fieid

‘needs are the priority and this would allow us to review those

situations up front and decide whether they're going to
impact on thé brimary purposes for which wé gave thém the
funds.

MR. SINGSEN: I do need to respond to that
briefly. = The choice.of words is illicitus. The Act makes
it clear that the priority judgments about the use of your
granﬁ are to be maae by the loéal Board. It would be an
inappropriate conclusibn to decide that your priority on
basic field funds would take precedence in an individual
instance oveﬁ the determinatiﬁn of the priority of the
program.

wa, obviously, in a cost~reimburseable grant
you completelyrcontrol thé gituation, and you coﬁld even

ask the program to enter into an agreement with you as part
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1 of a cost reimburseable grant not to exceed the amount of
Q_/ 2 the grant for that purpoée, and then in the cost
é- 3 reimburseable area,“whére I think we'll talk shortly, I
{ 4 think that's a full and appropriate rémedyﬂ
5 But, I £hink.thé'situations that's just been
6 || described is an example precisely of a corporation feeling
7 that there's somethiﬁg aEOut a lbcal priority judgmént
8 || that they want to gquestion and fhat that kind bf Question is
9 really nbt the approp;iate level for a management organization
10 like the corporaéion.
: 11 | Néw, let me make -- I need to make one
E 12 pﬁbcedural point as well. Obviously this is a new matter,
:{Wgw} 13 énd while I represent £he project aévisory group here, it-is
? 14 possiblé that others wbuld have comments onrthis as new
3 15 ﬁatter. So, I would reéuest the draw for that opportunity.
_ 16 I don't know if anybody has a comment. |
% ' 17 MS. BERNSTEIN; I juét have a Question as to the
§ 18 terms of the -- |
é 19 MR, VALOIS: Are you on the same -- ﬁhis same --
§ 20 ' MS. BERNSTEIN: Yeah, the same subject.
é. 21 _ You said thatuyou don't guestion the pfopriety
; R 22 of our beiné able to do it. You just don't think wé ought
_i : 23 to be able to determine it up front, but the fact -- you
? 24 know; that:that kind of avoids the guestion of who}s ﬁsing
é 25 their money during thevperiod.
: Acme Reporting Company
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MR. SINGSEN: No, let me be more specific.

I mean, I. think that if you want an approval
process on this, you have a right to an approvél ﬁrocess
up front on the gquestion of illegal, unreaéonable;
undesireable kin&s of things.-rYbu know, if it's going to be
an iilegal.use.

It seems to me you are fully protected, however,
already by £he-question coét procedurés.. That thére will be
aﬁ anti-leveraging affect of én up-fronf approval and that
it raises seribus queétionsrif yoﬁ go beyoha the terms that
you deny costs for.#— the iheligible or illegal or
ﬁnreasonable exﬁense -- about.the appropriaténeés_of making
judgments that confliét with the'priorifies.

I don't ﬁhink there's a ébwer quéstion here,
althougﬁ I think the exercise of the powei will be more
appropiiate in 1630 if you make:the décision to exercise.

MR. MENDEZ; Mr, Chairman, I -- some of your
argumehts are very pursuasive and, as a result of your
arguments, I'll téll you what I think I would like-to do is
state if those are not -~ put the.provisos'in that
inéiigible and illegal'cosﬁs in the language. I still want
the;language in. I think that's -- £hat afgument is"
persﬁasive‘and I would.aqree with that, but I think itfs —
I want the language in. I want to have prior approval.
And, this will nof delay any of these matteré,.énd thé
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Corporation can live with 30 days. I've asked themn.

MR, SINGSEN: My own guess is that 30 days is a
short enough time so that it won't have by itself arsevere
detrimental affect on moving towards the grant. = Grants take
time no mattef who is giviné them.

I am not sure it won't have ultimately the
anti-leveraging affect 1f there is a denial. I £hink the
incluéion of the standards is a useful steb.'

The other question is thé ﬁroceaural.one. If.the
director of MAC decides to disapproveror to object -- I mean,
word here isn't even disapprove;. It's object -- what happens
then? Is there any appeal process? Is there.any way to
review the situation?“ -

Since.thén, whenever it happens, if it ever
happens, we're obviously into a very direct situatioﬁ where
the corporafion has thrusﬁ itself ihto the negotiaticns
about the granﬁ_coming from a third.party.'

If the Corpoiation obiects would they become a
bargaining party in the grant negotiations?

MS. BERNSTEIN: I don't -- this is the first
I'm -- with it, too, but I don't read it the same Way you do,
I don't think, in terms of the procedural problems béing-
there because I think it's implicit that.the iaea is for us
to have a chance to look at it up front. If the -- if no
‘objection is raised by the Corporaﬁion, allocationlof cost
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is not necessary as long as it's legal. That just preserves
our rights to go back later and, you know, if we find out
that there was something illegal going on.

But, if the objectign is raised the allocation of

costs 1ls regquired, that simply set out a safeguard for

knowing exactly where --

MR. SINGSEN: Well, I understand. That's fine if
somebody's giving you $400,000, but if somebody's giving
you $12,000 to hire a pralegal, it isn't fine at all because
the money won't be thefe.

MR. VALOIS: Leﬁ's -- review -- I'm going to
restate where I think we}re orn the motion.

There's been a motion made to édoPt the Audit
and.Accounting Guide, including Appendix 7.

_MR-. COSTER: 6. |

:MR. VALQOIS: Excuse me, 6.

There have been several minor amendments made

with Mr. Singsen’'s consent and with no objection by

members of the committee. We are now dealing with the
proposed further amendment to the motion to include thé
ianéuage on page 20, which ﬁas now been added.

o I think what.we need to do proceduraily is to
vote or down on this amendment to 2-1.12, and then proceed

with the remainder.

MR, MENDEZ: Mr. Chairman, based on Mr. Singsen's

Acme 'R'_epoﬂin.g Company
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statements, I would like to add some additicnal -- I would
just like to raise -- cobjection is raised to the last line.
It must be based on -- I'd like to put the additional

language. It must be basedron the LSC. Mr. Singseﬁ, you've
made your point. Give me the language on the LSC Act -~

MR. SINCSEN: I think theiway that I would
probably suggést'ybu would do it is by direct reference to
£he standards in i630 fof disallowancé.

MR. MENDEZ:‘ Ail right. It must be based on the
standards in 1630.

MS. BERNSTEIN: I think that's confusing the issue
myself, and, Mike, you can correct me if -~ if I'm confused
about £he issue, bu£ I -- we're not talkihg'about
disallowing, you know, costs necessarily. We're simply
sayihg thaf the costs.have to allocated in terms of making
;t cléar in the beginning aS-to”Where.the costs are and if
the'éosts -- 1f the costs would not be allowable under our
Act, it is a guestion thaﬁ could be determined-even later, as
I unaerstand it. |

MR. SINGSEN: 'Certainly,_l've been saying that

you can determine it later.

MR. COSTER: Paragraph two -of this section is a

" permissive section. If it were toc be struck cr if this whole

. section was read without that paragraph -- it says that, "All

money that comes to a grantee must share and share alike and
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that cost ~- the overhead cost of the organization of the

recipient." That's typical accounting practice, however, it's

also very typical to provide exceptions to that in certain

circumstances,

The way the section reads without amendment, and

has read for sometime, as far back as I know, is that, however,

1f someone walks to your door with money and says we want
this for a specific ?urpbse,'to hire one person or to buy
a computer, you can -- or that grantor fufther says but you
cannot charge it with anyone of your rent or long'distance
phone billsior other overhead,-travel, you can accept that
grant and use it for the specific very narrowly defined
purposes as specified by tﬁe granﬁor.r

.What we're saying by this amendment is we don’t
want to discouraqe those‘softs of grants. We want to éeek
that.leVerage, as it's termed by Mf. Singsen. However, in
doing that, we want to know in.advancé do I have the

opportunity tc stop that should there be a problem with a

'particular grant. Would there be an abusive situation,

bossibly a control situation. A number of different items
£hat afé-—- opportunities that might arisé woﬁld cause the
Corporatioh through the offiée of.MAC - I don}t know
Modérn Audit Compiiande wétld necessarily make the only --
the only person tb recelve £ha£;.but the§ are the besi
iﬁterfaée with the recipient -—'would_giﬁé the Corp0ratioh
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1 -an opportunity to know several weeks in advance if they

Qu# 2 || were about to accept those sort_of terms on a grant, and if
3 || to see if there was something objectionable, as you say, on

4 thé ffont end.

; 5 I think that's important.

6 : MR. MENDEZ: ~ Mr. Chairman, I reguest that we table

7 _this portion of it for about 10 or 15 minuﬁes, and let me

8 || work on some lénguaée to helpA—— baéed on what Mr. Singsen's

9 | comments were, ahd ¢Ome back to-it in about 10 or”15

10 )i minutes because by then I should be able to have some

11 language that I feel is in his -- some of his input.
12 . MR. VALOIS: Mr. Singéen,‘can you address the
f(ig_; | 13 || other parts of that?
| 14. | MR. SINGSEN: .Certainly. It will take me -- I'm

15 sorry, I didn't bring the rest of the --

16 {Pause.)
7| MR. SNEGAL: I don't see where it goes.
18 , MR. THIMELL: That's a typo. It's on the

19 previous page.

20 . : MR. SNEGAL: ©h, it's the following page.
21 MR. SINGSEN: It's the following page.  On the

22 end of the third paragraph on page. 21.

23 = MR. SNEGAL: Qkay.
24 MR. COSTER: We'll seek permission later on for
25 technical corrections. You can see, we've already'built
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guite a.pile of them. WE've substantially revised --

MR. MENDEZ: I think the best way for me to
state the -- that Mr. Singsen and Mr. Costér and Mr. Thimell
have been working on getting all the typos out as guickly
as pdssible, and a lot of thesé ﬁhings —-— the subsﬁantive
issﬁes were being addressed, all the technical issues were
just going to have spellings_and movements of footnotes and
that éort'of that -- will.have done.

MR. VALOIS: Okay.

MR. SINGSEN: wa preliminary things.

First, i believe everybody hés a copy of my
November 2 memo to the committee and-theIBoard, ana if
anyone does not, I'havéma éoupié mofe here. I'll be working
wifh this during the presentafion. Sé, if anyone doesn't
have it, pleaseAlet mé make sure I get it-to you.

It says November 2 ==

MR. SNEGAL: I've got one that says October 30.

(Pause.§

MR. MENDEZ: I didn't bring mine down this
morning.

MR. SINGSEN: = Anybody else need one? This is
going to be easier probably if - there are probably some
in the audience because I did bring sOme for"them, but T
think they've been taken. |

(Pause.)

‘Acme Reporting Company
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14 _ MR. SINGSEN: Do we have an extra here?
a—* 2 MR. SNEGAL: I got that one --
3 MR, SINGSEN: .The second preliminary matter is fjust
4 || that I'd like to eého what I think Mf. Mendez Qas just
5 || saying. i think it's important to nofe that in the process
6 || —— somewhat rushed though it has been -- over the last four
.7 weeks.that a great deal has been done by the'staff.in
8 listening'to énd responding to the comménts that we've had
9 || to make and I just want to éommend the staff for the work that
10 they have done, and the work began, of coufse, with
11 i| Mr. Nussbaum and has been continued particularly by
12 if Mr. Coster.
; {fkvy' 13 o While wé'stiliuprobably have some differences, the
_ 14 .process has.ceitainly beénrmuch improved and I fhink the
: 15 final document reflects the work that they've done. So, I
é 16 want to commend them on behalf of my group for the work
é 17 || that they've done.
g_ 18 : 7_ Thére are . I think at this point eight areas of
E 10 the guide.that I wish to a'c’tdress.f I will try-to address them
é 20 || briefly in the interest of being able to move to a decision
; 21 this mbrning, but I think each of them is important enough
E 22 to spend a.few minutes thinking about them béfore final
? - : :
23 decision.
24 | A couple of them are quite minor. They will take
25 || us no time' at ali today.
 Acme R_eporﬁhg' Company
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The first 1s found in Secticon 1-6 of the Audit
Guide. That's in the red book on page & of thé Guide. It's
éntitled "Responsibilities of Auditors." In my memorandum of
Noveﬁber 2 yéu'll find it discussed on 13 to 15, and I have
a couple of changeé in the language on page 15 where I've
got arproposed amendment to the text.

These two points are pretty straightforward I
think. The.first is very straightforﬁard. fhe current Audit

Guide says that when an auditor discovers a serious problem

of internal control, the auditor should immediately notify

the Corporation because the Corporations money may.be at
risk beeause of inadequate accounting procedures.

The proposéé Guide deieteé £he.ébnéep£Abf
seriousness and says that whenever the auditor aiscovers any
matter related to internal control --

MR. VALOIS: Wﬁere does it say that on page 67
Let's work on the draft since that's what's before us.

MR. SINGSEN: 0Okay. Down at the bottom of page 6

the full paragraph there. The first sentence reads, "While

the auditor will contract directly with the recipient, it is

émphasized that any items regquired by generally accepted

.auditing standards were considered by the auditor to justify

reporting of the recipients:program, director or board of
directors, should also be included in the'supplemental letter

for LSC's consideration.”

Acme Reporting Company

(202 628B-4888




SWIL-62

10

11

12

13

14

15

18

17

18
19

20

21

22

23

24

25

62

And, now the language I'm addressing. "If such
items relate to the recipieﬁt's capabilities to safeguard and
account for LSC funds or weaknesses in the integrity‘of
management, fhe facts and circumstances must be brought
immeaiately to the attention of the director of LSC's office
of monitoring, audit and compliance."

That's the concept.that I'm éddressing here.

MR. VALOIS: Teii me about what words you wbuld
change, and -- |

MR. SINGSEN: I would add the phrase, "If such
items are of é serious nature and relate to the recipient's

capabilities," et cetera, which is the current language

' of the Guide that's now in force.

The problem here is essentially that there will
be in supplemental letters for many audits -~
- MR. MENDEZ: All you waﬁt to have -—.you want to do
is put the addiﬁional language "are of a serious nature.”

MR.. SINGSEN: -That's -~ of the two changes

"proposed here, that is the first of the two. The other

doesn‘t.;— is a separéte subject.

MR. MENﬁEZ: Téll‘me..

MR. COSTER: _Is‘the second related?

MR. SINGSEN: Yeah, the second héé to do with
work not done dﬁrihg the coursé of the audit, whether this

provision should apply during such work and --

Acmer Reporting Company
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MR. MENDEZ: Unless you can givé me a good reason
why it shouldn't be -- how do wé define serious nature? Let's
talk about that --

MR. THIMELL: This whole Question is the auditor's
judgment and as it’s-currently writtén, if the auditor makes
a judgment that there is a prbblem relating to the recipient's
abiliﬁy to safeguard our funds he's got to-call us. Now, if
it'é nbt serious, it probébly won't be called because it's
not going to really relate.

In othef woﬁds, he's going to make that distinction)
and it's really -- relates to that, I think 1t is serious.

MR. MENDEZ: You're saying it's redundant.

MRP THIMELL: Yes, I think iﬁ's -

MR, MENDEZ? Dé you agree with that?:

MR. SINGSEN: I don't., I think that you don't
relate by phone call every time the auditor is gbing.to note
in the sﬁpplemeﬁtal letter theat ﬁhe wrong persoﬁ 1s receiving
cash,

MR. VALOIS: Whose judgment avails when we decide
whether or not it's serious? |

MR. SINGSEN: The auditor would need to make
the judgment.

MR, VALOIS: Would you agree¢ then that if we
said, "ARe of a sérious natﬁré'in the judgment of the auvditor.

"MR. SINGSEN: That would be fine.

Acme-' Repoﬂing. Company
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MR. VALOIS: 1Is that ~-

MR. COSTER: That's current reading or that is the
0ld version. When the serious laﬁguage was there, and it
was certainly serious in the:eyés bf fhe_auditor, and the
problem is not whether the program considers it serious
becauée'that would only double the problem.

MR. VALOIS:W Are-you agreeiné, Mr. Coster, that

"Are of a serious nature in the judgment of the auditor"

would --

MR. COSTER: Yes, it's important to note back that
this refers to first sentence, which refers to the fact that
we're talking about items considered by the auditor to
justify reportiﬁg to the recipient's p&ogram director or
fhe rééipiént's board of directors, and it's saying, if vou
think it's important encugh to report to the loéal-Board.or
tb the local program director and it relates to ability to
safeguard LSC funds, you got to tell us, too, right away.
Thét}s what it say.

MR. SNEGAL: Put this language in. So, it's
redundant --

"MR., VALOIS: What's the matter with the
language, Joel, I don't understand.

MR. COSTER: == risk that an auditor may not
consider something serioﬁé enough to notiée ——

(Simﬁltaneous chversations.j
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MR. MENDEZ: I'll tell you what, let's put the

Pea

language --

MR. VALOIS: The Board jﬁst can't rely on his
judgment anyway.

- MR.lMENDEZ: Mr. Chairman.

MR, VALOIS: Yes, sir:.

MR; MENDEZ:_ Let's put this language in this
yeér, and if you bring me backrinformation to show me that
there’s problems withrit at the end of the vear we'll take it

out next year.

MR. SINGSEN: I can make a suggestion related to

that,

The auditor is going to have it in a note -- in

" the supplemental --

MR, MENDEZ: 1 know, and we'll have it by next

year, sc we'll know.

MR. SINGSEN: I'm not really conscious that

" this has happened much in the past.

MS. BERNSTEIN: =~- audit's until after -- because
this audit guide ~- becauée I -~

MR. MENDEZ: Now, look at =~ what I'm telling.is
that-we're'going to look-at them fhis year. The auﬁits“that
come in right-now, because this language is essentially in
it. We'll leave the language in.it; .if there's probiems
with it we'll revisit it‘in'six'months or three'monthé or

Acme Reporting Company
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whenever we get the audits -- probably four months —-- four ﬁo

five months.

MR. VALOIS: Does any member of the Board not
agreg that we canlpermit this to be a furﬁher refinement of
Mr. Mendez' motion ﬁo proceed. I want to keep track of
where we are,.

| Okay, tha's fine.

Nexf'poiﬁt.

MR. MENDEZ: You're going -- you're adding the
language back in. Let's make sure fhat-you say that.

MR, THIMELL: Yes.

MR. VALOIS: If'say, ", . . of a serious nature
in the judgeméntzbf-the auditor.™ |

MR. SINGSEN: The second point -=

MR. MENbEZ: Hold on one minute. I want to make
sure that we've got this.,

Do yoﬁ have it?

MR. THIMELL: Yeah, ". . . of a serious nature in
the opinion of the auditor" ;— judgment. Same thing.

MR. MENDEZ: Now, I'm telling the staff - you
two gentlemen, that .if there's a probleﬁ ét the ehd bf-—— when
these auditors come ih this year énd there -- we weren't
notified of matters before and we look at the footnotes and

see it, then I'll you come back in and tell us about it and

we'll change the language.
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MR. THIMELL: All right.

MR. VALbIS: Mr. Singsen.

MR.. SINGSEN: The seéond point in this -- the
second point in this paragraph has to do with a smailer

problem, but one which doesn't strike me as having much

"purpose. This 1s again related to the auditor calling up

with aproblem. But, we have the distinction between the

auditor who comes in and does preaudit work as part of the

andit. Then comes in and reviews the financial statements

and the financial operations and premiere's the audit report,

'discusses it with the Board of the local program and sends

the audit to the Corporation.

If any problems discovered.ahywhere along the
way that fits this description, the audifor is to notify
you.

Néw lets talk about the'begiﬁning part of the vear
whén a program manager wants to ask a-subtlé difficult
guestion in a confi&ential manner about an audit question.
ideally.hefd ask his auditor. He'd get him on the phone.
He'd'bring him in. He'd hire.him tordo some work tb give
him an answer on a question. Not an audit guestion, now.
Some other kind of écéountiﬁg question that the program

wanted advice on.

In this section, in this paragraph -- and in the

" next paragraph there's a reference to it also -- this

~Acme Reporting Company
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1 || requirement for immediate phone call is added as a

&") 2 || reguirement even when the work is not being done as part of
3 thé audit.
4 MR. VALOIS: Well, tell me again, what -- k
5|l we're addressing épecific lénguége.
6 MR. MENDEZ: Mr. Chairman.
7 MR; VALOIS: What part of this section are
8 || vou referring to?‘ |
9 - MR. SINGSEN: It's in this paragraph at the
10 bottom of page 6 and it's in the next senténce from the one
11 we read before, which reads, "This reguirement éxists_for
12 items coming to the attentioh_of the auditor during the

{;k.J 13 || course of his annualkexaminétioﬁsor during ﬁheVCOuése of

14 any other work performed by the auditor during that year."

15 ‘It is that whole phrase that I'm addressing

16 myself to.

17 MR. VALOIS: Or didn;t what you don't like?
18 MR. SINGSEN: That's right.

19 MR. MENDEZ: Mr. Chairman.

20 ' MR. VALOIS: Mr. Mendez.

21 | | MR. MENDEZ: We had substantial festimony by

22 Mr. Singsen in New Hampshire ~--

23 .~ MR. SINGSEN: In Wa-shington.

24 : MR, MENbEZ: in Washington, eXcuse me, cbncerning
25 || this and.the committee-considered this and rejected it.
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(202} B2B-4888




5

SWIL-69

(-

10

11

12

13

4

15

16

17

18

19

20

21

22

23

24

25

Fair statement?

MR. SINGSEN: It's a falr statement. Certainly
you heard me cleariy.

MR. VALOIS: Will you provide us with the —-

MR, SINGSEN: That's correct.

MR. VALOIS: All right, go to the next point.

MR. SINGSEN: The'next point is more complicated.
Probably the toughest issue to undérstand of all the.issues.
It has £o do with Chapter 1-7 on pages 7 and B-Of this
document, and particularly it has to do -- almost totally --
with the last éentence which is on the middle of page 8.

The reason I say it's complicated is that it

deals with the ideas of controlling‘and controlled

‘organizations, and what the last sentence does --

What the last sentence does is say when there's a controlled
relétionship bétween a recipient of your grant and some
other organizaﬁion, then thé rules, regs,.the provisiéns.of
the act, the prohibkitions on the uses of the funds that

go with LSC funds would also apply to the controlled or

‘controlling other organization.

The reason this is a problem is that under- the
Act, Section 1010(c), which provides that the non-public
funds of a recipient are not to be used for prohibited

purposes, there is no power to regulate the use of

‘non-public or public funds other than your own funds in the

Acme Reporting Company
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1 {{ hands of a non-recipient.

CN 2 Now, I want to spend one minute talking about

3 il these situations because I think it's very hard tb understand
4 || what we're talking about just using words.

5 What I intend here is just to show the normal

6 || situation where Congress gives the Corporation money along
7 | ' with the Act that says what the éuthority is for the

8 || Corporation to use the money. The Corpofétibh gives the

9 grant to a recipient, a locéi program. The-locél program
i0 || may have private funds, és wéll-as yvour funds, and under

: 11 thé Act tﬁese priﬁate'funds inlthe'hands.of the recipient

§ 12 can't be used for -- pqrpose. 'That's what 1010 (c¢) does.
ir”{ﬁ/ | 13 : ' Supposélthe'recipiént.give é“subgréht to a

14 |i subrecipient using your monéy. Wéll, that prohibition, all

15 the things in the Act, go with your money so that the

16 || subrecipient can't use your monéy for anything not éliowed
17 under the Act.
18 But{ now we come to the first problem. Suppose
19 that this sub;écipient has pfi?ate funds from somebody else.
20 || 1010(c) says the iestrictioh follows your money to the
21 il recipient'énd anything a‘recipiéﬁt does with pfivate money
22 is ﬁbt allowed tb be brohibited -- can be something
? N '.' 29 prohibited. But, é_éubfecipient -- a category you've
24 c:eated -- is not a recipieht under the Ac£ and ié not
25 subject to that prohibition on the use of private funds.
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And, your own subgrant regulation makes no
attempt to take the 1010({c) provision to the suprecipient, so
that the private fun&s of a subrecipient are not limited
by the préhibitions of the Act.
An example of this situation is the New York
Legal Aid Society.r It has about a $10 million endowment,

an annual fund raising drive, uses $3 or $4 million to

support it's civil division. It is also a subrecipient. of

the community action for legal service program in

New York, and the provisibns of the Act, the prohibitions
on the money that they raise privately and on théir
endowment income -- the prohibitions of the Act would not
apply under your subgran£ regulatioh to those private funds
of ﬁhe'New York Legai aid Society.

This is the standard éituatiOH. The new provision
in 1.7 -~ related organizations is.adding something, and it's
adding 1it, as we knoﬁ, because of concerns about these
mirror organizations, mirror corpofations, alternate

organizations as BIC called them.

And, this is the standard picture of an alternate
organizétion,.as I understand it. That is, thé recipient
ahd the subrécipient in our usual picture are interibcking.
Théy share directers. They sharé management., The
reéipient was created by =-- the subrecipient was created by

the recipient.
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1 ' There's a grant that runs to the subrecipient.
&_J 2 The recipient, however, controls.the functions of the
'3 || subrecipient in a significant Way.
4 And, in this circumsténce, what 1.7 says, is
b) that whatever rules apply to the recipient should‘ apply “to
6 {| the subrecipient. FirSt, that becausé these are two closely
7 interrelated organiéation.there should be single finanéial
8 statemeﬁt disclosing the activities of both essentially as
9 if they were a single organization, even though for
10 corporate purposes they ére two organizations.
11 | But, now we get into a problem. What the
12 || regulation, 1.7, says is private funds that go to the
{wi_g 13 sﬁbreéipientlin thié cdnﬁroiléd'circﬁmstance‘"?

14 . -~ MR, VALOIS: Are in effect going to both of them
15 because it's almost an alter ego'sitﬁation.
16 | MR. SINGSEN: But, that's the éroblém..
17 | Légally it's not an alter.ego gsituation. OUr
18 regulaﬁion doesn't require findihg an injustice or.fraud, and
19 || conseguently, we do in fact still have two corporate entities
20 | here and ekcept for the-proposal that somehow under the
21 Legal Services Act there is“authority to make this combining

22 despite state law incorporations. fThere's no authority to

23 combine them for the purpose of passing through the
24 prohibitions to the private funds of a non-recipient.

25 Now, this is the basic legal guestion and this is
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‘the situation with New Haven Legal Aid,.

MR. VALOIS: The guestion being whether or
not we can treat them as a single enterprise or single --
a common enterprise for the purpose of subjecting them to

this regulation.

MR. SINGSEN: Yeah, I think as a legal matter the
guestion is whether you cén treat them as a fecipient under
1010(c).

.‘Now, I tell you heonest, I think that's a good
legal gquestion. Not a resolved legal guestion, not one
théth really been briefed to you in an effective fashion,
and what I'ﬁé proposed before is_that, obviously, this is

a perfect situation to amend 1627 if you want to carry this

- through.

Just say when you have an interrelated organization
the subrecipient is subject to the provisions of the Act and

the prohibitions on private funds use and that as part of

the subgrant approval process —-- and this is indeed what

GAO suggests -- you ought to be saying to South Central

Connecticut, your subgrant, pursuant to our regulation, has

' to contain a prohibition provision about your private fund.

Now, that's the solution which -- well, I think
there's a legal guestion about it that you would have to make
a decision about, and if you do go ahead and make this rule,

there may ultimately be litigation about it. That would be
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I think the orderly process and the appropriate location for

this last sentence.
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MR. SINGSEN: Which now is imposing this rule
without a proper regulatoryv. process.

And there are two other situations that I need
to at least mention. The first situation is this one.

We have the standard grant from the corporation to a
recipient, but an inter~related organization doesn't have
to be a sub-recipient.

It can just be another organization getting no
money from our program board but in a controlled relationshipi
Under the rule set out in 17, even if no money is passing
between the recipient and the non-recipient, we are
pfoposing to make the rules —-- the prohibitions of the
Act.appliéable to the non—profit - the.bﬁivate funds of
the non-recipient.

Here, I think it is extremely difficult to create
a recipient relationship wﬁere there is noc Legal Services
money passing at all.

This is the situation for example of the consti-
tutional law center, which I think is an inter-related

organization with the center for judicial studies even

though there is no sub-grant at all. Just some transactions

going between the two because they share some space and

some people.

Nevertheless, if the sentence goes through in

17 today, the rule will.be'thatzall the private funds of
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the center for judicial studies afé subject to the prohi-
bitions ﬁnder the Act. It strikes us that that is not an
appropriate response.

The final situation is the most extended. It is
one that I have to apologize for not having realized it was

there two weeks ago. That the way 17 last sentence is

written, it applies to sub-recipients directly.

And what that means is that in this situation
where you have got the grant to the recipient, a Legal
Services sub-recipient through a sub-grant, and a non-
recipient organization and a non-sub-recipient organization
over here maybe with the money going_to our_sub—recipient,
npt any Legal Services mdnéy pasSing here.

Nevertheless, there is a controlled relationéhip

under the rule as written between the sub-recipient -- not

- just the recipient now. 'The.recipient is out of it. This

is arms-length, pure and simple. But between the sub-
recipient and this non-reciéient and non-sub-recipient,
nevertheless, the private funds of this non-recipient
and non-sub-recipient, will be subject to the prohibition.
Now, I am not sure how many of these we have,
because I don't know much about the control organizations
in relationship to sub-recipients. I give you an example
just S0 you can see what I am talking about.

Suppose the American Red Cross set up an elderly
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put some money into it, private money. And it also created

a sub-recipient -- the American Red Cross is here, I am

SOrry.
It creétes its own controlled entity to do
elderly or disaster legal services or whatever in response
to the disaster. And our recipient thinks that's a good
idea ﬁod and adds some money to this disaster relief.
This is a sub-recipient. It is controlled by the Red Cross.
That could mean that all the private money of the
Red Cross would be subject to the prohibitions of the Act.
That's obviously not what you intend, but that is what it
says in 17 at the moment.  So we.Cleafly need to change at
least the references to sub-recipients in that last sentence
to avoid this kind of an implication. |
Now all of my remarks about 17 essentially are
directed te that one éentence. What we propose is that vou
take it out of the guide and make it as a proper rule with
proper notice, which is probably not present here partly

because of the publication mattér that would certainly

.not come to the notice of the American Red Croés.

And that you do it in 1627 which is I think this.

And I think where GAO's recommendation‘suggest that it be.

MR, MENDEZ: Mr. Chairman, again we considerecd

this previously and rejected this position.
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MR. SNEGAL: Do you have these charts? I don't

think I was at that meeting. Dc we have these charts?

MR, MENDEZ: No, we didn't have the charts.
Mr. Singsen made virtually the same arguments with the

exception of this last one.

MR. SINGSEN: Well, I think I had a little

more time today than I had then.

MR. MENDEZ: Well, but you made the same arguments
about the whole issue.

MR. SINGSEN: Certainly, the same bottomline
legal functions.

MR. MENDEZ: Yes. And we rejected thqse'last time.

MR. VALOIS: Weil, my'experiencé is it is not
uncommon to treat people -- two people as one for some
purposes. It is certainly.true in all forms of labor
relations, and I aﬁ not.feal sure whether it should be any
different here.

Ultimately, you may be right. It may be that
some courts is going to have pass judgment on the effect
of us doing that.

MR. SINGSEN: I do need to be clear. I have

_no objection to the combined finaneial statement provisions

for disclosure to yvou to fund sources, I think that is
totally appropriate.

The igsue is only the application of the
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prohibition of the Act down through this process of diss
closure which I think is inappropriate in two ways.

One, I think it extends beyond your authority.
But two, I think it hasn't beenbdone'in a fashion which
is appropriate to the making of a rule. There has been no
proper notice on this, and no bpportunity to comment on it.

MR. MENDEZ: OQur -- You see -- I don't want to
engage in this, because we have done this before and we
have done it in private and hashed betweén the two of us
today.

But I believe we have difficulty in us losing
the control over the dollars if it gOeS'f;om sub~recipient
to'subwrécipient, to sub-recipient --

MR. SINGSEN: As long as they are your dollérs,
you don't lose any control.

MR. MENDEZ: Well, we do lose control over the
gréups that we.are affecting though.

MR..SINGSEN: I don't understand --

MR. THIMELL: I think Gary has misinterpreted

. this last sentence a little bit here. The language would

" not subject sub-recipient controlled organizations %o

lOlO;C in the fashion he suggested here.

If you will notice the language states that they
would be subjéct to the same restrictions as i1f the funds
wére held by the recipient or sub-recipient. So that Red
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Cross there would bé treated as a sub-recipient not the
reciﬁient, and therefore their private funds would not be
affected in the manner that you are suggesting.

Théy would be tfeatéd as a sub-recipient, and
therefore any fundé which they had gotten from LSC would
be treated to those restrictions. But clearly, they would
be treated as a sub-recipient and not --

MR. MENDEZ: 'They wouldn't even be treated as a
sub-recipient because they.are not controlled by us —-- by
the --

MR, SINGSEN: Well, I do need to ask a question.
I think that what Mr. Thimell hés just said 1is that the
private fundsrdf the sub;recipiént are not Subject to
piohibitions of the'Act, which is what I have said of course.

If that is correct, then you need only say so
bedause I think that is a correct interpretation of the
law and it eliminates most of the problems here.

MR. BNEGAL: If that 1s correct, why don't we
just delete —--

| MR. THIMELL: A genuine sub-recipient not a
¢ont£01led sub-recipient.- A controlled recipient is a
recipient. Now, if that box went all the way up'and took
in recipient as well, then you havé'one big organization
with four different faces;

MR. SINGSEN: Clearly, the grammar we have here

Acme Reporting Corﬁpqny
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mogp7 1 says that an organization in a controlled relationship
' Q.J 2 with a sub-recipient is subiect to the same restrictions
3 as 1if the funds were held by the sub-recipient, If that
4 is true then this is true unless private funds of a sub-
5 recipient are not under the prohibitions of the Act.
6 _ MR. MENDEZ: No. Mr. Chairman, we have considered
7 and rejected it. Unless there is a motion from some member
8 of the Board, I request that we move to the next item.
9 MR. VALOIS: Well, does any member of the Board
10 wish for us not to include this for the purpose of attaching
11 it to == it is actually part of the whole motion already.
12 : MR. SNEGAL: Yes., I do want to do something.
”E-j 13 ' It seeﬁs to me that thé point is well taken;
i4 | And the problem results from a recipient or sub-recipient
15 ap?earing-twice in that last paragraph.
16 And it seems to me one cof the wavs ocut of at
17 least the last diagram we have there is to delete from the
18 end of that séntence the words "or sub-recipient" so it
19 only appears once.
20' B aAnd then the analogy is to the recipient rather
21 || than -- I mean that's where the problem is, Gary, with the
29 American Red Cross, isn‘£ it?.
S 93 MR. SINGSEN: I would say the first place where
24 you have both terms 1is tﬁe place to remove it.
95 _ _MR. SNEGAL: The firs£ place.
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MR. SINGSEN: Yes.

MR. SNEGAL: So we are talking about funds -~

MR. SINGSEN: In some organizations in a common
control with a recipient, is --

MR. SNEGAL: Or subject to the same restrictions.
if the funds were held by the recipient or sub-recipient.

MR. SINGSEN: I think probably you mean just the
recipient. | |

MR. SNEGAL: Well, that's -- My first thought was
to strike sub-recipient both times.

MR. THIMELL: I think that's --

MR. SINGSEN: Well, i.mean, the earlier situations
-- this situation which I think is the basic_situation that
you are concerned about.

What you are saying is 1f some other organization
is a controlled relationship with the recipient, then that
other organizatibn is subject to the same rules as the
recipient. That is what I think you are saying.

In this situation, even when there 1s no money
passing it is my unéerstanding_that you intend the same
thing-to be true, that is, some organization in relationship
to a recipient that is a control relationshi§ is subject to
the same rules as the recipient.

In both cases subjecting the private funds of the

other organization to‘control{ I don't think the reference

Acme Reporting Compcny.
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to sub-recipients adds anything except the American Red
Cross.

MR. MENDEZ: Mr. Chairman, as I stated before —--
Tom, do you want to heid it for a few minutes and céme back
to it and consider it?

MR. SNEGAL: Well, I would like to move that we

strike the words "or of sub-recipient" at the two occurrences

. in that sentence.

MR..VALOIS: Okay. I do not hear a second.

(No response.)

MR. VALOIS: Motion denied. Go to the next
point.

MR, SINGSEN: I'héve cne other'suggestiOn with
regard"to this one, and thaﬁ 1s as an alternative, I urge
you to change the word "are" in tﬁe last sentence to "maybe™
and to proceed with the proper regﬁlatory procedure which
hasn't happened here.

My own opinion is that if you attempt to enforce
this provision in any way, yvou will find that the authority
is not there in an expensive litigation. -~ And that at least
on the procedural poiht, vou need to publish'a comment
and adop£ a rule, this is clearly a rule.

Mavbe it would put auditors on notice to look.

And you could include a reference to 1627 if you wanted to

say where to look.
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mogpl0 1 MR. MENDEZ: Mr. Chairman, I reguest that we go
~ 2 on to another point and come back to this at a later time.
3 | MR. VALOIS: Well, I would just as soon deal
4 with this up or down. He is suggesting the term maybe
0] instead of are.
6 It seems to me -- sort of take Mike Wallace's
7 position on that. Somebody reading this doesn't know
8 whether it does or doesn't apprly until somebody tells him.
9 | MR. SINGSEN: That's correct. He would have to
10 go and find the source of authority which means the
11 regulation would have to be adopted.

12 MR. VALOIS: I don't much like regulations tell

/Ehj 13 yvou whether or not -- you have to guess at whether or not

14 they apply.

- 15 : MR. SINGSEN: Yoﬁ understand this is a regulation.
16. This audit gﬁide.—~ if you pass it this way; this provision
17 is absolutely a new rule. It has not had proper notice in
18 publication, and making it this way, I.think you get a
19 ||| problem.

20 Notice and do it with the régulaﬁion-is what I
21 am‘saying; Obviously, Mr. Mendez would like me to stop.
. 29 'MR. MENDEZ: Mr. Chairmén, we have had our dis-

- 23 cussion on this.

o4 | MR. VALOIS: Okay. Go to the next point, Mr.
25 'Singsen. | |
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MR. SINGSEN: The third point is in chapter 1-9
on page 9. The essence of this is guite simple. This
draft of the guide as the earlier proposed guide did,
says that to change your fiscal year a progfam must have
prior approval of the corpecration.

MR, VALOIS: 1-9?

MR. SINGSEN: Yes, 1-9 on page 9 is a single
paragraph. And the final senteﬁce says that the fiscal
year can only be changed upon receipt of the prior written
approval of LSC. And the approval of the recipient's board
of directors.

I£'s a new rule noticed back spring when it was ~
méiled out. Ané the issue here is -- this is obviously

an issue that the local corporation ought to controcl, both

a matter of local corporate matter and practice. Government

or state law.

A couple of concérns have been raised. Clearly,
the corporation should get immediate notice of any éhange
in the fiscal year, but thére seems no real basis to think
that theré is going to be.any difference in your oversight,
youf'capability to observe the program is not goling to
change your work situation in any way.

It doesn't change the rights and powers of the

corporation. There is some concern about the possibility

of a'program manipulating its fiscal year end to somehow
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avoid the impact of a rule. That things may relatively be

easily solved by alterrnate language.

MR. VALOIS: 1Is your concern limited to the prior
written approval?

MR, SINGSEN: Yes, it is.

MR. COSTER: This is an issue that seems tolhave

had a disproportionate share of discussion before, and T

thought that we had come to terms on the idea that permission

would better improve the flow of information within the
corporation, save it the disruption that occurs on fiscal
vears that are changed without notice -- would avoid the

potential problem of the evasion of rules such as for

.example functional accounting by shortehing a fiscal yeaf

which a program could do say in this year coming by having
a 10-month fiscal year they would not receive the benefit
of the functional accounting project.

There were a number éf very real occasions that
we decided to go with advanced permission. And I thought
we had reached some terms on that.

MR. MENDEZ: Mr. Chairman ==

MR. THIMELL: I would also like to point out -
this is current practice, and in fact the programs do give
us this notice even though it isn't an explicit reguirement
and doesn't seem to be too burdenéome for them to let us
know that they are planning to do this.
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MR. SINGSEN: I think notice is no problem.

MR, MENDEZ: Mr. Chairman, we considered this
in the committee and rejected his supbosition._

MR. VALOIS: Does any member of the Bocard wish
to affect moving to the next step?

(No response.)

MR, VALOIS: Okay. Does not.

MR. SINGSEN: Next one is in 2-1.4., This is
paragraphs that relate to functional accounting, and would
ask you'tb take a look at -—'I,béiieﬁe it is the middle
paragraph. In the middle paragraph which begins -- one
significant conclusion.

This is on page 13 of the guide. You will find
in the first sentence the stétement that the AICPA
recommendations are that organizations which solicit
significant contributioné from thé general public must
summarize the cost of providing the various services or
other activities on a functional basis.

Then says, other covered organizations are

encouraged to do . so. I ask you to insert there the

phrase "such as most Legal Services programs" same as

under the AICPA standards, Legal Services programs are
other covered organizations, not with a couple probable
exceptions, like the Legal Aid Society in New York which

does have substantial reliance on private outside
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contributions.

Most Legal Services programs are not organizations
that solicit significant contributions from the general
public under standard accounting literature.

MR. VALOIS: Well, all you are saying is.that
after other covered ofganizations, you want to limit the
encouragement of that to other legal aid type organizations.

MR. SINGSEN: Actually, it is even simpler than
that. The wéy this reads --

MR, MENDEZ: Can you give us specific language.

MR. SINGSEN: Other covered organizations (such
as most Legal Services programs) are encéuraged +o do so.

MR. MENDEZ: Now, we discussed this previously
to my recollection.

MR. SI&GSEN: I don't believe we discussed this
one. This I tried to raise yesterday =--

MR. VALOIS: 1If it is not a requirement, I mean,
what you are deing is pufting a further limitation on it
by definition.

MR. SINGSEN: It is just that I think as it is
written now,'people will misread it and believe that this
paragraph believes thét Legal Services programs are
organizations that solicit significant contributions £from
the general public.

That happens to be a statement contrary to
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audit standard definition. So this isn't the simplest
way to say.that - remémber, the next sentence says that
you are directing it. And that is the important sentence
in this three paragraphs.

MR. VALOIS: Let me just catch up with you.

"MR. MENDEZ: All right, Mr. Chairman -- I think
we just delete the sentences from there.

MR. VALOIS: It is not a requirement. It is
encouraged to do so.

MR. MENDEZ: I would just delte the sentence.

'MS. BRERNSTEIN: Whatis the significance --

MR. VALOIS: What are we encouraging more paperwork
for. |

MR. MENDEZ: I would just delete the sentence.

MR. VALOIS: Well, it is not necessary. If it
is neéessary, why don't we say.so. |

MR. COSTER: That particular sentence?

MR. VALOIS: Yes.

MR. COSTER: It is certainly not necessary
deletion --

MR. VALOIS: It is explanatory language.

MR. MENDEZ: We understand it is.explanatory
language, and I think, if I understand his problem, I would
just eliminate the problem, eliminate the sentence.

MR. VALOIS: Well, but he is trying to -~
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MR. SINGSEN: If you eliminate the sentence then
it really sounds like Legal Sefvices programs are within
this definition of funds which solicit significant con-
tributions =-- organizations that soliéit significant con-
tributions from the general public.

That's the éroblem. You could eliminate the
paragraph.

MR. COSTER: We could eliminate the paragraph.

I don't object to that.

MS. BERNSTEIN: Why don't we just eliminate the
first two sentences. I don't think there is any feason
to eliminate the fact if it is just providing history that
the corporation has recommended the adoption for years.

MR. COSTER: Weli, because Mr. Singsen's next
point of change is in the third sentence of that paragraph.
Again, a wording change of a similar nature that we are
not that strong on. Why don‘t_we -—- you want to mention
that first, or do you want to still argue that?

MR. MENDEZ: Let's delete the paragraph.

MR, VALOIS: Second. All right. There docesn't
seem to be any objection. Without an objection from any
other member of the béard, we ére going to delete the
paragraéh.

All right. Mr. Singéen, go ahead.

MR. SINGSEN: The next point is in 2-1.9. It
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deals with recognition of grant and contract support.

MR. VALOIS: What page?

MR. SINGSEN: At the top of page 18.

MR. SNEGAL: That's where you have already put
the word "LSC".

MR. SINGSEN: - That's correct.

In that paragraph, the same sentence actually
that's already been amended by the insertion of the word
"LsCY.

What it states is that all LSC funds are reguired

to be expended on a first-in, first-out basis. No exceptions

will be made to this policy.

Now, I heard the earlier description of the
proviéidn-of the appropriationé act which 1is working its
way through Congress at the moment. And I haven't examined
the language.

But what it seems to say is something guite
gsimilar to this. That is, that all funds from prior years,
all funds granted by Congress from prior years have to be
spent before any funds from this year are to be spent.

If that is the language, then first whatewver
discussion we might have on this téday, and if it becomes
the law, will very shortly be meaningless.

'Seéond, however, I would note that the point of

the discussion in my November 2 memo is that it should apply
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‘1t sounds like 1t might. And so I think that is appropriate.

" MR. COSTER: I think that Mr. Singsen is in the
awkward position of using his sword as a shield, because
some weeks aéo, this settlement that was reached in a New
England'pfogram lawsuit some four years ago in Connecticut
I believe --

MR. SINGSEN: New York.

MR. COSTER: In New York. Required the corporation

" to maintain the facility in one fashion or another to

. continue representation of clients that current funds could

not be'aﬁplied towards.

At that point, many programs evidently nationwide

‘that still are holding onto their funds found excellent

justification for the retention of 1981 funds.
.The corperation is holding onto 1981 funds. That's
been discussed as well. That's why we have previously said,

I think Mr. Singsen will recall, this is one regulation

‘where we are required under that settlement to protect the

program's ability by maintaining those funds in the cor-

poration's accounts.

But that we don't handicap that responsibility of

“the program by requiring the balance of them to dispose of

those funds in a businesslike fashion. And we have also

discussed that it is clear. There has been no language in
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any of the appropriations documents that would suggest that

Congress places restrictions in in one year, anticipating

‘that they are speaking to different yvears dollars when they

invite us or discourage us as a corporation from serving
certain interests.

MR. SINGSEN: Very briefly, just to respond.

There are three situations that in one way or
another relate to this one in the corporation's own budget.
One, is the investment income which isn't 1981 money. ‘It
is 1977 money or 1976 money. It has been held as a separate
fund all these years.

And if the act is changed, or-éhe appropriations
bill is written the way it has been described, that money
will have.to be expensed immediately. The second is that
the commitments procedure which allows taking a decision
made in this year and setting aside, reserving funds from
this year for an activity next year, would not be appropriate

under this language.

The third has to do with fund balances, and the
question there is, the corporation's own fund balance
practice which is of course much more liberal than the
program's ten percent rule.

MR, VALQIS: Mr. Singsen, I have heard you talk
about this paragraph, but you haven't told us what it is

you want us to do yet.
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MR, SINGSEN: On page 22 of my memo of November 2,
I have a proposed set of language.

MR. VALOIS: Substitute for this?

MR. SINGSEN: It is actually to return to the

language that you had in the proposed guide of February of

1985.
MR. VALOIS: Did you present that in Mr. Mendez'
committee?
MR. SINGSEN: Yes, I did.
MR. VALOIS: This is on paqe.22?
MR. SINGSEN: That's right. Béttom of the page.
MR. VALOIS: Just briefly, what is your ==~
MR. SINGSEN: That you allow two exceptions to
a —-- proposal. The first being that the corporation itself

approves a fund balance plan allowing expenditures over
a specified time frame. And the second being that the
recipient establishes a distinct fund to account separately
for the use of carry-over funds.

MR. VALOIS: But the latter of those obviously
goes directly to the heart of the matter.

MR, MENDEZ: Mr. Chairman, we have considered
these items previously and we have rejected them.

MR. VALOIS: Does any member of the board want --

MR. SNEGAL: When vou say previcusly, Mr. Mendez,

is that yesterday?
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MR. COSTER: No. This language here is very’
élose to the language which the corporate released in
January of this year. And after the comment periocd, chose
to &elete in its entirety and add in the sentence, no
exception will be made to this pélicy.

Those two exceptions were initially =~- originally
at least as of January of 1985 corporation language.

MR. THIMELL: I think the fact that Congress
ig moving'ahead to in effect implement this language would
stroany érgue against us changing it now.

MR. VALQIS: Okay. What is your next point, Mr.
Singsen?

MR. SINGSEN: In 2-1.92 on page 18, there you
deal with what happené When soméone has from a cdst
reimbursable contract, and expends the full amount of
funds under that cost reimburseable contract, but still
has a little bit more to do?

MR. MENDEZ: I am sorry. What?

MR. SINGSEN: Page 18, the paragraph number 2
in the middle of the page. And page 23, of my November é
memo has a proposed change in language.

MR. VALOIS: The change you would add, is what
has been underlined?

MR. SINGSEN: That's correct. And I would then

delete the following two sentences. I would note that in
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‘the discussion of question of costs, this is an approval

process. I understand, although the process hasn't actually
oécurred, it is the next item on your agenda, that there
will be discussion about inserting this particular area

into the 1630 on guestioned costs.

And I think it belongs in 1630 if you are going

to reguire it not in the audit guide. It is an approval

process. It leads to disallowed costs if approval is not

granted or applied for.

I also have a substantive concern about this,
like we talked about before with indirect costs. That is
these are -- this is a situation where a program would be
making the decision £O-use its annualized funds to complete
an.activity begun with a special grant.

In that situation, if it is illegal, ineligible,
improper, unreasonable or any of those bad things, you have
the power to disallow it under your current procedures.

The only situation in which you would have an approval_power

to exercise here and choose to exercise it, is one where

.beyohd those terms, vou decided for some reason you didn't

like it.

That strikes me again as a subject more appro-
priately limited to local priority decisionmaking and a
subsequent review, not a prior approval. It goes to what

I think you are working on in language in indirect costs.
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MR. COSTER: And you likewise have heard our

side on this. From a big picture perspective, what we are

locking at is requiring professional and long-term planning,
or at least medium term-planning of program.
And it is true, that we are not going to withhold

the ability to transfer these funds in specious fashion,

‘but we are asking the programs to cocunt their dollars up

as they go along 1s the reason that we give these sorts
of grants.
And we shouldn‘t have to add on topr of that grant
language, and don't spend more than we are telling vou.
We really mean it. And that should be the policy. That's

why we have these grants. . And the term micro-management

is constantly thrown at us. I think it is just a regquirement

of professional management.

MR. SINGSEN: I think professional management
need to be very careful. I don't think the corporation needs
to spend its time on this when it has go£ complete power to
disallow somebody that does something wrong.

MR. COSTER: I would hope that if this is adopted,

it doesn't rain these requests down on us. I hope that it
would alter the behavior of the recipients. That's the
intent.

MR. VALOIS: Does any member of the board want

‘to talk about this one anymore?

Acme Reporting Company

{202) 828-4888




| mogpld

10

11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

93

(No response.)

MR. VALOIS: Go om, Mr. Singsen.

MR. SINGSEN: The next item is in 2-1.13. It
appears on pages 20 and 21 of the guide. There is a draft
of a language change on page 24 of my memo at the top.

The point is simply this. Under the language in
the proposed guide, interest income earned on prior year
money would be subjected to the rules of the current
appropriations act. Tha£ appropriations act explicitly
limits its application to the funds provided by the Act.

What I suggest is that you make any interest

income subject to the same rules that applied to the fund

that earned the money which is of course -- let's say 1984

meney, earned the interest income, the 1984 rules obviously
should apply to money earned on 1984 LSC funds. Not the
1985 rules which may be different.

MR. VALOIS: T am not sure that is guite that
obvious. What's the effect of this congressional direction
on FIFO would have on interest income in your opinion?

MR. SINGSEN: My opinion 1s that -~ Well, first
I have to see the language, as I haven't seen it. I am
not even sure how exténsively.it applies.

If what the rule states is that all LSC funds
shall be -- from prior years -- shall be expensed prior to

any use of current year funds, I think it would apply to
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intérest derived as well as to the direct fﬁnds.

I haven't looked at the legislative history, but
my guess is that would be the intent.

MR. COSTER: And the staff has reported before
that it is ourr—ﬂ on information, the current language
cpnforms with standard federal grant making procedures.
Andlthat the funds are handled on a FIFO basis,

That an agency has the opportunity to modify that,
and that we have been working_uhder a modified procedure,
this conforms with, vou kncw, the defaulf provisions in
standard federal grants.

The reason, the need for making this change is
the-coﬁfpsiop and opportunity for misinformation that the
prbgfams have with the audit division in Washington of
the corporation, and particularly, the monitors.

When yvou start dealing with three and four years
worth of} vou know, oh, that was special money from 1983,
that's interest money from 1982, that's market money or
illegal money from L981, it truly does cloud the issue.

And I think this is part of the FIFO concerns
is trying to clarify the sources and permissive uses of
the money. This is not a radical change from the true
'Qorld I don't think.

MR, VALQOTS: I don;t believe that Mr. Singsen

is saying we don't have the authority teo do that. He is
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just guestioning whether or not we are right in doing so.

'MR. SINGSEN: I actually have a small quéétion
about authority, but certainly no authority to argue my
Jquestion,

MR. VALOIS: Can we go to the next item?

MR. SINGSEN: Yes. The next item is on page 71.
It is section 6-2. And I suppoese given this discussion
today, I should prefaéé it by saying, fhis is also an item
that we discussed two weeks ago, only for some reason the
guide this time doesn't say what was decided two weeks ago.

MR, VALOIS: That's 71, go ahead.

MR. SINGSEN: In section 6-2, it is a very short

paragraph. The last sentence of which in the proposed guide

reads: LSC does however reserve the right at its discretion

to select the auditor.

The auditor referred to.is_described in the
first sentence, the selection of an auditor, together with
contracting for auditing services is the responsibility of
the recipient.

In our committee meeting two weeks ago, the
committee agreed that its interest here was to assert its
power directly to audit, that is, the corporation can come
out and audit. Or to have the bower to hire an auwditor
and send that auditor out to audit the program.

And under the act, it is absolutely clear that
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there is authority to audit directly, and I think to audit

through an instrumentality. The instrumentality language

is what was discussed at the meeting.
| MS. BERNSTEIN: Yes, that's correct.
MR. SINGSEN: Now, what 1s said here doesn't say
that.
MR. VALOIS: ©WNow, what is the changes?

MR. MENDEZ: I think what we need to do is strike

.the first sentence, and it is okay.

MR. SINGSEN: If I can, I have prepared a memorandul
on this issue after I got the éuide.

MR. VALOIS: Don't give us a memorandum. We
got three sentences here. Tell us which ones --

MR. SINGSEN: I think you can change the sentence
to read, LSC does however reserve the right at its discretion
to directly audit the recipient either on its own or
through instrumentality, which was the language I thought
we had discussed.

MS. BERNSTEIN: The question here, as I understand
the discussion, and the éommittee meeting, who pays for
the audit.

MR. COSTER: And more importantly I think, who
is the auditor working for? .And of course there are

professional disclosure concerns and things that are related

to that.
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MR. MENDEZ: My recollection -- you tell mé if I
am wrong -- was that language -~ let's look at 6-2. Are
ycu there? |

If we delete the first sentence, gentlemen, tell
me what's wrong with that. |

MR, SINGSEN: I think it is still the problem that

the auditor has no reference except the one that the program

1s going to choose.

What's the problem with saying to directly audit?
Either by its own staff or --

MR. MENDEZ: Which section of your paragraph?

Do you have Mr, Singsen's --

MR. THIMELL: Yes, I have seen that. I would_
like to‘juét point ouf something here.

When this was discussed two weeks ago, it was
actually discussed in the context of section 1-5 which is
on page 5 of the guide. This is a provision that appears
in numerous places.

We made the change that we agreed upon here, and

neglected to follow through with that change on the page

that he is referring to. The change that was actually
agreed to was to insert after -- |

MR. MENDEZ: What page is it?

MR. THIMELL: Page 5. I have pagé 5 in my book.
Was to insert -- this is the last -~- second paragraph up
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from the bottom, the last sentence of that on page 5.
However, ZSC reserves the right at its discretion
to select and contract with the auditor in.accordance with
section 1009-C-1 of the LSC act.

What we did agree to is to insert and contract

‘with at that point. And it was simply an oversight -- and

contract with has not been inserted in the section we are

‘discussing here, and the other place it appears in the guide.

MR. SINGSEN: First,-that.is not my recollection
of what was decided because of the ambiguity that ybu can
see in the language tﬁat we have here.

MR. VALOIS: Where is here?

MR. SINGSEN: I am sorry. It's right here.

'Page 5.

MR. VALCIS: Page 5. What's ambiguous about the

last sentence?

MR. SINGSEN: The words '"the auditor", does that

- refer to the auditor that is hired by the local program

through a clear written understanding between the recipient’'s

board of directors and the auditor with respect to the
scope of the auditor's services?

It seems it must since that is what the first
sentence in the paragraph says.

MR. VALOIS: I must admit that I don't understand

why 6-2 on page 71 is not contradictory to start with. I
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don't understand why it is not contradictory. It appears

' to me because it says in the first sentence that the

recipient gets to pick the auditor.

I think that is a fair reading of what it says.
And then in Ehe last sentence it says, we get to pick the
auditor.

MR. SINGSEN: I think that is exactly right.

MR. VALCIS: One of those things is true and one

is not. I don't know which one YOurwouid want.

MR, MENDEZQ In the first instance, that is just
génerally discussed. The statute savys that.we can select
an auditor if we deéire, énd contract with an auditorf

However, we also_aré providing that the grantee
can sélecﬁ its own auditor if it so desires.

MR. VALOIS: Well, why don't we say that then?

MR, SiNGSEN: Excuse me one second. The act
says you can either come and audit everybody yourself or
anybody --

MR. VALOIS: Or except yours --

MR. SINGSEN: Or, yvou can require the programs
to provide you with an independent audit. To this date
for most purposes the corporation has opted to have the
programs provide the audit.

The assertion here of a right to come directly

and do an audit raises no probklems because it is clear in
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© mogp3l ._ 1 the act that you have that right. The only issue is if
.Q,f : 2 | the local programs providing the audit, do you have the
-3 authority to step in and say, and your local audit for you
6 4 that you contract with is going to be done by this organi-
5 zation we choose.
6 MR. MENDEZ: No, we don't. We are not saying that.
7 : MR. SINGSEN: So the way to take the contradiction
8 out cof the last sentence'ié té say, nevertheless, LSC
9 does however reserve the right at its own discretion to
10 select an auditor or come directly by itself and audit the
11 program. |
12 MR. VALOIS: In which:case we have two auditors.
; &v/_ 13 MR. SINGSEN: Could have two. And indeed with
ﬁ ' 14 other sburces of fuhds besides LSC, you would have two.
15 MR. COSTER: I have a guestion for Mr. Singsen.
18 Do.you envision any access or disclosure problems
17 to the Legal Service employed auditor visiting a program
18 | . to conduct the audit?
194 MR. SINGSEN: Yes. I think there is one problem
20 that has to be dealt with. It has beén dealt with before
21 in a couple of other contexts.
929 And the problem is -- and the corporation has
~ 23 in fact done some audits on its own where it has perceived
é _ 24 a problem. The one difficulty is client confidential
95 material. The auditor can't be given access to that material
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in the course of the audit because he is not within the
privilege.

The auditeor who works for the prograﬁ-can be
given access because he comes within ﬁhe privilege. And
there are actuélly some worked out.settlements where you
have got éther government agehcies that need audit info:maf
tion -- audit type information, where the program hires
the auditor.

The auditor goes and reviews and provides a
certification to the funding source that the records are

or are not the way they are supposed to be, but without

‘disclosing any of the client confidential information.

An example would be the client escrow funds
Which is impofﬁant as far as thé audit, but which discloses
obviously confidential information about the client.

There would need to be if it was an outside
auditor.

MR. COSTER: 1If Legal Services contracted with
aﬁ outside auditor, do you think that the contract could
work around the transmittal of'cherwise non-discloseable
information to the Corporation? |

In other words, that a program éould rest assured
that thoﬁgh the LSC had signed the contract with ABC and
Assocliates or what have you, that you could go ahead and
have a wider disclosure? Or would those same objections
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 mogp33 o 1' remain?

.Q_/ 2 | MR; SINGSEN: Obviously; there would be concern,
3 and whether as a matter of law we could avoid the etﬁical
4 problem through contractual terms, I don't think I am sure.
5 I think we could make a very-good try.
6 ‘ MR, MENDEZ: If the corporation selected the
7 auditor, paid for it, but said the confidentiality runs
8 between -- it's a third party beneficiary contract, then
9 it appears to me like you wouldn't have any disclosure
10 | problems.
11 | And the cérporation would be sitting back --
12 | MR. SINGSEN: Here is the problem I would have,
L 13 but I am not -- I haven't thought all this. through frankly.
~ 14 | _ You had that in the contract, and you ?rovided
15 under =-- for a reliance on it --
16 : MR, MENDEZ: I am sorry?
17 . MR. SINGSEN: And in reliance on such a provision
18 creating a full wall between corporation and any information
19 released to the auditor.
Zb The program released confidential information
21 to the auditor. You would then.have the -—- if there were
29 disclosure, you would have remedies problem. That is,
i./ 23 in.reliance on the contract perision, the infeormation was
924 disclosed, you breached a confidence by thinking that you
25 had assurances, if those assurances weren't kept, I think
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there would be a problem with any appropriate remedy that
would protect the lawyer who had released the information.
Maybe if you got client consent, but that would

be ancther problem.

MR. MENDEZ: That -- doesn't -~ what about if you
have a three-way contract between the auditor, the

cbrporation and the board?
MR. SINGSEN: That's a possibility. I think that

is a possibility. Negotiaticns might be complicated, but

I think it's a possibility.

MS. BERNSTEIN: Gary, do you disagree with the
act, 1009 -~ whatever it is -- C-1 =-- that we -- that the
programs are supposed to be aﬁdited, and that we have the
discretion to do:it'ourselVes or séiect ah auditor to do
.that audit?

MR, SINGSEN: I certainly wouldn't disagree with
the act, and I think vybu do have that discretion.

MS. BERNSTEIN: So the distinctions as I am seeing
it that you are raising in terms of confidentiality have
absolutely nothing to ao with the auaiting process because
it is just a matter of who is selecting the auditor,

If yvour auditor would have the same problems in
terms of client confidentislity.

MR. SINGSEN: No, and that's why a three party
contract might solve the problem if my auditor enters into
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a contract with me, I have got a much more ——.I have got a
direct relationship.contractually.

.If it is vour coﬁtract with the auditor, I am at
best a third party beneficiary, and it is not guite the
same situation. I think the three-party contract might
solve -- although I am not an expert on how to do this,

I mean, Alan may have a better idea about this .
issue. I know he ﬁas considered it in more depth than I
have.

MS. BERNSTEIN: What about the corporation doing
the audit itself?

MR, SINGSEN: I think the same problem exists
if the corporation staff comes in, and indeed in monitoring
éoﬁtexﬁ and fundamental criferia review, there is_a problem
aboﬁt confidentiality.

M8. BERNSTEIN: So you are saying that 1009-C-1
doesn't mean what it says?

MR. SINGSEN: No, I don't say that at all. But
there is another provision in the act which is nothing done
by the corporation in its activities shall be in any way
contrary to the professional responsibilities of the
attorneys in the program under the code of professional
rasponsibility.

MS. BERNSTEIN: That's fine. But audits can be
conducted without violating that.
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mogp36 1 ' MS. SINGSEN: As long as they are, there's no
_eébﬁga 2 probiem. But if ydu are talking about an outsider coming
5b 3 ‘within the privilege --
4 © MR. MENDEZ: Here's the difficulty that you have
5 when you are performing an audit, you have various check
g 6 registers that vyou want to come in and review. And they
7 have specific client funds. There is that problem, that

8 difficulty.

: 9 MS. BERNSTEIN: Client funds?
_ 10 | MR. MENDEZ: There is the potential of being able
3 11 td assert attorney client privilege and no disclosure
) 12 being available. That's -~ and the first question I asked
% . | 13 was about third party beneficiaries.
; 14 I happen to differ with you on that aspect.
15 There is a lot of insurance type contracts that I have and
16 I assert, you have third-party beneficiaries.
17 MS._SINGSEN: I would frankly defer to you on
18 thét, and certainly to Al -~ standing on those kinds of
19 quéstions.
20 MR. VALOIS: Is what we mean that -- in the last
21 sentence, LSC does, however, reserve the right, at its
. 29 discretion, to select the auditor on behalf of the recipient.
o |
23 ' MR. SINGSEN: That is what I read that language
24 to potentially mean, and I don't want that.
25 MR, THIMELL: We mean it to say select and
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contract with the auditor, and it just simply wasn't added.

MR. MENDEZ: See, we don't -- we can*t do it on
behalf of the recipient. That's their positicn and --

MR. SINGSEN: If it changes in 6-2, if you Jjust
made to select its own auditor.

MR. VALOIS: So we have two auditors?

MR. SIﬁGSEN: The possibility of two is there.
That's not terrible.

MR. COSTER: There may be -- because we aren't
allowed the act -- if we need to do an audit, then vou
can't do the audit to turn in. And you are required to
give us a good opinion audit every vear. You can't have
it disclaimed or limited scove opinion.

MR. SINGSEN: All right. But how we could
solve if you decided to directly audit the programs.
Confidentiality concerns is something that we would have
to address. I doubt that it is -- for this guideline
provision.

MR, VALOIS: Yes, let's bring this to a conclusion.

MR. MENDEZ: All right. As far as you two are
concerned, on page 5, the final sentence is satisfacﬁory?

MR. THIMMELL: Yes.

MR. MENDEZ: Mr. Singsen, on pége 5, 1is the final
sentence satisfactory?

MR. SINGSEN: I think it has to change from the
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auditor because that is clearly referring to the auditors
selected by the loéal program to its.own auditor. In
other words, to say to contraéﬁ with its own auditcr.

MR. CUSTER: I don't know that the auditor does
that.

MR. MENDEZ: Now, 1is thefe any difficulty™ with

that language?

MR. VALOQOIS: Well, we are accepting the proposition

that there are two auditors.

MR. COSTER: I don't see a problem with putting

_its own rather than the auditor,.

MR. MENDEZ: All right. With its own auditor.

A1l right. Now, put that same language back there in

the back in 6-2. And delete that paragraph, right? Are

we all on the same wave length?

MR, COSTER: Which paragraph.

MS. BERNSTEIN: What.paragraph?

MR. MENDEZ: 6-2.

MS. BERNSTEIN: No, you don't want to delete it.
Just fix it. |

MR. MENDEZ: Yes. That's it -- this is what was
égreed at the meeting on the 25th, the same change needs

to be made --

MR. THIMELL: All right. ©Now, so it should read

select and contract with its own auditor on 71 as well?
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MR. MENDEZ: To select -- raserves the right on
71, the last sentence delete it and substitute.-—

MR, THIMELL: Substitute the same sentence from --

MR, MENDEZ: Same sentence from 1-5.

MR. THIMELL: Qkay.

MR. VALQIS: What are vou going to do? Generally,
the recipient board?

What we have done on page 5 1f I understand

correctly is we have amended the sentence which begins,

generally, the recipient's board.of directors --

MR. THIMELL: No, after LSC,

MR. VALOIS: Okay. However, that makes a big
diffefence, okay. However, LSC reserves the right at its
discretion to.select and contract with its own. All right.
Its own auditor in accordance with sections 1009-C-1.

And now, the proposal to bring all tﬁis to a
close is at 6-2. We delete the last sentence and substitute
the sentence that I just read on page 5, is that correct?

MR. COSTER: Yes.

MR. MENDEZ: That'wquld cover it.

And we are doing the audit -- grant conditions
are going to have the same language.

MR. COSTER: Yes.

MR. VALQIS: Paragraph {a) of thé grant conditions
should have may select its -- may be the auditor or select
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its own auditor also.

MR. SINGSEN: There is one more place --

MR. COSTER: Same language --

MR, SINGSEN: -- On page 6, the last sentence.

MR. COSTER: I don't see.any problem with that.
It's another auditor.

MR, SINGSEN: Now, theré is no problem with:that.
That's fine now because it's referenced.

MR. COSTER: It would mean that the ﬁeading for
6-2 is now completely --

MR, SNEGAL: It seems to me -- can T ask -=-
propose a housekeeping change.

You got two problems. Cne, is you got audit

regquirements up above 6-1 where you are talking about how

you select the auditor. It seems to me 6-1 should be

auditor selection.

Ang wﬁat we have now3ié 6-2 should be moved up
there as a second paragraph of that portion, and the last
paragraph of what is now 6-1 that starts out financial
statements, is really 6-2, audit standards.

You got the headings in the wrong place. So

" what you want is 6-1 auditor selection, which you have

got plus what we just did --
MR. MENDEZ: Auditor --
MR. SNEGAL: 6-2 should be recaptioned 6-1.
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. MS. BERNSTEIN: No.

MR. THIMELL: No. Move the caption 6-2 —--

MR. SNEGAL: Up above this last paragraph that
says financial statements, and alsc move above that what
we have just done so it is part of 6-1.

MR. THIMELL: No, no. I think those are audit
requirements in 6-1. I think you might want to relabel
it 6-2, auditor selection.

But 6-1 is --

MR. SNEGAL: No. Congress has granted LSC --

the corporation will conduct and so on ~--

MR. THIMELL: Yes, standards and regquirements,
makes a difference.
MR. VALOIS: Aall right. As I understand where

we are. We would move the phrase 6-2, audit standards,

‘above the last paragraph in 6-1,

So that paragraph then becomes audit standards.

The paragraph which is former paragraph 6-2 now becomes

6-2.5 and is labeled auvditor selection. Does that suit

‘everybody? Or to follow the format.

MR, THIMELL: 6-2.1.

MR. VALOIS: .1, yes, rather than .5,

.And to that last paragraph which is now auditor
selectidﬁ, we have added the sentence as amended from page 5

which I won't read again.
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MR. MENDEZ: All right.

ﬁR, VALOIS: What's next?

MR. SINGSEN: I have two very gquick things.

'MR. VALOIS: You.said 8 now. This is 12 as I
count it.

MR. SINGSEN: Maybe I said 8. The rest is quite
small. One legal thing which Mr. Mendez will reportedly
discuss before and will go véry'quickly;

On the small things. First, staff has already

mentioned there are a number c¢f typographical errors. I

~would just like to say that we alsc feel as many of those

as can be cleaned out should be cleaned out. Go ahead.

Anything that has even a scintilla of substance,
I.would like to know abbut, but I don't thiﬁk there is a
real problem there,

In the appendices 1 tc 5, not 6. Where we have
got some example financial statements, that there are two
kiﬁds of issues. One, there are some numerical things
which in the appendices now what we are showing isn't
particularly typical of Legal Services programs,

And if there is time, those numbers probably
should be more typical of Legal Services programs, where
for example, rent tends to be 5 percent not 10 percent of
the budget.

MR. COSTER: We have reached the same conclusion
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although Qe haven't expended the energy to adjust a $4,000
figure tb $8,000 bécause'it would be more reaéonable.

MR. VALOIS: That's all comestic.

MR, SiNGSEN: I just want to make sure that this
time before it goeé out, that thoée wili get fixed.

But the second ié a little more important.
Because we are making those appendices substantially required
in terms 6f form, and very strong guides to what an auditor
shduld do.

. There are four or five items in the appendices
now where there should be footnote disclosure of items
that are appearing in the statements. But in the process
of preparing them, that disc;osure hasn't happened.

Now, theée aren't matters of rights between pro-
grams or anything. It is just not quite as good as it
oubht to be as a model.

For example, there is an outstanding loan. If
you want to look, I can -~-

MR. MENDEZ: Let me ask a gquestion. What do you
want us to do about it?

MR. COSTER: We want permission to add about
four footnotes that are something more than clerical
correction, but would be significant enough that this audit
would fail our audit condition review as it currently stands.

MR. VALOIS: Have ycu attempted to agree on this?
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MR. COSTER: We have itemized four, and Gary.
said there is maybe another one.

MR. SINGSEN: Five.

MR. VALOIS: Did vou agree with the four?

MR. COSTER: I agree completely with them.

MR. VALOIS: Okay. ﬁill you submit a copy for
fhe reccrd and go to the next item, Mr. Singsen.

MR. SINGSEN: The last item.

Has to do with the manner in_which this guide
becomes rule. And as I have said before -- we have méde
representations since.the spring about the appropriate
method by which to ﬁake the audit guide a rule of the
organization. |

Those are basically the érescribed publication
comment, republication for final adoption. Up until this
time it is our understanding that what will follow on
adoption by the Board is a mailing to all programs of the
audit guide with an announcement that it goes into effect
in 30 days.

Perhaps with a noticé in the Federal Register
to the same effect, but not publishing the text of the
guide.

There are four things I need to say for the

-record. They have been considered before.

MR. MENDEZ: Before you do that, Mr. Bayly,

Acme Reporting Company

{202) 628-4888




mogp45

o

10

- 11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1179

- I would like to have you be prepared to'respond to his

comments.

MR, SINGSEN: First, I think -- I will be candid
about this -- I think the question of whether the
publication in February was effeétive is a close guestion
for moét of the provisions in the guide.

Obviously, most inﬁerested parties got notice
of its existence, and it was available to everybody. It
was not the normal manner.of publication of a rule where
the full text is published.

In any case, if February was effective, I think
for_the final rule purposes, the guide probably needs to
be published in its full content whether it is-accessible
to the”public és it remains.thé.rule in éhe future.

Unlike the situation where you are offering it
for comment, I think it ought to be available in the public
record as a document as a rule.

Third, three provisions were not ﬁoticed in the
February publication. First, was absolutely no exceptions
to FIFO. The second was the whole functional accounting
process; and the third, was the new restrictions én the use
of investment income.

A fourth provision certainly was not ngticed to
the effective ?arties, and that's the inter-related organ-
ization provision. The American Red Cross did not know that
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you were considering a rule that might put all of its -=-
the private funds under the Act.
 Those four provisions at least need to be propefly

published for comment before I believe that you can make

‘them into rules under the Act. Those are the issues that

I need to raise for purposes of publication.

I would note as Mr. Mola reminded me, that we do

stil]l have the indirect cost issue to come back to.

MR. VALOIS: Well, I guess what I would like to

know, maybe Mr. Bayly is going to. address this anyhow is,

ére we reqguired to spend several thousands, and thousands,
and.thousands of doilars publishing all of this and the
Federai'Register?

Or, is it enough that_we make an entry into the
Federal Register, describe what it is that we have adopted,
and invite anybody who wants a copy to tell us and we
mail them a copy.

It seems to me to be a bit absurd that we end

‘up publishing something of this volume in the Federal

Register, when it can be accomplished much more reascnable
by reguests of interested.parties. Do you know the answer
to that Mr. Singsen?

MR. SINGSEN: Do I know akscolutely the legal
answer? No. My ccncern is if you don't publish it, and

you try to enforce it ~- say the inter-related organizations
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provision, there will be a legal impediment to enforcement.
MR, VALOTS: Mr. Bayly can you address that now?

MR. BAYLY: Yes. I don't —- In a word, I don't
feel that there 1is any legal impediment to its enforceabilityl
I am satisfied that.the procedures leading to the adoption

of this guideline as well as the substance of it are

 legally_sufficient.

The corporation is not bound by precisely the -
same standards as the United States Government 1is in
respect to publication in the Federal Register.

The touchstbne_of the corporation is reasonability,
The notice has to be reasonable. The opportunityvy for comment
has to be reasonable, and the final publication has to be
reasonéble. | |

And 1t seems to me in all instances, what is
before you today passes muster. Publication in February
seems to me was sufficient to put all interested parties
on notice of what was being-considered.. There was certainly

ample opportunity to present comment, to adjust the comment,

‘to respond to the comment, and in fact, to receive further

commernt.

I don't think any of the provisions that have
been noted here today or discussed here today are surprises
to anyone, and I think that there has been sufficient

notification of them all.
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Finally, I don't feel as I guess I have said,
publication of.the guide in its entirety is necessary.
Rather, it seems to me it would be sufficient for most any
legal purpose to have it synopsized or published in an
abridged version in the Federal Register. |

And indeed it is not necessarily so that it has

to be published in the Federal Register though it seems

-to me that it is probably the preferable way of effecting

publication of it.

MR. VALOQOIS: Is there anyﬁhing further?

MR, SINGSEN: Just one note of actual note.
The government circular on cost standards, A-122, the OMB
circular is in fact published for comment in its entirety,
and theﬁ-rép§blishéd as final, énd then published again
when it is adopted by GAO. It is not short.

MR. VALOIS: They got more money,

MR, SINGSEN: That's true.

MR. VALOIS: Well, evidence of your opportunity

. to comment has been manifest by observing the passing

of lunch without the partaking thereof.

MR. SINGSEN: We have all noticed it. DNevertheless),
I am all interested parties, I represent only those
recipients who are members of the association known as the
prqject advisory group. And there are many other interested
pérties like the Red.Cross;
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MR. COSTER: I should ask -- we don't just notices

in the Federal Register. We have mailed copies out on

two occasicns pricr to today an entire copy of the audit

‘guide.

MR, MENDEZ: To all =-
MR. COSTER: To all of our recipients, and a

list of I think another 40 or 5C interested parties because

they have asked in the past. That number might be too

high, but I think it is near 50 people that --

MR, SNEGAL: I just have a gquestion for Mr.

Bayly. Let's assume someone follows the Federal Register

-

and saw the audit guide that was published in I understand
February. How would one know_that functional accounting
wés goiﬁg'to be a subﬁéct that was going to be incorporated
in the final, for example, in the final expect?

MR. BAYLY: Well, they would know it from
egsentially the wording in those -- as well as the expected
inference to be drawn from the wording of the notice at
that time.

It would have to know that functional accounting
came within the larger ambit or perimeter of issues to
be considered by the corporation, the publishing of this
guide,

MR. SNEGAL: Well, that is what I am asking. How

would they have known that from the February publication?
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MR, BAYLY: Well, thej would be put on notice
of what the corporation had before. After all, it is
only the most significant aspects of the issue before the
corporation that has to be noticed.

| MR. COSTER: Perhaps I could assist.

I have béen'advised that the agenda for these
meetings is published in the Féderal Register, and functional
accounting has been on the agenda both committee and board
levei a total I think of five times while I have been
inveolved with.it which ié 8 or 10 weeks.

Moreover, functional.accounting has been an
appendix since 1977 I believe.. It has been an informational
nature. _It.has not been a reqguirement, but the appendix
is part éf the audit guide as ﬁell as section 2-1.4
which we made some modifications to teoday which may -- 1
don't know how far back that goes.

But I kxnow that the appendix is 6.

MR, SNEGAL: And that appendix was published in
February?

MR. COSTER: That apperidix was published. It

was radically different, but it was not --

MR. SNEGAL: But I want to know if there was
any.announcement of functional accounting in February?
MR. COSTER: Yes, sir, there was.

MR, SNEGAL: There was, Those words appear?
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MR. COSTER: Yes.

MR. SINGSEN: Excuée.me. Do the words functional
accounting appear in the Fe&eral Register?

MR. COSTER: I think --

MR. THIMELL: I have the Federal Register notice
itself here. And it informs those people reading it that
the audit guide is being published, and that the purpose
of the audit guide is to assist recipiénts and their

auditors in understanding the accounting, reporting and

~auditing requirements for grants and contracts entered into

with the Legal Services Cofporation.

I think it makes it clear that the reguirements

are being set forth. If you have got one of these circum-

' stances, you should be interested to get your copy.

Functional accounting -- the séctions have been in the
audit guide since 1977. Now, revisions have been made,
changes have been made, but peoplé have been on notice
for a long time that this is an interest of the Corporation.
And I think that notice has been given.
MR. BERNSTEIN: I was wondering how manyv comments
did you recelve for the publication that was made earlier
on the question of functional accounting? From the
pregram -- and from PAG.
Did they in fact make comments suggesting that

we adopt or reject functionral accounting?
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MR. THIMELL: There Qefe.—— I don't know --

MR. COSTER:  PAG ﬁrovided written comments very
éarly on largely =-- I think.wholly in opposition. I don't
know the number of the total comments received on functional
accounting.

.1 know that there were written comments received
addressing functional accounting that, you know, had a
good geographics spread on them.

MR. SINGSEN: I need to add a piece of history

only. The provisions in the guide have said in the past

that this is something to consider. That there is no.

reguirement,

The comment that was put in by PAG for example,
said Qé have been-telling everybody to think about it
since 1977, perhaps we should stop telling them to think
about it until AICP -- we do sdmethiﬁg.

MR, MENDEZ: Mr. Bayly, do vou believe --

MR. SINGSEN: Sorry. I need to finish.

The first time that a requirement of functional

accounting was proposed to this board was in October. It

came a month and a half éfter the auditor of this corporation
the director of the audit division essentially recommended
that the provisions on functional accounting be removed

from the guide.

There was clearly no notice that a requirement
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‘'was going to be part c¢f the guide considered.

BY MR. BAYLY: There is in my opinion no cobligation

for the Corporation to notice, and re~notice and re-notice

“in response to every wave of commentary that comes to them.

It was sufficient as I say to give the notice that was

provided in February, the kind of notice that was given in

Febrﬁafy is the typical sort of abridged or summarization
ﬁhat's given -- provided in the Federal Register by any
other entity or governmental agency.

And as I tried to explain in reply to Mr. Snegal's
gquestion, it is expected that the interest public take a
look at that, refer themselves to the surrounding documents,
énd decide for themselves whether or how they want to
make commenﬁs in reply.

MR. VALOIS: It seems te me they have got some
duty to keep up with it 1f they are interested. All right.
There is no point in us further debating about whether or
not the notice has been sufficient.

The general counsel thinks it is, and I am
perfectly ready to voté on this -~ Mr. Mendez' motion as
amended.

MR, SINGSEN: There was a tabled item 1630.

MR. VALQOIS: That part of it remains tabled as
far as I know.

MR. SINGSEN: Oh, I am sorry. I thought you were
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going to spend 10 or_lS'mihutes drafting-something and
come back to it. |
MR. VALOIS: Excuse me, you are right, Page 20,
MR. MENDEZ: All of the language would remain the
same with the exception of --
MR. VALOIS: The same as is printed?
MR. MENDEZ; No. As was read to us previously.

With the exception of the last sentence. In the last

‘sentence, I would be appropriate if it says as follows:

If objection is raised and allocation of costs
is required provided it must be based on the standards of
45 C.E.R. 1630. Now, that's --

MR. SINGSEN: It is -- the objection -- provided
it must be --

MR, MENDEZ: We have all of the other language
previously.

MR. SINGSEN: Yes, I understand.

The sentence reads: If objection is raised,
then allocation of costs 1s required provided it must be
based on the standards -- that it could refer to =--

MR. MENDEZ: Provided the objection -~ is based -~
if we are going to do that -- on the standafds of 45 C.F.R,

1630,

MR. SNEGAL: If objection is based --

MR. VALQIS: No. If objection is raised -- if
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objection-is réised.—-

MR. SNEGAﬁ: Then allocation of costs --

MR. VALOIS: Then allocation of costs is requiied
provided the objection is based --

MR. SNEGAL: - Might be better that way. The
objection must be based on the standards of -- better
language.

MR, VALOIS: Okay. Would you give that to us cne
more time as further refined.

MR, MENDEZ: I have éhanged the language again
just to further refine it. I think it might make mecre
sense if we say: If objection is raised,dthen allocation of
costs 1is required.

| The objection must be based on the standards of
435 C.F.R. 1630. WNow, if there is any difficulty with what
is coming in, I want to know about it so we can take care
of it as soon as possible.

MR. THIMELL; There is a lot of standards in 1630,
Which ones are we adopting here? Maybe we should get the
specific side if we are going to --

VOICE: I think you are talking about 1630.2(b).

MR. THIMELL: 2(b), 1, 2 and 3. The whole thing,

MR. VALOIS: Mr. Singsen, have you'followed this?

MR. SINGSEN: Yes.

MR, VALOIS: Are you in agreement?
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MR. SINGSEN: I am in agreement with this as far

Cas it goes, yves. Obviously, I would raise some other

concerns. They haven't come in, but this much --

MR. MENDEZ: Clarify some of your difficulties.

MR. SNEGAL: Mr. Chairman, I would certainly
appreciate it if someone would now read that paragraph.

MR. MENDEZ: Do you waﬁt me to read the paragraph?

MR. SNEGAL: Yes, I really would appreciate 1t

Cif vou would.

MR. MENDEZ: I have a brilliant paragraph,

MR. VALCIS: You are talking about the whole 2-1.12%

MR, MENDEZ: No. |

MR. SNEGAL: Paragraph 2, and can skip the first
sentence which I understand wash‘t changed.

MR. MENDEZ: Beginning with in this case -

MR. SNEGAL: Right there.

MR, MENDEZ: 1In this case, 30 days written notice
must be given to the director of MAC (ph) =-- 1f no
objection is raised by the Corporation allocation of
costs 1s not necessaff as long as the grant activities in
guestion are eligible under the LSC's act and regulation.

Such allocation is subject to the provisions of
45 C.F.R. 1628. 1If objection is raised, then allocation of
costs is required. The objection must be based on the

gtandards of 45 C.F.R. 1630.
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MS. BERNSTEIN: .2(k).
MR, MENDEZ: Yes, .2(b}.
MR. SNEGAL: Could we leave it to the staff to —-—

it seems to me yvou could take about two of those sentences

~out if you put up -- if the first time objection occurs

you put in 45 C.F.R. 1630.2(b). It seems to me you can
shorten it.

Now, Mr. Mendez, has done a credible job of
trving to write this at this Board here, but I.think it

is more appropriate for the staff maybe to take approval

. in principle and get this language that makes more --

MR, MENDEZ: I am neot willing to do that. I
am wiiling to leave with difficult language =-- live with
difficult language for awhile so that we don't have any
guestions coming down later.

MR. VALOIS: Well, I would prefer that we go
ahead_and make -- decide this whole matter which is on
ﬁhe table. And at sbme future board meeting we think that
-- we find that it is necessary in the.way of improving
language,.then I would’much prefer to take up some minor
topic like that.

When we know what is agreed at this point, we
know what 1s -disagreed. Wé know what's been considered.
I think that's all we need to know.

Do you have any other comments, Mr. Singsen?
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'MR. SINGSEN: No, not at this time,
MR. VALOIS:  Fellow board members, are we prepared

to vote on this?

MR. MENDEZ: I believe we better ask Lf there is

- any other public comment?

MR. VALOIS: Is there any other publiC‘cdmment?
I know Mr. Mola was whispering in Mr. Singsen's ear there.

MR. MOLA: DNo.

MR. MENDEZ: All right. He wore everybodf else
out.

MR. SINGSEN: I wouldn't exactly say that was the
way the weéring was going.

(Laughter.)

MR. VALOIS: We are voting on Mr. Mendez' métion
to adopt the audit and accounting guide and to paragraph 6
as amended several times through negotiaticns and discussions
today.

And somebody please call the gquestion.

MR, MENDEZ: No, we just do it.

MR. VALOIS: Okay. All those in favor say "aye".

(Chorus of ayes.)

MR. VALOIS: Opposed?

(No respoﬁse.)

MR. VALOIS: That is passed.

MR. MENDEZ: Now, we are giving these people
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i.# ..2 MR. VALOIS: ©No. What we are giving them authority
3 to do is to diséuss'thoSe changes with Mr, Singsen, and |
4 if they get into a disagreement, they are going to come
5 See. you.
.6 . ~ MR. MENDEZ: .Okay..
7 | _ MR, COSTER: I believe that we can't agree on it,
8 it's not so critical it needs to be changed. That's thé
9 level of the changes. If there is disaqreemént, we will
10 go with that as it is drafted.
11 MR. MENDEZ: Okay.
12' MR. SINGSEN: There is one matter with regard to

2'{§_¢- 13 the guide; I believe you were going to --
| 14 MR, MENDEZ: That's next.

15 | MR. VALOIS: We have another matter on the =--
16 || - | MR. MENDEZ: Mr. Chairman, I have one matter that
17 I told everyone yesterday that I would want to put out and
18 make sure that.we all understood that.
19 : And that this is a resolution I offer for the
20 Board. 1Is the =-- board of directors of the Legal Services
21 Cofporation that the functional accounting policy be imple-

: 29 mented in the following manner:

&'; 23 1) That the staff examine a number of programs
24 currently reporting in this cr a similar fashion with regard
25 to benefits, costs, methodologies and operational needs.
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- 2) The staff consult with indépendent experts
in the field, organizations with experience with AICP

statement of position 78-10, and Legal Services program

. personnel as appropriate. That the staff prepare for dis-

tribution written guidelines for implementing the funcational
reporting requirements by January 31, 1986.

That training and technical assistance be provided

to recipients in implementing functional accounting in

. February, March and April 1986.

5) That testing of functional accounting systems
by recipients begin by May 1, 1986. That full operation

of functional accounting by recipients commence by July 1,

1986.

That the staff design reasonable, functional
reporting requirements for the first six months of 1986.

8) That recipients make a good faith effort to
comply with the functional reporting requirements as
detailed in the January 31, 1986 written guidelines for
the entire year.

and 10) tha£ nothing in this resolution shall
modify in any way any other financial reporting requirements
imposed by the Corporation.

MS. BERNSTEIN: Pepe, would you accept what I

think is a friendly amendment. The first one that you

‘mentioned, January 31, could we insert -- to be published --
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I hean you say that.date. How are they -~ are they going
to send it.out?

MR. MENDEZ: This is the creation of the --

MS; BERNSTEIN: The timetable.

MR. MENDEZ: It's the timetable, but the 31
timetable is how we'are-implemehting it.

.MS. RERNSTEIN: No, I understand.

MR. MENDEZ: They will mail it out.

MS. BERNSTEIN: That's what I.wanted to get in
there. BSome sort of indicatioﬁ as to how people are going
Eo kncw. For distributiocon, okay.

MR, SINGSEN: I had thought it was going to come

back at least to the committee for some kind of review.

MR, COSTER: It is.

MR. MENDEZ: It is. But I wanted to make a sense
of what the Board was, and that it was good faith, and that
it was set forth so that everyone -~ so we can send it
out to everyone, if that is what it is.

| MR. SINGSEN: I know it's late. But by the time
you got to 7, I couldn't keep up.

MR. MENDEZ: We are going to publish it for
everyone.

MR. SINGSEN: But the particular provision that
I didn't catch was the one about the entire 1986,

MR, MENDEZ: That the staff design reasonable,
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functional reporting reqﬁirements for the first six months
of 1986.
| MR. SINGSEN: And then the next one --
MR. MENDEZ: That the recipients make a good

faith effort to comply with functional reporting requirements

- as detailed in the January 31 written guidelines for the

entire year.

MS. BERNSTEIN: That's the good faith part.

MR. MENDEZ: Good faith. ©Now, it's c¢ood faith

effort on functional accounting and good faith effort on

the audit guide with regard to functional accounting.

We have said that before that that's what it is.

.MR. MOLA: We also talked yesterday about trying
to reconstruct-of capture data for the first six mdnths
in a reasonhable way.

MR. MENDEZ: Yes. That the staff design
reasonable functional reporting reguirements for the first
six months.

MR. VALOIS: May the record show Mr. Mola is
nodding his head in agreement.

(Laughterx.)

MR. MENDEZ: Mr. Singsen is too. I believe
that reflects what I told you yesterday in that it has --
and we will mail this resolution ocut to everyone. I |
assume it is the: rest of the board. I have asked that
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this-resoiutibn be appro?ed by the Board.
| MR. VALOIS: Do we want to make it legal?
MR. MENDEZ: Yes, I think we should.
MS. BERNSTEIN: Yes, I second it.
MR. VALOIS: The resolution -- Mr. Singsen.
MR. SINGSEN: Just.briefly.

The first one when you talked about the staff

‘examining programs regarding the benefits, costs; methods,

and operating needs. You will remember our colloquy

Yesterday'about a report on the overall costs of going

ferward on functional accounting.

I said that is encompaésed within that statement.

MR, MENDEZ: All of that is encompassed.

MR.-VALOIS: It's been moved and seconded that
we —-- all right. Change the ‘word "sense" to "desire".
Is that okay.

MR, MENDEZ: That's fine.

MR. VALOIS: All right. All those in favor of
the resclution say "aye". |
(Chofus of ayes.)

MR. VALOIS: Opposed?
(No response.)
MR, VALOIS: All right.

Fellow members of the Board, we have one more

matter to cover. Would you prefer to eat or cover.
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-BOARD MEMBERS:..Covér.

.MR. VALOIS: Okay. May we take three and only
three minutes. And I will start again in three minutes.

(Whereupon, a short recess was taken.)

"MR. VALOIS: Okay. 'We are going tc continue.
Mr. Mendez.

MR. MENDEZ: Mr. Chairman, I request Mr. Bayly,
wherever he may be -— here he is. Aét as the -- Mr. Bayly
and Mf. Coster act as the contatt to publiish as final the
audit and éccounting guide with the appendices.

And solicit comments with regard to implementation
of the functional accounting. Okay?

And publish as much as can be reasonably expected

in the Federal Register, I think some of the appendixes

and some parts of the guide are not reqﬁired, but be
reasonable in your selection because it is fairly expensive
for us.

Mr. Chairman, we also have one other matter,
COB-86, and with regard to COB-86, my committee did not
eanact or act on that item. However, I instructed Mr.
Thimell previously to contact the Hill if they haven't
come up with a continuing rescolution or other matter to
obtain direction from the Hill so that we can figure out
what we are going to do with regard to the grant procedures

in January.
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Because in December we have to teil the field
what we are going to do.

MR. VALOIS: Well, the matter of that this was
going to be considered was given notice, an& wés not
discussed'in your committee?

MR. MENDEi: Well, we deferred the matter because
of the instructions from the Hill by Mr. Smith previously.

'MR. VALOIS: All riqht.. Is there anything further
from your committee?

MR. MENDEZ: Mr. Chairman, we have nothing further.

MR. VALOIS: The next matter is item 7 on the

agenda, discussion and action on recommendation of the

committee on operations and regulations, specifically,

45 C.F.R. 1630 questioned costs.

It is my understanding that this matter is
presently before the Board on motion or referral from that
committee. Has that gotten here yet?

MR. BOVARD: Yes, it has. Part 1630 was voted
out without recommendation, but to be submitted to the
full board by the operations énd regulations committee
on October 25, 1985 at the special meeting held at the
Capital Holiday Inn in Washington.

MR. VALOIS: And that appears in the board
book -- without continuing pages, but I say as passed

for that recommendation to operate October 23, 1985,
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consisting of 9 pages. Well, to get it rolling, we need

a motion -- the underlining and striking of the sections are

understood by all concerned.
MR. MENDEZ: Mr. Chairman, at this time I would

move that we -- for the purposes of discussion move that

we adopt 1630.

MS. BERNSTEIN: I move to table.

_(Seconded.)

(Discuésion.)

MR. VALOIS: Aall righf. The motion to table
has been made and seconded, and I believe we will have a
roll call vote. Ms. Swofford?

MS. SWOFFORD:. Am I voting on the move_to table?

MR. VALOiS: Yes.

MS. SWOFFORD: I vote ave.

MS. BERNSTEIN: Ave.

MR. SNEGAL: Aye.

VOICE: No.

MR. MENDEZ: No.

VOICE: Aye.

VOICE: Aye.

MR. VALOIS: Well, the ayes have it. Tabled.

MR. MENDEZ: Mr. Chairman, I regquest that this
matter be put on the calendar for next meeting.

MR. VALOIS: Mr. Baker, you are so directed.
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VOICE: 1Is the next meeting in El Paso?
MR. VALOIS: Yes.

{Discussion.)

MR. VALOIS: We are at the end of our agenda

items. There are a couple'of people that requested a very

‘short time. wWill you'please identify yourself?

MS. SAUNDERS: I am Carolyn Saunders. I am
with Delaware County. I weould like to pass this out.
MR. VALOIS: Ms. Saunders, I believe we saw yéu

in New Hampshire, and it is nice to have you back.

MS. SAUNDERS: What I would like to do -- the
resolutions -- advisory council for the National Legal
Services Corporation board of directors. It reads --

MR. VALOIS: Okay. It is not necessary for you
to read it because I think everybody has seen it. Unless
it has been changed in the last day or so.

MR. MENDEZ: Our reporter can't hear you from
the back.

MR. VALOIS: Okay. We have it in writing. You
don't have to reéd it. But did you tell us anything about
it in addition to what it says?

MS. SAUNDERS: No, I guess we will just leave

it up toc the Board at this point. But we would like you

to seriously consider it. But I would like to give vou
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Mr. Chairman is the persons who signed it
 MR. VALOIS: Okay. All right. Mr. Baker,

will you see that the original of this gets into the record

with these signatures on it. Yes, ma'am.

MS. FISHER: Mr. Chairman, I am Cathy Fisher.

I am 4 director of the San Francisco bar association and
chairperson of the Legal.Servicés committee of that organi-
zation.

The chairperson of thg Legal Services for the
poor'committee_of.our sister Los Angeles County Bar
Associaticen was scheduled to address.the Board todavy and
was unable to.return at 2:00 o'clock as he was reguested.

Therefore, I would like to offer his written
statement Ifor the record;'and to provide copies for each
member of the Board.

MR. VALOIS: Thank you very much. Appreciate that,

Yes, ma'am.

MS. WIGGINS: My name is Cecelia Wiggins, and
I am on the board of directors of the Legal Aid Foundation
in downtown L.A;

I am a client'representative. I am sorry, I had
a previous engagement this morning, I couldn't get here
for your movie., I did hear one remark that really upset
me greatly. That the gentleman made the statement after
showing the brief chapter film that poverty is not a
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financial situation. It is a state of mind.

Well, ladies and gentlemen, I say to vou, I don't krow

where you got this guy, but let him try to take a state of

mind to the grocery store. Let me try to pay the rent

with a state of mind. Believe me poverty is indeed financial

State of mind it may well be,

Because if you afe in.dire poverty as many of us
are.out-there, your state of mind is the first to go.:

(Applause.)

MR. VALOIS: The chopping up of the film was
not the fault of the gentleman who tried to show it to us.
We contributed to that. Please, tell us who you are.

MR, DURAN; My name 1s Quaker Duran. I am a
citizen of this country. I ém an employee of the iegal
Services Corporation, and I also represent the local union
of Legal Services workers in Los Angeles.

And I am here basically to inguire as to whether
there is any support from this Board to be involved in some
way in the divestment movement against South Africa. The

assets of the Corporation are really sizeable, and would

anybody on the Board consider a resolution requiring the

Boafd to --

MR. VALOIS: What assets dces this Board have --
MR. DURAN: You have control --

- MR. VALOIS =-- if I were to give it to you =--
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or somebody else --
MR. DURAN: You have control -- you know, I am
not asking you to give it to anyone. What I am really

asking if the Board has considered passing some resolutiocn

that would require recipients to not invest in banks that

‘do business with South Africa. Has that question been --

MR. VALOIS: Well, which recipient is investing
in a South African bank?

.MR. DURAN:  Probably many.

MR, VALOIS: Well, which one? Give me a name.

‘MR. DURAN: I don't know for example.

MR. VALQIS: Weil, when you find that out, letr
us know.

M?. DUﬁAN: Well, has the Board -- is Yy
queétioﬁ ~- has the Board considered anv study of that
guestion to determine whether or not recipients are in
fact investing monies in banks -

MR. VALOIS: ©No. The Board has many, many
pressing things to do, and that is not one of them.

MR. DURAN: Have you considered the struggle in
South Africa and the divestment movement as something the
Board should consider itself with?

MR. MENDEZ: Well, let me explain something.

MR. DURAN: The éuestion has been presented in

many public forums, and this is just another public forum,.
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MR. MENDEZ: I understand -- I.am very sympathetic
with your position, but before we do that, you tell me that
we wouldn't be in violation of the Act, by interfering
unduly with locai programs.

MR, DURAN: Well, maybe the Board should do a
study to determine whether or not it is feasible just like
some other governmental agencies, quasi-agencies has done
to determine whether or not they can pass resolutions:

prohibiting their agents from investing monies that they

~ have control over in banks or financial institutions that

do business with South Africa,

MR. MENDEZ: I am very sympathetic. I understand

four problem,

| MR. DURAN: Wili you be williné_to introduce
some motion that would begin that process of looking at
that problem and coming up with a position for or against?
I mean it is important that the public know, you know,
where people are on this Board on that guestion,

MR. VALOIS: Well, we would be glad to take
whatever you have said under adviéement. If you want to
supplement in writing and your return address, I think it
would be helpful.

MR. DURAN: I will be willing to do that.

MR. VALOIS: Thank you.

MR, SINGSEN: Mr. Chairman, I apologize. There
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is a problem which has just come to my attention, and it
is a matter of I think Qhat should be easy to clarify.

MR. VALOIS: Is it about audit --~

MR.-SINGSEN: Well, I think we have geot an error
which none of us picked up, bﬁt it is a very impdrtant error.
It ié on pages 66 and 67.

MR. MENDEZ: Joel, will vou please come forward,
please. Are you in agreement with the error?

MR. THIMELL: WNo, I am nct.

MR. MENDEZ: It's only one guy's error.

MR, SINGSEN: But in Gilford, New Hampshire, when
this guide was put forward in its gray covered version,
the provisions on ineligible costs in chapter 4 were the
provisions that had beeh proposed in February, and sub-
stantially objected to.

And early in that discussion of the guide at
that meeting, Mr. Mendez, 1 believe propcesed that the
chapter that was in the draft on ineligible costs be
repiaced with the current rules on ineligible costs pending
final adoption of 1630 which would then supplant the
current ruleé.

Somehow what we have here in this draft of the
guide is again the provisions that were taken out in
October, the ones that were originally proposed in February,

not the current rules.
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For example, the provision here --

MR. MENDEZ: Gary, get a copy of that, give it
to Joel. Send a copy to all of us of the 1981 -- Wallace
said put 1981 in, put 1981 in.

MR. THIMELL: - That motion was tabled. It was
never taken off the table. It's in the minutes. The
motion regarding the adoption of the guide and whether or
not we have 1981 version or this version was tabled, and
vou didn't untable it. |

Let me get the minutes here.

MR. SINGSEN: Sounds like it is time to remove
it from the table then.

MR. MENDEZ: I will tell vou what everybody
anﬁicipated was -= cor#ect me 1f I am wrong.—— that we were
going to go forward with 1630 and handle these issuses.

MR. THIMELL: You stated at the beginning of
your motion today that in fact when 1630 was adopted that
it would supersede the provisions that are here in the guide,
That 1s our understanding that this will be in fact
replaced by whatever the Board adopts as a final rule with
1630.

But in fact, in Gilford, no decision was made to

change this because in fact the motion was tabled, and

there was a discussion as to whether or not it should be

taken off the table. And the decision was made to not do so.
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I have the minutes here if anybody Would like to

héar-a reading.

| ﬁR. MENDEZ: Now, it appears to me that this is
fair commentary because we have tabled the other thing.
We have got to come back and we have got to address paragraph
—; chapter 4. We have got tordo that. Because we were
antici?ating removing that chapter 4, and since it is
tabled, we have got to clear up chapter 4 now.

MS. BERNSTEIN: Except that, Pepe, we currently
and John you.can corrett me if I am wrong, but we currently
have in effect and what would continue to operate is
instruction 838 that is our current -- our current --

MR. SINGSEN: Maybe we are not being clear. Let
ﬁe give a simple‘example of what we are talking about.

In what .is on page 67 in the guide, there is an
absolute prohibition on the purchase of real.property.
There 1s a requirement of prior approval before a program
can lease real property. Neither of those are current rules.

Neither of those have ever been the rule. And
they were part of a proposal in February which the director
of the audit division said you weren't going ahead with,
which isn't in 1630.

I can't believe that you want through this error
to impose those rules for the one between now and 1630.

MS. BERNSTEIN: As I understand, it is not an
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error so long as the publication covers this, and that

those would be all.right under the publication of the
audit guide. |

MR. MENDEZ: Mr. Chairman --

MS. BERNSTEIN: I think that Mr., Bayly is --

MR. MENDEZ: -- correct me if I am wrong. This
is a proposal. This is not what was in effect before
February. It was not in effect --

MS. BERNSTEIN: Yes, there are lots of parts of
the audit guide that weren't.

MR,.MENDEZ: May I?

This was not in effect previously, and this is
not part of the prior audit and accounting guides. Is
that a fair statement? |

MR. THIMELL: Yes, it is not the current require-
ment.

MR. MENDEZ: All right,.

MR. SNEGAL: Is there an existing chapter 4
and is it entitled --

MR. MENDEZ: All right, Mr. Chairman, I move that
we adopt -~ we replace the existing requirement that was
previously passed by the Bbafd on whatever date it was,
and place it back in here and remove this chapter until
we have a chance to work on 1630.

MR. SNEGAL: I second that. and do I understand

Acme Reporting Company

1202) 628-4888




mogp76

10

11

12

13

14

15

16

17

18

19

20

22

23

24

25
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we put that back in, we are putting back in what is 4-4

alsc or not?

LSC is considering adoption of regulations which

" may supersede the --

'MR. THIMELL: That was part of Waliéce's motion
originally. That would have been the way he would have -~

MR. SNEGAL: ‘And this 4-4 was intended to be
aftached to what was already in existence in the audit
guide, is that right?

MR. THIMELL: That's corre;t.

MR, SNEGAL: Will you.accept a friendly amendment
to ?ut.in the 0ld chapter 4 plus 4-4 here? I think that
makes more sense out of it then.

MR, MENDEZ: That's fine.

MR. SNEGAL: That's what Wallace intended.

MR, MENDEZ: And when you do that, I want everybody
on the Board to get a new copy immediately of chapter 4.

MR. VALOIS: The motion is to remove chapter 4
from the audit and accounting guide that was just adopted,
and substitute for that chapter 4 the chapter 4 or the
applicable chapter which was in existence prior to today's
adoption cof the guide; is that correct?

MR. SNEGAL: With the addition to 1t of what is

presently on page 67 as 4-4.
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MR. VALOIS: Ali righﬁ.

MR. SNEGAL;' So whatever it used to be plus.
4-4 appropriately numbered, is that correct? |

MR. THIMELL: That's our understanding.

MR. MENDEZ: Mr. Chairman, I have some discussion.
I have some guestions. Mr. Bayly, will you please come
forward.

MR. BAYLY: Yes,

MR. MENDEZ:_ If we enact chapter 4 next meeting
in December, are these individuals going to be bound by
chapter 4 in January?

MR. BAYLY: Well, to be frank, it is a guestiocon
of course I am considering for ﬁhe_first time now, I would
say most likely, yes. But I have a reservation or two,

OChre again, applying the rule of reasonability,
it seems to me there has been adequate comment, adequate
notice. All that remains, of course, is that it be
published. |

MR. MENDEZ: But it is not going to be published

 for 30 days.

MR, BAYLY: Well, it would have to be I guess
applicable in 30 days thereafter, kind of thinking aloud

you see in response to your gquestion.

MS. BERNSTEIN:; But I think the guestion that

Pepe is asking is, will it be effective 30 days thereafter.
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MR. BAYLY: Yes, it wduld be in my view.

MR..THIMELL} But.not-on January 1.

MS. BERNSTEIN: That's right. But the only
reason that January 1 is a touchstone as I understand it
would be if it were to be utilized in connection with a
denial of -- termination of funding..

MR. BAYLY: For other purposes, I think there is
no éignificance to the time for which it is -- it becomes
effective. So that any portion is separable for purposes.
cf becoming effectivé within 30 days after publication.

MS. BERNSTEIN: And that is, for instance, a
progrém had guestioned costs that amounted to less than

10 percent of their grants -- of their grant -- then that

‘could be set off during 1986. I mean under the current regs.

MR. BAYLY: Correct.

MR. VALOIS: Any further discussion?

MS. BERNSTEIN: ©Now, let me make sure this is
straight, because you said under the current regs -~

MR. HOUSEMAN: The current --

MS. BERNSTEIN: Oh, under the current defunding --
but if as Pepe is saying the gquestioned cost regulation
that was tabled today is acted on in December and that
becomes effective 30 days thereafter, a ﬁ&ogram would be
subject to that in 1986, but not necessarily on January 1.

MR. HOUSEMAN: That's correct.
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MR, BAYLY: Yes, that's mf view as well.

MS. BERNSTEIN: iet the record show everybody is
nodding.

MR. VALQIS: Everybody agreeing with Mr. Houseman
and Mr. Singsen for this purpose.

.MR. MENDEZ: At least we have got a unified veoice
from PAG. |

MR. VALOIS: Any other.éuestions?

(No response.)

MR. VALOIS: All right. All those in favor of
motion say aye.

(Chorus of ayes.)

MR, VALQIS: Opposed?

‘(No réspohse.)'

MR. VALOIS: ¢Ckay. It stands.

Is there anybody that.-— has an opportunity to
speak?

MR. MENDEZ: Mr. Chairman, I have one last item
that I want to maké sure that everyone is aware of.

When we meet in E1 Paso, Texas, we will be taking
up the FY-87 mark and PAG will be allowed two and a half
hours to make théir presentation.

And we will at that time be considering the 1987
mark after ﬁestimony from PAG, and presentation by the

corporation.
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| MR. MENDEZ:
MR. VALOIS:
MR. MENﬁEZ:
this time.
| MR. VALOIS:

move.

MR. MENDEZ:

MR. SINGSEN:

or you have --
MR, MENDEZ:
MR. VALOIS:

adjourning say ave,

154

Anyone else want to testify?
No.
No.

We open it up for public comment at
If there is nothing further, let's

Move for adjournment, Mr. Chairman.

Did you have the public comment,

We had it. I move we adjourn.

Seconded, 2Al1ll those in favor of

(Chorus of ayes.)

(Whereupon, at 2:35 p.m., the hearing was

adjourned.)
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