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LEGAL SERVICES CORPORATION-1981 

THURSDAY, FEBRUARY 26, 1981 

HOUSE OF REPRESENTA'riVES, 
SUBCOMMI'lTEE ON COURTS, CIVIL LIBERTIES, 

AND THF ADMINISTRATION O~TUSTICE, 
OF THE COMMI'lTEE ON THE JUDICIARY, 

Washington, D.C. 
The subcommittee met at 10:17 a.m., in room 2237, Rayburn 

House Office Building, Hon. Robert W. Kastenmeier (chairman of 
the subcommittee) presiding. 

Present: Representatives Kastenmeier, Frank, Railsback, Sawyer, 
and Butler. 

Staff present: Gail Higgins Fogarty, counsel; Thomas E. Mooney 
and JoseI?h V. Wolf, associate counsel; and Audrey Marcus, clerk. 

Mr. KASTEN'MEIER. We will come to order. 
Today we commence our first day of oversight hearings concern­

ing the organizations for which this subcommittee has responsibili­
ty. 

It is particularly fitting that we should start with the Legal 
Services Corporation, which is a part of our civil justice system. 'Ve 
have watched this Corporation develop and grow since the date on . 
which its first board of directors was installed, July 14, 1975. 

We have had a cooperative relationship with the Corporation, 
and generally the cooperation has been very responsive to the 
issues which we have raised at various meetings and hearings. 

The Legal Services Corporation waS created as a private, non­
profit Corporation incorporated in the District of Columbia by Con­
gress, which was concerned about the need for effective representa­
tion of those persons unable to afford civil legal aid. 

The creation of an entity entirely independent of the exe.cutive 
branch or, for that matter, any governmental entity, was consid­
ered essential to maintaining the professional integrity of the deliv­
ery of legal services. 

I believe that the independence of the Corporation must be pre­
served. The Corporation was first funded in 1975, and 'received 
approximately $90 million in funds. 

It was only able to deliver minimal services to a small portion of 
the poor, approximately 1.3 million persons. 

Today, the Corporation is providing minimum access, that is, two 
attorneys per 10,000 persons, to approximately 30 million poor 
pe~sons. 

The funding level for fiscal year 1981 is $321.3 million. The 
House Committee on the Judiciary, I should note, did not process 
the original bill which created the Corporation. We assumed juris­
diction from the House Committee on Education and Labor late in 
1974. 

(1) 
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But in 1977, we did process amendments to the Legal Services 
Corporation Act. At that time, the Congress extended the authori" 
zation for appropriations for 3 additional years, 1977 to 1980. 

We made several other changes in the law. Last year, the com­
mittee had approved a bill, HR 6386, extending the authorization 
for appropriation for 3 more years, but du.e to a number of reasons, 
the bill was not ultimately considered by the House in its final 
days. 

Therefore, the appropriation has been funded for this fiscal year 
through a continuing appropriation-Public Law 96-536. . 

This subcommittee will hold several days of hearings on legIsla­
tion to extend the authorization for appropriations for the Corpora­
tion. 

Hearings will commence on March 17. We expect several wit­
nesses to testify, including those critical of the Corporation. 

At this time, I take a great deal of personal pleasure in welcom­
ing Mr. Dan Bradley. Mr. Bradley, the Corporation's second presi­
dent, has served in that capacity since 1979. 

He has been very responsive to problems raised by Members of 
the Congress and other problems raised in connection with the 
Corporation, and has certainly been responsive to this committee. 
We welcome you. 

TESTIMONY OF DAN BRADLEY, PRESIDENT, LEGAL SERVICES 
CORPORATION 

Mr. BRADLEY. ';r'hank you, Mr. Chairman. I welcome the opportu­
nity to appear back before this subcommittee and review with you 
the activities of the Legal Services Corporation. 

Mr. Chairman, and members of the subcommittee, on behalf of 
the board of directors and the staff of the Legal Services Corpora­
tion, I am grateful for the opportunity to be here today. I would 
like to ask that my prepared statement and attachments be part of 
the record, [See app. l(A)-(C).] 

The Corporation has been a very unique and a remarkably suc~ 
cessful experiment in the administration of public funds. The statu­
tory approach that the Congress developed in 1974 has not only 
protected the political independence of the Legal Services Corpora­
tion, but has made it possible for us to have a very simple adminis­
trative structure, that has avoided the bureaucracy and redtape 
that plague many federally funded programs. As you know, the 
Corporation is a private, nonprofit organization, established by 
Congress in 1974 to insure that poor people are provided equal 
access to justice. 

We are independent of the executive branch of Government. We 
are governed by an II-member board of directors appointed by the 
President, with the advice and consent of the Senate. 

The Corporation is subject to an annual financial audit conduct­
ed by a nationally certified public accounting firm, Price Water-
house & Co. .. ' 

For the fifth year in a row, we recently received a clean bIll of 
health and an unqualified and successful audit from that company. 
It is with very much pride I will make available to this committee 
again ac<?py of the Price Waterhouse report which we recently 
received. [See app. l(D)(l).] . 

-------------------------------------------------~---
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I thin~ th~t on re~iewing that report, you will find that the 
CorporatIOn IS financIally sound, and administratively efficient 
and we are very programmatically effective. ' 

Congress can be assured that we have met the simple goal given 
to us in .1974, to insure that poor people everywhere unable to 
afford prI~ate. attorneys may, nevertheless, gain access to our 
system of ~UStIC7 when they have a c~vil-Iegal problem. It is with 
t~at goal In mmd that the CorporatIOn has developed its plans 
SInc~ 197 5. We have been extremely successful in implementing 
those plans in a manner that recognizes and respects the ne~ds of 
our client community. . 
. As I think ev~r?"one on this subcommittee knows, our first objec­

tIve wa~ the mInImum access plan. This plan was developed and 
refined In close consultation with this subcommittee and also with 
our Appropriations .Subcom~ittees in the House a~d the Senate. 

It was a . plan deSIgned to Insure that low-income persons in all 
pa~ts of thIS coun.trr have available a minimum level of civil legal 
assistan~e, and mmimum access was very conservatively defined as 
the equIvalent resources of 2 attorneys for every 10,000 poor per­
sons. 

I th~nk m9st of us will recall that in 1975, legal services was 
unav~:lllable In most parts of the country. A few months ago, I 
submItted to e~ch.of you ~pis map of the United States of America. 
At the top of It, It says Poor Persons With Minimum Access in 
1975." [See app. l(B).] I think that it is very graphically important 
for you to look at the map. That tens you--

Mr. SAWYER. Mine says 1976. Is that the same one? 
Mr. BRADLEY. We prepared it for the fiscal year ending 1976. The 

Corp~ration came into bei~g in 1975. It is the same chart. That's 
the pIcture of Federal fundmg of If.~gal services at the time that the 
Legal Services Corporation came into existence. The Corporation 
took over the support of legal services programs that oreviously 
had been funqed by OED, which is now called CSA. Thaes the way 
we looked baSIcally in 1975 and 1976. 
. In vast areas of the South, the Southwest, and the Midwest, low­
Income .p~rsons had no opportunity to see an attorney when they 
had a CIVIl Jegal problem. 
.~hile there were :t;Oore. than 30 million persons found to be 

elIgIble for le~a! SerVICeS In 1975, less than 1.3 million of those 
per~o~s were lIVl~g In areas where we had a minimum access level 
of CIVIl legal servIces. 
. Iil1.975, the newly e~tablished Corporation set out to correct that 

SItuatIOn, as you see It on that map before you now. Our Board 
develOPed a minimum access plan, cognizant both of the un met 
leg~l needs of the poor, and also cognizant of the limited funds 
avallable. 

We pr~sented the plan to Congress and sought funding to imple­
ment It In a gradual and responsible manner. In 5 years this plan 
has been completed. ' 

I am proud t? show you another map-not reprinted. This is the 
~ap of the UnIted States today. There are 3,106 counties in Amer­
Ica: As of ~oday, we have .mi;nimum legal services in all counties. 
ThIS also }nc~udes the Vlrgm Islands, Puerto Rico Micronesia 
Trust TerrItorIes of the Pacific. " 

, I 
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The goal of equal access to justice has been the cornerstone ?f 
everything the Corporation .has done in the last 4. ~r. 5 years. ThIs 
is a program for and by clIents. Our cu:crent actIVItIes and all of 
our future plans, I hope make that point perfectl~ c~ear. . . 

The Corporation has constantly sough~ to maXImIze ~Igh qualIty 
civil-legal assistance, and at the same tIme, we have attempted to 
minimize our bureaucracy and our overhead. 

Our funding allocations perhaps best display the strength of both 
our expenses and our de.eds. Mr. Chairma!>., I have ?rought three 
charts with me today WhICh show our fundIng allocatlOl,ls. They are 
attached to the written testimony which has been prOVIded to each 
of you. . h 

Chart 1 which is on your left, indicates the allocatIOn of t e 
Federal fu'nds that we received in fiscal year 1981. Over 93 percent 
of the funds appropriated by Congress are awarded to local commu-
nities for the direct provision of legal servic~s to the poor. . 

These funds go directly to local legal servIces programs operatIng 
in the territories and jurisdictions that I made reference to. Chart 
1 also indicates that the Corporation has made every effort to k~ep 
the cost of our administration and bureacracy to an absolute mInI­
mum. 

As you see, the smallp..:;t slice of that chart, less than 1.6 percent 
of the moneys appropriated by Congress, is allocated for manage­
ment and administration of the Corporation. 

The Corporation, even though we spend, I think, a relati~~ly 
small amount of money, I believe that we are well manag~d, We 
currently have 210 positions in our Washington office, yv":ith an­
other 97 positions located in our 9 regional offices thrOl,!gnout the 
country. . .. 

The management administration responsibilitIes are crItIcal to 
the effective operation of this program. 

We have other responsibilities also directed to maximizing the 
delivery of high-quality legal services. If you will note, our regional 
offices are responsible for the direct monitoring of all local pro­
grams on a regional basis. 

We have a substantial training program for all lawyers, para­
legals secretaries, support staffs, and others who work in our local 
progr~ms. Research and experiment are practical efforts to learn 
more about the needs of our clients and more efficient and produc­
tive methods of meeting those needs. 

For example, Congress directed that we conduct a major study on 
the access problems and the special legal problems of special 
groups of low-income individuals. That report has been completed 
and made available to this subcommittee. 

This subcommittee is also familiar with the delivery system 
study, the DSS study, which examined alternative ways to deliver 
and provide legal services. 

We are currently engaged in an effort to better define the stand­
ards of legal practice for our attorneys that would be particularly 
useful, and we believe will be a major contribution to the legal 
profession as a whole. 

We have also undertaken a major effort to apply computer tech­
nology to legal services management and delivery, which we hope 

.. 1 
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w~ll increase our program efficiency and productivity, and maxi­
mIze our resources. 
~. Last year, GAO is~ued a reco~mendation, a strong recommenda­
tIOn to th~ CorporatIOn,. suggestIn.g that we apply and use improved 
tec~nologlCal resources In the delIvery of legal services. 

. All of our efforts are designed to insure that the services pro­
VIded to the poor are of the highest possible quality. 

The Corporation is one small part of the overall program how­
ever, and it is critically important for all of us t.o understa~d the 
role of ou~ local legal services programs. The operation currently 
fun~s 32? l~dependent, l?~ally controlled programs providing legal 
serVIces In lOcal communItIes. 

These programs are operating at 1,450 neighborhood offices 
through:0ut .the geographical area as shown to you on the map. 

WorkIng In these programs are over 6,200 lawyers 2 800 para­
legals, and approximately 7,000 or 8,000 support persoz{s. ' 

Most of these persons are earning salaries that are much much 
lower than they could earn in the private sector, or salari~s that 
are p1UC? lower than what are paid in other comparable public 
serVIces Jobs. 

Mr. KASTENMEIER. Excuse me. May I interrupt? I yield to the 
gentleman. 

Mr. RAILSBACK. I'm going to have to leave. I thought maybe I 
could ask my question very quickly. 

I wonder if you could profile for us the typical legal services 
lawyer, where they come from, how long they stay, and then where 
they go. 
. Mr. BRADL~Y. Yes; I will try to do that, Mr. Railsback. I would 

lIke to submIt for the record a fact book that goes into much 
~reater ?etail that will answer your question much more fully than 
i(C~3e tIme that you wou.l.d probably like for me to take. [See app. 

But the ty~ical attorney who joins legal services does so shortly 
after graquat.Ing ~rom law school. That attorney usually is assigned 
~o work In a ,neIghborhood law office. They do basically client­
Intake work. They handle a huge volume of cases. 

The sal.ary for" that per~on varies, depending upon the salary 
c?mparabIhty scales establIshed by the board in that local commu­
nIty. The average-.-

Mr. RAILSBACK. Do we have that in our file? 
¥r. BRADLEY. ~es, sir. All of those statistics are in that profile 

whlch I have prOVIded. 
Mr. RAILSBACK. Ve,ry good. That's all I have, thank you. 
Mr. BRADLEY. I thmk you will find, Mr. Railsback that on each 

?f those. pages w~ anticipated the subcommittee's' need for this 
l~formatIOn. We dId extensive research in an'Gicipation of the ques­
tIon you asked. 

I~ y'0u or. any of ~he other subcommittee members or staff want 
addItIOnal InformatIOn on that, I will be happy to provide it for you. 

Mr. BUTLER. Do you want to finish this line of questioning now 
or do you want him to fini8h his testimony first? ' 

Mr. KASTENMEIER. I think the rest of us may withhold until he 
concludes. • 

_________ -"-_______ ~__... ... ______ a--""~·""~-~~~"-
_~~ _____ ~'LI~ __ _ 
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Mr. RAILSBACK. I apologize fOT leaving, but I wanted to ask that 
question. I think this does answer my question. 

Mr. BRADLEY. Thank you, Mr. Railsback. 
As mandated by COflgress, each of our local programs is governed 

by a board of directors. At least 60 percent are attorneys and 
members of the bar of the State where the program operates. At 
least one-third of the members of the board are low-income people. 
These boards serve a crucial need in seeing that the programs 
develop delivery services that best respond to local circumstan~es. 

You will recall that Congress in 1977 amended the Legal SerVIces 
Corporation Act, mandating that each local program adopt pr?ce­
dures for determining priorities for the provision of legal serVIces 
in that particular community. In setting these local priorities, pro­
grams must look to the legal needs of eligible clients in the. areas 
where they serve. The priority-setting process is an opportunIty for 
individuals living in the area to voice their opinions as to the types 
of cases on which they believe the program's limite~ resour~es 
should be concentrated. While Congress, the CorporatIOn and Its 
regional offices provide general guidance, technical assistance, and 
oversight, these programs are in fact directly controlled and ac­
countable to their local communities. 

As a result, you will see legal services programs vary greatly, 
reflecting the nature of the client community they serve. I don't 
have to point out to you, for example, that the program that serves 
the Navajo Indian reservation comprising large areas of four 
Southwestern States varies greatly from the program that serves 
the inner-city residents of Boston. What they all have in common, 
however, is their commitment to providing high-quality, effective 
legal services to their clients. 

Local programs represent mothers with small children who have 
been abandoned without support. They represent elderly persons 
who live alone in deplorable housing conditions, minimum-wage 
earners with families whose income is garnished because of con­
sumer fraud, and children who are not being properly fed because 
of erroneous denial of public-assistance benefits. 

It is possible from the information that we have gathered to 
develop a national picture of the types of problems being addressed 
by legal services programs if you would again look to the middle 
chart, chart 2, entitled the "Distribution of Cases Closed, by Prob­
lems." 

You will see from looking at the chart that the largest category 
of cases, representing approximately 30 percent of the total, is 
designated ltfamily," which includes routine adoptions, custody, di­
vorce, support, paternity, parental rights, spouse abuse, and other 
family-related matters. 

Income maintenance and housing are the next largest categories, 
each representing between 17 and ~8 percent of the case~/. H?using 
includes not only landlord-tenant dIsputes but homeownershIp and 
federally subsidized housing rights, other housing issues as well. 
Income maintenance runs the gamut, including AFDC~ food 
stamps, social security, SSI, veterans benefits, and black lung bene­
fits being primary examples. 
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Looking at the rest of the chart, consumer issu8s make up ap­
proximately 14 percent of all cases and cover such things as con­
tracts, warranties, credit, debt collection and public-utility matters. 

A grouping of education, juveniles, health, individu':ll rights, and 
employment cases constitute another 9.4 percent of the pie chart, 
with the final 11 percent being made up of a whole range of 
miscellaneous cases. 

For instance, one of the first cases I handled when I was a staff 
attorney in Florida involved an elderly lady who had a ti"ee fall in 
her front yard during a windstorm. The city refused to move the 
tree because it was on private property. We were successful in 
getting the tree removed. That would be called a miscellaneous 
case. 

One important fact which is lost in any detailing of these cases is 
the fact that the need for legal services far exceeds existing pro­
gram capability. By using anyone's standards-and we basically 
use the OMB and the Department of Labor's eligibility standards­
we have a potential client population conservatively estimated at 
30 million clients. At most, the most that our attorneys operating 
throughout these 50 States would possibly see and that we served 
last year is 1.5 million. 

We adhere to very rigid eligibility guidelines. I have visited 
programs, and have seen persons deemed ineligible simply because 
they made $5 a week more than the guidelines we have estab­
lished. Virtually every program is forced to turn clients away. 
Therefore, it is important to remember that these figures that I 
gave you represent only the present ability of our programs to 
serve clients, and they clearly do not represent the full extent of 
the needs of low-income persons. 

./l.s I mentioned previously, local program boards help to deter­
mine the priority needs to be addressed. Their experience has 
demonstrated that the staff attorney component is essential to the 
provision of a full range of services to the clients. That has been 
shown through the delivery systems study. However, the Corpora­
tion and our local programs have found that improvements can be 
made through additional private-attorney involvement in the deliv­
ery of services. 

This is most efficiently carried out through the existing structure 
of local staff-attorney programs. Duplication of administrative costs 
is avoided, and our local programs perform the necessary screening 
and referral functions that match the needs of clients with the 
delivery system that best meets those client needs. 

Most of our programs have successfully incorporated private at­
torneys in their local programs. In 1980, 96 of our programs includ­
ed an organized pro bono component. Sixty-four of our local pro­
grams now contract in some way with private attorneys who are in 
private practice for delivering legal services to clients. Seven of our 
current programs operate a supplemental judicare program, and 
we have 10 judicare programs operating in 10 States at a level of 
$3.24 million in 1980. The initial information we have gathered for 
1981 indicates that the grantees are using private attorneys to a 
greater extent than ever before. 

Recently, the Board of Directors of the Legal Services Corpora­
tion set aside one-half million dollars to be matched on a 50-50 
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cash basis by local bar associations to encourage local bar associ­
ations to fulfill their professional responsibility and to develop 
organized pro bono programs. I am happy to report to you that 
when we solicited proposals from associations we received approxi­
mately 70 proposals requesting $1.4 million. We only had one-half 
million dollars to distribute. We made those grant announcements 
last week. 

The Legal Services Corporation and all of its programs are dedi­
cated to serving their clients' interests. They are the very heart 
and soul of this program, and we would be remiss if we failed to 
include: the importance of the legal services in the daily lives of our 
client community. 

The last chart that I have before you is very simple. It provides 
basic information about these clients. As you know, legal services 
currently are available only to persons who are financially eligi­
ble-$4,700 or less for a single person and $9,300 or less for a 
family of four. l An income of under $10,000 per year does not allow 
payment for the services of a private attorney. We cannot fail to 
recognize that a person or family with such an income would 
simply be denied legal assistance but for the local legal services 
programs. 

If you want to look for a moment at that chart, it indicates, the 
age group of clients served. As you can see, one most widely repre­
sented are persons between the ages of 18 and 59. Persons over 60 
represent about 30 percent of our total case load. 

You will see at the bottom of that chart that 54 percent of the 
clients we serve are whites. Blacks are the next largest percentage, 
and then Hispanics and the others. 

In the next month, you will be hearing testimony from many of 
the clients we serve. You will also hear from many of the lawyers 
and other persons involved in legal services. I would hope that 
each member of this subcommittee will, if you have time-and I 
know some of you have-will visit the local legal services programs 
in yO'lf district. I urge you to meet with those lawyers, those board 
members, those clients, and to see for yourself the types of services 
that are being provided in your local community. We think that 
this is critical and will help in your consideration of the legislative 
issues you will be addressing during this session of Congress. 

I am pleased to provide you, Mr. Chairman, with this back­
ground info:rmation. As you know, I will be more than happy to 
provide your staff and the other subcommittee members with any 
additional information. 

I would, Mr. Chairman, if you would allow me, like to say, that I 
feel at home when I appear before this subcommittee, because 
there would not be a legal services program as I described today 
but for the leadership of this subcommittee, especially the support 
given by you, Mr. Chairman and Mr. Railsback. I want to pay 
special thanks for the work of your staff because they are in almost 
daily contact with the Corporation staff and myself. I think we 
have developed an extraordinarily good working relationship. 

I would like to welcome Mr. Butler back to the subcommittee. 

1 EDITOR'S NOTE.-Subsequent to the hearing-on May 4, 1981-the eligibility standards were 
changed, as they are annually updated with the OMB poverty level, to $10,563 and $5,388, 
respectively. 

~ _______________________ l---------------·--~-----------
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Mr. Frank, it's nice to have you in the Congress, especially as a 
Member of the subcommittee. We look forward to meeting with 
you and working with you personally during this session of the 
Congress. 

Thank you, Mr.Chairman. 
Mr. KASTENMEIER. You didn't mention Mr. Sawyer. 
Mr. BRADLEY. He's an oldtimer. He was with us last year. It's 

always good to have Mr. Sawyer back. 
I saw John Cummiskey at the American Bar Association, and he 

went out of his way to say, "You go and tell Mr. Sawyer that I saw 
you." 

Mr. SAWYER. He's my campaign chairman. 
Mr. KASTENMEIER. We compliment you on your presentation: It 

is very completp., considering the wide range of programs. 
I have a number of questions, but I will first yield to Mr. Sawyer, 

I guess. 
Are you senior on your side? 
Mr. SAWYER. Yes. 
Mr. KASTENMEIER. IVlr. Butler? 
Mr. SAWYER. Mr. Butler says by about 20 years. [Laughter.] 
I want to make clear that we do not have the ptoblem of social 

activism in our area. I'm sure it would have come to my attention 
if we did have. However apparently in some areas the recipients of 
the funding go out and try to pursue their own social causes rather 
than handling the nuts-and-bolts legal problems of their clients. 
You would be surprised how many complaints I get about that type 
of activity from other Members. 

As I read your summary about the makeup of your board, I can 
kind of see that the majority of them probably wouldn't be very 
interested in curbing that kind of activity. Can you throw any light 
on this? Is there anything being done to try and prevent this kind 
of social activism? 

Mr. BRADLEY. Mr. Sawyer, I think you probably quickly went to 
the part of the issue that probably caused more debate and more 
discussion and, in some instances, more opposition to legal services 
than anything else. I encounter it every day from bar association 
preoidents, from Members of Congress, and in letters that cross my 
desk. 

I must admit, in our own defense, I think that the examination 
of the facts and the records just do not support the charge that 
most attorneys from legal services spend most of their time and 
most of their money on personal CI'usades of social activism and 
social idealism. 

Mr. SAWYER. I haven't heard most of them. But apparently, in 
enough areas-and I basically am a supporter of the Corpora­
tion---

Mr. BRADLEY. I understand. 
Mr . SAWYER. I would like to get some good answers or some 

assurance regarding these changes of social activism because even 
though they may be a small, overall minority, they are numerous 
enough. It's on this issue that I'm hearing opposition from the 
Members to the funding of the Corporation. 

Mr. BRADLEY. I think there is an excellent system of checks and 
balances. Congress decided that these programs would be locally 
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based and locally controlled programs. There's not a legal services 
program operating anywhere that does not hav~ 60 percent law­
yers. In most instances, thes~ lawyers are aI?pointed by local bar 
associations and other groups In that communIty. 

I think the check and balance system that qong~ess worked ~ut 
addresses the issue as to whether or not there IS thIS level of socIal 
activism that some people allege. I know for example, that Howard 
Phillips and most of the acct.;ls~tions he makes ag~inst this pro~ram 
concern so-called social actIVIsm. He has orgqnlzed the NatIOnal 
Committee to Abolish Legal Services. 

He starts out in all of his mailings, "we've got to put a stop to 
social activism." I submit that it's a misperception, t~at 99 perce~t 
of what our attorneys do are precisely what I explaIned. to .y<;1U In 
my testimony. y~s, there may be a case filed by an IndIVI4uai 
attorney in a particular community. I can tell you that. ~ clIent 
came into our office with a legal problem. It was a CIVIl legal 
problem. It was the type of problem not prohibited by this Con­
"'ress. And they met the financial eligibility stands established by 
Congress pursuant to our OMB guidelines. 

But the filing of that lawsuit in some person's mind is n<?t what 
they would consider just routine day-to-d~y uncontested dl\~orce~. 
They think that it challenges the eFttabhshment. They thInk It 
att.empts to put the local bank into rece~vership. They th~nk we 
branch out into areas that Congress never Intended that we Involve 
ourselves in. 

I don't know how to avoid that problem. I recentl~ 'Yent to ~ 
rural section of Texas and met with the local bar aSSOCIatIOn preSI­
dent Congressman's aide and the mayor. We talked about the 
3,000 cases that that program had been involved in, 3,000 cas~s. 
There were only ,2' cases out of 3,000 t~at the m.ay,~r and the CIty 
cor.ncil says that "you all should not be .1Dyolved In. They pa~sed a 
resulution calling on Congress to prohIbIt the further fundIng of 
legal services because of, those two cases. . 

I would SUbmit those two cases to any Independent lawyer, any 
Member of Congress for examination of their merits. I guarantee 
you that you would conclude. those sh<?uld have been filed. 

One of them was filed agaInst the CIty water department because 
it unilaterally turned off people's water. There was an elderly lady 
whose water was turned off because she had allegedly not paid a 
$108 water bill when, in fact, she had paid it. 

The fact that the program filed that lawsuit shocked the city. 
They said "You have no business doing that." The program tried 
to resolve'the matter with the city manager and he said, "All of 
these deadbeats are trying to get out of paying. We had no choice." 

A State court ruling prohibited the unilateral turning off of 
people's water. We filed the lawsuit and we were accused of stir-
ring up trouble. . 

When I said to the mayor, who happens to be the preSIdent of a 
local bank "I cannot believe you want us to close the program just 
because of those two lawsuits." He said, "Congress never intended 
for you to file these lawsuits against this gover~ment entity." I 
said, "Congress did inten~ !'or us to rel?resen~ the Inte~ests of those 
clients even if it means fIlIng a laWSUIt agaInst the CIty of Nacog-
doches, Tex." \, t 
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Mr. SAWYER. What do you mean by minimum access? 
Mr. BRADLEY. It was very simple, Mr. Sawyer. Referring back to 

this first map that I provided. When the Federal Government 
fun~ed program~ from 1965 to 1975, and I was part of OEO some 
portIOn of that tIme, we basically gave money to local communities 
that requested the money. As a consequence, we had an inequitable 
distribution of funds. 

When the Congress created the Legal Services Corporation, the 
few of us who were working with the Corporation basically devel­
oped a very, very, very simple formula. It was predicated on what 
we call C4~1 equitable distribution of funds. 

We figured that in every community, we needed to have a mini­
mum of two lawyers for every 10,000 poor persons. We costed out 
what that would cost in 1975 dollar terms. We figured it would be 
$35,000 per attorney. That includes the attorneys' salaries the 
secretary's salary, the rent, law books, overhead, which ca~e to 
$75,000 for the two attorneys in a given community, multiplied by 
10,000 poor people. That came out to $7 per poor person. 

We. came b~fore the Appropriations Committees of this Congress, 
to thIS overSIght commIttee and our oversight committee on the 
Senate side and said, "What we would like to do is go from this 
map to this map and to do so will cost x number of million 
dOllars.',' It's that plan that the Appropriatio.ns Committee says, 
OK, we 11 support that and offer a 4-year perIod, you've given us 
$100 million--

Mr. SAWYER. Is 1 lawyer per 5,000 anticipated? 
Mr. BRADLEY. I go out of my way trying to say the concept of 

minimum access. It's bare minimum. 
Mr. SAWYER. Was everybody who wanted to see a lawyer who is 

in this category able to see one? 
Mr. BRADLEY. Absolutely not. 
Mr. SAWYER. What percent of those who are in this category who 

want to see a lawyer are able to when you use the term uminimum 
access?" 

"!Mr· BRADLEY. The 1970 census figure showed that there were 30 
mIllIon poor persons. Last year with minimum access in every 
c0!ll!llunity w~ could only serve 1.5 million. So there were 28.5 
mIllIon who, If they walked into our office and said I need a 
lawyer, we couldn't serve them. 
. Mr. SAWYER. I don't know what happens in the general populau 

tIOn and I wonder does everyone who opts to walk in with a legal 
problem get turned away because there is no one to see them? 

Mr. BRADLEY. Yes, sir. . 
Mr. SAWYER. That would still be minimum access? 
Mr. BRADLEY. Yes. It means we have two lawyers sitting in that 

office. I was in a progr~m recently where they have a waiting list 
of 9 m<;>nt.h~ befo~e a chent can see a lawyer unless it is a divorce. 
W~a.t If .It s a ~Ivorce? In Volu~ia County, Fla., you go on the 
waItIng hst and In 9 months, they 11 call you in for an appointment. 

Mr. SAWYER. I know we have had a legal aid society in my area 
for ~any years. It was totally supported locally, especially by the 
law fIrms and the lawyers, but also by the United Fund and before 
that the Community Chest. . 
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Now, I looked at their records. That local support has substan­
tialiy dried up because of the Legal Services Corporation. Is there 
some way the thing can be handled so that it does not discourage 
local funding where it's available? 

Mr. BRADLEY. Yes, sir. You gave me &<-good opportunity to tell 
you about a visit to Davs Stockman's former district, in Michigan. 
We had that very situation. In Cass County, Mich., they were 
spending x number of dollars from general funds for legal services 
using law students from Notre Dame. We were going to fund at the 
minimum-access level, 2 lawyers per 10,000. 

The county was opposed to our funding, since the county wa.s 
funding the existing program. 

Mr. Stockman asked me to meet with the county commissioners 
and I spent a couple of days there. We worked out a cooperative 
arrangement where the county commissioners' funds are being 
used to provide criminal defense work, which we're precluded by 
statute from doing. 

Then the meager funds, $38,000 that we're spending in his com­
munity, support the civil side of the program. In that community, 
we were able to maintain it. 

It's happened, Mr. Sawyer, where local communities that have 
charitable funds, see that there are Federal funds for legal serv­
ices. The availability of Federal funds allows that community to 
allocate funds to meet other critical social needs that were previ­
ously not met. 

All of our pr Jgrams are encouraged to go out and seek other 
funds. Man.y of them are successful. I can show you the profiles of 
some of our programs that have 10 different funding sources. The 
United Way, private foundations, other Federal funds, for example, 
Administration on Aging money, title XX money, go into local 
legal services programs and supplement the minimum level of 
services. 

Mr. SAWYER. Thank you, Mr. Bradley. Tl'tank you. Mr. Chair­
man. 

Mr. KASTENMEIER. Thank you. We greet the new member of the 
committee and call on him for any .questions he may wish to ask. 
The gentleman from Massachusetts. 

Mr. FRANK. Thank you, Mr. Chairman. I was a consumer of legal 
services. I was slightly above the eligibility line. But I did a lot of 
referring of people who would come to me for various problems. 

Maybe I'm one of the people who is guilty of leading legal serv­
ices' people to temptation, but people who were in legal services 
were a useful source of information as a legislator. So I would send 
people there and, in that regard and as a source of information, I 
found the program useful. 

My general question, we're told in part by some people that we 
don't need legal services because the private bar would be able to 
take care of this. I'm wondering, you talked about a place where 
you've got a waiting list of 9 months. Has anyone told the private 
bar that they can't participate if they wanted to, to share the work 
load? 

Mr. BRADLEY. Mr. Frank, a major effort of the Corporation for 
the last coullie of years, and increasingly it's going to occupy much 
of my own bme, is to involve the private bar. I recognize, especially 
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in 1981, that the Congress is not going to give us much more 
money, period. 

Mr. BUTLER. Not much more. 
Mr. BRADLEY. I would be naive to believe that you're going to 

give us huge, huge increases to serve--
Mr. FRANK. But maybe you need to arm yourselves. 
Mr. BRADLEY. Realistically, that means that those clients are not 

going to be served by our programs or private lawyers donating 
their time pro bono. The Corporation is doing everything it possibly 
can do to increase private bar involvement. 

Mr. FRANK. How much do you think you are going to be able to 
get out of them? 

Mr. BRADLEY. It's going to vary. Reese Smith, the current presi­
dent of the American Bar Association, has made one goal for his 
term in office and that is the expansion of legal services to those 
persons being unserved. There is not a week that goes by that he 
does not go to a local bar association. 

Last week he was in De Kalb County, Ga., pleading with them to 
establish a structured, free pro bono program. He went to the 
board of governors of the American Bar and got $70,000 to set up 
pro bono--

Mr. FRANK. This is complimentary to legal services. You're 
saying the organized bar is not holding back because-you know, 
not saying let those guys take care of it? 

Mr. BRADLEY. If I had to give you a picture, I would say that it's 
a very small minority of State and local bar associations that, as a 
matter of commitment of that bar association, has said, H\Ve be­
lieve in having a program to meet the unmet legal need." 

I can name them. Boston voluntary lawyers project is one of the 
best. 

Mr. FRANK. People who have suggested that that's YOUl' fault, 
that it is the presence of this Government program that upset the 
initiative of the private sector. What about before you? 

This map. This is the map of what it was like? 
Mr. BRADLEY. Federal funding by OEO from 1965 to 1975. 
Mr. FRANK. What did it look like with private coverage of that? 

What was the status of help for poor people before you got there? 
Mr. BRADLEY. I was the Regional Director for Legal Services for 

the deep South during much of that period shown on the map. I 
can tell you today for 1981, there's huge, substantial, quantum 
leaps in private bar participation and legal services for the poor as 
compared to any time previously. 

Mr. 'FRANK. You think the effect of this program has probably 
brought forward more--

Mr. BRADLEY. There's no question. 
Mr. FRANK. YOt, cited a couple of cases that people regard as 

inappropriate l&v'lsuits. 'fo what extent are the complaints, and 
criticisms, inappropriate lawsuits, and to what extent are they 
intervention of the legislative process? To what extent are you 
accused of lobbying and forgetting about lawsuits altogether? 

Mr. BRADLEY. Mr. Sawyer identified one sensitive area and 
. you've just identified the other. I suppose those two areas are the 
most sensitive in terms of W~lat I hear and the matters that this 
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subcommittee and other Members of Congress bring to our atten-
tion. . I 

Many members of the public and espeCIally loca attorneys, ~ay 
that our attorneys should not in any w~y, s~ape or form or. fashIOn 
be involved in what I would cal! legIslative representatIon and 
others would call lobbying. . . . 

The provisions of the act, and we think clear legIslatIve hISto~y, 
under section VII of the act that this Congress passed, does prohIb­
it our attorneys from engaging in lobbying efforts. But it makes 
clear exceptions to that.. . 

When we're representing a chent and the approprIate represen­
tation of that client takes us to the legislative body, then that's 
appropriate. You have identified yourself, w~ere as a member of a 
legislative body requests that we provide aSSIstance, and that hap-
pens in numerous instances. . 

The third exceptions that this Congress has made ~o the restrIc­
tions on lobbying activities-:-when it's a matter t~at dIrectly affects 
the Legal Services Corporation or that local grantee. !f you ~~re to 
ask, what is the volume of complaints about lob~Ylng actIvI.t~, I 
don't have that number. I could get them for you. I 11 tell you It s a 
very, very small number of complaints in a y~ar's period of ti~e 
that I get from Congress or from local offiCIals about lobbYIng 
activity. . 

The largest number of complaints that my office gets IS that 
we're representing an over income client, so~ebod~ who makes ~oo 
much money. rrhose are the easiest for us to InvestIgate a~d verIfy. 

That plays off against the question that Mr. ~awyer raIsed. Our 
attorneys don't want to represent anyone over Income because the 
30 million out there that we know are eligible, we're not able to 
represent them. 

Mr. FRANK. How many complaints have you got fro~ members 
of State and local legislative bodies that they have been Improperly 
approached? 

Do you get many of those? Do people call up and say, tell your 
people to stop giving me all this information? .. 

Mr. BRADLEY. Very, very few. If I went through 9,tllckly In my 
mind it would probably be less than 10 in the perIod of a ,Year. 

Mr: FRANK. I would be interested in knowing. I w?uld be Inter­
ested if there was any substantial sense by the legIslators them­
selves. 

Mr. BRADLEY. I can document that for you. [See app. 2(A).] 
Mr. FRANK. When you talked about suing Nacogdoches, Tex., and 

you talked about a woman who was having trouble with a water 
bill. I gather that you are somewhat underlawyered; 1 lawyer for 
every 5,000 people. . 

Coming from Boston, that's an extraordinary statistic. I thInk we 
have one lawyer for every seven people. It is a problem when you 
have too many law schools. . 

But one of the objections that is being brought against you IS 
that you are bringing too many class action-type suits, too many 
suits which go beyond the immediate concern of the immediate 
client. 
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If you were going to go back to the case-by-case adjudication and 
simply trying to get the money back for the lady and not fight 
these suits, what would that do to your workload? 

Mr. BRADLEY. I think it would be devastating. I think it is sound, 
efficient utilization of very, very scarce resources for us, say, in 
Nacogdoches, Tex., to file that class-action suit. 

In fact, most of our class-action lawsuits are in the area of 
factual, legal problems that many, many clients are faced with. 
Whether it is a governmental entity at the local level, or a loan 
shark or a furniture company, it makes sense, rather than file 20 
or 30 individual lawsuits, it makes sense to file the one class-action 
lawsuit. 

But, even given that, the number of class-action lawsuits filed, 
compared to the total picture, is very small. 

But it is those few that we do file that cause us unbelievable 
consequences. 

Mr. FRANK. Thank you. 
Mr. KASTENMEIER. The gentleman from Virginia, Mr. Butler. 
We welcome him back to the committee. 
Mr. BUTLER. Thank you, Mr. Chairman. It is nice to be back. 
Mr. Bradley, apropos of the complaint about inappropriate law-

suits, you are familiar with what's called the sweetheart lawsuit­
concerning Community Services Administration? 

Mr. BRADLEY. I'm familiar with it, because I read about it in the 
Wall Street Journal. 

Mr. BUTLER. That's the article I'm talking about. It was brought 
by a legal services attorney, was it not? 

That was my understanding. According to the Wall Street Jour­
nal article, there were nine plaintiffs in the class-action suit. 

Of the six plaintiffs reached for comment, three professed no 
knowledge of the lawsuit and only one said he was consulted in 
advance. 

Moreover, those who were aware of the lawsuit at all alleged 
they had been steered into the lawsuit by public-interest law firms. 

I am telling you something you don't know? 
Mr. BRADLEY. I have read that article, Mr. Butler. If you will 

permit me, and I don't say this lightly, I think that article contains 
absolutely, grossly, factually incorrect information. 

We have prepared and we made it available to other Members of 
the Congress who have requested it, a very detailed, comprehensive 
factual response to all of the issues involved in that lawsuit. 

If you will permit me to deliver that to your office this afternoon 
and if you .wopld read it, I think you will conclude that maybe this 
reporter dldn t have all the facts when he wrote his article. [See 
app.2(B).] 

Mr. SAWYER. Will you send me a copy? 
Mr. BRADLEY. Yes. 
Mr. BUTLER. Can you give me a highlight so I don't have to read 

the whole thing? 
Mr. BRADLEY. Yes. , 
Mr. BUTLER. We-I got the same kind of response from the 

Cc'mmunity Services Administration. They wrote me back a long 
letter, detailing what a terrible thing they have been saying about 
them in the press. 
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I couldn't help reminding myself that the judge reversed the 
decree. It seems to me there must have been some error. 

On yesterday, we had hearings in the Government Operations 
Committee. I asked the people in my office to alert you to the fact 
that I might ask some questions about legal services. 

Are you familiar with what took place on yesterday? 
Mr. BRADLEY. Yes, sir. 
Mr. BUTLER. I hope you have a response to the questions that 

were raised there. 
Just to make a record, are you familiar with Circular A-73, 

Audit of Federal Operations and Programs, issued by the Office of 
Management and Budget? . 

Mr. BRADLEY. Yes, sir. I have it in my hand. [See app. 1(D)(2)(I).] 
I think, as a matter of fact, I have both of those. 
Mr. BUTLER. All right. . 
On page 44 of that G~O. report, ~here is. a littl~ !eport card at 

appendix 3 and the topIC IS complIance WIth polICIes and proct-· 
dures of OMB, policies and guidelines. 

It has a row of X's indicating that you have failed to meet the 
standards of A-73 in every instance they inquired about, except the 
last column, which has a footnote saying that they could not 
determine. 

I hope you have an answer fo~ that. W~at ~hey turned up yes~er­
day in the Government OperatIOns hearIng IS that we are lettmg 
an awful lot of Federal funds get away from us because of unre­
solved audits. 

If my reading of this report is correct, the Legal Services Corpo-
ration is a major offender. 

I am sure you would like to respond to that. 
Mr. BRADLEY, I very much would like to respo!ld to that. . 
The Director of Audits for the Legal SerVIces CorporatIOn, a 

CPA, who for years was with Arthur Anderson & Co., is with. me 
and I asked him to be in attendance at the Government OperatIOns 
Committee oversight hearings yesterday. 

He took extensive notes and heard your questions and the re­
sponse from the witnesses. He has prepared for me a fairly brief 
response. . . 

He's in the process of preparIng a much more detaIled response, 
which I would like to submit to this committee. 

I would like to, for the record, say a few things--
Mr. KASTENMEIER. We are at a disadvantage in this committe~, 

since the gentleman from Virginia alludes to a document that thIS 
committee does not have, and of which it has no knowledge. 

Your response to it may be useful only in the context of having 
the report also a part of our record. [See app. 1(D)(2)(b).] 

We will try to obtain that. I don't know for whom this particular 
GAO report was prepared or what significance it has. 

Mr. BRADLEY. Mr. Chairman, if I could-because we just rec7ived 
it ourselves a couple of days ago, as a matter of fact, I saw It for 
the first time yesterday. 

We got it in the mail from Chairman Brooks, I think, on Monday 
of this week. We were reviewing it when the questions came up 
yesterday. 
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So, we are almost at the stage that you are. But I think it is 
v,ery, very important. I want to be responsive to Mr. Butler's ques­
tIon. 
B~t I want to s!ly this: There are a lot of things that the Legal 

ServICes CorporatIOn does, some that we do extraordinarily well, 
some we do not so well, and there arc probably some things that 
we do poorly. 

yre are ~rying to correct.those things that we do poorly. I can tell 
thIS commIttee that there IS no matter at the Legal Services Corpo­
ration that we take more seriOusly, that we devote more effort and 
more energy to, than the sound accounting of Federal tax dollars. 

I worked at OEO for 8 years, and I shouldn't use my good friends 
at OEO as an example. But I would match what the Corporation 
does to every Federal agency, every Federal program that you.r 
Controller General included here on his ch&:t. 

. I want the record to refleet that the Corporation is not subject to 
~lrcular .A-73. We got a request from them and we provided them 
InformatIOn. 

We called them on the telephone and said, look we would like 
you to co:r;ne over and sit down and meet with us a~d review what 
we are dOIng. 

Mr. SAWYER. What is circular-I have no idea what you people 
are talking, about. 

Mr, BUTLER. That is a circular issued by the Office of Manage­
me~~ and Budget, which requires Federal agencies to establish 
polICIes for prompt and proper resolution of audit recommenda­
tions. [See app. 1(D)(2)(a).] 

And. now, you can audit the .hell out of things, but if you are not 
follOWIng up, you are not meetIng the requirements of A-73. 

Mr. BRADLEY. Y?U are absolutely right. I don't want, Mr. Butler, 
to be argumentatIve. I concur exactly with what the Controller 

. General is attempting to do. 
I would invite and I wish that you would request a person from 

G~O to come down and visit us ~nd look, in fact, at what we are 
dOIng. They asked us to fill out a form that they sent us, which we 
attempted to do. 

We tried to verbalize and explain to them that that form doesn't 
apply to our procedures. 

In the last 5 years, we have allocated $700 million to our local 
gr~I!tees. That report that you have in your hand, questions $1.9 
m~ll~on worth of unresolved audit costs, $1.9 million out of $700 
mIllIon. 

We require an extraordinary standard on our programs. The 
Federal Government gives its grantees 6 months in which to 
submit audit. reports. We require 90 days. 

We recognIzed that there were some deficiencies in following up. 
We. now have a 2wmo:r;th. reporting requirement. We immediately 
notIfy our grantees. WIthIn 2 months, we follow up on that. 
. We are c~nsciou~ly vigilant to m~ke sure no costs go unques­

tIOned: We Imposed very, very detaIled requirements under our 
finanCIal accounting a~d audit g?ide manuals that are imposed 
upon our local program by regulatIOns. 

u 
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We require that they have independent. CPA. accounting. pre­
pared every year. This is generally the typICal kInd of questIOned 
costs that you are talking about. 

- A local program that receives Corporation f~nds can~ot purchase 
equipment valued over x number of dollars wIthout prIor approval 
of the Corporation. . 

Many of them do it. They will buy an IBM typewrlt~r. The cost 
exceeds by $27 where the local auditor has no chOl~e a~d he 
questions that cost because he cannot find a document In hIS file. 

If that program had contacted us. and said,. we want to buy a 
typewriter, we would have approved It. They faIled to do sf!. 

It is those types of costs that are unresolved and are baSIcally the 
questioned costs. 

Mr. BUTLER. Are there still $1.9 million of them? . 
Mr. BRADLEY. As a matter of fact, as of Dece~ber of 1980, It was 

$1.8 million. We are in the process now of gettIng those resolved. 
Some of them are fairly large. 

For instance, we have another provision that none of our pro­
grams can engage a private consultant firm or contractor, a CPA 
firm. . I d' . 

Many of our programs, as you know, are Invo ve In some unIOn-
ization situations. 

Mr. BUTLER. We are going to stop that. . 
Mr. BRADLEY. In Michigan, the board of dIrectors. of that pro­

gram in Michigan retained a private law firm to ad~Ise the board 
of directors, management, on labor-n;tanagement relat~ons. 

They engaged this law ~rm to advI~e the ~oard of dIrectors of the 
program. They did so WIthout gettIng prIor approval from our 
office. 

Thus, that shows up as a questioned cost on the report that Mr. 
Staats provided. 

Mr. BUTLER. How did you resolve it? . .. 
Mr. BRADLEY. I am not sure we have. Our regIOnal offic~ IS gOIng 

for documentation, what are the costs, why were thl.f Incurred, 
why could you not obtain free, pro bono counsel? That s the proc-

ess. , b d f th The minute we get that resolved, that s su tracte rom. e 
outstanding $1.8 million in questioned costs that we have rIght 
now. d 

Mr. BUTLER. I think it is a dissipation of your resources to spen 
all your time on management-labor relations anyway. 

This says you must designate an individual who is responsible for 
audit work. Do you have such a person? 

Mr. BRADLEY. Yes, and that person is present in the room today. 
Mr. BUTLER. Did we ask for a repott? 
Mr. BRADLEY . Yes, sir. . 
Mr. BUTLER. I don't see any point in beating this horse t~ death. 
Mr. BRADLEY. But Mr. Chairman, and Mr. Butler, I t~Ink the 

important question is, and I say this, there ar~ a lot of thIngs that 
I'm proud of about the Legal Services CorporatI~n. . . 

But the one thing that I'm absolutely unequIvocally proud of IS 
our ability to make sure that the funds ?o~ have entrusted to us 
are spent precisely the way Congress has IndICated. 
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If our accounting mechanisms, have been weak in the past, we 
are going to improve them. We, the Corporation, just as an illustra­
tion, incur this expense ourselves. 

We have a fundamental criteria visit. When we, for whatever 
reason, think that a local program's bookkeeping systems, check 
control, recordkeeping systems, are not up to snuff, then we engage 
one of the accounting firms, Arthur Anderson, Price Waterhouse, 
you name it. 

We send them in to improve the financial management of that 
program. The most vulnerable that I could be as I appear before 
this subcommittee or any other committee would be if we are not 
accurately and appropriately controlling and accounting for those 
funds. 

I can assure you that I will never permit this Corporation to be 
lax in that area. 

Mr. BUTLER. I am reassured by that. 
I am still a little bit upset by--
Mr. BRADLEY. I will provide you with details. Mr. Brooks, Mr. 

Chairman, Monday of this week, wrote me and communicated this 
documl~nt to me and asked me to respond to his oversight commit­
tee, to the Government Operations Committee. 

Mr. Butler did indicate to me yesterday that this might come up 
today. So I made sure that I looked at it at least very briefly. 

I will provide not only Mr. Brooks, but also this committee with 
a very detailed response. [See app. 2(C).] 

Mr. KASTENMEIER. I would appreciate that. 
Ironically, perhaps, Mr. Brooks is also a member of this commit­

tee, as is Mr. Butler, so they have really two opportunities to look 
at the Corporation. 

This committee would like that information. We will also at­
tempt to get the report itself. 

Also, we will sel~ whatever analysis the Government Operations 
Committee has made of it. In any event, we will have much more 
detailed hearings in the near future on authorization. 

This matter, at that time, can be gone into. We would like to I 
think-to the extent there is a great deal of detail involved he;e 
we may want to satisfy ourselves as to what that detail represents~ 

I understand your statement that-to imply that while your 
Corporation does not qualify as an agency of the Federal Govern­
ment, nonetheless, you cooperated with this inquiry and offered 
them information, notwithstanding? 

Mr. BRADLEY. We definitely did. We gave them everything they 
requested and we asked for an opportunity to meet with them to 
exp)ain the uniqueness of the Legal Services Corporation in terms 
of our own accounting practices and procedures. 

Mr. KASTENMEIER. May I ask my friend from Virginia--
Mr. BUTLER. I feel like I have asked a lot of questions, but I'm 

really not through. Do you want to take your turn now? 
Mr. KASTENMEIER. No. I will yield to the gentleman. 
Mr. BUTLER. Yes. Just so I can understand it, in your prepared 

statement on page 5, you indicate that working these programs 
around the country are over 6,200 attorneys and 2,800 paralegals 
earning salaries which are generally much lower than those of 
their counterparts in the private sector. Now, you interjected also 
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the expression lower than they could earn in the public or private 
sector. b'l' . Have you done an analysis of what their earning capa IltIes 
were elsewhere? I have the impression that this is the employment 
of last resort of many law school graduates and that they are 
attracted by the salaries even at this low level. 

Would that be an unfair statement? 
Mr. BRADLEY. I think that would be a most unfair statement. 
Mr. BUTLER. I appreciate your correction. You made the state-

ment that they can earn more in the private sector. Do you really 
believe that? Have you got something that says that? 

MI'. BRADLEY. We've got a study and I will be ha~py to send it. to 
this subcommittee, where we attempted to determIne our salarIes 
versus the private sector, working for the Federal Government. 

If an attorney goes to work in one of our programs today in 
Atlanta, Ga., graduating from my law school, Mercer, they a:e 
going to make $14,000. If they work for the Federal Government m 
Atlanta, they are going to make $2~,000. If they work for the 
public defender in Atlanta, they are gOIng to make $19,000. 

On any stand that you use--
Mr. BUTLER. You haven't answered my question. I understand 

that there are better deals elsewhere. Are there better deals availa-
ble to these people? 

Mr. BRADLEY. Absolutely I don't want anyone to think that the 
people who work in legal services do so because they can't get a job 
anywhere else and that we are the dumping ground for unem­
ployed lawyers who have to choose between us and driving a taxi. 

Look at the record. Most of the attorneys who leave legal serv­
ices the director of our program in Atlanta, for example just left 
and' joined the biggest law firm in Atlanta. There is not a lawyer in 
legal services in my judgment today that could not go to work at 
substantial increases in their salaries with the most reputable law 
firms in Lynchburg, Va. and---

Mr. BUTLER. Wait a minute. Lynchburg is in my district. 
Mr. BRADLEY. I know. We just lost one of our attorneys in our 

Los Angeles program and I know what he was making, and he 
went with a firm that made him a $90,000 a year offer. When we 
advertised for jobs, if we advertise for a job in some of our pro­
grams tomorrow, we will have hundreds of applications for one job. 
We have law review editors. We have clerks from Federal judge-
ships. 

Mr. BUTLER. I understand you get some real good people. I have 
run into the~ on occasion. But my question is, and I think you 
have endeavored to answer it, is if you sat down and looked at your 
cross section of people, and said are you turning down job opportu-
nities elsewhere--

Mr. BRADLEY. I'm not the best person to answer that question on 
a case-by-case basis. I will provide you that information. There are 
quite a few project directors present here today. [See app. 2(D).] 

Project directors for our programs in Kentucky, had breakfast 
this morning with the Kentucky congressional delegation. They, 
better than I, can tell you the volume of applicants that come into 
their doors seeking jobs. I don't think there is anyone in here that 
would tell you that we don't get the cream of the crop, the people 
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who feel strongly committed to what legal services is all about. 
They join legal services for that purpose. 

Mr. BUTLER. All right. I am glad to hear that. Now one more 
9u7stion. Lynchburg is one of those areas that you brought up and 
It ~s one of those areas where we have effectively lost the use of the 
prIvate sector Legal Aid Society. I'm not going to rehash that at 
this moment. 

But my questi?n is, what sort of program have you got to attract 
more local or prIvate funds to the support of the local legal services 
corporation? It's legal and it's encouraged under the law. 

To follow up on that, how would you feel about conditioning the 
Federal grants for local legal services corporations on private or on 
local government participation in the program? 

Mr. BRADLEY. If we condition our grants on private or local 
government participation, they won't give a dime and there would 
be no program. 

!f I could state it the other way around, these directors sitting in 
thIS room and others aggressively seek out funding sources from 
every possible source. Today as I appear before you we award 
them $321 million. On their own initiative, they obtain' $40 million 
from other sources, much of it from voluntary contributions from 
the bar associatio~s, private foundations, United Way, categorical 
programs, AOA, tItle XX, and others the Congress has established. 

. The Corporation provides training seminars on grant raising. We 
dId our first one last year on how to write grant proposals to 
p~ivate foul!-dations. I. don't h.ave to tell Y0!l, Ford, Rockefeller, the 
bIg foundatIOns are wlthdrawmg from publIc service grants. 

I wrote a letter recently to the McKnight Foundation in Minne­
sot~, to support our application for the community legal education 
p.roject, a local program. I got a call the other day and the founda­
tIon gave our local program the money because they felt that was a 
worthwhile purpose. 
. Our Board this year took a half a million dollars -and for the first 

tIme wanted to test the hypothesis that local bar associations 
would give a dollar, if the Corporation would match it dollar for 
dollar for additional legal services, and we were successful 

As I indi~ated eB;rlier, we have seen that it is successfui and I'm 
sure we wIll contInue to encourage those kinds of activities. I 
~ould really strongly, strongly represent to you that if you condi­
tIon all ?~ the mone;y:s that this Congress makes available to local 
comm';1nltIes on a strIctly.cash match, 50-50 basis, I think that you 
are gOIng to see a dramatIC reduction in the level of legal services. 

Mr. BUTLER. Let me bring you to another proposal, then. The 
Office of Management and Budget proposal is that legal funding 
service~ be part of a social services block grant which the States 
could dIVY up among programs as they see fit. 

You are an inde~endent Government agency so you don't have" to 
worry about sanctIOns from the administration or anything like 
that. Y.our Board may change character, but don't worry about 
that. GIve me your frank assessment of this proposal and particu­
larly how you think the States would divy it up. 

Would any States eliminate legal services if that was the propos­
al? If you would prefer not to answer, you can say that. 
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Mr. BRADLEY. Seriously, Mr. Butler, I have heen in touch and 
have had several conversations with staff members of Mr. Stock­
man's staff. My Board chairman and I have asked ¥r: Stock~an 
for a meeting. While Mr. Stockman's 1?lack book, as. It IS affectIOn­
ately called does list the Legal SerVIces CorporatIon among the 
programs td be consolidated into a block grant pr~gram, when the 
President spoke on the 18th, t~ere w.as no speCIfic reference to 
legal services In my conversatIOns WIth members of Mr. Stock­
man's staff a~ recently as last week, they in~icated that all of the 
planning of OMB is to include us as a categorIcal grant program to 
be turned over in this block grant concept to ~he States. .. 

We got a phone call last week from the dI~ect?r of plannmg In 
Secretary Schweiker's office that Mr. Schweiker s staff has been 
given the directions from OMB to prepare the refined package. of 
programs to be turned over to the .qoverI?;0rs of the re~pectIve 
States. This person is totally unfamIlIar WIth legal serVICes but 
legal services was on his list... . . 

He wanted us to provide hIm WIth everythIng p~ssible about 
legal services which we are pro~iding. We are atteml?tIng to have a 
meeting with people at t11:e WhIte House. The American ~ar A~so­
ciation president, Mr. SmI~h, has sent a let.ter to the WhIte Ho~se 
asking for a meeting speCIfically to talk WIth them on that pOInt.. 
So, we are acting and w~ are assumin~ ~s I ~ppear before you 
today that it is the intentIOn of the admInIstratIOn to recommend 
to this Congress that the Corporation be included in a block grant 
concept. That's what we hear. 

In my own opinion and here again I cannot help but speak as a 
son of the South, and I'm proud of it. I kn~w legal servic.es and I 
know how difficult it was for us to establIsh legal servIces pro­
grams in the South. One of the bar associations in the Sou;lr. went 
all the way to the U.s. Supreme Court to try to stop lfederal 
funding of legal services in their community. . . 

One of our programs in the deep South IS the Legal ~e!VICeS 
Corporation of Alabama. We award that program the mInImum 
access level, but that program also received money from. the St~te 
of Alabama. The State of Alabama however attaches strmgs to ItS 
grant, and will not allow cer.tain types of cases t? be handled and 
under no condition can actIOn be brought agaInst the State of 
Alabama with this money, even though it's Federal money. 

Mr. BUTLER. That makes sense, doesn't it? 
Mr. BRADLEY. No. It's money that you, the Congress, gave to 

Alabama to be administered under a block grant concept. 
Mr. BUTLER. I thought you were talking about the Alabama 

contribution. . 
Mr. BRADLEY. No, sir .. It's money the ~tate con~rols and SInce 

they control it, they WIll not delegate It to us If we do these 
activities. So we have to limit the scope of our work. . 

Mr. BUTLER. You are apprehensive about what thIS program 
might do if you turn the decision making over to ti'le States as to 
what part of it will go to legal service:s? , 

Mr. BRADLEY. Not only apprehensIve, Mr. Butler, I m scared to 
death. . 

Mr. BUTLER. I think, Mr. ChaIrman, I have taken more than 
enough time. I thank you for your indulgence. I 
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Mr. KASTENMEIER. Mr. Bradley, I have a series of questions here 
I will try to be brief. . 

Could you give us a brief report on the status of your Board as of 
the moment? 

Mr. B~ADLEY. !es, sir. We have an II-person Board appointed by 
the PresIdent. FIve of thuse Board mel!1.bers' terms expired on July 
17, 1980. But by law, they continue to serve until the successors are 
duly appointed and confirmed. So we have today five lameduck 
Board members. 

President Carter, shortly before the election recess that the Con­
gress took last year, renominated all five of those members for 
another term. After the election, the Senate committee tried to 
confirm them during the lameduck session. I don't have to explain 
to you that they were held and the Senate did not act on them. As 
a consequence, we have five vacancies. The other six Board mem-
bers, their terms all expire JUly 17, 1981. '"' 

So,. by the early part of the summer, there is the possibility that 
we wIll have 11 new memb.ers of our Board. Five could be appoint­
ed today and the other SIX could be legally appointed in JUly. 

Mr. KASTENMEIER. As far as you know, is there any intention on 
the part of the administration to nominate five new Board mem­
bers for those vacancies? 

Mr. BRADLEY. I'm attempting to find out that information. As a 
matter of fact, I. spoke to Mr. Railsback's office the other day. His 
office has been In touch with the personnel director at the White 
House to try to determine what are their plans and intentions. 
, I can report to you based on that conversation that right now, 

I m not sure that they know v.. hat those plans or intentions are. 
Mr. KASTENMEIER. You indicate that "minimum access" doesn't 

actually mean t;lccess for all the poor, all the qualified individuals' 
thdat even presently many cases are deferred or are going unattend~ e . 

F.urthermore, .is it not t?e. c!1se that many local programs have 
deCIded on certam legal prIOrItIes for a communit:f and consequent­
ly, do not handle Gertain cases? 
Pe~haps. they do not deal ~ith family matters, or landlord-tenant 

relatIOnshIps. They have deCIded a competence exists in other mat­
ters, and they have decided that these should have priority. 

And therefore,. the po~r, even there, do not have practical access 
to legal serVICes In certaIn fields. Is that not correct? 

Mr. BRADLEY. That's absolutely correct. . 
In the priority-setting process by local boards, Mr. Chairman, 

many of. our progra?1s have simply determined that they cannot 
handle dIVorces, period-unless there is maybe a custody situation 
or an extraordinary r~ason for doing so, because they cannot serve 
everybody who walks In . 

. Thus, they ~nfortunately have to den, people representation. I 
WIsh, Mr. Chairman, that one of these days I could come before you 
and present a plan called maximum access to justice. 

But unf<;>rtuD;ately, .maximum access is going to cost a lot of 
m<;mey. It. IS gOIng to Involve new ways to administer justice. It is 
gOIng ~o Involve, for example. alternative dispute resolutions. We 
~re g~)lng to reform courts, fIgure out new, different, innovative, 
IngenIOus ways to make SUl';e that people get their legitimate griev-

----------------------.............. ------.... --~ ..... -----.------- -- ----~---~~-~-~~,~--
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ances resolved. I hope the Corporation can be a part of that, as we 
go forward toward that goal. " . 

Mr. KASTENMEIER. I don't know about the term maXImum 
access" but I would be interested in your projecting something 
perhap~ known as IInormal" or "reasonable access" that exceeds 
"minimum access", and perhaps doesn't purport to c9,ver ~very­
thing. There has to be some goal, perhaps short of maXImum 
access" to which in other times we might well have pOInted. 

Mr. BRADLEY. We have a couple of task forces addressing precise­
ly that question. I will be happy to provide you with what we now 
know and how we now feel about that issue. 

Mr. KASTENMEIER. Fine. Even with reference to that whic.h you 
now undertake to do collectively through all the programs In the 
United States, with the 9,000 lawyers and paralegals, it ~o1fld also 
be of i!lterest to me, not only in how you spent $321 mIllIon last 
year or this fiscal year, but also what it might have cost if the 
same legal work was done on behalf of the same constituency, if 
there were not legal services to handle it. . 

That is to say equating it with a local or vouchered serVIce, 
dollar for dollar, ~ot necessarily judicare plan. What I'm saying is I 
would like the $321 million contrasted to that whic~ the same le~B:I 
work, in normal practice, would have cost collectIvely the reClpI-
ents. . 

Mr. BRADLEY. I think we can provide you with some good proJec-
tions. We won't guarantee accuracy of ~hem. Bu~ I under~tand 
what you are asking. We had to deal wIth that In the delIvery 
systems study. We can draw on those results. I will get that to you 
very shortly. [See app. 2(E).] 

Mr. KASTENMEIER. It will be useful because r think~ not necessar-
ily contrasting it with that in and of itself. 

Bu.t it would be useful in suggesting cost efficiency of the staff 
attor~ey, program attorney model that is used widely in the system 
with what it might have cost. I think that would be useful. 

You have a number of other problems. Of course, I don't expect 
you to discuss them all here today. We perhaps will have a further 
discussion of some of the problems. I will ask you to add those 
problems to which I have not referred. 

There is the problem of representing, illegal aliens or other 
aliens. There is the problem of unionization, organization of attor­
neys and paralegals. There is the question of whether or not they 
could strike. We view that area as a sort of a problem. 

You have mentioned a series of them. Complaints about vigilant, 
perhaps or aggressive representation of clients, and the counter­
reaction that that understandably, I suppose, produces. 

You also mentioned one further problem, the problem of compet­
ing legal representation organizati?ns in a given .are~ in terms of 
funding. That has been a problem In the past. It IS stIll a problem 
today. You have perhaps an additional legal aid group that pur­
ports to represent a group or the community, as opposed to an­
other, perhaps more aggressive group of l~gal assistants and what 
that involves. We have talked about lobbYIng. We have also talked 
about some of the other questions here today. 

Are there some of the problem areas that I haven't mentioned? 
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Mr. BRADLEY. I think you have hit all of them, Mr. Chairman. 
When you were going down your list, I was also doing a quick 
mental check-list. 

Clearly the type of problems that we hear most talked about, and 
that concern Members of Congress and the public at large, have 
been covered. 

Mr. KASTENMEIER. Very often, you as an entity have a different 
relationship, or a different interest sometimes, than your local 
programs, even though you are part of the same system. 

Where are you left today, with respect to the question of organi­
zation of legal services, both professional and nonprofessional? Do 
you have any position other than to follow whatever law pertains 
to such people? 

Mr. BRADLEY. On the issue of the labor-management question? 
Mr. KASTENMEIER. -":~es. 
Mr. BRADLEY. It is clear, and I'm not the resident expert on this. 

Those people are present in the room. 
But basically, and I'm sure you will address this matter in your 

three days of hearings scheduled for next month our local pro­
grams basically are governed by the NLRB. It is the NLRB that's 
the participant in resolving the labor management issues that 
come up in the context of recognition of a unit as a collective 
bargaining unit, the certification of that unit, the collective-bar­
gaining process. 

The Corporation, is not an active participant in that, but we are 
very, very interested observers. The director of field services in 
charge of all of our field programs has been interested in having 
several meetings with representatives of the managemen.t of our 
local programs, and representatives of unions in those local pro­
grams, trying to establish some constructive dialog, identifying 
what the critical problems are. 

I can tell you that what we are doing is providing er.ftouragement 
and providing technical assistance, to make sure that even though 
the NLRB recognizes legal rights of employees to organize and 
bargain collectively, that it is done in a way that it is not destruc­
tive to the purpose of legal services; and that it does not tear 
asunder that whole program. 

Unfortunately, we have had a few situations, thus far a very few 
situations, where that labor-management process at the local level 
has been, in my judgment, unpleasant. Mr. Rodino, your chairman 
and I talked about one in his district. 

That was the exception, rather than the rule, but it is a very 
sensitive subject. It is something that the Corporation is going to 
try without violating NLRB, try to facilitate the best way we 
possibly can. 

Mr. KASTENMEIER. We all know that-we used to talk about 
Legal Services Corporation essentially in terms of growth. Can you 
tell me, due to inflation or for other reasons, if any of your pro­
grams or offices have in fact closed this last year, or if there is any 
trend in that connection? 

Mr. BRADLEY. I'm not sure, Mr. Chairman, if I will be able to 
document it. But I can certainly represent to you verbally now, and 
supply you with additional information. [See app. 2(E).] Last year 
we gave 'our programs 5-percent cost-of-Hving increases. 
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This year we gave them 6 percent cost"Jf-living increases. You 
know what Federal employees got this year was 9.1 percent. You 
know what the rate of inflation was last year. M~ny of our pr,o­
grams either limited their employees to a 5-percent In.c~ease and In 
some instances programs closed an of~ce or by attrItIon and not 
filling positione, were able to give theIr employees a 9-percent or 
10-percent increase. . 

So by that process I think that I can accurately, wIthout much 
hyperbole, represent to you that the impact of i~flation on our 
programs in the last few years, and our faIlure to gIve many of our 
programs cost-of-living increases, comparable ~o what prIvate 
sector and public sector and Federal employment IS, has had a very 
negative effect on legal services. . 

I can personally tell you this, if you will permit I?e thIS one 
digression, and I am reminded because the program dIrector from 
Louisville, Ky., is in the room. . 

From 1970 to 1975, the Federal fund~ng fo~ legal servIces. was 
frozen at $71.5 million. Every program: IncludIng my good frIends 
in Jefferson County, Louisville, ~y., w,er~ funded at that level. 

In 1970 they had nine offices In LOUISVIlle, located throughout 
Jefferson County, In 1975, they had one o~fice. . ' 

Atlanta, Ga., which i~ my ho~e, ha~ eIght pelghborh,ood offi?es. 
At the end of that· perIOd of tIme, WIth no Increases In fundIng, 
they had three offices. .. 

They retrenched and saved the overhead, consolIdated secretarIal 
pools, and shut out their library subscripti~ns. You can. understa~d 
what impact another period of static fundIng and n,o Increases In 
our funding is going to mean. It means t~at we WIll have fewer 
offices, employing fewer attorneys, who wIll serve fewer. c~Ients. 

Mr. KASTENMEIER. That suggests to me that the access, mInImum 
access or whatever, is eroding, if anything. 

Obviously if you have seven neighborhood offices, that sort of 
access is an' awful lot better than having three offices in an area or 
in a community. 

Mr. BRADLEY. As you know, because you have heard fro!Il me 
before, my friends in P AG, the le~dership of the programs In the 
field are saying you have got to Impress upon the Congress that 
minimum access is based on 1970 and 1975 figures. 

I think the figure we are using now is that we have 1.7 attorneys 
per 10000, based on current inflation factors. . 

Mr. 'KASTENMEIER. How soon can you give us information based 
on 1980 census figures? .. 

Mr. BRADLEY. I'm not sure, Mr. Chairman, wh.en we wIll ~e able 
to work that out. I suppose i~ will probably, be mId 9r late thIS year 
before we will be able to gIve you that InformatIOn, clearly not 
before your oversight hearings in March. . 

Mr. KASTENMEIER. I think we will defer ~ther m~tters un.tIl thB;t 
oversight hearing in March. It will also be on overSIght and o~ganI­
zation. I hope at that time-I would encourage you. to be spec}fic at 
that time in terms of optimally what you would hke to see In the 
law for effective operation of your corporation. 

Obviously we may be very far from achieving that. That may be 
quite anoth~r matter. But neverthe~ess,. I think you s~ou~4 repre­
sent what you and the Board feel In VIew of your prIOrIties and 
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your goals, what you feel can best permit you and your successors 
to achieve these purposes through legislative change. 

Mr. BRADLEY. The Board of the Corporation are meeting here in 
Washington next Friday and Saturday to vote on a specific recom­
mendation to this committee in ternls of our authorization bill for 
this year, which will include specific dollar amounts that we will 
make a recommendation to you. So we will have that ready for you 
as of next Friday,1 

Mr. KA.STENMEIER. It goes without saying that many of the issues 
raised by other members, including the possibility or prospect of 
block grants and other questions will be raised and must be obvi­
ously addressed. 

Mr. SAWYER. Mr. Chairman, are you finished? 
Mr. KASTENMEIER. Yes; I yield. 
Mr. SAWYER. I had one or two more questions. I'm trying to get a 

handle on this concept of minimum access. I would have some 
question in my mind whether families living on a $10,000 to 
~20,000 a year range, have much access, either. 

Sure, they have access if they want to go pay for it, but they are 
not worried about setting up a trust or some of the business­
oriented or estate-oriented type problems. 

I would guess that their proolems would fall almost directly in 
the same categories. I would like to get some comparisons of what 
the relative access of those below the $10;000 using free eervices is 
compared to t},se, say, from the $10,000 to $20,000 income bracket, 
who, as a practical matter have to pay for their assistance. 

That would enlighten me a little better as to how much access 
you mean by minimum access. 

Mr. BRADLEY. I will try to get the subcommittee that informa­
tion. The American Bar Association and the American Bar Foun­
dation have attempted to make some projections in that area. I'm 
not well versed probably as I should be, but whatever I can get I 
will share with this SUbcommittee [See app. 2 (F) and (0).] 

I saw a figure in yesterday's paper I think attributed to OMB. 
I'm not sure-but I think it said 70 percent of the peop~~ in 
America have incomes of less than $20,000 a year, 70 perct.\nt. 

So 70 percent of 200 million people, about 150 million peoI;;le 
plus. I would say $20,000 a year for a family of four or whateve,," 
probably is in effect, those people are not· given effective access to 
counsel. 

I think that's one of the reasons this subcommittee and the full 
Judiciary Committee have been dealing with proposals like alterna­
tive dispute resolutb:;'.11 and trying to figure out ways to reach 
those above the poverty threshold. 

There are many who view the move toward prepaid legal insur" 
ance as an effort to try to bridge the gap between those who can 
afford it and those that receive services through the Legal Services 
Corporation. 

Mr. SAWYER. I get the feeling not just on this program, but on 
many, many other programs that you are almost better off if you 
are classified as poor tlian if you are classified as low income, let's 
say $10,000 to $20,000. -

I EDITOR'S NOTE.-The BOllrd recommendation was $400 milllon fiscal year 1982; $450 million 
fiscal year 1983; and $500 million fiscal year 1984. 
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Those are the ones that aren't eligible for anything and they 
haven't got much money, either, certainly not to go see a lawyer. 
They try to work out their own problems, whereas if they could go 
to a lawyer free, they might be in a different position, even if they 
had to wait in line. 

That's really what I wanted to know. Are the services rationed 
about the same when we talk about minimum access? 

Mr. BRADLEY. I will try to get as mu.ch information as I can and 
provide it to the committee. 

Mr. SAWYER. Your Washington staff here, did they get a cost-of­
living increase? 

Mr. BRADLEY. I didn't understand the question. 
Mr. SAWYER. Did your Washington staff here get a cost-of-living 

increase? 
Mr. BRADLEY. Yes. There are local grantees with boards of direc­

tors. We give them, in effect, a block grant at the minimum access 
level. How that local board apportions the money, meaning how 
many of attorneys, how much to pay for this, how much salary, 
that is decided by that local board, not by Washington. 

Mr. SAWYER. The Washington staff. I just wondered. 
Mr. BRADLEY. Yes. 
Mr. SAWYER. How much? 
Mr. BRADLEY. Lower level employees, support personnel, I prefer 

to call them, got a higher rate of increase this year than the 
management personnel that you see sitting in here. 

Some of them got nothing. I got nothing. 
Mr. SAWYER. What was the rate of increase? 
Mr. BRADLEY. The maximum was 9 percent. Some got 2, 3, 9, 1. 

Mr. Sawyer, I got nothing. 
Mr. SAWYER. Neither did 1. [Laughter.] 
Mr. KASTENMEIER. Probably the lion's share of the people who 

work at Legal Services make less than $20,000 a year. 
Mr. BRADLEY. Definitely. 
Mr. KASTENMEIER. They would be in the category that Mr. 

Sawyer talked about. 
That concludes today's hearing. We are grateful to you for an 

excellent presentation. We hope to see you again soon. 
Until then, the subcommittee siands adjourned. 
[Whereupon., at 12:05 p.m., the hearing was adjourned.] 
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APPENDIXES 

-'----
ApPENDIX 1 

LSC MATERIALS GENERALLY AVAILABLE AT 
FEBRUARY 2(" 1981 HEARING 

A. Statement of President Dan J. Bradley (including Charts I, 
II and III . 

B. Legal Services Programs Map, 1976. 

C. Ab l<'~CT BOOK--Characteristics of Field Progra'lls Supported 
y .he Legal Services Corporation (February 1981). 

D. Audit Matters: 

(1) Price Waterhouse & Company, Audit of L S C completed 
November 19, 1980. . .. 

(2) Honorable Jack Brooks, Chairman, Committee on Government 
Operations, letter to Honorable 101illiam F McCalpin 
Chairman, L.S.C., dated February 19,1981; including: 

(a) DMB Circular A-73. . 

(b) Excerpts. G.A.D. Report, Disappointing Progress 
in Improving Systems for Resolving Billions in 
Audit Findings (AFMD-8l-27, January 23, 1981) 
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ApPENDIX l(A) 

TESTIMONY SUBMITTED 

to the 

SUBCOMMITTEE ON COURTS, CIVIL LIBERTIES 

AND THE Am.1INISTRATION OF JUSTICE 

COMMITTEE ON THE JUDICIARY 

UNITED STATES HOUSE OF REPRESENTATIVES 

by 

Dan J. Bradley, president 

Legal Services Corporation 

February 26, 1981 

Washington, D.C. 
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I. Introduction 

On behalf of the Board of Directors and staff of the Legal 

Services Corporation, I am most grateful for the opportunity to 

appear before you today to report on the status of the Legal 

Services Corporation. 

The Corporation has been a unique and, I am convinced, a 

remarkably successful experiment in the administration of public 

funds. The statutory approach Congress developed in 1974 has 

not only protected the political independence of. legal services, 

it has made possible a very simple administrative structure that 

has avoided the levels of bureaucracy and red tape that seem to 

plague so many programs for which Congress appropriates funds. 

As you know, the Legal Services Corporation is a private, 

nonprofit organization established by Cong.ress in 1974 to ensure 

that poor people are provided equal access to our system of justice. 

We are independent of the Executive branch, governed by an 11 member 

Board of Directors. appointed by the President with the advice and 

consent of the Senate. We are chartered under the laws of the 

District of Columbia, and operate in accordance with the provisions 

of the Legal Services Corporation Act (P.L. 93-355, as amended by 

P.L. 95-222), and regulations (45 C.F.R., 1600 ~ ~.) 

The Corporation is subject to an annual financial audit con­

ducted by nationally reputable and independent certified public 

accountants. For the fifth year in a row, we have the pleasure 

of presenting t,;, Congress and the public a clean and unqualified 

audjt report, attesting to the financial health and stability of 

the Legal Services Corpora Uon. 

It is with great confidence and pride that I can report to 

lOU today that the Legal Services Corporation is financially 

If 
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, 1 effl.'cl.'ent, and programmatically effective. sound, administratl.ve y 

b d that we have moved productively to meet Congress can e assure 

the essential goal you set for us in 1974 -- the goal of ensuring 

that poor people, unable to afford an attorney, may nevertheless 

gain access to our system of justice when a civil legal need 

arises. 

II. Status of LSC 

It is with the goal of equal access ~o justice for the poor 

firmly in mind that the Corporation has developed its plans since 

its creation in 1975. We have been extremely successful in imple-

h 1 'a manner that diligently recognizes and menting t ose pans l.n 

t t he critical legal needs of our client community. ~espec s 

Our first objective was, as you know, the Minimum Access Plan. 

This plan was developed and refined in close consultation with 

this subco~nittee and with our appropriations subcommittees in 

the House and the Senate. It was a plan designed to assure that 

, 11 parts of thl.'s country have availabre a low income persons l.n a 

minimal level of civil legal assistance. Minimum access was very 

conservatively defined as the equivalent of two attorneys for 

every 10,000 poor persons. You will recall that in 1975, legal 

services w~re simply unavailable in most parts of the country. 

In vast areas of the south, the southwest and the midwest, low 

income persons had no chance, no opportunity to see an attorney 

when a civil legal need arose. While there were more than 30 

million persons found to be eligible for legal services in 1975, 

less than 1.3 million were living in areas where a minimal level 

of civil legal assistanc~ (minimum access) was available. 

• 

.: 

, 
p 

;I 
.J 
l 

1 

l , 
f 

I 
1 
f 

\ , 

! 
1. 
i, 
! 

~. :~ 

" -~ 

j" 
j1., r I· t, .-
~: 

'I' f 
i! 
~; 
h 
" 

I " 

; 

" " • 

33 

In 1975, the newly established Legal Services Corporation 

set out to remedy that situatl.'on. 0 B d d ur oar an staff developed 

the minimum access plan, cognizant both of the vast unmet legal 

needs of the poor and the limited pnb1ic funds available. We 

presented our plan to Congress and sought funding to implement it 

in a gradual and responsible manner. In five short years, this 

plan has been completed. We t 1 are ex reme y proud that today, legal 
services are being provided, t th " a e ml.nl.mum access level,in every 
part of this country. 

The goal of equal access to justice has been the cornerstone 

of all Corporation plans in its short history. This is a program 

for and about clients and our current activities and future plans 

make that point abundantly clear. 

The Legal Services Corporation has continually sought to 

maximize high quality civil legal assistance and minimiza bureau~-
cracy and overhead. Our funding allocations perhaps best display 

the strength of both our intentions and our results in this regard. 

Chart I 'indicates the allocation of Corporation funds for the 

1981 fiscal year. Over 93% of our funds have been targetted for 

the direct provision of civil legal assistance to the poor. These 

funds go directl,; to legal services p"'ograrns a th 
~ cross e country 

so that hundreds and thousands of low l.'ncome b persons can e pro-

vided civil legal assistance when in need. We will describe these 

programs and the service they provide at a later point. 

The chart also indicates the Corporation has made every 

effort to keep the bureaucracy of the program to a responsible 

minimum. Less than 1.6% of the annual budget is allocated for 

central management and administration purposes. The Corporation 

li 
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is nevertheless well-managed within the constraints of its limited 

budget. We currently have ~lO positions in our headquarters office 

in Washington, with another 97 positions located in our nine 

regional offices. 

The management arid administr~tion responsibilities of the 

Corporation are critical to the effective operation of the program. 

We have other responsibilities, however, also directed to maximizing 

the delivery of high quality legal services directly to the poor. 

Our regional offices are responsible for monitoring local 

programs on a regular basis. We have a substantial training pro­

gram for lawyers, paralegals, support staff, as well as the 

managers of our local programs. Our research and experimentation 

are practical efforts to learn more about the needs of our clients 

and the most efficient and productive methods for meeting those 

needs. For example, we conducted a major study on the access 

difficulties and legal needs of several groups of low income 

individuals. This subcommittee is also familiar with our Delivery 

Sys'tems study which exam~ned the utility of delivery systems supple­

mental and alternative to the traditional staff attorney approach. 

We are currently engaged in an effort to better define the standards 

of proficiency for legal services attorneys that will be a particu­

larly useful contribution to the legal profession as a whole. 

We have undertaken a major effort to apply ccmputer technology 

to legal services management and delivery, to increase program 

efficiency and maximize program resources. 

All of our effo~ts are designed to ensure that the services 

provided to th~ poor are of the highest quality possible. The 

Legal Services Corporation is one small part of the overall program, 
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however, and it is critically important to understand the crucial 

role played by the local legal services programs across the country. 

III. Status of Legal Services Programs 

The Corporation currently funds 323 independent, locally 

controlled grantees providing essential legal services to the 

poor. These legal services programs are operating in 1,450 neigh­

borhood offices throughout the 50 states, the District of Columbia, 

PUerto Rico, the Virgin Islands and Micronesia. Working in these 

programs around the country are over 6,200 attorneys and 2,800 

paralegals earning salaries which are generally much lower than 

those of their counterparts in other public and private offices. 

The average lawyer or paralegal provides service to several hundred 

persons with legal problems in a year. Overall, by using the 

orderly dispute resolution mechanisms of our society, the Cor­

poration's grantees improve the lives of millions of individuals 

throughout the Nation. 

As mandated by Congress, each program is governed by a locally 

elected board, at least 60 percent of which consists of attorneys 

who are m~mbers of the bar of the Stalte in which legal assistance 

is provided. At least one-third of the members are low income 

persons who are eligible for legal assistance. These local boards 

serve a crucial role in assuring that programs address the most 

serious legal prcblenls i? their communi ties and also that they 

develop service delivery approaches that best respond to local 

circumstances. 

As a further assurance that legal services programs will 

direct their resources to the most pressing legal needs of clients, 

Congress also statutorily mandated that each program adopt 
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procedures for determining and implementing priorities for the 

provision of legal assistance. In setting their priorities for 

service, programs must look to the legal needs of eligible clients 

in their local communities. The priority-setting process is an 

opportunity for individuals living in the program's service area 

to voice their opinions as to the types of cases on which they 

believe the program should be concentrating their resources. 

Thu5, while Congress and the national and regional offices 

of the Co~poration provide general guidance, technical assistance 

and oversight to local grantees, these programs are also directly 

controlled by and responsible to their own communities. As a 

result, legal services programs vary greatly, reflecting the 

nature of the client commlmity they serve; the program serving 

Navajos over thousands of square miles of Arizona wilderness 

differs dramatically from the program charged with serving the 

inner city residents of Boston. 

What all of the Corporation's grantees have in common, however, 

is their unflagging commitment to provide high quality services 

that respond to the actual needs of clients. Every program con­

fronts mothers with small children who have been abandoned with-

out support, elderly person~ living alone in deplorable housing 

conditions, minimum wage earners with families whose income is 

garnisheed because of consumer fraud and questionable collection 

practices and chi.ldren who are not being properly fed because of 

erroneous denials of public assistance benefits. 

It is possible, from statistics collected by the Corporation, 

to develop a national picture of the types of legal problems 

being addressed by legal services programs as displayed in Chart II. 
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First of all, in 1980 LSC grantees provided representation to low 

income persons in over 1.2 million legal matters. The largest 

category of cases, representing approximately 30 percent of the 

total is designated "Fami.ly" which includes adoption, custody, 

divorce, support, parental rights, spouse abuse and other family­

related matters. Income Maintenance and Housing are the next 

largest categories of. legal problems, each representing between 

17 and 18 percent of the total cases. Housing in~ludes not jUst 

landlord/tenant disputes, but federally su'jsidized housing rights, 

home ownership, and. other housing issue~ as well. Income main­

tenance runs the gamut of assistance programs including AFDC, 

Food Stamps, Social Security, S5I, veterans benefits, unemployment 

compensation, Black Lung benefits and others. 

Looking at the rest of the pie chart, consumer issues make 

up almost 14 percent of all cases and Cover contracts, warranties, 

credit, debt collection, and sales practices, as well as public 

utilities and energy related issues. 

A grouping of education, juveniles, health, individual rights 

and employment cases constitute another 9.4 percent of the pie 

chart, with the final 11.7 percent being made-up of such miscel­

laneous issues as torts, wills, auto licenses, incorporation matters 

and others. 

One overarching fact which is, perhaps, lost in any detailing 

of case statistics is the fact that the need for legal services 

far exceeds existing program capacity. Virtually every program 

is forced to turn clients away and to make difficult choices 

between competing needs of financially eligible individuals. 

Therefore, it is important to remember that these statistics 
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- IV. Legal Services Clients 
rep~esent only the present ability of programs to serve clients, The Legal Services Corporation and all of its programs are 
not the full extent of the needs of low-income persons for legal 

assistance. 

As I mentioned previously, local program boards help to 

determine the priority legal needs to be addressed, as well as 

the most appropriate service delivery model that best responds to 

local circumstances. Their experience has demonstrated that the 

staff atorney component is essential to the provision of the full 

range and quality of services required by clients. That has been 

confirmed by evidence from the Delivery System3 study as well. 

However, the corporati~n and programs have found that improvements 

in service can be made through additional private attorney 

involvement in the delivery of legal assistance. This is most 

efficiently carried out through the existing system of grantee 

programs~ duplication of administrative costs are avoided and the 

grantees perform the necessary screening and referral functions 

that match the needs of clients with the delivery system best 

able to address them. Many grantees have successfully incorporated 

private attorneys in their delivery mechanism; in 1980, 96 pro­

grams included an organized pro bono effort in their service 

delivery; 64 programs contracted with private attorneys or law 

firms for additional services to clients; and 7 grantees operated a 

supplemental judicare component. Initial data gathered for 1981 

indicates that grantees are utilizing private bar assistance to 

an even greater degree this year. These figures are, of course, 

in addition to the independent jUdicare programs funded directly 

by the Corporation. 

.. 
iI 
,~ 

1\ 

!i 
I 
l 

\ 

, .. 'p 

I: • 
t 
1 
j.' 
! 
j i 
I 

L 
I ' 
L 

r 

dedicated to serving the interests of their low income clients. 

It is the clients who are the heart and soul of the program, and 

we would be remiss if we failed to convey the importance of legal 

services to their lives. 

ProgrruJs funded by the Legal Services Corporation served 

more than 1.2 million clients in 1980. Chart III provides some 

very bastc information about ethnic and age distribution about 

those clients. You know as well that all are persons with incomes 

at or below 125% of the official OMB poverty threshold. That 

means for example, that legal services is only available for a 

person earning less than $4,738 a year -- or a family of four 

earning less than $9,313 a year. An income of under $10,000 per 

year does not allow payment for the services of a private attorney. 

We cannot fail to recognize that a person or family with such an 

income would simply be denied any access to our system of justice 

were federally funded legal services for the poor unavailable. 

The statistics hide the human crises that bring these people 

to legal services offices children pushed into programs for the 

mentally retarded without any evaluation of their mental abilities, 

mothers with no money 'co feed their families for the next three 

weeks, elderly persons whose heat has been cut off because their 

landlords did not pay the utility bill. 

In the next month, you will be hearing testimony from 

some of thoee clients and from the lawyers who represent them. 

I hope that each member of this Committee will take the time to 

look closely at the legal services programs in your own Congressional 
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district -- to discuss with the lawyers and paralegals in your 

communities the day to day work they do to talk to your own 

low-income constituents about the problems they bring to your 

legal services programs. That is the critical information that 

will help in the consideration of the legislative issues you will 

be addressing over the next few months -- much more so than any­

thing I can report to you today. 

I am pleased to present this background information and will 

be happy to respond to any questions you may have. 
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LEGAL SERVICES CORPORATION 
1981 DISTRIBUTioN OF RESOURCES 

(DOLLARS IN THOUSANDS) 

Chart I 

Program SUppott 3% 
$9,813 

FJeld MonItoring and Evaluation 1.8% 
$5,857 

Management and AdmInf.8tratlon 1.8% 
$6,083 

DIrect ProvIslon of Legal ServJcea 93.4% 
$310,270 

Includos all SOUrctlS of funds: 1981approprlatlono. balaneoa bfOooht 1000atd from 1000. 
Invostmont Incomo. donated OOIVlcCIS. miscellaneous recolpts • 



-~------.----~------Gf----------

42 

Chart II 

\ 

DISTRIBUTION OF CASES 
CLOSED BY PROBLEM 

MAJOR PROBLEM GROUPINGS 

Educat/on (0.5%) 
JW&nlle (0,9%) 

Health (0.2%) 
Individual Rights (2.9%) 

Employment (3.1%) 
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Chart III 

DISTRIBUTION OF CLIENT CHARACTERISTICS 

AGE -

Under 18 

ETHNICITY 

""..""..\-=~=:::::::::~= Asian or PacIfIc Island&r (0.7%) 

Nat/ve American 
(1.6%) 
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REPORTS OF THE LEGAL SERVICES CORPORATION 

Delivery Systems Study -- A Research project on the Delivery of 
of Legal Services to the Poor (A Report to the President and 
the Congress of tile United States As ~equired by the Legal 
Services Corporation Act of 1974 Section 1007(g) - July 1977 

Delivery Systems Study -- A Policy Report to the Congress and the 
President of the United States - June 1980 

Special Legal ~rob1ems and Problems of Access to Legal Services 
of Veterans, Native Americans, People with Limited English­
Speaking Abilities, Migrant and Seasonal Farm Workers and 
Individuals in Sparsely Populated Areas (A Report to Congress As 
Required by Section 1007(h) of the Legal Services Corporation 
Act of 1974, As Amended) Volumes 1 and 2 and Summary - 1979 

Special Difficulties of Access and SpeCial Unmet Legal Problems 
of the Elderly and Handicapped - Summary (A Continuation of a 
Report to Congress Required by Section 1007(h) of the Legal 
Services Corporation Act of 1974, As Amended - May 1980 
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APPENDIX l(C) 

CHARACTERISTICS OF FIELD PROG~MS \\_ 
SUPPORTED BY THE LEGAL SERVICES CORPORATION 

START OF 1981 - A FACT BOOK 
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LEGAL SERVICES CORPORATION 

Data contained in, the follOwing graphs and tables were extracted 

from information sub~itted by legal Services Corporation supported 

field programs in the,r 1981 grant applications. Grant applications 

for the 1981 progriU'n year were received in October - November, 1980; 
. '.\ 

generally, the data reflect the status of programs as of January, 1981. 

The following tables and graphs are not based on data from all 

legal Services Corporation supported programs. National Support 

Programs were exc1uded due to differences in staffing and budgeting 

patterns. In addition, a few field programs were omittted because 

data had not been submitted at the time the graphs and tables were 
prepared. 

The FACT BOOK is a product of the Information Unit of the Office 
of Field Services. 
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LEGAL SERVICES CORPORATION 
1981 DISTRIBUTION.O'F RESOURCES 

(DOLLARS IN THOUSANDS) 

Program Support 3% Reid Monitoring and Evaluation 1.8% 
$9,813 $5,857 

-~--Management and Administration 1.8% 

Direct Provision of Legal Services 93.4% 
$310,270 

S6,083 

Includes all sources 01 funds: 1981 appropriations, balances brought forward from 1900, 
Inveslmentlncome, donaled services, miscellaneous receipts. 
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NUMBER OF PROG~lS SUPPO~ED BY THE LEGAL SERVICES CORPORATION 

At the beginning of 1981, there were 323 1e a1 
Pthrougho~t the,50 states, the District of Columbia services programs 
uerto R1co, M1cronesia and Guam. ' the Virgin Islands, 

The 3Z3 Legal Services prograrr.s inc1uae: 

290 BasdiC Field Programs (including 29 Migrant Compor~nts 
an 20 Native American Components) , 

3 Migrant Programs 

8 Native American Programs 

5 State Support Programs 

17 National'Support Centers 
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LEGAL SERVICES CORPORATION 

FIELD PROGRAM ANNUALIZED FUNDING LEVELS BY STATE. FY 1981!! 

State Basic F1eldW . Migrant Native American Total 

Alabama $ 7.145.723 $ 36.028 $ 0 $ 7.181.751 
Alaska 1.244.992 0 290.096 1.535.088 
Arizona 2.218.284 245.920 2.300,446 4,764,650 
Arkansas 4,157,887 0 0 4,157.887 
California 24.501.472 1.175,809 668.666 26.345,947 
Colorado 2.707.430 162.783 20.515 • 2,890.728 
Connectieut 2.805.426 54.041 0 2.859.467 
Delaware 506,708 0 0 506.708 
District of Columbia 2.998,420 0 0 2,998.420 
Florida 8.989.789 712.674 0 9.702.463 
Georgia 7.955.397 275.598 0 8.230.995 
Hawaii 770,478 0 0' 770,478 
Idaho 814.150 182,193 46.701 1.043,044 
Illinois 9,366.656 218.152 0 9.584.808 
Indiana 4.249.514 107.107 0 4,356.621 
Iowa 3,086.479 0 0 3.086.479 
KAnsas 2.340.785 51.584 0 2.392.369 
Kentucky 6.136.948 0 0 6.136.948 
Louisiana 7.747.126 71,236 0 7.818.362 
Maine 1.177.780 152.380 3.932 1,334.092 
Maryland 3.202.067 89.038 0 3.291.105 
Massachusetts 6.513.147 0 0 6.513.147 
Michigan 7.351.402 403.444 I) 7.754.846 
Minnesota 3.493.440 291.916 167.787, 3.953.143 
Mississippi 6.479.727 0 31.928 6.511.655 
Missouri 5.589.466 0 0 5,589.466 
Montana' 854 .572 99.076 95.878 1.049.526 
Nebraska 1.727.266 0 ,23,761 1.751,027 
Nevada 389,804 0 0 389,804 
Hew Hampshire 776.434 0 0 776.434 
New Jersey 5.724.181 147,386 0 5,871.567 
New Mexico 1,920.604 67,752 333.262 2.321.618 
New York 19.471,899 213,449 0 19,685.348 
North Carolina 7,955,447 246.400 47.093 8,248,940 
North Dakota 848.367 0 - 137,063 985.430 
Ohio 8,895,510 252,099 0 9,147,609 
Oklahoma 3,875.402 78.605 260,825 4,214,832 
Oregon 2,405.030 262.133 40,631 2,707.794 
Pennsylvania 10,254,997 0 0 10,254.997 
Rhode Island 897.873 0 ° 891,873 
South Carolina 4,988,855 99.076 0 5.087.931 
South Dakota 1.007.637 0 663.177 1.670,814 .. Tennessee 7.107,844 0 0 7.107.844 
Texas 17.149.149 1.546,657 0 18,695,806 
Utah 1.012,424 36.028 14~598 1,063,050 
Vermont 688.862 0 0 688.862 
Virginia 5.702,151 64,080 0 5.766,231 
Washington 3,537.206 406.948 168.014 4,112.168 
West Virginia 3.163.398 0 0 3.163,398 
Wisconsin 3.673.375 100,632 96.475 3.870.482 
Wyoming 406.844 41.759 121.218 569.821 
Micronesia 944.820 0 0 944,820 
Puerto Rico 14.392,869 359.091 0 14.751.960 
Virgin Islands 501.934 ,0 0 501.934 
Guam 199.257 0 0 199.257 

Total $264.024.704 $8.251.074 
. , 

$5.532,066 $277,807.844 -
!/This table represents annualized funding levels in FY 1981. including the 
annualized cost of service increase. Excluded are: national support funds, 
non-annualized funds and other funds not yet committed in 1981 to specific 
stllte$ • 

£IJnc1udes funding for state support activities awarded prior to F~bruDr,y 1981. 
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DISTRIBUTION OF CLIENT CHARACTERISTICS. 
A.ru; 

, , 
'\ 

U,..,der 18 

ETHNICITY 

-\"'~~::::::::======I- Asian or Pacific Islander - (0.7%) 

Native American 
(1.6%) 

.~_~I , __ ... ~. - -
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DISTRIBUTION OF CASES 
CLOSED BY PROBLEM 

MAJOR PROBLEM GROUPINGS 

Education (0.5%) 
Juvenile (0.9%) 

Health (0.2%) 
.' IndiVIdual Rights (2.9%) 

Employment (3.1%) 
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DiSTRIBUTION OF CASES 
CLOSED BY REASON 

Negotiated 
Settlement 
With, UUgation L:::~--~:::::~~ 

Negotilted SeHlement Without Utlgatlon 

Administrative Agency Decision 

Other I 
Irn>ufflclent Merit to Proceed 



No. 0' Attomeya 1-4 
No. of Progrema 00 , ' 

" 

" 

. 
OISTRIBUTtON OF PROGRAMS BY NUMBER OF ATTORNEYS 

START OF 1001 

5-9 1()'14 15-19 20-24 25-29 30-34 35-39 40-49· fiO.69 70-99 100 or more 
00 68 36 29 14 13 10 10 12 7 5 
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FIELD PROGRAM EMPLOYEES'BY JOB CLASSIFICATION 
START OF 1981 

Number of 
Job ClasSification Employees 

Program Directors 327 

~anaging Attorneys 1,189 

Supervising Attorneys 570 
Staff Attorneys 4,132 
Paralegals 2,830 
Law Clerks 472 

\ 

Percent 

2.1 

7.8 

3.7 

.27.0 

18.5 

3.1 
Professio~al Non-Attorneys , 1,024 '-\ 6.7 
Secretarial/Clerical 4.444 29.1 
Other 305 2.0 

Total 15.293 100.0 
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PERCENT OF All FIELD PROGRAM EMPLOYEES WITHIN EACH JOB CLASSIFICATiON 
START OF 1981 

Program Managing 
Directors ' AHorneys 

(327) (1,189) 

SUpervising 
AHomeys 

(570) 

Staff 
AHomeys 

(4,132) 
Paralegals 

(2,830) 

Job Classifications 

29.1% 

Law Professional Secretaries 
ClarkI) Non·AHomeya Clericals 
(472) (1,024) (4.444) 

Other 
(305) 
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AVERAGE SALARIES OF FIELD PROGRAM EMPLOYEES BY JOB CLASSIFICATION 
START OF 1981 

S30,722 

Program Managing SUpervising staff 
DIrectors Attomeys ' Attomeys Attomeye Paralegals 

Law Profesllionsl Secretarlea 
Clerkl Non·Attomeys Clerlc~l. 

Job ClalslflcaUonl 

, 

Other 

= 
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15,000 
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AVERAGE ATTORNEY SALARIES BY JOB CLASSIFICATION 
START OF 1978, 1979, 1980, 1981 

Staff Attorneys 
1978 1979 1980' 1951 1978 

130,722 .. 

1981 

f 

1 

15,000 

14,000 

13,000 

12,000 

11,000 

10,000 

9,000 

8,000 

7,000 

6,000 

5,000 

4,000 

3,000 

2,000 

1,000 

o 

59 

AVERAGE NON-ATTORNEY SALAR.lES BY JOB CLASSIFICATION 
SiART OF 1978, 19i'9, 1980,1981 

Socretal)'/Clerlcal 
1978 1979 1980 1981 

Paralegal 
1978 1979 1980 1981 

Proresalonal Non-Attomey 
1978 1979 1980 1981 

( 
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AVERAGE SALARY LEVELS WITHIN ATTORNEY JOB CLASSIFICATIONS 
BY YEARS OF EXPERIENCE. START OF 1981 

Years of Average Annual Number of 
Percent!.1 EXl!erience Sa 111 rl Attome!s 

PROGRAM 1 year or less $ 32.601 21 6.7 ,. 
DIRECTORS 2 years 30,538 20 6.3 

3 years 26.477 21 6.7 
4 years 29,343 28 • 8.9 
5 years 28.100 18 5.7 
6~7 years 29,790 70 2:?2 
8-9 years 31.144 61 i,9.4 
10-14 years 33.727 71 22.5 
15 years and above 36,934 2. --1:! 

Total 315 100." 
Vacant/Unreported 13 

MANAGING 1 year or 'tess 20,939 134 12.4 1[ ATTORNEYS 2 years 21.299 171 15.8 
~ 3 years' 22,082 194 '.7.9 

4 years 22.489 136 12.5 
5 years 23.078 116 10.7 
6-7 years 24.438 178 16.4 
8-9 years. 27.326 79 • 7;3 
10·14 years 29.512 71\ 6.5 
15 years and above 28.777 __ 6 ' _Q:! 

Total 1,085 100.0 
Vacant/Unreported 105 

SUPERVISING 1 year or less 20,799 5'6 10.5 t ATTORNEYS, 2 years 21,4-16 83 15.6 {f 
3 years 21.326 90 16.9 
4 yellrs 21,580 72 13.5 
5 years . 22,526 56 10.5 
6-7 years 24,916 - 102 19.1 
8-9 years 27.402 44 8.3 
10-14 yellr,s 29.575 23 4.3 
15 years and above 31.903 J.. --L! 

Total 533 100.0 
Vacant/Unreported 45 

STAFF 1 year or less 15,861 1.644 43.6 
ATTORNEYS 2 years 17.181 737 19.6 

3 years 17,987 550 14.6 
4 yellrs 19.070 284 7.5 
5 years a,136 215 5.7 
6-7 years 22,272 211 5.6 
8-9 years ~3.859 71 1.9 
10-14 yean 27,786 56 1.5 
15 years and above --1 ~ 

Total 3,769 . 100.0 
Vacant/Unreported 389 

!/Percentages are based on the number of IIttorneys for whom b;th 
experience and salar,y data were reported in the .1981 grant 
applications. 
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AVERAGE SALARY LEVELS WITHIN ATTORNEY JOB CLASSIFICATIONS BY YEARS OF EXPERIENCE 
$40,000 START OF 1901 

$35,000-

$30,000 

S25,000 

S20,OOO 

SUI,OOO 

$10,000 

O~L .. --.. --~I ________ ~I ____ .. .JI~ ______ JI __ ~ ____ ~'~ __ .. __ ~I __ .. __ .. ~' .... __ ~~,~ .. __ ~, 
1 or 2 3 4 I .. 7 ... 10.14 111er ,... more 
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PERCENT OF ATIORNEYS WITHIN JOB CLASSIFICATIONS AT VARYING LEVELS OF EXPERIENCE 
START OF 1001 

P.n:enl 
GO 

40 

30 
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Progrlll11 DIrector. 

... 
V,.,. of Experience 

10.14 1l1or 
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AVERAGE YEARS OF EXPERIENCE OF ATTORNEYS BY JOB CLASSIFICATION 
START or 1~78, 1979, 1980, 1981 

1981 1978 1979 1978 
\ 

1981 
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AVERAGE ATIORNEY SALARIES IN PROGRAMS OF VARYING SIZES BY JOB CLASSIFICA1l0N 
START OF 1981 

145,000 

140,000 

$35,000 

PrcrJram Director. 

.. -.... ..... ~ ........ .".... .. .. 
' ...... - ......... Managing Attorney. _ ...... _ ..... "! ... ----------.. ~--............. ,. _ ..... .:=::. ..... __ ....................... -

:!".:' ..... - SUpervising Attorneya 

" 

"oi., 
Program Sb:. (Number of AttorneY') 1.9 
Number of Program, 97 . 

10019 
94 

1 

! 

20-29 

43 
3CH9 

33 

• 

GO-99 
19 

, 

J 
100 or more 
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eSTIMATED DISTRIBUTION OF NON-CORPORATION FUNDS 
BY SOURCE IN 1981 

Prlvlrteand 
Miscellaneous 

22~ 
$10,767,000 

Stale and Local 
11% 

$5,309,000 

Total $48,200,000 

{

Other private and 
. miscellaneous 12% 

Other Federal 
8% 

Federal 
67% 

$32,124,000 

Community Development 
(HUD)4% 

CETA (labor) 7% -------_ 

Older Americans (HHS) 17% ___________ .... 

"I 

. 
\ 

l1t1s XX (HHS) 31% ____ - ___________ ... 

---.....,....-



DISTRIBUTION OF FUNDING AND PROGRAMS BY PERCENT OF NON-LEGAL SERVICES 
CORPORATION FUNDS IN PROGRAMS' TOTAL BUGGETS., START OF 1981 

Percent of Total Number and Amount of Percent AmOUl'it of Percent Budget from Percent of ,) Non-LSC of all LSC Fie.Jj of all LSC Non-lSC Sources Field Programs Funds Non-LSC Funds Fundsa Field Funds 
Zero % 52 17.9 % $ . " 0 0.0 $ 51,148,288 20.2 % 

1 - 10 88 30.2 5,294,614 11.0 103,460,832 40.8 
11 - 20 52 17.9 7,111,597 14.8 39,041,264 15.4 
21 - 30 . 49 16;8 11,280,382 '23.4 33,404,544 13.2 
31 - 40 13 4.5 4,346,624 9.0 7,564,558 2.8 ~ 41 - 50 19 6.5 8,498,895 17.7 10,027,487 3.9 
51 -. 60 10 3.4 8,579,198 17.8 7,492,559 3.0 
61 - 70 8 2.7 3,032,193 6.3 1,680,244 0.7 
71% or more 0 0.0 0 0.0 0 0.0 

/1 

TOTAL 291 100.0 % $48,143,503 100.0 % $253,819,776 100.0 % 
;/ 

!/This column represents annualiz0d field program ~unds. , It was calculated by adding the 
6% annualized "Cost of Service Adju!)tment" to eacJf field programs' 

FY 1980 annualized base funding. 
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LEGAL SERVICES OORPORATICN 

FIELD PROGRAM 1~l;~OCATIONS OF CORPORATION AND NON-CDRPORATIOII nrnos ISY IIUOGET CAT£GORI~ 

FISCAL YEARS 1980 AND 1981!/ 
(Dollara 1n Thou,andl) 

FISCAL YEAR 1980 FISCAL YEAR 1981 
(Elt1llllted) (&atwted) 

E:ill!!! l.!m!!! ~ !!!!:.!.!!l 
TOTAL FIELD PROGRAM ALtoCATIONS $331,922 M!9.& $359.530 .!!!:!!:.!! 
Total Perlonnel Allocatlonl 253tll9, 1hl 268.209 1!:! 
AttornaYI U9,U8 38.' 132,667 36.9 PardeBall 31.864 '-9.6 33,436 9.3 Other Support Stiff 62,401 .l8.8 68,670 19.1 lap10yee Benefita 30.531 9.2 33.436 9.3 

Total Non-Perlonne1 Al10cltione 18,002 ~ 91.321 ll:! 
OfUce Space 20,247 6.1 21,572 6.0 Equipaent Rentl1 4.979 1.5 5.033 1.4 Office SuppU .. 8,962 2.7 10.067 2.8 TelephonCl 10,953 3.3 12,224 3.4 Proar .. Travil 6,638 2.0 7,550 2.1 Trlinlnl and Conference Trlve1 2,655 '0.8 3,595 1.0 Library 4,315 1.3 4,674 1.3 Insurance 2,323 0.7 2,517 0.7 Audit 1,661 0.5 1,1911 0.5 Litiaation 2,655 0.8 3,236 0.9 Clpitll Addtt10n!JJ 3,319 1.0 6,112 1.7 Contrlct Service 7,"0 2.1 Other 9,295 2.11 ',393 1.5 

lIFleld Pt08U. allocatione include Corporation funda for lIa81e rleld Proar .... Htarant eo.pnn.nta, Nltive AIIerican 
Coaponentc, Support Centerl, Pr08r .. Exp8nl10n, Pr08r~ INprov .. ent. and all Hon-Corporation fundij al reported in field 
prolr .. Irant applicationl for Ficcll Yeara 1980 nnd 1981. 

!/T~e pereents8ea for the budaet cateaoriee vere derived fra. field pro~r .. Irant Ipplicationl for rllcal Year 19110 and 
19B1. The elt1N1ted expenditure level, ~ere derived by application of the perclnta, •• tu totel field prolraa al1~t.t10n •• 

3/ . 
-The Contract Service. eatelory va. not reported prior to FY 1981. 

0) 
.....:i 
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UCAL SERVICES CORPORATION 

FIELD PIUlClWt EQUAL EMPLOYHEtrr AND AFFIRHATIVY. ACTION DATA - FISCAL YEAltS 1980 ~D 1981Y 

!!.!!.In ~ !I~ 

FT 1980 !l....!2!! !I...ill2 !LJ.W. ..a..w.Q. .Il..llli. 
!!!::.. ! !!!::.. ! .I.!.!::. ! fi.u ! 1iU. J. l!r.t. 1 

ATI'OIUIEYS 3,995 1l:! 4.355 llit .ill. .2..:! ~ .!b! ~.i! ru 1!! 2&. 
Pro,ra. Director. 251 81.2 259 82,S 36 11.7. 34 10.8 15 4.8 13 4 •• 

71.7 
. 

0) Manalina Attorney. 1,049 79.6 848 102 7.7 97 8.9 1101) 11.2 126 11 • .5 00 
Supervldnl Attorney. Y 448 85.5 44 8.4 20 3.8 
Staff Attorney. 2,69S 76.0 2,800 74.7 377 10.6 475 12.7 385 l·~.9 J85 10.3 

NON-ATl'OP.NEYS 3,869 !2d 4,173 ~ 2,104 lhl 2,237 ill •• 552 !!:l ..472 !?:.2. 
P.r.b,al. 1,210 50.6 1.307 5Q.6 637 26.6 726 28.1 429 17.9 427 16.5 
Secret.ri~l/Clerical 1.744 45.2 .,1198 46.9 1,060 27.4 1.115 28.0 1198 23,3 867 21,4 
Prof. No~Attorney 462 58,S 582 60.9 182 23.0 236 24.7 110 13.9 S4 9.8 
Other Non~Attorne1 453 54,6 3D6 60.6 225 27.2 140 22.0 US 13.9 114 13.2 

' .. 

" 
IiI! 

!) 

~ __________ ~~ ________ ~ _______ ~_~ ____ ~~ ________ ~d~~_~_) _~ ________ ~ ____ ~ __ ---~~~~--~ .. ----
= --: • I. 
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FIELD PROCIWI EHPl.OYHENT AND AFFltUu.T1VE ACTIO)!. DATA - FISCAL YEARS 19BO AND 19B1!' 

(COntinued) 

lIATlVE AMERICAN ~ !QT£]J 

!!..ill.!!. !!....ill! !!..!!!!Q .!Lill.! !.!...!2.!!Q. !!..ill! 

1!!::. ! !!!:.. ! !!!:.. ! !!!:.. ! !!!:.. ! 1!!::. ! 
AtTORNEYS ~ .Q:.! 11 ~ n- 1.5 2!. !:1.. S,l73 ~ 5,678 .!.Q!h!! 

P:ograa Directura 6 2.0 6 1.9 0.3 2 0.6 309 100.0 314 100.0 

Hanasins Attorneya 11 0.9 8 0.7 8 0.6 12 1.1 1.3111 100.(1 1.091 100.0 

Superviaing Attorney~1 1 0.2 l.1 2.1 524 100.0 

Staff Attornaya 23 0.6 20 0.5 66 1.9 69 1.8 3,546 100.0 3,749 1<10.0 
0') 
c:Q 

NON-t.TIORN&XS .ill. b.2. ill .L! .ill. 1:.1 ill 1:! 7,871 100.0 8,226 .!9.!t& 
Paralegala 86 3,6 87 3.4 31 1.3 ·37 1.4 2,393 100.0 2,584 100,0 . 
Secretary/Clerical 104 2.7 90 2.2 53 1.4 59 1.5 3,859 100.0 4,049 100.0 

Prof. Non-Attorney 17 2.2 18 1.9 19 :.4 26 2.7 790 100.0 956 100.0 

Other Non-Attorney 2S 3.0 16 2.5 .u 1.3 11 1.7 829 100.0 637 100.0 

l/Fiacal Year 1980 dat& baaed on field prolra. reporta aa of January I, 1980 and do not inc1~de ell .tafl recruited for pr08r .. expall.:l.i.On 
durinS Ca1el~ar Year 1980. Fiscal Year 1981 d~ta based on field Frolr .. reports a. of January I, 1981 and do not includ. e.t1aatea of 
some additional stsff to be recruited betveen January and Deceaber, 981. 

y . 
To .. ke'co.parilonl betveen the fiacal yaara, coabina SUpervilin, The Supervlling Attorney cate8ury VII not reported prior to FY 1981. 

Attorneya vith Han~slng Attorne,a. 11'-" ~. 

lIRacial/Ethnie infOrMAtion vaa not reported for 3.9% of fiald pro8r .... pJ~;:el in 19BO Ind 0.6% in 19B1. 

i) 

L. 
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ApPENDIX l(DXl) 

LEGAL SERVICES CORPORATION 

REPORT AND FINANCIAL STATEMENTS 
SEPTEMBER 30, 1980 AND 1979 
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aterhouse &: Co, 

To the Doard of Directors of 
Legal Services Corporation 

71 

1801 K STREET. N, W. 
WASHINGTON. D. C 2000'3 
202-296·0600 

November 19, 1980 

We have examined the balance sheets of Legal Services 
Corporation as of September 30, 1980 and 1979, and the related 
statements of support, revenue and expenses and changes in fund 
balances and of functional expenses for the year ended September 
30, 1980. Our examinations were made in accordance with 
generally accepted auditing standards and accordingly included 
such tests of the accounting records and such oth~r auditing 
procedures as we considered necessary in the circumstances. 

In our opinion, the accompanying financial statements 
examined by us present fairly the financial position of Legal 
Services Corporation at September 30, 1980 and 1979~ and the 
results of its operations and changes in its fund balances for 
the year ended September 30, 1980, in conformity with generally 
accepted accounting principles applied on a basis consistent with 
that of the preceding year. 
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LEGAL SERVICES CORPORATION 
BALANCE SHEET 

SEPTEMBER 30 

Cash in Treasury (Note 6) 
Cash 

ASSETS 

Temporary cash investments, 
principally treasury bills, at 
cost which approximates market 
(Note 6) 

Accrued interest receivable 
Grants and accounts receivable, 

and travel advances 
Properties, net of accumulated 

depreciation and amortization of 
$502,911 and $320,084 

Other assets 

Total assets 

$42,955,107 
1,306,408 

2,640,095 
27,142 

662,130 

1,155,979 
73,809 

$48,820,670 

LIABILlTIES AND FUND BALANCES 

Liabilities: 

Unpaid grants and contracts 
Accounts payable 
Accrued vacation and other 

liabilities 

Total liabilities 

Commitment (Note 4) 
Fund balances (Note 5): 

Federal appropriation 
General 
Net investment in properties 

Total fund balances 

Total liabilities and 
fund balances 

$33,094,302 
1,935,241 

483 1824 

35,513 1367 

9,558,266 
2,593,058 
1 1155 1979 

13,307 1303 

$48,820,670 

(See Notes to Financial Statements) 

1979 

$63,263,442 
1~958,967 

3,691,802 
78,886 

129,358 

1,160,254 
62 1821 

$70,345,530 

$48,620,130 
1,511 ,696 

362 1266 

5° 1494,092 

16,124,317 
2,566,867 
1 116°1 254 

19 1851 1438 

$70,345,530 
i 
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SUPPOrt and Revenue (Note 2) 

Federal appropriation 
Grants 
Donated services 
Interest iru:one 

Total support and revenue 

~ (Note 2) 

Program activities: 
Grants and contracts 
Progrnm setv'1ccs 

Total progrsm activities 
Support~ activities: 

Grants and contracts 
Management and administration 

Total supporting activities 
Total expensl!8 

ux:w. SmVICES ~TIOO 

SfATEMENr OF SlJI'JlffiT, IlEVENUE AND EXPENSES AND awm:s 
IN FUND 8AI.ANcFB rm lltE \'FAR I'Nt'EO SEYmmm 30, 1980 

WIlli cntPARATIVE'lUI'ALS rm 1979 

$ 765.:327 
74;123 

437.413 
1,276,863 

273,057 
974,132 

1,247,189 

Federal 
~ropr!.ation 

$300,000,000 

3001000,000 

290,796,628 
1°16931867 

301 14901495 

92,050 
41805,766 
418971816 

Properties 

';41273 
541273 

131 1225 
13i l 225 

Excess of support and revenue (expenses) 
Furd balanCeR at beginnirg of ycar 

1,247,189 
29,674 

2,566,867 

306,3881311 
(6,388,311) 
16,124,317 

1851498 
(185,498) 

1,160,254 InterfUnd Transfer 

Accpiaition of properties 

FUnd balancp,s at end of year (Note 5) 

'X 

(3,483) 
$2,593,058 

(177,740) _1~11223 
$ 9,558,266 $1,155,979 

(See Notes to Financial StAtements) 

_ .... 

" 

$300,000,000 
765,327 
74,123 

437,413 
301,276,863 

291,069,685 
1117221272 

3021791 1957 

92,050 
4,9361991 
51°291041 

307 18201998 
(6,544,135) 
19,851,438 

$ 13,307,303 

I) 

$270,000,000 

79,527 
468,403 

270,547,930 

' 250,484,135 
111487 1290 

261 1971 1425 

35,896 
4.691 1278 
417271174 

2661698,599 
3,849,331 

16,002,107 

$ 19,851,438 

..;:J 
~ 

() 

" , 

~;;:/ \\ 
\:.-. 



p, • - - f f 
i I 

I j , 
1 j 

1/1 
j 
t 4 

" i 

! 
1 
j ., 

II) 

II 
i' 

I 
(~r 
''!) 

1 

I 
\ , 

I 
IiIIQltiXTI . II 

{ 
1 

I 
I 
~ 

1 
1 
! 

, 

( 
(; I 

1 



-

164 

LEGAL SERVICES CORPORATION 

Insufficient Copies Request 
for Audit Report and Supplemental Letter 

/ 

/ 

Dear II: 

L have received // 
letter dated // for the 

one 

/I 

RASOP-II 

We are required by the Legal Services Corporation Act (as amend~d 1977) to 
make a certain diFtribution of the audit reports. The number of coples 
designated in LSC's "Audit Guide" is necessary for our needs. Therefo~e! 
please provide me with II ~dditional II of the audit report and II addltlonal 
/1 of the supplemental letter. 

Sincerely, 

/I 
Audit Senior 

tn.:// 

cc: II 
Patrick J. Yogus, Audit Manager 

NOTE: RASOP-III will be a Xerox of this letter stamped "2nd Request" 
(sent 2 weeks after 1st request). 
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LEGAL SERVICES CORPORATION 
AASOP-II/a 

Request for Supplemental Letter 

1/ 

/ 

I 

Dear 1/: 

I have received a copy of the II audit report of. II which was prepared 
by II. A supplemental letter commenting on the ~uditor's review of your 
~rogram'~ in~ernal controls was not included as part of the report. This 
lnforma~lon lS re~.ired by Legal Services Corporation'. Audit and Accounting 
Guide for Recipients and Auditors (revised June 1977). 

. 1.~C's Audit Guide states that in addition to rendering his opinion on the 
flnanclal statements, the auditor is required to issue a supplemental letter. 
The supplemental letter, which must be submitted in addition to the financial 
s~atem~nts, is designed to provide gr~&ter insights into the recipient's 
flnancaal management than normally reflected in financial IItatements. The 
letter is intended for the recipient's management and LSC, and would not 
normally have any wider distribution. The auditor must comment in the 
supplemental letter on the following specific items to the extent they are 
observed within the .cope of his examination. 

1. Suggestions for improvements in internal control 
procedures. 

2. The .tatus of the pri~r year'o internal ';ontrol 
comments, questioned costs comments, or other 
comments. 

3. Significant and unusual transactions occurring 
during the year. 

4. Compliance with the financial and accounting 
~onditions of the grant or contract. 

s. 
Whether the co.t. incurred during the period are 
eligible to be charged to LSC fundi. 

" 11 



\. 

166 

In addition to the auditor'. comments on the preceding items, the 
.upplemental letter must also cont~in the following euhibit: 

A .ummary of questioned costs considered ineligible 
under LSC's criteria and the recipient's comments 
thereon. 

Please provide me with three copies of your supplemental letter so 
that I may complete the review of the,audit. 

Sincerely, 

// 
Audit Senior 

// 
cc: II, Regional Director 

Patrick J. Yogus, Audit Hanager 
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LEGAL SERVICES CORPORATION RASOP-II/b 
Request for Termination Audit Supplemental Letter 

1/ 

/ 

/ 

Dear II: 

I have received a copy of the // termination audit report of // which was 
prepared by II. A supplemental letter commenting on the &uditor'. review of 
the program's internal controls waB not included a8 part of the report. Thi. 
information i. required by Legal Services Corporation's Audit and Accountint 
Guide for Recipients and Auditor. (revi.ed June 1977). . 

Becau.e of the termination of LSC funding, LSC can waive the require~ent 
for a supplemental letter commenting on the internal control deficiencies of 
the program. However, a. a minimum, LSC will require a statement from the 
auditor that indicate. that cost. w~re reviewed in accordance with LSC'. 
eligibility criteria and describe. the .tatus of the review. This .tacement 
requires no additional audit work .ince the auditor need only comment on those 
items which came to his attention during the .cope of his examination of 
the financial .tatement.. No additional audit work a •• umes the auditor did 
utilize LSC', ~udit guideline •• 

If no questioned co.ts were noted during the auditor'. examination, we 
will require a statement to this effect from the auditor. If questioned costs 
were noted, the statement mu.t contain a .ummary of the cost. con.idered 
ineligible under LSC'. criteria for .uch cost •• 

If you have any que.tions concerning Lsa'. requirement in this regard, 
please do not hestiate to call me. Please provide me with this information as 
soon as pOI.ible .0 that I may complete the review of the termination audit. 

HLf/1 
cc: II 

Patrick J. Yogus, Audit Hanager 

Sincerely~ 

// 
Audit Senior 

I' 
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LEGAl SERVICES CORPORATION 

Second Request for Supplemental Letter 

1/ 

RASOP-IU/a 

On II I sent a letter to you requesting three copies of the supplemental 
letter pre;ared by II commenting on the auditorts review of the internal 
controls at II for the fiscal period ended II. To date, we have not received 
the requested copies of this supplemental letter. 

This information is required by LSC's Audit and Accounting Guide (revised 
June 1977) to be submitted to LSC in addition to the financial statements. 
Therefore, I Am again requesting three copies of your supplementsl letter 80 
that I may complete the review of your audit. • 

ML:II 
cc: II 

Patrick J. Yogus, Audit Manager 

Sincerely, 

1/ 
Audit Senior 

tI 

.. 
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LEGAL SERVICES CORPORATION RASOP-IV 
Third ReJLuest for SUpplemental L~ 

HEMORANDUH 

DATE: II 

TO: II (reg:J.onal dJ.rector) 

FROM: / I 

SUBJECT: THIRD REQUEST FOR SUPPLEMENTAL LETTER 

On II, I sent a letter to II, director of II, requesting three copies of 
the Qupplemental letter for the fiscal period ended II, which was pr~pared by II. 

A second request was sent to the program director on II. However, as of 
the date of this memorandum, the Comptroller's Office has not received copies 
of the requested reports. 

I would appreciate your contacting the program directly to obtain the 
required copies of the supplemental letter for our files so that we may 
complete our review. Thank 10u for your assistance. 

'Ml.: II 

cc: Clinton Lyons, Director of Field Services 
Patrick J. Yogus, Audit Manager 
II (progrAm director) 

ii 
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LEGAL SERVICES CORPORATION 

DESK AUDIT DOCUMENTATION FORM 

PROCESSING PROCEDURES AND GUIDELINES 

RASOP-V 

The desk audit by LSC's audit staff of annual ~udit reports is docu­
mented on a standard "Desk Audit Documentation (DAD)Form" (a copy is at­
tached). The DAD Form serves several purposes: 

1. Documentatioll The DAD Form documents the fact that a recipient's 
audit report has b~en desk audited in accordance 
wi th LSC' s Standard Operating Procedures for Recur'­
ring ReCipient Audits (SOP's). The SOP's are designed 
to identify deficient audit reports; and also to iden­
tify operating pr~blems or deficiencies that exist at 
recipients. 

2. Communication The DAD Form highlights for the monitoring offir.e 
director, the program director, and the program 
auditors, 1tems'that represent deficiencies or items 
that may indicate potential future problems. The af­
fected individuals are thus given notice of the areas 
that deserve management attention SO' they can ensure 
deficiencies are remedied or potential problems are 
averted. 

3. Instruction The DAD Form will be accompanied by a memo which em­
phasizes actions which are required by the appropri­
ate individuals under circumstances such as: 

a. Audit report being unacceptable due to magnitude 
of noncompliance with LSC guidelines, errors, mis­
sing information, etc. 

b. Supplemental letter identifying major operational 
problems that require timely attention and dis­
position by LSC in order to demonstrate the full 
discharge of our stewardship responsibilities. 

Initial Preparation and Completion of DAD Form 

Items 1 thru 6: Much of the heading information of the DAD Form will 
be completed upon receipt of the audit report. At the 
time the Audit Department secretary 10g$ in the report, 
he/she will complete DAD Form items! through 6. The 
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information to cempl ete items 1 tf,rough 6 can be ex­
tracted from the audit report, the supplemental letter 
and from other documentation maintained in the audit ' 
contro 1 fi 1 es. 

To determine the number of days the audit report is 
delinquent: 

en) compute the number of days subsequent to the 
recipient's fiscal year-end o that the report 
had been received by LSC; 

(b) deduct the 90~day reporting requirement; and 

(c) deduct any extensions authorized by the regions 
(up to 60 days). 

The remainder represents the number of days delinquent. 

After each audit report is logged in. the audit report 
and DAD Form will be given to the audit senior assigned 
the responsibility for prioritizing audit reports as 
ei ther "Priori ty" reports or I'Non-Priori ty" reports. 
This prioritization is made in accordance with criteria 
identified in LSC's Recurring Audit SOP's. The assigned 
audit senior maintains a current listing of all "Prior­
ity" reports. 

Item 10 is signed and dated by the audit senior who per­
forms the Desk Audit in accordance with LSC's Guidelines 
for Desk Auditing Recipient Audit Reports and completes 
the comments on the Audit Review Categories 1 through 
15. Item 11 is signed and dated by the audit senior as­
signed the 2nd review responsibility. 

One audit senh'lT' will be assigned the responsibility 
to read each DAD Form for consistency of application 
of Audit Department standards and criteria before it 
is distributed. 

"Correspondence Required" w"l11 be checked when a re­
sponse to the Comptroller's Office Audit Department 
is required. It will be checked in all instances de­
scribed under General 3. Instruction (a) & (b) above. 
It may be checked under other circumstances when stew­
ardship or other considerations deem it appropriate 
that the Comptroller's Office receive a positive re­
sponse on ah issue. 

The Audit Department secretary will maintain a tickler 
file for all of these items. 
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Internal Follow-up Notes 

This section of the DAD Form will be used as a status report section 
to document results of follow-up efforts or to make other internal notes. 

Audit Review Categories 

The major areas of sig nificance in the audit report are categorized in 
the Audit Review Categories 1 through 15. The results of the audit staff's 
desk audit will be documented on the face of the DAD Form with a notation 
indicating "exception" or "no exception II next to the categorized items. The 
subsequent pages of the DAD Form wi11 be used to expand exception comments. 
Any exception comments will be referenced to the appropriate category by a 
letter. 

The referenced comments highlight for the monitoring office. the pro­
gram director, and the program auditor the problem areas noted during the 
desk audit by the LSC audit staff. Exception comments will identify and 
describe the nature of the exception but will not sugges~ the follow-up 
action to be taken by the monitoring office unless the situation falls under 
the "Correspondence Required" category. 

Distribution of DAD Form 

Internally, the original DAD Form will serve as the recipient file 
copy and the Audit Manag~r's copy. This form will be circulated among all 
IIl(:mbers of the audit staff subsequent to release of the DAD Form and filed 
with the recipient's audit report in the reCipient audit file. An addi­
tional copy of the DAD Form will be maintained by the Audit Department sec­
retary in a "Desk Audit Chron File" used exclusively for that purpose. 

Externally, the DAD Form will be distributed to the monitoring office 
director, the program director, and the program auditor. 

HL/PJY:de 
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( t. 
LEGAL SERVICES CORPORATION 

Page l.. Of _. 

DESK AUDIT DOCUMENTATION FORM 

7. Days Delinquent "--------
8. Extension(s) Authorized bv Reaion D " - _ ays 
9. Prioritized by: Date: 

o Priority 0 Non-Priority 
----

10. Desk Audit _____ --'Date: ----II. Reviewed by: Date: ----
12. Correspondence 0 Required 0 Not Requirec 

AUDIT RFVIEW CATEGORIES EXCEPTION 
NO YES AUDIT REVIEW CAT~GORIES EXCEPTION 

A''':lito!'' eligibility NO YES 
9. Other areas relating to com-

Use of Audit Guide documented pliance with LSC Audit Guide 
GAAP or GAAS ' 

Unqualified opinion 
10. Status of LSC fUnd balance 

O~in~on covers all appro- (Material DefiCits, Ex-
prlate statements cesses) 

Support, Expenses, Fund Bal- 11. Status of total fUnd balances 
ances by Source of Fur.ds (Material DefiCits, Excesses) 

Proper recognition of LSC 12. Internal control weaknesses 
support 

13. Questioned costs 
Tie-in of beginning fUnd bal-

14. Unusual transactions/Grant ances 
Compliance 

All resource audit 
15. Other required comments (Un-

usual disclosure in audit 
report, correspondence in 
our files, etc.) 

78-705 0 - 81 - 12 
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~ LEGAL SERVICES CORPORATION 
DESK AUDIT DOCUMENTATION FORM (COr~ENTS) 

Comments--keyed to exceptions on page 1: 

,,-----------

ec: Monitoring Office Director 
Program Director 
Program Auditor 

-

'I 
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EXHIBIT III 

i.. 
I~~ = LEGAL SERVICES CORPORATION 

7.M Fil"'rlllh S'rrl", N.W., Wu.lhlnRlUn, D. C. 10005 (202) 376-5100 
T ...... Eh'~<h 

""JiWIf' 
£ eli .. o. lam ... ,,.,. J, 

KEHORANDUM Eurvw., ""'-'"J.", 

DATE: April 9, 1919 

TO: 
OFFICES WITH PROGRAM MONITORINGtPONSIBILITY (Office of Field 
Services, Office of Program Sup rt, Delivery Systems Study, 
Quality Improvement Prouram) 

FROM: 

SUBJECT: 

Fabio de la Torre, Comptroller 

COMPTROLLER'S OFFICE STANDARD OPERATING PROCEDURES RELATING TO 
NEW RECIPIENTS 

Section 1009(c)(1) of the Legal Services Act as amended 1977 states: 

"The Corporation shall conduct or require each srantee, contractor, 
or person or entity receiving financial alliatance under thil title 
to provide for an annual financial audit ••• " 

The Itandard operating procedures relating to recipient auditl .ust be enhanced 
to ensure that now recipients can satisfy LSC's financial and audit rlquirements 
beiore they are entrusted with significant amounts of LSO funds. 

The purpose of this Ramo is to define responsibilities and objectivel and to 
update and supercede the standard opera tinS procedurel defined in ~ .emo uf 
April 25, 1977. I will appreciate any comment I or lusseltionl you have ¥bicb will 1es'1 to a acre effective prosrq. 

GENERAL 

The "new recipient" category can encompass a variety of circumstancel, among which are: 

existing programs ~~ich have not been previoully funded by LSC, 

newly formed programs, 

recipients previously fund~d as a delegate asODcy through a 
Community Action Program, 

Ipin-offs from existing LSC pro8~ams, 

Dew programs funded for demonstratioD purpoI.I, quality t.pro .... nt 
purpoles, or other Don-typical purpoles. 

,I 

, I 
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New recipients 1- many ~ases do not have experience in accounting or the 
capabilities to han4 expanded accounting requiremr s, yet must immediately • 
assume these account ig responsibilities. Newly fo .. Jd organizations must de­
velop and implement adequate accounting procedures and internal controls. The 
procedures set forth in this memo attempt to establish guidance to assist the 
monitoring offices and the Comptroller's Office in discharging their respective 
responsibilities in a specific area -- neu recipients. 

OBJECTIVES 

The mutual objective of the monitoring offices and the Comptroller's 
Office with respect to the categories of recipients listed above is: 

A. 

Ensure that the recipient has the capabilities to account for and 
safeguard the funds awarded to it by LSC prior to expending 
significant amounts of these funds. 

PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER REGIONAL/O~~ER OFFICE DIRECTOR 

Notification of Comptroller's 
Office 

A. Notification of Comptroller's 

1. Upon receipt of the grant 
application or other notifica­
tion, the Comptroller's Office 
will extract the relevant in­
formation and create a per­
manent file and the appropriate 
audit control cards. 

a. Relevant information 
includes: 

1) Name of program 
2) Address of program 
3) Telephone number 
4) Director or contact 

person 
5) Grant number 
6) Effective date of 

award 
7) Date of first cash 

disbursement to the 
recipient 

b. Control cards will be 
prepared for the master 
card file for annual audits 
and a control card will be 
prepared to monitor the 
satisfaction of the initial 
evaluation requirement and 
notification of fiscal year-end. 

~ 

1. The monitoring office will notify 
the Comptroller's Office Audit Depart­
ment as soon as it becomes apparent 
that a funding action wUl be approved 
for a program which has not been sub­
ject to LSC audit procedures in the 
past. (The earlier the notification, 
the more effective the procedures.) 

As a means of notification, the 
monitoring office should route all 
approved applications for funding to 
the Comptroller's Office. If this 
meana of notification is not timely 
or sufficient in certain circumstances 
to m~et the above responsibility, 
notification should be by means of a 
memo or telephone call. 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER 

A. Notificatio~.~t)f Comptr~ 
~ (Contiltued) 

B. 

2. The Accounting Department 
win furnish the Audit Depart­
ment with copies of approved 
grant applications that initi­
ate the funding of the new re­
cipients. These will be com­
pared to information received 
directly from the monitoring 
office, if any. 

Notification of Recipients 

1. Upon receipt of notifica­
tion from the monitoring office 
of the funding or potential 
funding of a new recipient, the 
Comptroller's Office will send 
a standard letter to the new 
recipient advising them of LSC's 
initial fiscal requirements. 
(NRSOP - ATTACHMENT I) A copy of 
the letter will be sent to the 
monitoring office ~irector. Th~ 
contents of that letter will in­
clude the following: 

a. The recipient will be 
advised that as a condition to 
accepting a grant from Legal 
Services Corporation they have 
agreed to provide for an initial 
evaluation of their accounting 
system and internal controls as 
well as provide for an annual 
financial audit conducted by an 
independent accountant who has met 
the eligibility guidelines in LSC'R 
~,and Accounting Guide for 
Recipients and Auditors. 

b. Guidance necessary to comply 
with the provision for the 
initial evaluation will be pro­
vided. 

REGIONAL/OTHER OFFICE DIRECTOR 

A. Notification of Comptroller's 
~ (Continued) 

2. NIA 

B. Notification of Recipients 

1. MA 

a. The monitoring off-ice should 
insure that the grant application 
for any applic&nt included within 
the "new recipient" eategory in­
cludes an assurance that the r~cip­
ient will provide for an initial 
evaluation of its accounting system 
and. internal controls in accordance 
with instructions from the Comptrol­
ler's Office. 

b. NIA 
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-------It. PROCEDURES AND RESPONSIB"T !.I~E::::S:.....-________ _ 

B. 

AUDIT MANAGER REGIOlW./OmER OFFICE DIRECTOR 

Notification of Recipients 
(Continued) 

B. Notification of Recipients 
(Continued) 

c. The recipient will b~ ad­
vised that the initial evalua­
tion is due vi thin 30 days 
after the date of the first 
cash disbursement to the program. 

d. As an alternative to providing 
an initial evaluation, the new recip­
ient vill be notified that if it 
is an existing program and has 
recent audited financial state­
~ they may be submitted to 
LSC along vith a copy of the 
auditor's supplemental letter. 
This information may satisfy 
LSC's objective in li~u of the 
initial evaluation report. 

e. '!he general standards of 
accountability and financial 
reporting that LSC expects 
recipients ·0 maintain viII 
be enumerated. 

f. LSC's Audit and Accounting 
Guide for RecipiEnts and Auditors, 
LSC's Accounting Hodel for Re­
cipients, and LSC's !undamental 
Criteria of a~ Accounting and Financial 
Reporting System for LSC Re-
c1pi~ will be provided to 
recipients not already having 
access to copies. 

g. The recipient vill be ~dvised 
of the assistance dlat may bE: 
available from LSC. 

h. The recipient vill be re­
quested to notify the Comptroller's 
Office of the fiscnl year that it 
has choden as soon as this infor­
mation is determinable. Guidelines 
viII be provided for zwking this 
decision. 

c. N/A 

d. N/A 

e. N/A 

f. N/A 

g. NIA 

h. N/! 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER 

Notification of Recipients 
(Continued) 

2. Some nev recipients are 
spin-off operations from 
existing programs funded by 
LSC, and lome are former de­
legates of agencies funded 
by LSC. In thele cales the 
grar." document executed may be 
an application for refunding 
rather than for initial funding. 
The agreement to provide for an 
initial evaluation of the re­
cipient'. accounting procedures 
and internal controls is omitted 
from the assurances in a re­
funding application. 

The initial accounting eval­
uation is not necesslry for 
thoae circumstances vhere the 
"nev recipient" represents 
existing operations under ac­
counting procedutes and inter­
nal controls already subject 
to LSC audit procedures. Hov­
ever, for those circumstances 
vhere the new recipient has 
not been subject to LSC audit 
procedures in the past, it is 
neceasary for LSC to be as­
sured that the new recipient 
can account for and aafeguard 
its resources. An initial 
evaluation must be required, 
even though it may not have been 
included al an assurance given 
by the applicant on the grant 
document. Therefore, for new 
ncip1cnts funded through a 
refunding action, the Audit 
Department vill .end the 
standard letter to the appli­
cant, modified by the following 
requirements (based upon the 
circumstances of the situation): 

REGIONAL/OTHER OFFICE DIRECTOR 

B. Notification of Recipients 
(Continuad) 

2. The monitoring office should be 
alert to situationa in vhich a re­
funding action reaults in avarding 
funds to a recipient vhich haa not had 
previous accounti~g re.ponsibilities. 
In such calec the monitoring office 
ahould conlider the recipient as 
a "new recipient" for accounting 
and audit purposes. In these circum­
stancel the monitoring office should 
consider including the require-
ment t'or an initial evaluation 
in the grant assurances. 
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PROCEDURES AND RESPONSIBILITIES 
( 

AUDIT MANAGER 

Notification of Recipients 
(Continl.!ed) 

a. If the Comptroller's 
Office has current finan­
cial 8tatemen~s and a 
supplemental letter on file 
for the applicant which re­
flect adequate procedures 
and controls, the Comptroller's 
Office will require: 

1) that the applicant 
send a letter to the 
Comptroller's Office repre­
senting that the proce­
dures and controls 

REGIONAL; .HER OFFICE DIRECTOR 

B. Notification of ReCipients 
(Continued) 

a. N/A 

1) N/A 

existing as of the date of the 
financial statements are 
still in effect and have 
continuously been under 
the management of the nev 
recipient. This is ne­
cessary because it is not 
possible to tell, for 
example, whether the 
financial statements that 
LSC has on file for a 
former delegate agency 
were prepared from ac­
counting data maintained 
by the program itself, or 
maintained by the dele-
gating organization; or 

2) if an existing account­
ing syotem will be assumed 
by the new recipient sub­
seq~ent to direct funding. 
then an initial evaluation 
of the accounting system 
and int~rnal controls will 
be required. 

b. If the Audit Department does 
not have current financial state­
ments on file, or if it is clear 
that the financial statements on 
fUe do not relate to the new 
reeipient, then an evaluation 
will be required. Reference will 
not be made to the grant as­
lurances as containing the re­
quirement for this evaluation, 
unless the regions have included 
thia requirement among the srant 

,assurances. 

2) ~/A 

b. N/A 
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PROCEDURES AND RESPONSlb_~ .1IES 
AUDIT MANAGER 

C. Follow-up on Recipient'a 
Fiscal Year-end 

The Comptroller's Office viII 
follow-up vith new recipients 
(and ~he monitoring office 
as necessary) to discern the 
fiscal year-end chosen by the 
program if a rp.sponce had not been 
obtained from the request con­
tained in the Comptroller'. Office 
initial letter to the recipient. 

D. Receipt of Reports 

1. (Receipt of financial 
ntatements and supplemental 
letter.) The Comptroller's 
Office will review the finan­
cial statements and Supple­
mental letter ac they are re­
ceived and respond as follows: 

a. If the financial infor-
mation is sufficiently cur-
rent (usually less than one 
year old) and provides as-
surance that the recipient's 
accounting system and inte~nal 
controls are adequate, the 
ComPtrol~.er'. Office wUl no-
tify the recipient that the 
initial ~valuation require-
ment has been waived, as well 
as note any significant items 
disclosed in the financial 
statcme~ts which would ne­
cessitate action in bringing 
th2 program into full com-
pliance with LSC's financi~t 
reporting and accounting gui~elines. 

b. If the finanCial stateme!lts 
and ~upplemental letter do not 
provide the aasurance that is 
necessary, the recipient viII 
be notified why, and the ini-
tial evaluation as originally 
agreed upon in the grent docu-
acnt will be required. 

REGIONAL/OTHER OFFICE DIRECTOR 

c. Follow-up on Recipient'. 
Fiscal Year-end 

N/A 

D. Receipt of Reports 

1. H/A 

a. The monitoring office 
is responsible for ensuring 
that any deficienciel noted 
in the financial Itatements or 
rec~cndations made by the 
Audit Department are adeqUQte­
ly resolved by the recipient. 

t. N/A 
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-----...<.. PROCEDURES ANn RESPONSIBI· ·· ... .:IE:::S"--_______ _ 

AUDIT MANAGER REGIONAL/OTHER OFFICE DIRECTOR 

D. Receipt of Report. (Continued) 

2. (Receipt of 1nitt.l 

D. Receipt of Reports (Continued) 

evaluatiJn.) The Comptroller's 
Office will review the evsluaM 
tions as they are received and 
respond a. follow.: 

a. If the initial evaluaM 
tion vas correctly pre-
pared in accordance with 
generally accepted audit-
ing and reporting standards, 
alld if tbe evaluation in­
dicates the recipient'. ac­
counting procedure. and in­
ternal controls are adequate, 
then LSC vill confirm with 
the recipient that the iniM 
tia1 evaluation requirement 
hal been met. A copy of the 
confirmat1~n will be sent to 
the monitoring office director. 

b. If the initial evaluation 
discloses deficiencies in the 
recipient's .ystem. and proce­
dures or renders an overall 
unsatisfactory opinion regarding 
the recipient's procedures, then 
the recipient will be notified 
that the evaluation requirement has 
been met. However, the recipient 
will be instructed to correct those 
deficiencies disclosed by the 
auditors that represent d~partures 
froDl LSC's Fundamental Criteria. 

, 

2. N/A 

a. N/A 

b. The monitoring office ia 
ra8ponsible for ensuring that 
the recipient correct or other­
wise appropriately respond to 
deficienciel noted in the initial 
evaluation. It vill be the 
reaponsibility of the monitoring 
office to advise the Comptroller 
of any withholding actiona or other 
changes in the recipient'. funding 
.chedule that aay be required. 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER 

D. Receipt of ReportJ! (Continued) 

c. The evaluation may not be 
.atisfactory due to the preparation 
of the report. Deficiencies in the 
preparation of the report can result 
from eit~~ deficiencie. in the work 
performed by the auditors or deficien­
ciea in the content or format of the 
report itself. The Comptroller'_ 
Office vill inform the recipient, the 
monitoring office, and the auditor 
that the requirement has not been 
met and vill provide guidance necM 
aSsary to sati.Ey the requirement. 
depending on the circumstances of 
the situation. 

E. Delinquent Initial Eyaluation 

1 

1. The Comptroller'. policy is 
that initial evaluation. must 
be subDlitt~~d to LSC wj,::biin 30 
days of the i1~'t c~.h disbur.eM 
ment to the recipient. 

.. 

REGIONAL/OTHER OFFICE DIRECTOR 

D. Receipt of Report. (Continued) 

c. If the Comptroller'. Office fails 
to receive an acceptable initial 
evaluation within ita required tiae 
frame; the monitoring office vil1 
con.ider the initial evaluation to 
be delinquent and will follow the 
procedure. ~e.cribed below for 
delinquent initial evaluationa. 

E. Delinquent Initial Ev.ly.e1on 

1. It vill be the aonitoring office'a 
respon.ibility to aonitor the 
activities of the nev reCipient 
and as.ure that the initial evaluaM 
tion is provided to the Comptroller'. 
Office in the 3D-day time requirement. 
The monitorins office aay authorize 
evo 3~day exteniions of the initial 
3D-day tiDe period for luba1s.ion of 
evaluations if the prosram i. not .taf: 
or thera ~~e other valid rea.onl causi, 
delay in the praparation of the evalu­
ation. The Comptroller'. Office .houl. 
be notified ofaxt~n.ion. aranted. 

A aeaningful evaluation of the 
operation of procedure. and controls 
in effect aay not be obtainable for 
programs that aro not operational 
vithin 30 day_ of the fir_t cash 
dilburs.lnt frOll LSC. However, an 
evaluation of providons for an ac­
countina IYlt. and internal con­
trol. can be ach$'-yad prior to the 
tiae proaram •• t(,,ces are actually 
initiated. Tbell\'.'!Jitors aay only 
be able to teviev ayst .. s And pro­
cedure. identified. rather than be 
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AUDIT MANAGER, 

E. Delinquent Initial Eval~ation 
(Continued) 

REGIONAL/~THER OFFICE DIRECTOR 
, 

E. Delinquent Initial Evaluation 
(Continued) 

able to test the operation of 
thoae ~rocedure.. However, 
the reviev vill give LSC the 
as~~rance that adequate pro­
visions are being made to ac­
count for and safeguard LSC 
funds. Extensions granted for 
the submission of the initial 
accounting evaluation should 
therefore be based upon whether 
the new organization has identi­
fied a management staff capable 
of responding to the responsi­
bility of ~plementing, or con­
tracting to implement, an ac­
counting .ystem, rather than 
when the program is anticipated 
to be fully operational. 

2. N/A 2. If, at the end of 30 days 
subsequent to the disbursement 
of the first payment, the recip­
ient has not responded with 
either an initial evaluation or 
the previous year's financial 
statements and supplemental 
letter; or if the Comptroller'. 
Office has not been notified by 
the menitoring office that an extension 
has been granted, the Comp-
troller's Office will inveati-
gate the facta of the circum-
stances with both the recip-
ient and the monitoring office, 
if necessary. The Comptroller's 
Office will send a second letter 
to the program with contents 
depending upon the circumstanceA: 

a. If the recipient has an ac­
counting and internal control 
• ystem, then depending upon the 
reasons discloaed in the follow'-up 
investigation, the Comptroller's 
Office vil1 confirm that the 
evaluation i. overdue and i. 
expected as .oon a8 its comple­
tion i8 practicable in the 
circumstance.. A .pecific 
date will be confirmed lXsing 
a .tandard letter (NRSOP-Attach­
ment II). 

•• The monitoring office may support 
the Comptroller'a Office requirement 
through independent communication witl 
the recipient if considered approprial 
in the circumstancea. 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER REGIONAL/OTHER OFFICE DIRECTOR 

E. Delinquent Initial Evaluation 
(Continued ) 

E. Delin,uent Initial Evalu.tion 
(Conhnued) 

b. If the recipient is a newly 
organized program and does not 
have an accounting and intern~l 
control .y~tem, the program viII 
be advi.ed by a .~cond letter to 
arrange for the implementation of 
an accounting 'Yltem and engage 
independent Qccountant. eligible 
under LSC guidelineo to evaluate 
the aystem as loon a. practicable. 
The recipient will be advised that 
the implement~tion and evaluation 
of an accounting .y.tem can be 
achieved prior to the initiation 
of program .ervice.. A apecific 
due date will be confin:.ted; however, 
the recipient viII be requelted to 
advi.e the ~nitoring office direetor 
if an extended delay i. anticipated. 
The ~nitoring office director 
will con8~lt with the Audit Hanager 
and Comptroller regarding the 
funding policy that .hould be fol­
lowed in .uch circumlJtancCl. (See 
atandard letter NRSOP - Attach­
IIent III.) 

3. Sub,equent to the initial 
follow-up procedure. de.cribed 
above, the Comptroller'. Office 
vi 11 continue to follow-up on 
delinquent out.tanding initial 
evaluation. a. follow.: 

a. For program. that remain de­
linquent 5fter the aecond de.dline 
specified in the initial foll~-up 
effort, the Comptroller'. Office 
viII .end a standard memo (NRSOP -
ATTACHMENT IV) to the aonitoring 
office director with a copy to the 
recipient indi~ating that the 
Comptroller'. Office dete~ined 
that the recipient doea no~ meet 

b. The ~nitoring office ha. 
the obligation t~ a.lure it­
aelf that the recipient can 
account for and .afeguard the 
fund. received from LSC until 
the p~gram iaplement. an ac­
countiLg .,.tem and an inde­
pendent evaluation can be 
rendered. As a aeanl of ef­
fectively aeeting the prac­
tical circum.tance. of the 
program& and LSC'. re.pon.i­
bility to 8afeguard and 
effectively admini.ter .tl 
fond. entrusted to At, the 
Comptroll~r'l Office reCOm-
mends that the .anitoring 
offices consider delaying 
Where practic.ble, monthly 
checks to nevly formed pro­
gram. bey«\d amount. nece.­
.ary to .upport the program 
during the .tart-up pha.e. 
The Comptroller'. Offiee 
voul~ defer monthly checka 
until authorized to continue 
.ending them by the monitor­
ing office director. 

3. R/A 

a. The ~nitoriag office 
director viII advi.e the 
Comptroller'. Office with re­
.pect to the action he/.he 
intend. to take, or hal 
taken, regarding recipient • 
who have nat co.plied with 
LSC'a initial evaluation 
procedurefJ • 
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PROCEDURES AN» RESPONSIBILITIES 

"AUDIT KAlfAGER 

E. Delinquent Initial !valuation 
(Continued) 

the accounting requireaent. n~c­
e •• ary to be eligible to contlnue 
to receive LSC fund •• 

b. The Comptroller:. O~fice 
will advi.e the monltorlng 
office monthly of: 

- thole recipient. who 
could not initially 
respond to tlle initial 
evaluation requirement 
because they did not have 
.taff, and have not 
• ubaequently .ati.fied 
the requirement.; and 

- thole recipient. who 
were advised that they 
were ineligible to re­
ceive LSC'. funds under 
LSC'. accounting and 
financial reporting 
zuideline •• 

I!GIONAL/OTHER OFFICE DIRECTOR 

E. Delin9u~nt Ini~ial Evaluation 
(Continued) 

It i. the aonitoring 
office'. responsibility, in 
con.ultation with the Comp­
troller'. Office, to deter­
mine the conditione under 
which"LSC will continue to 
fund a recipient not comply­
ing with LSC fiscal require­
aent •• 

b. It i. the .onitoring 
office'. re.ponlibility.to 
ensure that the evaluatlon 
is 8ublequently .ati.f!ed 
by tho.e un.taffed r~cl- , 
pienta for which an lnterlm 
funding policy hal been, 
eltabli,hed ta temporarlly 
.atilfy the .anitoring office 
in lieu of the initial evalu­
ation • 

- It il the aonitoring 
office'. responsi­
bility to en.ure that 
the conditionl (.ee 
a. above) under which 
Lac continue~ to fund 
recipient. not eli­
lible for fund~ under 
LSC I. account ing ani' 
financial reporting 
guidelines are fully 
complied with by the 
redJlient. 
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LEGAL SERVICES CORPORA~ION 
IIRSOP-I 

Initial ~valuation -- 1st Stan~ar~ Letter 

Sent pursuant to Dotification of fun~in9 of a Daw ~ecipient 

(All Rev Recipients) 

I 

I 

Dear 110) 

Our I~.ked ae to Idvi.e you of the fiscsl requirements a.aociated vith 
accepting ad91 from Legal Service. Corporation (LSe). The purpo.e of thi. 
letter ia to re.pond to that requelt, a. well II provide you with the auidance 
Dece •• ary to comply with the fi.eal provi.ion. ahould an award be .. de to your program. 

A •• tandard condition. to accepting a€11 from Legol Service. Corporation, recipient. ~.t: 

in.tall and .. intain an accounting .y.tem and internal 
control. in accordance with the .tandard. and proced­
ure. pre.cribed in LSC'. Audit and Accounting Guide for 
lecipient. and Auditor. (Audit Guide) and LSC'. 'unda­
aental Criteria of an Accounting and rinancial leporting 
Sy.tem for 1SC lecipienta (rundamental Criteria); 

provide LSC, within 30 day. after LSC fundin, co.mence., 
an initial evaluation by an independent accountant 
(eli,ible to perform the evaluation under L~C auidelinea) 
of your accounting sl.tem and internal control.; (auidance 
from the Comptroller'. Office of the Corporation i_ in­
cluded ~ith thia letter); 

provide 1SC ADDually, within 90 day. after 10ur fiacal 
,ear-end, audited financial .tat.-enta and auditor.' 
8uppleaental letter prep.red in accordance with 1SC'. 
Audit C;uide. 

Aa a Dew recipient, Jour i.aediate concern viII be to .ati'f7 1SC'. 
zequireaent for CD initial evaluation of your accountina _,atea aDd iDternal controll. 
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The objective of the initial evaluation i. to enaure that the recipients 
of Legal Services Corporation's funds can adequately account for and aafeguard 
those funds. I have attached to this letter .ome explanatory paragraphs that 
viii provide your auditors with guidelines to assist them in evaluating your 
accounting .ystem and internal controls. For your purposes, the paragraphs 
.ummarize the .tandards of accountability that LSC expects recipients to 
.. intain. 

If your program has recent audited financial .tatements, I suggest you 
.ubmit them to us, along with a copy of your auditors' .upplemental letter 
addressed to the board of directors. This information may .atisfy LSC's 
objectives in lieu of the initial evaluation report. After review of your 
financial .t3tements and .upplemental letter, I viii advi.e you as to whether 
the initial evaluation requirement can be vaived, a. vell as note any 
.ignificant items in your audit repo~t which will require your attention to 
bring your program into full compliance with 1SC'. accounting and financial 
reporting guidelines. 

I have enclosed two copies of 1SC's Audit Guide and 1SC's Fundamental 
Criteria for ule in conjunction with the initial evaluation and .ub.equent 
annual audit. The Guide and Criteria describe the accounting policie., 
records, and internal control .tandards and procedure; considered adequate to 
provide proper accounting, reporting, and financial management of a recipient 
program. I have al.o enclosed our publication, Accounting Model for Recipients. 
This booklet di.cu •• es the concept. and objectives of the principles, 
procedure., and suideline. aet forth in 1SC'a Audit Guide and Fundamental 
Criteria. The Model va. developed during 1SC'a involvement in the 
implementation of an accounting ay.tem for a recipient in Rev Mexico. A 
detailed accounting procedures manual was al.o developed at that program to 
implement the objective. and concept. di.cu •• ed in the Hodel. A copy of the 
procedure. manual i. available upon reque.t. Theae publication. ahould be 
helpful I. lUidelines in implementing an adequate accounting and financial 
reporting aystem. However, they .u.t be adapted to fit your own apecific 
Deed.. ' 
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We viii expect to receive recent d· d· • 
related auditor.' aupplemental lette au lte f1na~c1al,atatementa and the 
evaluation of your accounting a t r, ~r your audl.tora report on tile initial 
fun~ing actually commence •• AI~:o:mhan control. vithin 30 day. after LSr. 
untll aome time after fund' g you aay not become fully operational 
~f.~ accounting .ystem c.~n:r:~:n~::'tf:e identification an~ iaplementation 
1D1tlated. It i. al.o possible for • e when program aerv1ce. are actually 
ay.tem and comment upon it. ad you: 1ndependent accountant. to review a 
~perational. The independent :~~~~~t!r~?r to the prog~m b~coming fully 
1~, of cour.e, that the adequac of thn 

I repr~.entat~on 1n auch circumstances 
vlth the procedures and control! that h~ ay·btem 1. co~t1ngent upon compliance 

~ve een provl.ded for. 

It i. also reque.ted that. . 
fi.cII year-end. 1SC does not you ~otl.fy the Comptroller'. Office of your 
Audit Guide provides guidelinesr;~~l~:tany.p~rti~~ar fi.cal year; however, the 
for your program. Please do not h . ermlnlng l.ch year-end may be optimal 
you have questions regarding the resl~ate to ca~l the Comptroller'. Offic~ if 

equlrements dlscu •• ed in thi. letter. 

PJ'l:/1 

InclOlurea 

rabio de la Torre 
II, Regional Di~ector 

78-705 0 - 81 - 13 

Sincf!rely, 

PatriCk J. 'fogu. 
Audit ManaBel' 

I 
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EXHIBIT IV 

= LEGAL SERVICES CORPORA TION 

VATE: April 9, 1979 

TO: 

FROM: Fabio de la Torre. Comptroller 

SUBJECT: 

OFFICES WITH PROGRAM MONITORING RESPONSIBILITIES (Office of 
Field Services. Office of progr~upport. Delivery Systems 
Study. Quality Improvement Progr ) 

COMPTROLLER'S OFFICE STANDARD OPERATING PROCEDURES RELATING TO 
TERMINATION AUDIT REPORTS 

. 
Section l009(c) (1) of the Legal Services Corporation Act a8 amended 1977 

states that: 

":J:"h2 Corpo1'O.tion shaZZ conduct" 0%' Z'equi.zte each grantee~ oon­
tractoZ'» 01' peZ'son 01' antity Z'eceivi.ng financiat assistance 
WIdeX' this titte to pZ'Ovi.de foZ'~ an annuat financiat audi.t •••• " 

The purpose of this memo is to define responsibilities and objectives 
which will allow the MOnitoring offices and the Comptroller's Office to en­
sure that LSC's assets and support sre being fully accounted for and audited 
whenever there is a structural change in a program which is funded by Legal 
Services Corporation. I will appreciate any comments or suggestions yo~ bave 
which will lead to a more effective program. 

GENERAL 

Structural changes in recipients which may necessitate a termination 
audit report include: 

Two or more LSC recipients consolidating to form a new LSC reCipi­
ent; 

One or ~re LSC r~cipients merging into an existins LSC recipient; 

One or sore non-LSC recipLents merging into an exiattna LSC recipient; 

One or aore LSC rftciJX1ents mersing into an exia1tns DOD-LSC recipient; 

Defunding of a recipient. 
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. 
.!miJECTIVES 

The mut~al objectives of the Comproller's Office and the monitoring office 
with respect to the termination audit reports are to: 

1. 

2. 

3. 

4. 

Establish procedur~s for timely reporting to the appropriate offices 
of the Legal Services Corporation mergers. consolidations, defunding 
actions. and other occurrences which would precipitate audit ramifi­
cat::1ons. 

Ensure that there is complete reporting of and accountability for LSC 
support. expenditures. assets, liabilities, and fund balances and 
that continuity of the reporting periods has been maintained. 

Ensure that the surviving entity has the capability to account for and 
safe~uard the funds transferred to it hy the terminated recipient. 

Ensure that the financial aspects of the successor-in-interest. or other 
agreements, are complied with to the extent that compliance can be 
ascertained from the review of the applicable termination audit re­
ports. 

PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER REGIONAL/OTHER OFFICE DIRECTOR 

I. NOTIFICATION OF COMPTROLLER'S OFFICE J. NOTIFICATION OF COMPTROLLER'S OFFICE 

A. Upon receipt of the successor-in-
interest agreemeut or other Dutifica­

tion, the Audit Department will extract 
the relevant information and create o. 
update appropriate audit control cards. 

1. Name of recipient. 

2. Address of recipient. 

3. Telephone number. 

4. Director c= contact person. 

S. Recipient number. 

6. Termination or combination date. 

7. Circumstances of the termination 
or combination. 

B. Recipient's ~u.:3itors. 

-

A. The monitoring office will notify I 
the Comptroller's Off~ce as soon as 

it is known that a struc\:JJ:I:al change in 
a recipient will take place. 

As a means of notification. the 
monitoring office should route all 
successor-in-interest agreement,!'. or other 
notification to the Comptroller's Office. 
If this means of notification is not 
timely, or suffir.1ent in certain cir­
cumstances to precipitate timely audit 
8cti~n. notificat. • ~hould be made by 
means of a memo~' .. telephone call. 

t' 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

I. NOTIFICATION OF COMPTROLLER'S OFFICE 
(Cont'd) 

B. The Audit Departmen~ will alsc create 
and update the follOWing files: 

I. The Audit Department's Master Re­
cipient Directory. 

2. The Audit Department's individual 
recipient audit folders. 

3. The Audit Depa ~me~t's numeric und 
tickler files. 

C. The Audit Department will advisl! the 
Accounting Department of structural 

changes in recipients. This notification 
will be for informational purposes only. 

1 The Accounting Department will only rely 
i on information confirmed by the regions 
lor other monitoring offices for the pur-
I poses of preparing checks. 

~I. NOTIFICATION OF RECIPI~~S 

" 

Upon receipt of notification from the 
monitoring office, the Audit Department 
will send a letter to the recipient(s) 

I adViSing them of LSC' & audit and reporting 
requirements. A copy of the letter will 

" 

also be sent to the monitoring office. 
The content of the letter \fill be based 

~ on the type of change in t:'le recipient's 
! structure which has occurt'ed. The purpose 
, of the letter will be to e\~qure we can I accomplish our objectives of: 

- Complete reporting of LSC support, 
expenditures, assets, liabilities, 

and fund balances with continuity in 
reporting periods; 

- Ensuring surviving entity hss the 
capability to account for and 

safeguard the funds tranaferred to it; 

¥vas 

I 
I 
I 

REr,JONAL/OTHER OFFICE DIRECTOR 

I. NOTIFICATION OF COMPTROLLER'S OFFICE 
(Cont'd) 

B. N/}, 

C. The monitoring offi':':« 1s responsible 
for notifying the Accounting Depart­

ment of any changes in structure that 
will affect the distribution of monthly 
checks. 

II. li2!IFICATION OF RECIPIENTS 

NIA 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

II. NOTIFICATION OF RECIPIENT~ (Cont'd) 

- Ensuring that the financial 
aspects of the succeslor-in­

interest or other agreements were 
complied with to the extent compli­
ance can be ascertained from review 
of th~ applicable audit reports. 

The content of this le~ter can vary 
signific~ntly depending upo~ the type of 
structural change that will or has taken 
plac~. Each letter vill be drafted to 
fit the particular circumstances. The 
following represents a list of consider­
ations that should be addressed in 
drafting the letter. 

1. Recount the facts of th~ situa­
tion as understood by the 

Cocptroller's Office Audit Department. 

2. Confi~tion of the date of 
assumption of operating responsi­

bilities of the terminating recipi­
ent(s) by the surviving entity. 

3. Confirmation of termination audit 
reports(s) required and the due 

dates for those report(s). The due 
date ~ill be 90 days from termina­
tion. 

4. Confirmation of the disclosures 
that should be included in the 

audit report(s). Disclosures should 
be sufficient to ensure thst the ac­
counting for the structural change is 
c:lear. 

S. Confirmation of the objective the 
termination audit report(s) must 

achieve. 

6. Confirmation with respect to the 
requirement for an initial evalua­

tion of the accounting system and 
internal controls of the aurviving 
entity, as applicable. 

REGIONAL/OTHER OFFICE DIRECTOR 

II. NOTIFICATION OF RECIPIENTS (Cont'd) 

! , 
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PROCEDURES AND RESPONSnlLITIES 

I 
I 

AUDIT MANAGER 

II. NOTIFICATION~RECIPIENTS (Cont'd) 

7. Reference to the fiscal responsi-
bilit:1es of tl.e respective boards 

of directors and program directors 
in assuring a smooth transition of 
accountability for support, assets, 
liabilities, and fund balances. 

8. Comment on applicability of the 
supplemental letter for all or 

some of the termination audit re­
port(s). (Internal controls are no 
longer relevant for a termina.ted 
recipient but questioned costs or 
other unusual transactions are rel­
evant.) 

1111. FOLLOW-UP 

! Termination £~dit reports of termin-
i ated recipients submitted to the Comp-
I troller's Office will be reviewed by the 

I Audit Department. However, our scope 
will be limited to: 

I 
I 
I 
I 
I 

I 
! 

1. Ensuring the corr~ct carry­
forward of fund balances from 

the prior period; 

2. Comparing LSC 8upport recognized 
in the audit report with LSC 

records; and, 

3. Commenting on other items of 
Significance which may require 

follow-up, especially questioned 
cost. or 108S of continuity in ac­
countability for support, expense8, 
_ssets, liabilities, or fund 
balances. 

IV. DELINQUENT REPORTS 

A. Delinquent terminstion audit report. 
will be included in the aanthly 

delinquency letter. 

'i8-705 289 

REG10NAL/OTHER OFFICE DIRECTOR 

II. NOTIFICATION OF RECIPIENTS (Cont'd) 

III. FOLLOW-UP 

~he monitoring office should 
respond to any audit comments consi.­
tent with the circumstances. 

IV. DELINQUENT REPORTS 

A. 1he .anitoring office will be 
responsible for securing delinquent 

audit reports in accordance with Comp­
trOller's Office Standard Operating 
Procedures Relating to Recurring Re­
cipient Audits. 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

IV. DELINQUENT REPORTS (Cont'd) 

B. Delinquent initial evsluation. or 
existing audit reports to be sub­

mitted in lieu of initial evaluations 
will be treated in accordance with 
Section E, "Delinquent Initial Evalua­
tions" in the Comptl'oller's Office 
Standard Operating Procedures Relating 
to New Recipients. 

REGIONAL/OTHER OFFICE DIRECTOR 

IV. DELINQUENT REPORTS (Cont'd) 

B. The monitoring office .. y imple-
ment in coordination with the 

Comptroller's Office procedur£s to 
have LSC make the audit provisions in 
situations where the monitoring office 
~annot obtain timely compliance by the 
recipient. (See Comptroller's Office 
Standard Operating Procedures Relating 
to Recurring Recipient Audits.) The 
monitoring office and Comptroller's 
Office will be responsible for 
identifying funds to pay for the re­
quired audits. 

I 
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EXHmlTV 

LEGAL SERVICES CORPORATION 

FUNDAMENTAL CRITERIA OF An 

ACCOUNTING AND FINANCIAL REPORTING SYSTEM 

FOR LSC RECIPIENTS 

! 
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!eI:al.L U!WIC£8 COI/MPI-T10H 

!UHOAMJf:1A& Ca'TeAI& 

'1WI.WC,!& rU!bOEOEUl 

,Inanela1 ,llnnlng &leh rlclplant Ihould for •• lly 
and Centrol annunolata a fln4ncla\ pbll~~ophy 

!con.l.tant vlth It I own goal. and 
chlcacterl,tlcl' which ahould 
90vlrn the oWI,all 'Inlnolal 
planning and eor'~pl function af 
•• nagMent. It' ",ana of the 
.auntlal e1l1ll1 •• 4 n .. ded to 
adequately •• nagl a lagal 

Datlnl ao1.1 Ind 
a .. pen,lbilltl .. 

.. ,vic .. prograa and .hould bt 
an Innarlnt plrt of all ,elevant 
p~lnnlng, polley and pfocldurl 
lut .. tntl. 

L~p.eU'eal1YI 

the appropriate coli' of th. boa,d 
~nd •• nag .. ant ahould bl detlnad. 
'lh. How of autlloc Ity and 
, •• penalbility t,~ thl 50acd 
to top •• nag ••• nt and to 
Iucc ••• lv.ly lovac 11vall of 
• anage.ant ,hould be ldlntifled 
cle.rly and coaaunleatad to 
tho.e pI'lonn.1 who nl.d to know. 

- -

ald' In Iv'lu!tlng Criteria 

A aoard .ay u.~ bylaw. and 
cI.elutlenl Lo 4.,Inl and 
c~unlolta whit luthutlty Ind 
nipenilbUl\)' 't UIII,I/" to 
It.,1<< and what I. d.l.gAted t~ 
top •• n'9uaan~. slklllrl~. tov 
•• nag,.lnt .hou14 UI. 
organllatlon chart., job 
cluorlptlon., ~ll~y It.tI •• ntl, 
and other LachnlquI' to detlne 
and co .. unlc.C. the iuthotlty 
and ra.~n.lbilltlia of low.r 
laval. of .anag •• ant .na 
p.rlonnal. ~lanl Igoala .nd 
prlotltll. and budgetl, alaO 'fa 
u •• d to datlne and oo.aunlcat. 
tha ob}oacth .. , at •• nl1 
ll.itatlon. on, individual 
aatll/lda •• 

M.ral~ defining authorlty and 
f •• ponllbllity 40 •• not, 1n .n4 
of It •• lt! dl.chargl the 
t'lpon.lblllt~ of th~ 'Inanulal 
planning .Pod control function. 
In ad41tlonl 

_ the d.flnltlo~, 'Ult b~ 
cOaAunlclte4 Lo pdr.onn.l 
who ne,4 to knout 

1 

Unla., authority and fa.pen.l­
blll,l.a .ra d.'lnld/ an 
organl,at,on ~ay ba llttl, 
.ora than an undlcectld group 
and luch I group I. unlIkely 
to .ohlev. I~CC'.. In 
contcolliny an IntlLy" aCfelr • 
or .ohlevlny Lt. Objlctlvl" 

A f411ur. to cu..unloaCe c~n, and 
probably viii, rOlult In 
tc.nlactlon. .dju.t.entl .nd 

tOllcnlt. a"l, i .. that 111 ACI net 
n Iccordinci with •• nlge •• nt 

celtl,le, ell Ace not pcoo •••• d 
Of ate pr~ •••• J l.te, or ell 
IC' peoc •••• d In I c.rel.au 
."nno,. 

.' , 



.4 L -

' ... 

, 

~IHANCIAL PHlLOSOPHr (Continued) 

Key !It!llent. 

De upllclt 

CrHer .. 

Co.~unlcatlona of authority .hould 
be .Ipllclt and, to the eltent 
Pos.lble, .hould b, In writing. 

~atlb11.h rlnlncll1 r1n.ncl.1 control. Ihould be 
Control. 'Itlblilhed to .af,guard progr .. 

reeollroe •• 

Aldl In ZVlluatlng Crlterll 

- technlquel IU.t b. de.I'.d 
to pro.ld, rll,onlble 
a •• uranCI thlt the 
crlterle are ob'er.ed 
in the dly-to-dly conduot 
of the entity'. bUlln'.I. 

Ilpllolt co .. unlcltlon. of 
authority are 10lt often f~und 
In byllw" re.olutl~n., POlicy 
.tate.tnt •• nd proc.dure. 
IiItlta.ntl. 

The fln,nolll luthorltr of 
luper.llory perlonn. .hould b .. 
ol •• rly defln.d and •• ldlnCI4 
bYI 

- .It.bllehod POllcle. for 
proclSSlng

t rlCOrdlnr 
~nd report ng flnlno al 
tran.actlonl. 

- Oocweentatlon Identifying 
the authority dllegated 
to luper.llorr end other 
perlonnel to nltllte 
Ind appro.e flnlncl.l 
traneectton •• 

- Crlterll to bl u.ed when 
.odlfylng Of III.lnltAng 
thl lbo.e procedurle. 

"wee roue o~her flnlncl,l controll 
Irl dleculled In the follevlng 
Plre. of the funldlilentll 
cr terl. Which help e.fegulrd 
progre. fe.ouro, •• 

t 

" 

IIPllclt, unwritten dllegatlon, of 
luthor ty Ind .underuOOd.· 
otltlrll III too frequently ll.d 
to .uch elol ••• tlon. 1., ·aut I 
thought you Undtretaod.·, .,t 
.hould ha •• b •• n obvlou, •• , Ind 
·Hobody told Ie I couldn't do IU· • 

Without .dequ.~. conerol. Ind 
d.flnitlon. of r"pon.lbllltl,., 

- .roJec:rtl or oth" lajor 
tran.actlon •• ay be 
Inltllted that .Iolltl 
IInlgel.nt Intention., 
or ler81 or grlnt 
r .. tr otlanl. 

- .,.ouroe~ Ily bl WI.ted on 
dupllc.~I.1 Ifforta or 
u.ed for unluthorl.,d pur po .... 

- A negltl •• attitude toward 
Intlrnal Iccountlng 
oontrol. .., d,.elop 
within the 'ntlty. '.If 
top Ilneg"ent dO'8n't 
olre, ~hy .hould 11.) 

!] 

-



.... !, -

'-

\ 

lev llellent. 

Tran.lat. Gall. 
into , inancla1 
Tar •• 

Analyzi ,Inlnclal 
X.plct·of 
Olchion. 

PIHAllCIAL PHILOSOPHV (Contlnuedl 

Criteria 

Goal. and prlorltl ••• hould be 
•• tabll.h.d with the caplbility 
to tr.n.lat. thl. Into tlnanclll 
t.r •• which c.n b. u •• d to Inlplr. 
I.prov ••• nt •• w.ll •••• alur. 
partor.anc •• 

Aida In Ev.lultlng Criteria 

At • alnl.u., the tran.latlon ot 
goal. Ind prlorltle. Into 
finlnch1 tu •• h upUllnted 
by • budg.t. 

!!m 
Without'clreful pllnning thlt 

r.latl. the goal. and pcioritl •• 
to the Un.ncial rt.ourc.. . 
Iv.n.bla, 

- .1.n ... y not be tran,llt.d 
Into , .. Uty. 

- Tr.lnlng and d.velopaent 
of por.onneL .I~ be 
.1Idboct.~. 

The capability .hould bo o.tabll.h.d, TI •• 1y .nd .ccur.te flnlncl.l Mlthout edequat. flnlnclll 
to Ina1yz •• nd •••••• the tlnlncl.l .Inlg ••• nt r'r.rtlng I. e •• enti.t •• nlg ••• nt reportl, .Inlg,.ent .IY 
IS~lct of mln.g ... nt d.cl.lon. both to thl anlly •• n.c •••• cy In ca,alt the progrAA to actlvltl •• 
L.ror. and .ft.r l.pl ... nt.tlon. • ••••• 1ng the I.plct o( o~ •• rvlc •• which It .I.ply cln 

•• n.g ... nt d.cl.lonl .uch •• not .fford. Th. , •• ultlng d.flclt 
hiring .ddltlonal .t.ff, op.nlng In op.r.tlon. could •• ,loully 
n.w offlc •• , •• plndlng •• ,vlc. curt.ll .ctlvltl •• In the n.at 
u ... , d.c. yur 4r could .ctu.lly thre.t.n 

the Qlt.t.nc. ot the prQ9r .. 
ItuU. 

d awn 
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ANNUAL AUDIT, 
LSC', Audit aulde 

'O-day Reporting 

SUpplmental 
Letter 

IIOMD or OIRI!CTORS, 

LEGAL SERVICaS CORPORATI0M 

rUKDAHftHTAL CRITERIA 

ANNUAL FINAHCIAL STATtH!HTS AHD AUDIT REPORTS 

Crlterla 

The annual audit of the financial 
.tatement. ahould be perfor.ad In 
accordance witt. Ltc'a Audit and 
Accountl~9 auld. for Recipients 
and Audl tore. 

The audit report ahould be Bubftltt,a 
to tSC within 'O-daya of e 
reuiplent'. flacal year-end. 
Under ,.traordlnary clrcunstancea 
written eatenalon .ay be grant.d 
by the Regional Director. 

The audit report ahould be 
acca-panled ~y the auditor'. 
Supplea.ntal tetter. 

Ald. In Evaluating Crlt.rla 

RevIew the annu.l audit raport, 
the audit r,.lew .eeor.nd. fr~ 
the Coaptroller'. Offle., .nd 
the .eearand. ffa. the 
ragland ofUcl. 

Review the reclplent'a hlstery of 
tlaoly audit reporta. 

Review the 8uppleq~nt~1 lItter 
an~ the correctl •• action 
pre.ctlb.a by ~h. board. 

Audit Coaaltt.a Each recipient" loard of Director. 
ahould ha •• an audit and finance 
cOUllttt •• 

II 

" 

Without an annuel audit In 
conforaity with thl L9C audit 
gul~1 Ilgnlflclnt audit prObI ... 
DDS say r.s.ln ur.dllcloBed 
to the point wherl the BOlrd at 
Director •• ay not be l.ercl.lng 
It. etcwardshlp reaponslbilltles. 

Conalatently ~.llnqu'nt audit reportB 
•• y Indloate I •• rlou8 prOble. with 
flnanolal ~.corda or accountIng 
prca.dur,. which n.c ••• ltatla 
e.tr ... offortl on the part o~ thl 
accounting .taf! and tbe auditor. 
to COIIplet.Q tha eudlt. 

AudIt cona •• y aho Incre .. , • 
• lgnUloantly. 

While • reolplent .ay rlcel.a a 
·cllan opinion· froe thl aUditor, 
thlra 3rl often .any ar.a. in whlcb 
the .udltor cln Bake IU99 •• tlona 
for Isproved flnanolal control. 
The lupplesental latter prowld •• 
thl forus for auch coaaenta. 
They aay not bl •• ter lilay 
algnlflcant nov, but If not 
corrected, could blcOllw algnlfloant 
In the future. 

The ablenc. of an audit conaltta. 
depr lYl. the lIOar~ of DIreo'tou 
the u.e of one of the .olt 
eff.ctl.1 toola a.allable to 
••• I.t In the proper dlacharge 
of flduolary r.aponalbilitiea. 
In a~dltlon, It la not In 
caftplianci with a basic 
rlcoa.lndltlon In LSC'. Audit and 
Accounting auld. for recipient. 
and Audltou. 

-,-----~ 
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BOARD or DIRECTOAll 
(Contlnuodlc 

Approv. 
Audltora 

Edt Confereno. 

"Inut .. 

bNNUAL FINANCIAL S!ATY~£NTS AND AUDIT REpoRTS IContlnu.dl 

Celterlll 

Th. 801,d of Dlr.ct~f' .hould 
Ipprov. the Ippolnt.tnt of the 
,udlta". 

Thl Doard at Director. "Inut •• 
ehould refllot th.t the annual 
Audit Rlport .nd !udltor'. 
Suppl"lntal L,.ttlC VUI dl.oll .... d 
with •• nlg ... nt and thl aUditor., 
.nd 4.flol.nol •• , If .ny, vera 
•• tlal,otorlly .ddr •••• d. 

Th~ Ic.rd of Dlr.ctor. Ihould have 
pOUel .. defining .ppropeht, 
pa'AI,tee. for '\lnd ... nta1 
flnlnotl1 dlel.lon.. All flnanol.l 
d.cliion. within th, •• p.e ... ter. 
.hould b. r.cord.d l.n the alnutl3. 
Apprpprlatl par .. lt.rl ahould not 
Inolude h.avy Iny01v~.nt In dally 
operating dlctelonl by aOled 
.Iabarl, but ahou14 be .ufflcllnt 
to .n.ur. that the flnanolal 
oper.tlon. erl dl.ohar9,d 
Idlqyat.ly. , 

Ald. In Evalultlng Crlterll 

A e.vl,v.of the dOCIla.ntatlon on 
the •• It conf.r.nc •• hould 
Inolud •• dl.cu.~lon of 
.lgnltlolnt veakn •••• *, If 
In1, and corr.ottv. aotlon 
pe •• eelbed b1 the aoacd • 

- "tnut.. should ,.cord a ol.a, 
pl.n of the lav.l. cf 
lutho,It1 .nd t.apon.lblllt1 
and ol.ar plan. of ao~Ion. 

Auditor. report to the Individual 
oc bod1 that hlr •• th ••• 
H.nlg •• lnt .hould not b. the 
.01 •• ourol In control of 
r.portlng on thl 'In.nclll 
plrfor.IAo. of It. proge ... 

Th. ,.Ilue. to hlv, an •• It 
conf.r.nci vlth top .Inlg ••• nt and 
the laird of Dlreoto,. d.~rlY •• 
the ludltor of the opportunlt1 to 
obtain additional Infor'ltlcn vhloh 
.11 have I b.atlng on the 
oancluelon •• 

Llok of doou.entatlon In the 
.Inut.e .IY t •• ult In inadequlte 
ooaaunloltlon to 'Inage.ent. In 
Iddltlon, It viiI b. dlffloult 
to l.t.r d •• on.trat •• that the 
10lrd had ad.quat~ly dllohargad 
H, Uducllty r .. ponalbilltl .... 

-------------------------------~~----------------~,,~ 
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ley ale.tnt. 

\UTIIOllIIATlON ar 
IOMD. 

aln!; Account'l) 

lacOHCJLIATJOHSt 
Monthly 

~!cAL SERVICES CORPOkATJOH 

rUHDAHEHTAL CIIITlIUA 

I"HI! ACCOUHT8 

Cl'lhrll 

alch bank account .hould b. 
luthorlzed by the recipient'. 
loard of Dluctou OL' by the 
plrlon dtl.g.t~ by the lo.rd. 
There .hould be ,ufflclent 
jUltlfAcatlon for U.'ng .ore thin 
one bank Iccount. Any account 
not u'ld ahould be cl0.td Ind 
the b.n~ notlflod In vrltlng n~t 
to prOCe ••• ny .ub •• qulnt 
tran •• ctlon.. Any re.alnlng 
~ank check. for elo.ed account • 
• hould b. d •• troy.d. 

All check .Igner •• hould be 
d,.lgnated bylh. loard of 
Dlr.otor. or by the perlon 
diligattd by the Ioard. 
Authorl •• d ch.ck .Igner. vho vere 
ter.lnlt.d .holdd h .... their, 
lulhorl •• tlon. to .Ign check. 
cancelled on the blnkl.' record., 

Atd. In a.aJultlng Crlterll 

laird .Inutl. ehould reflect 
loerd eppro •• l of nlv blnt 
.ccount •• 

lo.rd Minute •• houl" reflect the 
de.lgnltlon of .uthoriald chIck 
• Ign.r.. A log .hould be .Ipt 
of III ptreon •• uthorlald to 
,Ign check.. Thl •• hould be 
updltld ., people .rl .ddld 
or d.lettd Ind the dlte tht 
bank v., notlfl.d Indlc.ted 
bllide the n .... 

lanll .tat .... nt8 .hould be UconcU.d A reconclll.tlon pr(ICedur. I:IlIould 
aonthly to th. genlr.l ledg.r. br d~UI.nt.d to Inlur. Ita 

~ .lllnl.1 .~d Iccur.cr. 

1 

Dor.ant bank .ccount. pr9~lde 
gre.tlr opportunity for 
Indl,ldual. to fraudulentlr 
dl~burll oalh ~d co •• r th~ 
d.,burt •• nt 1n the recor"". 

An ~ccount that I. no lon9.r 
uB.d I •• ro bal.nce, and II not 
for •• Uy alolld cln b. UI'" to 
depo.lt' r.clpllnt c •• h rtc.lpt. 
'~d fr.udullnt!r dl.bur.. thea. 

Check ••• y bl fr.udulentl, l •• ~,d 
vlth .Ignltur .. th.t are i'/o • 
10ng.r or nl~.r vir •• uthorl •• d • 

.rop.r reconclll.tlon proct4ur •• viii 
.ubat.ntl.lty Incr •••• the 1111111-
hood of Irr&gul.r dl.burl.tntl 
blln, dl.c~'~red on • tl.,l, b •• la. 
It viii .leo reduce tb. t.pt.tlon 
to ·borr~~ fund. vlth the Intent 
to PlY blck lltlr. 

the reconclll.tlon procedure I. I 
eu~4 .. entll control technlqu. 
~nd f.llur. to u •• It .. y b. 
Interprlt.d •• n.,llglnce, 
.Ipecl.lly In .n .n.I~ORII.nt wh,re 
fuU 1I,t8,atlon of dutl ••• 
II not pr.otlc.bl •• 

-,------
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• 

by 11l •• nt, 

aECOllCILIATIOIf 
IContinued), 

Dooua.ntatlon 

Adjult. .. nt. 

Cr4ttrl. 

The reconciliation .hould ba 
revie"ed and appravad by a 
,a.pon.lbll IndlvleSu.l aneS luch 
rlvl." approprla:lly 4ocuacnt.d. 

All r.qulr64 ,.djultaenta to the 
glnlr,l ladglr cllh bal.nea 
leSlntlelld through the 
r.concillatlon ~roc.dur •• hould be 
poltld pra.ptly. IThl Idiu.taent 
Ihould be po.t.d through thl 
gen.c.l journll., 

Aid, 'n ".tuftlng Crlt,r'a 

I,a.lnl thl aonthlr bank 
rlooncillationi' • 

- Yev. the» bIen prlpar.d 
f9C .Ich blnk Iccount? 

- 1. th. riconcillation 
•• llgnad to .00Ion. 
w4tb no bookkl.plng 
dutl •• 

- DO.. tb. plrlon 
revie"Ing Ind 
IPpeol/lny tile 
raconcU aUon 
know how to do 
it .ff.ctlv.ly? 

- la the ravl.v 
and approval 
doGualnt.d on the 
reconolUaUon? 

D.t.,aln. that .diu~talnt. to 
the cllb Iccount which hlVI 

u bltn ldll\tlttttd on lhl 
,.conclliltlona hlv. bean 
prop.rly POI ted to the 
,g.nltal journll I"d g.neral 
1Idger. 

Wltbout lucb • croll-chICk, .ctor. 
Ot lrclgull,ltl., .'lI 90 
unnotlc.d. 

'. 

--__ --.~a. .......................... .n .... ~.. _ .. mwa . ---------------------------------------------~g---------------------------------------------------~,,~--
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".1 alt.nnh 

~"I1'IAL COI/TIlOL. 
Accountability 

Hall 

Receipts lleco~4 

Otpollt 

~COUl/tlHQ Il!COIlD5. 
'ourc, .nel 

Pllrpol. 

Rtc:tlpt to 
Depo.lt 

--

kEO"!. DtRYICe:l CORl'OftAt!!!!! 

lUH~AK£Ht"!' CIlITF-RIA 

Crlttrla 

AecounUblllty OVI( cull Ihould be 
• It.blilhed ••• oon .1 • cI.h 
Itta I. nClhed. It ehould b, 
•• llgntel to • pet Ion vlth no other 
hook ••• plng dutle., vhenevI' 
polilbl •• 

QM!I IlECItUT. 

Aida In evaluating Criteria 

Mhlneye, PO'IJ.ble l nonaccountlng 
Indlylelual •• hould b ••• llgnld 
to rec.ly~ anel racord calh 
receipt.. Thl. 'e the 'Olt 
(undl.ent,l .tr.gulrd 1n 
protecting agAln.t 
Irugulultl .. , 

Accountability .hould blgln v1th thl Till •• 11 .hould bo optntd 
Indlwldu.l opining thl ,.11. (vh,nlvl' po.slble, by I 

porion vlth no oth., 
bookkeeping duthl. 

Th. chick a Ihould b, ,e.ttlctlvely 
tndorl.d by the Indlvidull 
opening the •• 11. 

Zach rec.lpt IhOll14 be recorclfd in • 
journal or 011 II 1111:Ing by the 
p.r.on opining the '111. 

All recalptl .houl4 bt depo,lted at 
l~ •• t onet I v •• ~ (d~lly vhen 
polilbl.) • 

the .ccount1ng record, ,hould 
ad,qu.tlly ldlntlfy III c •• h 
r,cllptl .1 to .ource and purpol •• 

The record •• hould allov An 
Indlvlclul1 to hf,C' the rec.!pt. 
fro. Inltl'l 11~(lng to the 
d,po.lt In the blr.A account to 
the glnlr.l llclglr po.tlng. 

Thl ,nclorl",.nt .1.uuB Ii.t 
a"INped on the oh.ok. 

Th' r.c.lpl jour nil thould ll.t 
th. 'Mount, ,n4 plyor fQr 
ellch ohtck. 

R.vltv d.poalt .llp. to ,onltor 
the fr!qulnoy oe depolltl. 

".vlev the r,cllptl journ.l to 
deter"lnl t.hat both the .our" .. 
Inel pur poI. Ir. ol'lrly 
ldent-arllel. 

Trlc. 'IYlr.1 o •• h r.oaaptl rr~ 
the Initial lilting. throu9h 
thl ~J;;I"!tll hdget. 11. 
revlevlr ae un.ble to do thll, 
thl Iy.t •• I. not .dequlte. 

Th. Najor rllk In thl •• ree occur • 
vhln In Individual vlth r.corel 
k.eplng re.pon.lbilltl •• I, al.o 
r •• pon.tbl. (or .Itabll.hlng the 
Inltlll accountability for o •• h. 
Suoh an Indlvielull could ol.h I 
oheok or ,onlt oreltr Ind then 
lelJUlt the rlcordl to OOWI~ thl 
lrr.guhrlU ... 

Undepollt.4 It ... rl.k bllng lo.t 
or .t.approprlattel. 

Lack of control OYlr oa.h M,.n. 
Il ,ay 10 unr.cor~leI anel 
unct,poll teel. 

Inadequlte record kelplnq ~'r .llow 
deposits to go unrecordeel nth, 
appropriate l,elglr.. Thl. 
produot' Inlccuratl 11nlnclal 
.tateaent. and ,anag ••• nt report., 

_________________________________________ ~ .. .a .. ~ .......... ~ .......... ~ ........................ ~ .... ~ ...... ~~ .......................... .n~~ ....... _ .... ~ ...... ~~: ........... ~ .... __ .... ~ .... __ .. __ .~ __________________________ .. ____ ~ .. __ .. ______ ._----------~!~I--~-------• ...-, .. r. -
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MANAGING fUACUASISI 
Puech .. e 

Appeovala 

Invoice and 
Receipt 
V.dnc.tlon 

Control ovec 
Duplicata 
Payaentl 

CU£C~ PREPARATION I 
punllllb".d 

Authorh.d 
slgnatura 

Paye .. 

LEGAL SI:RVIC~S COH!'ORATIOH 

FUHOAH&NTAL CRITERIA 

CASU DISBURSEMENTS 

Crlhrla 

A~roval ,hou14 be r.qulred .t .n 
approprlata lev.l of aAn~geaent 
before a noncancallabl. coaalta.nt 
can bl a&4a. 

An Internal verification that goodl 
and ,arvlca. war a actuallY 
rec.lved and the v.ndor'l Involca 
doea n~t contain arrOra In pricing. 
•• tenalcn, qUlntltia. Or footing 
,hould he perfcraed and doclIII.ntad. 

Docllll.nt •• bould ba aark.d paid or 
otb.rwl.a c.ncallad to avoid 
dupllc.t. p.yaent. Tha cblck 
nuab,r and pay date Ihould alIa ba 
notad on tha Involc. or oth.r 
,uppoct'ni docua.nt.tlon. 

AU dllbuu .. entl (otber thin patty 
c •• hl ,hould b. a.d. by 
pr.nllllbart4 ch.ck., 

111 chackl ,hould bo ,Igned by In 
,ndlvlduallal luthorlzed by tb. 
loard of D ractor •• 

No check. ..y b. ..da payabl. to 
clah or to a.ploy... ..c.pt 
a.pana. r.I.bur .... nt. and 
p.yroal chackl. Th.t •• hould b. 
a wrltt,n prohibition again., 
Ilgnln~ blank check •• 

a 

Aid, In .valuatlng Crlte,I. 

Crlt.ria for pUfCh.IUI .hould be 
dOCUMented along with ap~roptlata 
procaduee,. ror •• a.ple, 
all Iteal under $100 '.Y 
ne,d ana .anageaent .lgnature, 
oVlr ,100 two .Ignaturl •• 

frlnw=blted and control lad 
ucelvlng docllllintl a, 
rlcelvlng log or a receipt 
\ledUc,tlon on the Il\IIolcl 
.hould Ivldenca that good. 
and l.rvlc.1 werl ~ctually 
reoalvld. 

vlrlficatlon procadure. to 
valldatl vlndor nusb.rl, 
quantltl •• , •• ountl, ato., 
Ihould b. r.vlewed. 

Proc_dura. for preparation, 
voiding, .a(lguardlng or othlr­
wi. I canceling 10ueCI 
docua.ntatlon to pravent reuae 
,a.g., vouchata, Invoici' 
.nd adju.t •• nt for.'1 ahould 
b. In oplratlon. 

- t 

/' 

Fallura to follow thl purch.l. 
approval procas. a.y teault In 
purch ••••• ad. without the 
knowledge of approprlat. 
•• nag ••• nt or at un.cceptable 
prlca, or tar ••• 

without adequate Internal 
v~rltlcatAon caDh .. ~~ be 
dlwbur •• d for ~ooda and 
lervlc'l not recelv.d, In 
adv.nce of receipt, or In the 
wrong .. aunt. 

ln~dequa,e docuaent control •• y 
re.ult In duplicate payaentl. 

Without prenuabcred check a calh 
.ay be laproparly dl,burled or 
recorded. 

•• Ilure to adh.re to tha check 
II~nlng authotl,atlonl .ar r •• ult 
In ca.h being dl.buracd w thout 
apptoprlate .anage.,nt knowl.dge. 

Chack. aade payable to ca.h .ra not 
adequat.ly ldlntl(l~d with the 
ptr,on c •• hlng the check. A chtck 
to ·c ... ,," h negotiable and 
thdretote doel not protect agalnjt 
thn I~ptoper c~yh'ng of • loat or 
.lspl"r.ld ch'llli.. 



PI. i • 

Key I!!hll~nla 

RECORD KEEPING. 
DhbUrIJ~lI~nt. 

Journal/Voucher 
Regbter 

DilbUUtlllnt 
rUing 
SYlt_ 

Property RlI<:ord 

CASH DISBURSEHENTS (Continued) 

Criteria 

An effective aethod ahould be 
eatabllshed to InLtlally record 
and cAt&gorfwo disbursements 
and then su.aarlle th_ for 
recordIng In thl genlral ledger. 

An orglnlled •• thad ahoUld bft 
•• tabIQlhed to accu.ullte and 
fll. all document. rel&tlng to a 
particular dl.bur.~tnt for 
future reference. 

Purch •• e~ of property ahould r •• ult 
In the preparltlon of an In~ernll 
property ncord •. The prop.rty 
record .hould Includes 

- de.c~lptlon of the property 
- date .cqulred 

orlglnl1 COlt 
- funding .ourc. 
- lI.tlaated life 

(defreclatlon .,thad) 
- Ident flcltlon nuaber 

The property .ub.ldlary record IIU.t 
agree with the glnoral ledger 
pr.operty account •• 

Aida In Bvaluatlng Criteria 
,.. 

Review the cash disbursements 
.journal or other aethods used 
lo Initially record check •• 

- Is It organized to allow 
efficient .uaaarilation 
of naturll exp.nael 
(trlvel, rent, etc.). 
natural expenae. by fund, 
and natural e.pana.~ by 
COlt cenhr? 

~ la It po.ted to the 
general ledg8r on • 
current ball., I.e • 
• onthly? 

- Art III checkl lilted 
In nuaerlcll 
•• qu.nc.! IncludIng 
.old.d en.cke? 

- Do the .Ublldl.r; 
record., If .ny, 
.gce. IIlth the 
ponlng! to the 
genllllil ledg.r? 

Select a .aNple of dlebur.~ent 
chec~ •• nd trace the. to th.lr 
lource docuaen~.. Are the 
.upportlng docunent. 
acc •••• bl. In the fill.? 

{, 

na.e the property det.ll. b~en 
added .nd reconciled to the 
general ledger control 
Iccount'l If 10, what vert 
the ce.uU.., 

(/ 

An Ineff~etlve .ethed for Inltl.lly 
recordIng dl.bur.eaent •• 'Y 
adw.r •• ly .ffect the ability to 
accur.tely report to •• n.gea.nt 
on lotU.,! •• pen •••• 

laproper filing of lource docuaenta 
coull!l r .. uH In dllplic.to 
payaant., or the .u.plclon of 
Irregul.rltl.a due to the Inability 
to lupport dlebur.eatnt •• 

PIllur. to .alntaln adequate 
property r.cord • •• V re,ult In 
the Inability to fully 
account for flx.d .'Itt purcha.e., 
and to .upport depr.el.tlon .. aunt. 
and prop.rty •••• t bllanc ••• 

" 

---.-------------------.----.--~-------~~--.--{--------~----~ .. ,~~ -
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Key EIMent,! Crlterb 
GEHEAAI. DrIilBURS~EHT 

TEST . 

CASH DISBURSEH~HTS /ContlnueJI 

Ald. In Evaluating Crlt~rl. 

Dleburse..nt procedure verification 

R~vl.~ .... ple of c •• h dl.bur ••••• nt 
ch.ckm. Includ. eo.e that appear 
unuDual to you •• large a.ount., 
round doll.r. a.ount., .tcange 
vendor., payaent. to .. ploy •••• 
board ... b.re, .tc • 

• Ar. the cbecka uupported by 
aaequate docua.ntatlon? 

- r. there docuaentatlon on 
the invoice that It VI. 
cl.rlc.lly cblcked? 

• W~I the 't .. purch •• ld In 
accordance vlth .tlndlrd 
cpe'ltlng procedure.? 1.1., 
I. th.re docuaentltlon 01 
who lnltlatad the pu,chl.e 
And vho Ipp,ov~d tt? 

- Wa. .vldenc. of the receipt 
of good. or 'e,vlce' not.d? 

- W •• the Involcl cancel1edl 

- Wal It POI ted to tbe 
eccoun~ to wblch it WI. 
coded in tbe gene,al 
1edg.r, and wa. tbe 
Iccount approprllte? 

- WI. the ,upportlng 
docwuntlUon 
acc ••• lble In the 
Uh.l 

L ... 

,-~';~------------~--~,~-------------------~ (I '_ 
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ttGAL S£RVIC!S CORPORATION 

rUNOAHEHTAL CRIT£Rl~ 

ICe!! IltJIente 

Rrl::OROS. 
,ayroll Reglnter 

Criteria 

The pl1roll regl.ter ahould list all 
a.ployaeD paid by naMe, check 
nu~btt, grol. pay, ~lthholdlng. 
an4 net pay. 

Attendance Record An attendance record thould be 
~alntllned for elch •• ploy •• and 
should b. approved by the 
tIIp101l1lll'I, lup"'tllor. 

Vlcatlon and 
SIck Le.v. 

IndivIdual 
Rarnln91 

'''Iannal rIle 

A tecotd of •• c_tlon, and alck 
leave tift. Ihould be aalntalned 
(or e.eh "ploy... It thould 
In~lude the tift .. accrued and 
taken Ind the Ival1abl, balance. 

A record or CUMulative Indl~ldu.l 
earning •• ~d vlthholdlng 
•• ounta .hould be ft.lnt.lned 
foJ. IIIIch pauon, 

!Ach .Mpleree Ihould have a 
perDonnel fIle which Includea 
dOcUMent.tlon concerning 
appolntatnt., position 
reclalllficat'onD, lalary ratea 
and t,rylnatlon •• 

Ald. In Evaluating Crltlrla 

Rlvlew the p.yroll regllt.r for 
contant and accuracy. Al.o, 
obtain the lateet qUlrterly 
vlthholdlng reportl fra. the 
rederal and Stlt, authorltle. 
to dlttor"ln. that ther vice 
filed on tl •• and vlthholding 
ta.e. are belnv paid correctly. 

A review of leveral ~p10y.,. 
plroonnel fll,. vll1 1ndlc.t. 
the .dtqu.~y of rccordc 
required ~or Indlvlduat •• 

To doters In. If .allry chang,e art 
properly autnorS.ed, e.alline 
an I.ployee'. fIla to dlter.lne 
If proper authorl.atlon ••• llt 
for the par rate lndlc.ted on 
the parrol r.gllter. 

t 

1te lack or an adequat. payroll 
reg liter .ay r •• ult In, 

- unautllor hod Hount. Itl tl,h.ld 
frOlll .. ploy ... 

- eaploye •• patd unauthorl.ed 

a.ount. 
- l'proplr t •• vlthholdlng 

Baplor'e •• ay b. paAd for dar. not 
1/0rk,d. 

Inadequlte 'tlcltlon and oVlrtl"e 
coapanlatory recorda •• y r •• ult In 
an .. plor" recetvlng .xo~I.lve 
vacation or In unvarrantod vag. 
clal ... , 

Recording everr plyroll tran.actlon 
on an Individual ,.rnlng. record 
viii a •• 1st In preVenting dupllcat, 
par-enta I"~" ca.pute, propared 
check follovtd by ••• nually 
preparell check.) 

Uniuthorllill adiult.entl "y b. 
processed to Increaat or deerea •• 
a.ountl pald to on. or .ore 
.. ploy .... 

, « 



lCey £l .. ent~ 
Labor 

Diat,. Ibutlon 

::ONTROLLING 
PAYH£NTSI 

ApproVila 

eclterb 
A record .hould hi prepAred to 

docuaent the cha,glng of the 
graIl p.yroll "p.n •• to the 
proper aceount./fund./co.t 
center •• 

Silary a~d w.ga rate. should be 
approved by an authorlJ'~ 
Individual 1n ~rltlng. 
Procedure. .Utt b. ad.~uat. to 

f
rovld. that eDfloy.ee ar. p&Id 
n lecord.ne. w thapprov.d 

wlyl and .allry plan'. 

PAYHOLL IContinuedl 

Aida In £V.lultlny Criteria 
A ~Iyroll r~g,.te, w Ii normAlly 

Ilway ••• I.t at I progr... If 
a deficiency do ••• ~Itt It •• y 
b. In the docua'lItaUnn of the 
.alary .'penl. dl.trlbutlon. 
Therefor., the dl.trlbutlon of 
the grol. Ply for onl PlY 
p.rlod .hould bl rlvlewed. 

- Thlrl ahould b. an Ifflclent 
•• thod for aua.lrlalng thl 
charg •• to the approprlatl 
I,",n •• account.. Th. 
dl.trlbutlon .hnuld bl on a 
.tlndlrd jour nil .ntry for •• 

- the dl.trlhutlon rlcord .hould 
tie directly to thl general 
ledger a.:eountl. 

- the for.lt .hould Iccoaaodatl 
fund and eo.t c.ntlr 
accounting. 

a,vllw the wagl and •• lary plen. 
It .hould doeuaant thl 
follo111ngl 

- authorlz.d rate. or aallry 
rang I. by e.ploY.1 group. 
•• perlenc. Ite. 

- frl~ulncy of payaant 

- ovartl •• pollol.l, rat •• 
to bl plld, eto, 

- IIIglbllity for benoflt. 
and lI.it. 

b.nlrlt COlt. to b. plld 
by •• ployee 

- polloi •• r.lated to 
caploy.. advance. and 
,xpln •• rel.bur .... nt. 

r _. 

Rlak. 
Inade~uatl 1'~18tflbution r.cord, •• r re.ult In unddr or over 

al OCltlon of payroll eoata to 
fUnding .ourc... A funding lourci 
audit .ay thin rl.ult In dlaallowld 
p.yroll Ixpen •••• 

Fallure to ~pprove pavroll aetlona 
ot the .baeneR at In .pproprldt. 
WAg. and 'Qtlry plan cay 
rllult lnl 

- unauthorized payroll adjuIl.lnta 

- eMcI •• lva payroll coat. 

- violation of .InIMuM wig-
llW., union contraeta, ItC. 

- uncoillctibl. eeploye. advanci 
account. 

-
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!!L.Jlleatentll 

Adjuat.ents 

lapfut Dank 
Account 

Croell to Net to 
taploy.e 

TAX LANI 
Quar ter ly 

Iftthlloldlng 
lIeport 

CrHer .. 

Any adJUstNent to Parrolt 
alaburaeaent. Ihuu d be approved 
by An .uth~rlft.J Indlvldu'l 
Independent of payroll 
prep-uUon. 

Paycoll cheek. 'hould be sIgned 
by pectona havfrlg no pllrt In 
prep.clng the "eYroll. 

Payroll •• hould be dlaburaed froN 
an I.fr.lt b.nk account 
r .. tr ctad for th.t purpoae, 

taploYle. should be furnished 
In(orNltlon on tnelr 9ro •• 
earnlngl. deductions (r~ 
e.rnlngl, etc. with th.lr 
p;yrCill checks, 

Proper wIthholding end prompt 
P')'Dent of appllccble rederal, 
.tate and loc.l Income and 
P'yroll t •••• 8hould be evidenced 
by the qu~rterly withholding 
reporta ,ror. '41, to the 
Ipproprlate autho~ltle •• 

PAYROLL (Contlnuedl 

Aldl In eVlluatlng Crlt.r!! 

The wagl .nd lalary plan ahould 
cont.ln a cle.r atat •• ent of 
crltsrla or POlicy relatad 
to PQyroll adjultDent., 
Controlled .tlndlrd adjultaant 
for ••• Iy b. h,lpful. 

Review th, clncelled payroll 
checkl for the prloc .onth 
Ind verIfy th.t the perlon 
algnlng th, cheeka hid no 
part In tht oheat pctraration. 

V~rlfy that thera l. a I.parat. 
P.yroll ban~ accOunt, 
Detecalne th, polloI •• 
surroundIng aa.h deposIta, 
withdrawal. and check. Wtltt,n 
on It. (Th •• , POllole. 
ahould b, .ade wIth respect 
to th, nuabtr of tNployee. 'n 
the ofUell' 

The fOcMlt for furnIshing 
e~ployee. theft ~.~{o11 
InforM.tlon IhoUld Inalude • 
breakdVjvn for e~oh deduotlon. 'f 

Obtlln:the llt.at qUlrterl~ 
wIthholding report. (caa the 
Feder. land .tlte 'Uthorltll. to 
detlrMlne th,t ther Wert fIled 
on tl.,'and wlthho ding til,. 
Ire beIng paid corr'otl,. 

1 

RJah 

Adju~tMent. ear be ,pproved that ara 
not IOclptab I to .anlgea_nt. 

Th' "eparltlon of dutl •• I. a 
fundlNent.l aoaponent of Qdequ~t. 
Intern.l oontrol. It let. al a 
d'terrent to unauthorlled plyrol1 aotlone. 

The lack of an I.pr •• t payroll 
account cln rOlult In unauthorized 
UI' of payroll aonl •• , 

R.vlew at pay .tub br Indlvlduol 
d,cr.aae. the, po •• bllity for 
unauthorized deduction. and 
h.lp. Inlure thlt a Mlle,lcul,tlon 
or In unauthorlzod deduotlon 
I. dleeov'rld pro.ptly. 

Llwa 'and governM~ntal flr9ulatlon ••• Y 
not b. COMplIed with vhen thor. I. 
a t.llur. to eOlleat Ind report t •• 
WithholdIng. in a tl •• ly Ind 
acourat •• Inner. 
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llay I!hunU 

1.:£11£11,. .. ,'OUIIII\L 

"WAL FeIIYIC.., COlll'ORATIOif 

rUHDAH£IITAL CPITF!!A 

bid, In !v.luatlng Crltlrlt 

Th." .boul.! be no ,UlIct Inu I.. Revle" til' aaner.l Journal tor Ch. 
.u th. 4.n.tal l,d9lt, EvelY crltart. ll.t.a. 
tntry to thl g.n.,al l.dg.r not 
originating froa the C •• h IIlc.iptl 
JO\lrnll, tal/roU A.glnn/Llbor 
Illlltributionl, Cuh Ohbuu ... ntl 
Journal or C11.nt ~CUlt 
'~b.idla,y .Icord. or anr othlr 
.ub.ldl.rl/ 'tcnrd ahnuld nltlally 
bo po.ted to th. alnl",l Journd. 

Each .ntr~ to the alnet.l Journal 
"ll01l1d btl . 

- fully dl.crlbld 
- ad.quataly docuaent.d 
- aequlntlally nueb.,-d 
- 'lIproved by .n .ut" .dltd 

Individual. 

« 

E ••• lna th. aen.ral Ledg.r to 
In.uta th.t all Intel •• It. 
rlf.t.nc.d to whl" th.y 
orlglnlted. 

1.1.ln. the .upportlng 
docualntatlon tor •• v.ral 
alnltal Journ.l .Itrl •• for 
11~.ral dlttll.n~ aonth •• 
V.tlfy thlt III .ntr',. w.r. 
approv.d I. writing bV thl 
Indlvldu.l ••• lgn.4 that 
rttpon.lbIUty. 

r 

i 

Illata 

.o.tlng of .nttl •• dlr.ctly to th. 
gan.t.l 1.dger Incc ••••• the 
po •• lbility of Inappropci.t., 
unauthoclaed, o~ un.uppotted 
.ntrl ... 

Un.upport.d o£ poorly t.t.r.nc.d 
.ntrl •• Ir. dlftlcult to trac, 
and alk. It alfelcult to 
det.ct lrragula,ltl ••• 

Jncoapl.t" lnaccurat., or 
IIn.upport.d .ntrl •• to th. 
gln.ral 1.d9.r Incr •••• the 
po •• lbllltv thlt the tlnlnclal 
alta a.y al.t.pt.l.nt th. 
actull 'In.ncla1 polltlon. 

/0 

Ii 

I 
I ' 

! , 
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Key ElelllenU 

CLIENT TRUST 
II£CORDS: 

Individual 
Balance 

Ceneral Ledger 
Control 

Rec:oncl1latlon 

~~~A~ ~~KVJC~ CUKPURATIOH 

FUHDAHEHTAL CIIIT!RJ~ 

CLIENT TRUST ACCDUHTUic 

Criteria 

Each progr.~ should eltabllsh a 
aethod to deterNine the balance 
for each client'. accountl. 

The tran.actlonl of the client truet 
~ccountlng ayatea 8hould be under 
general led~er control. 

The total of the Individual client 
fundi held Ihould be reconciled 
to the general ledger bank account 
balance and genet.t ledger 
liability balance on a aonthly 
bula. 

Aida In C'/aluaUng Criterh 

Revlev the clIent truat ledger 
cards or recorda to deter.lne 
that Individual client balancea 
are being .alntalneO. 

... r~currlng weakneel. not alway. 
Immedlatelr obvioul. la that 
although c lent fundi are 
InclUded I~ the gener.l ledger, 
they .ay not be under general 
ledger control. Verify t~.t 
the balance In the general 
ledger relulta (ra. recording 
total recelpta froa client. and. 
total dllbur.ementa for cllenta 
Nade durlnq tne .onth. 

E •• alne •• onthly bank 
reconciliation: 

- DeterMine that the Individual 
client ledger carda have 
been added and agree with 
the bank raconcillatlon. 

- Trace the bank b.lln~e to the 
bank stateMent and book 
balance to the general 
ledger for on •• onth. 

- OeterNlne that journal 
antrles .aka adjultlng 
entriGa aro properly 
lupportecS. 

- If the latest reconciliation 
haa reconciling Ite~s that 
have been outstanding for 
over two .onth. deter.lne 
how the ItCNa viii ulti.ately 
be .Uapoaed of. 

t 

" 

Accurate Individual client trust 
balancea .1 required by .tendard. 
of, prof •• elonal legal pr.ctlce are 
also e'lentlal in .alntalnlng 
client and COMmunity relation •• 

The legal prolelalon 10 held to a 
high ethical atendard of 
accountability when ollent funds 
ara Involved. Defaultl. eYen If 
aNounts Involved ara not naterlal. 
with r •• pect to the Itan~ard of 
accountability .ay lubject the 
r.a~on.lble attorney and the 
ProJeot Director to review by the 
local o· state liar. 

Delinquent or Inaccurate fPConcllla­
tion reprelentl a lack of adequate 
control oYer flnanolal trannActlon. 
ancS Increaaea the poaalbility that 
teragular tranaactlon. viii be 
undetected. or aocountability for 
client fundi viii be 101t. 

:1 
.\ 

I n 

" 
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lev Ihunt. 

QJS80ASDCairS. 
lIepuUa •• nk 

AccOunt 

'ten ... b.red 
Check. 

Ad.qulte 
Doc"'.nteUon 

IICIU'!&. 
Quplicne. 

,cenuabuld 

CLIFK! !lUST ACCOUNtING /Contlnuedl 

A lep.rlte b.nk ICCOUnt ahould b. 
1.lntalnld only tor cll.nt fund., 
Th. control. OVlr thl. ICCOunt 
.hould b. a. 'p.cl'Ic and cl'.rly 
.t.t • ., a. the control ••• t.blt.hld 
for thl progr .. •• 'lgu1ar blnk 
account, Cltlnt tund ••• y not bl 
coaa~ngll4 vlth Iny oth.r tundl. 

,r.nuabeeod cb.ck. Ibould b. ua,d 
tor dl.bur .... nt.. All cbeck 
nuaben .hould be .ccounted tor. 

Doc .... nt.t!on lupport'ng the 
re.lOn tor .acb dl.bur .... nt 
.hould b. r.t.tn.d 1n tb. till •• 

.~.n ... ber.d rlcllpt •• hou14 b. 
I •• u.d for III aoq.y r.celved 
frca cll.nt.. AccOuntlbtlt~r 
In tb, for. ot dupllclt. cop I' 
of the r,celpt. t',uld ahould 
b. adntlln • ." 

A'''a In Evalultlng Crttlrl. 

V.rlfy thlt I .'p.rlt. bank 
aCCOunt I, b.lng u •• d Ind ~h.t 
the crlc.r'l .n4 pollet •• 
concerning It •. u., Ir. 
4ac .... nte". 

A.vl.w tb. dl.bur .... nt r.gl.ter 
for prop.r r.cor4lng of III 
ch.ck nuab.". 

Th~ ~ourc. dac .... nt. tor clah 
" .... bun ... nt •• boul4 b. the 
vOucb~r .copl.. of tbs Ch,ck or 
the cll.nt tru.t caah 
"I.bur .... nt book. r.cb cll.nt 
dl.bur .... nt .hou14 b • 
• upport.d by I r~u •• t tro. 
the ca.. Ittorney or otber 
docuaentatlon th.t 
.ub.tlntlltl. tb. propriety 
of tb. dl.bur .... nt. 

Th. ,our~. dacwalnt. for 
rec.lpt. .hould b. the 
P~lnuaber.d cllint ,.c.'pt., 
Sp.cltlo Peopl, lhould b. 
d •• Ignited to l,.ue rlcelpt •• 
Cll.nte. aholl14 b. Idvhtd of 
the indlvldull who cln 
rec.lv. ca.h Ip.rhlp. by I 
.Ign In thl ottlcl whlch CQuid 
Include I ... pl. of the rlc.lpt 
th.y .bould r.quI.tl. 

Th.r. .hould 11.0 b. docua_nt.d 
free,due •• for r,cllvtng cllh 
n In4 out of the office. 

" 

Th. blgb volwal of all.nt tru.t c.lh 
trln'.ctlon. Incr ••••• thl rl.k 

·that client funda •• y be dlv.rt.d. 
Stlndlrd. of thq llgal peot •• alon 
nor •• lly prohibIt tho COG!ngling 
at cU.nt tundl" 

Thl Ib •• ncI at prenuab.red check. 
c.n r •• ult ~n the 10" at control 
ov.r thl chlcklng ICCount, 
C~.ck. can b. written and not r.cord • .,. 

Ina"lqult. dacua.ntatlon Ind .ppro~ll 
Cln u'llit In unluthor"ed 
dhbu""lntl. 

No~.y recelv." .IY not b. rlcord.d 
It the cllb uCllpt • .reI not 
prln"beP;ld. 

---------------------~'~------_----~"~ -



-

\ 

Ill' Ileunt. 

'ROC I!DIIRIIIII 
Konthly 

Doubh-Illtry 
",thO<! 

DISIClh 
ru",' ~ccountln'1/ 

Coat Center 
~ccount1n'1 

tHAIIT or ACCOUNTS, 
Chin of 

Accountl 

- -

LtllAL SERVICES CORPORATION , 

Crlteda 

The gfneral ledglr ahould be r.8ted 
• onthly 4nd on I ttgely b •• I. 

The yeneral ledger. ahould be 
•• ntalnQd on I aoubla-entry 
bule. 

Thl general ledger d.algn .hould 
ICCa.aO<!lt. fundacc~~ntln9 
and/or cost centttr lecounU~19 and 
requltsentl In accordance II}( th 
-the lIOat "pedlent proceduflil In 
the clrcualtanc ••• 

COI~ elnter or fund .ccountl~ 
requlr .. lntl Cwhlch."r 1. not 
lncorporltld Into thl gen.rll 
ledg.r) '1, b. prowld.d for 
outlldl of thl confin •• of thl 
91nlral lld9lr. 

fhe chlrt of Iccount. Ihouldbe 
Idequltl to pro,'~. 9.nerel 
ledger dlteU lu(Uel.nt· to 
.IIUy gtlnerlte ne."e" •• nlg_er.~ 
lnfor •• tlon. 

illd. In Evlll'Jltl.nq Cr I tarla 

VetlfY th.t there II a detail,,, 
etgalng Ichedule .h~lln9 due 
".te. an" the Indl.,l"uat. 
re.ponltbl. for ,aricul 
e.at.gotha of jouclld .ntrh •• 

During the gen.rll 1.dger r.vlew 
detar.ln. that • double entry 
.uthed 'e baing usad, 'n" 
that ala entrlae are .ad, In 
tnk, 

Review the eh.rt of eccount •• 
It .houlel bit 

- clor.uaente" with all vMlld 
account. listed In" 

- a"equltely detall,d to 
provl". ne."." •• nlg .. ,nt 
lnfor.atlon. 

,rocedures ~hould allo be 
•• t.bll.hed for reque.tln, 
and apvrovlng eh.ngl. in the 
chart of acco~nt •• 

Ff' -

fi.ely .an.veQent reports ar • 
dape'ndent upon a ti ... y closing 
and teeonclllAtlon of Irrors. 
The tlllure to elo .. pro'PUt can 
allO Illlow lUaU .n" cui .. 0 •. :. to 
go undateeted for long plrlod. of 
tl'. or naver ba d.t.eted. 

Inadequat. ftnlnt.nenci of thl 
g.neral ledger '.Y vlaken control 
Dyer o.lrall oPerltion.. Audit 
COlt. ,ay nllo lner •••• 
dvnlUellntly. 

The rellabillty of .4n.geeeflt report. 
genlratld freE louree. oth.r than 
the g,n.ral l'~9.r can b. 
.Ignlfle.ntly I~p.lrld an" the 
letu.l rlport pr.par.tlon 
Ilvnlfle.ntly IOrl euablr.oa •• 

A eh.rt of account. which lick. 
adequlte detail can .lgnlfleantly 
lner •••• the tl •• nec ••• ary to 
r •••• reh a p.rtleular .ltuatlo~ 
or ob.cure the .ltuatlon 
cOllpl.tely. 
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l.y Il .. enb 

COIiTIIOI. &I.DWlT, 
Monthly 

In bll"ncil 

ror.at 

~ Ay'~ t CORro_AlroM 

ryliDAHIMTlL CAIIIAIl 

Aide In Iv.luatlng crlt,r!! 

• trial balanc. of tb. gln.ral Vlrlfy that" trial bal.nci val 
lldglr ahould bl prepared .unthly. preparld for each .ontb. 

Any out at balance condition ahould 
be Idlntlfled an4 correot.d. 

The trial balanci ahould 
faollitAte the prlpar"tlon at 
"nlg".nt r.porta. 

'Irfors a det"Il.d revl.v of on. 
trl.l balanc. and an.v.r the 
following qUilt Ion., 

- Wa. It in balanol? 

- 014 lI: agru with thegennAl 
l.dgar 4Ccountl? ITeet ona 
aonth by treolng .oa. of tbl 
balanc •• to thl gln.ral 
hdller) 

- Wa. an adding .acblnl t'PI 
r.t.lned 1n the fil.~ to 
4OCu.lnt that tbl tri.l 
b.lanol footld? 

burlng tbe pre~ioul revlev .110 
anlver thl folloving qU.ltlon. 
on for.lt. 

- Old thl trial bal"nco 
contain all of,th • 
• ccount. In tbe chart of 
accounta ev.n though 
th.rl .av ~avi bean •• ro 
bal.nce. In the gen.ral 
Ildglr? ThA, I. aOlt 
appllcabln If the trial 
bal.nco la utlli •• d to 
glner atl t'llpor t, In "au 
of th. glnaral l.dger. 

- W.I the trl". b"l'nci lor 
the g.nlr.l 11l4glr) 
41'I,ned ao th.t .11 
rlqu tid rlportl could bl 
drawn ffO. It Without 
n.,d to r.flr to oth.r 
rlcordl or p*rfora other 
.nalv ••• for .ctull 
a"Ounu? 

1 

, 

!.!.!!! 

Without I .onthly trlal blllncl, 
th.ce II no •• aut.~c. that thl 
40uble .ntry .y.t .. i. voeklng 
.ff.ctiv.ly, 

If the book I .el no~ b.l.nctd 

- Icroc. or catllton ••• y go 
undltlcted, 

- Th' ftn.nct.l po.ltlon .IV be 
e,con,oully pr' •• ntld. 

- M.nlge3.nt r.port •• 'Y bl 
In.ccue.t., therlfor. 

r •• ultlng In .rrontoul 
4.clalon •• 

Incr •••• d tl •• and .ffort .,y b. 
.p.nt on the pr'paratlon 01 
aan'g ... nt r.poet •• 

.~. 

, 
i: 
i 
f' 

il 
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lIry El~entll 

Kept on rile 

TRIAL ftALAHCI IContlnu~1 

Cr I te.!.!! 

All trial balances should be ~.pt 
on file until the audit for 
that filical y.a~ h •• bean 
co.pleted Ina tha audit. r.port 
I .. ued. 

Aids In Ivalustlng Crlterle 

Verify th.t ~ellponGlblllty for 
the (Ila •• lntenlnea h •• been 
".lgn,4. 

'. 

'/0 
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Au41t co.t •• ay lner ••••• 
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lev Elbent!! 

use or IU::I'OMTS I 
T'.ellnesa 

Progu. o!.rector 
Rev Ic~ _lIld 
Approval 

'rtF. 0, llI'ORTS. 
Totd Pcogu. 

Budg.t v •• 
Actual 

-

U:CAL SEIlVICES COH/'OIIATIOH 

l'UIIDAH£UTAL CRITEIiIA 

HANAO~EUT "fI'ONTS, 8UOOET8 AIID PROJECTIONS 

Cclterla 

Th. dlr.ctQc Ibould c,cMlve J 
,onthly .anlgeaent ceport ulthln 
a pr •• ccibed nuabec of daya aftec 
.ontb-end. 

The dlr.ctoe .hould u.e tba 
.onth1~ 'Inaga.ent r'pocta to 
Inaur. tblt III pcogrl. t •• ourc •• 
IC. fully, ."lctenllt Ind 
.U.cttUlYUltc!. 

II cuaulativ. coapa'i,on of total 
actual 'Ip.n ... agalnal total 
bud~.ted •• p.na.. 'hould b. 
pc.par.d. vieianci both avec and 
und.e .hould be idlntlfl.d on the 
'ao. of tb. c~poct. 

Pol lei •• , proc.dure. and 
ce.ponlibilltl •• for all report 
prlparltion .hould be det.ralned 
Ind docualnt.d. A tl •• 1.,I'ltl 
.hould al.o be Identlrled whicb 
l. rl"on.bl. undle the 
clrcUIIlhnc ... 

V.rlfy th.t tb. c.poct. wec. 
cO'pl.ted each .onth and on a 
ti.a1lf bull. 

Ol.cu •• with lh. pcogr •• dlr.ctor 
hi. or h.r u.e of the cepoct. 
and docUII.nt the 'I.ult. ot 
the dl.cuI.lon •• 

Blf c.viewlng the .ont.hly , 
.Inlg ••• nt rlpoct. '''IIU4t. 
Whethul 

- The r'port •• CI Inlor.4tlv. 
Inough to be .eanln~lul 
to •• nage.ant II .•. , 
largl "pen't. IC. not 
bud.4 In VIC~ bCOad! 
.zp.n'.lccountl. 

w Th.~ contllned the 
Into:'ltion ~. d •• crlb.d 
for CO.plrl~on of total. 
Igalnlt budyct, .tc, 

" 

" 

SIgnltlclntly d.layad aanage.ent 
r.partlng dOl. not celllct the 
cure.nt financial condl tlon. 'the 
org.nll~tlon elY bl ,pendlng I~ 
I.e •• I of •• pectad ,upport .nd 
rlv.nue.. Ther. i. no budgetlry 
contcol without tl •• ly rlportlng. 
Hlnlg.eent Ind the laird of 
Dltectot •• IY •• ke budgetlCY or 
(Inlnclll dlCI.lonD hiving 
.Ignlflcant tlnanclll I,plct 
without the benellt of ,el.vant 
tlnanclll Intor •• tlon, or b •• ed 
upon .rronIQU, Intoc'ltlon. 

Ireegullcitl •• thlt .,y b. r.v,al.d 
through the cavlcw of coat c.nt.r 
report •• IY dl.c10s. I.propec 
tCln.lctlon. Which .Igbt othlcwi •• 
~o unnoticed. ror .... pl., I 
n.gatlv. vlrllnc. In I .lliCY 
bUdget cltegory 'IY c.v.ll thlt 
Indlviduli. Irl b.lng plld In 
•• ce •• of luthoclaed .. aunt •• 

Honthly cevlew of th. r'port •• ay 
11.0 dllclose condition. which 
IC. the te.ult ot bookkeeping 
ercoc •• 

Th. ab.enc. of budg.t ver.u. Ictu.l 
'Ipocta could hide potentlll 
bUdgetlCY peobleN. which could, tor 
•••• pl., n,c ••• ltat. d.ce •••• d 
.pendlng. 

• .................................................. ~ ........ ~ .. n6 ................ .a .... .:~~ .............. ,na ...... ~ .................... ~ .......................... ~~ .... __ .. __ .. ______ ------~--~ t '.\ ---------------------
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ICt!r Ehlllents 

TYPE OF REPORTS 
(Continued) I 

FundIng Source 
Uudgt!t VII. 
Actual 

'Cost C tn t er 
Budget VII. 
Actual 

REPORT PREPARATIONI 
rlnanclal SYlte. 

Dealgn 

- -

HANAG£H~NT REPORTS, BUOGETS ANO PROJ£C~IONS (Continued) 

Criteria 

Special reportll by funding Bource 
designed to Meet grantor and 
Internal reporting requlre.entll 
should be prepared as required. 

The ",onthly reporting package 
ahould be designed to facilitate 
cost center reportIng. both 
budgeted expenses and actual 
e.penl!!11 IIhould be IdentU led on . 
each report.' (Capabilities to 
account for costs by plogr •• 
can evolve frOM cost center 
accounting., 

Tilt accountIng and tln.nclal 
reporting lIy.t~ to Inltl.lly 
record, calegorlze, and lu .... rlze 
(Inancl.l trans.ctlons at the 
trial balance and general ledger 
level and below should be designed 
to facilitate .an.geMent report 
prepautlon. 

Aids In EvalUating Criteria 

The review abovo IIhould aillo 
verify th~t all grantor 
reporting requlre.ents were 
..et Cfor ex •• ple, ~eportlng by 
fund). 

Detcrmlne If cost center 
reporting Is bclng us~d and 
that all COllt center requlre-
• cntll fot ",.nageMcnt and grant 
reporting purpose. are being 
Net. If cnst center reporting 
Is not beIng used tn a Nultl­
locailnn envlrnnment, dOCUMent 
lIIanagelllent' I rmlllonn and 
alternate procedures to .alntaln 
co.t center control. 

A potentIal contllct Ga1 exlat 
belween a reCipient's need lor 
lln.nclal rcport. and the 
region'. need lor llnanclal 
report.. Al",olt wIthout 
e~ceptlon, the requirement lor 
a -standard report' wIll 
generace .. uch clerical work for 
a reCipient unl.e. the recIpient 
hal Ipeclflcally d~slgned Its 
accounting and reporting 
Iy.teft to aCCOIIIodate both the 
region Ind Its OMn reporting 
needll. In .any callel the 
highly a~arlzed -atandard 
report.' which lIIay be u.elul 
to the teglon. lIIay not be 
useful all the reCipient's 
•• n.geNent reports. Deteralne 
If the Iy.t~ Is designed to 
be flexible enough to Neet the 
region'. and other funding 
Bource requlre.ente. 

The failure to cc.ply vlth tundlng 
,ource requireNent. can reBult In 
• reduction or 101. of fundtng. 

A conoolldated repor~ lacks the 
det.ll n.c •••• ry for proper 
analy.ls and control of co_t 
center Ipendlng • 

Th. preparation of .~n.ge.ent and 
funding lourca reporting .ar ba 
.ore cOltly vhen the rlnanc al 
.tete. II poorll designed. 
However, regard es. of the 
IYltea de.lgn, the preparation 
of a report ahould ba reviewed 
periodically to deter.lne that 
!he baneflt derived froa the 
,.port Ie greeter than the COlt 
of pre,pulng It. 

• Optional un1.1. the InforN.tlon III requlred to satilly grant condltlonll or ... nlgeaunt needs. 

'I 

- _1 
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RIPORT PRIPARATION 
Icontlnu.d) I 

olull 
AvaHabl. 

coult •• nta 

HANAG&HEN~ REPORTS. BUDGETS AND PROJECTIONS IContlnued! 

edte,la 

fh. aonthl~ •• nag •• ent report .hould 
b •• uttlcl.ntl~ detailid to b. 
u •• ful In •• n.glng the prograa'. 
•• 1"110 •••• 

Th. aval1tble prograa, tund or COlt 
cont.r bal.nc. ahould be .djulted 
tor .'n~ known coul t.enta th.t 
would have a a.t.rlal ettect on 
the •• ounLa reflected In the 
report. 

Couon •• panl •• Ihould be alloc6tld 
In a t.lr, con.'lt.nt .nd 
equltabl ••• nntr to the Individual 
coat c.ntl,a, fundi and progr .. l. 

Ald. In Bv!luatlng Criteria 

It d.talled .n.l~.11 at expen •• 
Iccouhtl IG ,equlred to 
d.t.r.ln. tb~ i.l.on toe I 
.Ignltlc~nt ovec-e.pendlturo 
of • bu~ot categor~, the 
,eport .a~ b. too highly 
..... ube • 

R.vIIM .anage •• nt repoct. to, I 
carAlt.ent. coluan or I notltlon 
that .ctull .xpena.. hlue been 
adju.t.d tOt known coaalt.enta. 
D.tecaln. the proc,dur" .nd 
.upport tor •• kll.g .uch 
adju.t.entl. 

The .llocltlon •• thodology ahould 
be reulewad Ind ••••••• d •• 
to whether It fa',ly rlpre •• ntl 
the total COlt of II progr ... 

r 

{ 

a.porte .ay not faiely peulent wh.t 
th.y putp~et to dleplay. 

Th. fallur. to identity majoc 
nonncllct lug COlLllltlient. on behalf 
of I progr •••• ~ r •• ult In the 
app'arance of being unJ~r budget 
when In fact the p.ymen~ of the 
progcAi co~lt.cnt would cau,. the 
progr .. to bft ov.c bud~.t. 

The ~llocatlon of coata to pco~r ... 
II ,&poclall~ I.portant to 

. d .. ont)tClte the totd COlt ot I 
progr.~ that I funding lource 1. 
Unanclng. 
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~f~EHT REPORTS, BUDGETS A PHOJEC~JOHS (Contlnuedl 

• Ke" BlsenU 

IUDGBTJIIG, 
peoce •• 

All Elp.cted 
R •• ource. 

Criteria 

'rhlt budgeting procua .hould be 
crganlaed, .hould Involve top 
~.nag«.ent, and .hould be closely 
"ied to the goal. and priority 
Iletting proc .... 

'rhe budget included In the .onthly 
nlnage •• nt report. ahould Include 
all tund. e.pected to be available 
to the recipient during it. flacal 
yaAr. 

rrOQ COlt Cent.rs The budget ahould be built fro. 
COlt centera and "rolled-up" to 
cr.ate the total budget, 

Aliocation 

SChedule •• hould be avall.ble to 
docueent the a •• ucptlonl •• de In 
arriving at the tlnal co.t center 
budget.. 

The budget should be allocated by 
.ource. at funds within co.t 
center. by the *oat expedient 
and equitable •• an. available. 

Aida In EVAluating Criteria 

An overall .valuatlon of the 
budgeting atea will require 
a review of the budqet 
·proc ••• • •• It rel.te. to 
each at the criteria ll.ted. 
The que.tlon. which ahould be 
an.wered Include the followln~1 

- Old the budgeting proc ••• 
app.ar organized and 
efhctive? 

- Doe. the budget 'nclude carry­
over tunda or ,rry-over 
d.flclt.? 

- Do.. the total "budget' or 
..nage.ent eepoet reflect 
tunds exp.cted to be 
received frOQ all .ource. 
b.sed upon the beat 
Intor.atlon avallabl.? 

- Do.. the budget proc... .nd 
the ,accounting recordl 
accocaodate preparing a 
budget b~ coat c.nter, or 
doel the r,clplent atte.pt 
to ?reparl a budget on I 
total progra. balll? 

- What do the detailed 
Ichedul.. th~t wert u •• d 
to develop the budget 
contain? 

- Are the budget a'Ounta and 
••• u.ptlonl ulad adequately 
docucentad and lupportld In 
the detall,d Ichedules? 

~ Are COlt. equitably allocated 
by lource of funda within 
co.t center.? 

1 

Budgeting Ind projecting are the key 
tool. that ahould b. utilized by 
•• nago •• nt to adequately control 
and plan the tlnanclal resourcea 
of the progr ... 
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Cuteru 

The budgp.t Ihould Ile C~r •• tte4 to 
co!nc!.le with tlill (orll.' Ilf the 
•• na9~~cnt r~ports. In ~dJlt.on. 
toe tuageting purpo.~j th~ Cfidrl 
of .cco~nts should b~ auftlclentl1 
detailed tu Avoid e.ton~lve 
ref.r~nce& to oth~r source. of 
Informacion or ceclaBsltlcdllon to 
deter.lne thu .unten~ ~L ~n AccounL 
tor budgeting 01 elhar .Ana~~~nt 
pucpo .... 

~~ BVAluatlng Crlturl. 

- :. the chdrt of accounts 
d"ta Ilod enough to 
tacllltAte the budgeting 
proc •• , or does prevarin~ a 
lIeanlngful hurl9"l require 
.xten~lve an4lyolu of the 
account a and referencM to 
aany oth., recordw? 
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Key tle.enla 

i'ROJECTIIIG 

Quarterly 

8uUt (rOOl Coat 
Center. 

LEGAL SER~ICES CORPORATION 

rU/lOAHE,IUI. CRITERU\ 

MANAGEMENT REPORTS, BUDGETS AHD pn~JECTIONS IContlnued' 

Criteria 

Thf' Monthly .an.ge.tllt uporh 
shOUld incolporate a co.parl~on 
of expended budget agalnlt 
projected expenditures at least 
qu.rt~rly during the fllcal year. 

The projections should be built 
(rOft COlt center. with adequate 
Inrut fro. the co.t center 
lIanAger. 

The proJection. should be 
.uppcrt~d by Ichedule. that 
docuaent the ••• uIIgtlonl us,d to 
arrive at the projected aMount. 

• rojectlon reportl should Include 
the (olloYlng for each line Ite., 

- Total budget 
- Actual txpendlture to date 
- Unexpended budget 
- Projected Expenae rellalnlng 
- Projected lotal lover' under 

budlJet. 

Ald. 1n Evaluating Criteria 

A projection I •• I.ply r~budg~tlng 
at a later tl •• or vhen .ore 
In(orllatlon I. known. The 
proce~. for projectlonl and 
budgeting are the I •• e. Review 
the program, budge~ projections 
to an."er t.he follOWing quuUons. 

- Are proJect'o~1 prepactd on a 
quarterly ba~la? 

- If .ny o( t.he Monagl.ent report. 
leveal • large v.rlatlon trOll 
budget -- I. there any evidence 
that •• nag,lIent ha. recognlled 
.nd Is taking the nece •• ary 
stepa to r'lolve the potent'~l 
probl .. ? 

- Are the projections buIlt rra. 
coat center.? 

- I\.re prvJectlona lIupported? If 
aD, trace aever.l projected 
'MOUnts back to the orl9ln.l 
Ichod"lea. 

- Are projection reports ena, to 
undentand. 

Infrequent proJection. can weak.n 
control over spendIng and result 
In budget.ry probleM •• 

'rojectlons aad. centr.lly without 
adequate Input frOM the cost 
center •• nager •• y relult In 
InCOMplete In(or •• tlon and a 
dlalortlon o( the projected 
(In.nclal condition of the prograa. 

Inadequate .u~port f1t a •• uaptlon. 
lncn .... the J>O.lIlbHlty of 
errors. It .1so .at •• future 
analysis and laprov.aent of 
proj.ctlon t.chnl~ues difficult • 

p o~~ .......... ~~~ ____________________ ~~~ ____ ___ _
___________________________ --'-_____________ '00" 
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r.port, ledg.r, journ,', procldur. 
an' (or •• houl. be 4ocua.nted 'n 
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-
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the fund"'ntal crlt.rla. abilltr and In r.porta not b.ln, 

pr.pnf.' on a tl •• ly ba.l,. 
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FOREWORD 

Unde~ the Legal Services Corporation Act 

the Corporation provides financial support to 

organizations that furnish legal assistance to 

eligible clients. 

The Act requires that recipients of 

financial support provide for an annual audit. 

This Guide has been prepared for use by recipients 

and independent certified public accountants or 

other auditors who perform such aUdits. 

IC~ 
Thomas Ehrlich 

President 

, IIIHIII6t 
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CHAPTER 1 - INTRODUCTION 

DEFINITIONS 

The following terms are used throughout this Guide and are defined 

as follows. 

• Act - Public Law 93-355 (ilLegal Services Corporation Act") 
enacted by Congress July 25, 1974, establishing Legal Services 
Corporation. 

• AlCPA - American Institute of Certified Public Accountants, the 
professional organization of CPA's that promulgates standards 
which members of the profession must follow. 

Annual Financial Statements - Recipient's annual financial 
statements including a Balance Sheet, Statement of Support, 
Revenue and Expenses and Changes in Fund Balances!. th~ 
accompanying footnotes, and any other s~atements the rE~CIPlc::nt 
and auditor determine are necessary to make the fmanclal 
statements not misleading. 

• Generally Accepted Accounting Principles (GA~P) - Accounting 
principles which have substantial authoritatl'~e support. as 
evidenced through the approval by the 'Finan~lal. ~ccount1T~g 
Standards Board the American Institute of CertIfied Pubhc , . 
Accountants or accepted industry practice. 

LSC - Legal Services Corporation. 

Program - The total activities of an organization, regardless of 
how those activities are funded. 

Recipient - Any entity receiving financial assistanc~ from Legal 
Services Corporation through grants or contracts. 

• Supplemental Letter - Letter from the r:cipient1s auditor to its 
board of directors commenting on mternal controls a,;d 
grant/contract compliance ann other sigr:tificant matt~rs. ThiS 
letter is to be submitted to Legal Services Corporation under 
separate cover, along with the annual financial statements. 
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1-2 PURPOSE 

The purpose of this Guide is to assist recipients and their auditors in 

understanding the accounting, reporting, and auditing requirements for 

contracts and grants entered into with LSC. The Guide describes the 

accounting policies, records, and internal control procedures considered 

adequate to provide proper accounting, reporting, and financial 

management of a recipient's progr'am. Another purpose of the Guide is to 

provide standard financial reporting formats to help achieve uniformity 

among the many recipients having similalr organizations. 

The requirements and suggestion:s in this Guide represent items LSC 

believes are necessary for the LSC legal assistance program to demonstrate 

effective and responsible financial management at both the local and 

national levels. 

1-3 BACKGROUND 

Prior to October 13, 1975, the Federal Government provided legal 

assistance to individuals through the Community Services Administration 

and, prior thereto, through the Office of Economic Opportunity. On July 

25, 1974, Congress passed the "Legal Services Corporation Act of 197411 to 

establish a private, nonmembership, nonprofit corporation to administer the 

legal assistance program. The Act established an eleven-member Board of 

Directors nominated by the President of the United States and confirmed 

by the Senate to direct LSC. A majority of the Board must be members of 

the bar of the highest court of the state in which the member is licensed, 

and no member can be a full-time employee of the United States. 80ard 

members' terms are three years and cannot be renewed. 

LSC was authorized by the Act to provide financial assistance to 

qualified organizatiol's which furnish Jegal assistance to "eligible clients," 

, « 
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as defined by LSC. LSC is empowered to make grants to,and contract with 

individuals, partnerships, firms, corporations, nonprofit organizations and, 

upon special determination by the BOard of Directors that such services 

will not be adequately provided through nongovernmental arrangements, 

with state and local governments. 

1-4- AUTHORITY 

LSC has prepared this Guide to establish accounting and reporting 

requirements for recipients of financial assistance under the authority 

provided by the following sections of the Act: 

1-5 

Records and Reports - Section 1008: 

"ea) The Corporation [LSC] is authorized to require such 
reports a!= it deems necessary from any grantee, contractor, 
or person or entity receiving financial assistance under this 
title rp~arding activities carried out pursuant to this title." 

"Cb) The Corporation is authorized to prescribe the kt"eping of 
records with respect to funds provided by grant or contract 
and shall have access to such records at all reasonable time') 
for the purpose of insuring compliance with the grant or 
contract or the terms and conditions upon which financial 
assistancp. was provided." 

Audit - Section I009(c)(I): 

"The Corporation shall conduct or require each grantee, 
contractor, or person or entity receiving financial cLSsistance 
under this title to provide for an annual financial audit. The 
report of each such audit shall be maintained for a period of 
at least five years at the principal office of the Corporation." 

Recipients' Non-LSC Funds - Section 10 10(ch 

"Non-Federal funds received by the COl poration, and funds 
received by any recipient from a source other than the 
Corporation, shall be accounted for and reported as receipts 
and disbursements separate and distinct from Federal 
funds •••• n 

FINANCIAL RESPONSIBILITIES OF RECIPIENTS AND 
ApPOINTMENT OF AUDITORS 

Recipients, under the direction of th~.'ir board of directors, are 

required to establish and maintain adequate accounting records and internal 
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control procedures.. Recipients are also responsible for preparing annual 

financial statements and arranging for an examination of those statements 

to be completed within 90 days of their fiscal year-end. The examination 

may be conducted by auditors employed by Federal, state, or local 

govermental units or by public accountants. Where public accountants are 

engaged, they must be either independent certified public accountants or 

independent licensed public accountants -- licensed on or before December 

31, 1970. Public accountants must be certified or licensed by a regulatory 

authority of a state or other pr:>1itical subdivision of the United States. 

Recipj~nts shall not select any auditor to conduct an examination 

who is not in fact independent, as defined in Section 220 of the American 

Institute of Certified Public Accountants' "Statement on Auditing 

Standards No. 1." That pronouncement states in part that " ••• to be 

recognized as independent, he [the auditor] must be free from any 

obligation to or interest in the client, its management, or its owners." 

It is imperative that there is a clear understanding between the 

reCipient and the auditor with respect to the scope of the auditor's services 

and the nature of his responsibility. The Guide i11ustrates an. auditor's 

contract, as a method to communicate the arrangement, but a letter from 

the auditor is acceptable if all appropriate subjects are contained therein. 

The program director and board of directors should review the arrangement 

closely to avoid any potential misunderstandings. The board of directors has 

the final responsibility for appointment of the auditor, although LSC 

reserves the right to preclude the appointment of an auditor if experience 

has shown the auditor's work to be unsatisfactory or if a conflict of interest 

exists. 
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1-6 RESPONSIBILITIE~ AND QUALIFICATIONS OF AUDITORS 

The examination of the recipient's annual financial statements is to 

be conducted in accordance with generally accepted auditing standards. 

While Chapter 6 of this Guide discusses various auditing items, it is not 

intended to be an audit program nor to supplant the auditor's professional 

judgment as to the work required to meet generally accepted auditing 

standards. 

In addition to the examination of the recipient's financial 

statements, the auditor is required to submit a supplemental letter to the 

board of directors and LSC commenting on items. noted during the 

examination with respect to: . (a) needed improvements in internal controls, 

(b) significant and unusual transactions, (c) compliance with the Guide, (d) 

compliance with the financial or accounting provisions of the grant or 

contract, (e) eligible costs, and (f) the status of the comments from the 

previous year's supplemental letter. 

While the auditor will contract directly with the recipient for audit 

services, it is emphasized that any items considered by the auditor to 

justify reporting to th~ recipient's program director and/or board of 

directors, sholJld also be included in the supplemental letter for LSC's 

consideration. If such items are of a serious nature aryd relate to the 

recipient's capabilities to safeguard and account for LSC funds, the facts 

and circumstances must be brought to the attention of LSC's Comptroller 

immediately. This requirement exists for items coming to the attention of 

the auditor during the course of his annual examination or during the course 

of any other work performed by the auditor during the year. LSC believes 

that failure to comply with this request is justification for exercising its 

veto authority in the selection of auditors for future audit engagements. 
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1-7 FULL FINANCIAL DISCLOSURE 

LSC requires that recipient's financial statements be prepared in 

accordance with this Guide and include the entire financial resources of the 

program including all non-LSC funds. The provision for full financial 

disclosure allows LSC to evaluate the total legal assistance effort being 

provided by recipients throughout the United States. It also assists the 

recipient's board of directors in their responsibility to see that meaningful 

financial st~!;1:ments are prepared and that they are made available to all 

interested persons. 

in connection with this requirement, every effort should be made to 

satisfy the needs of all funding organizations with one annual audit report. 

It is the responsibility of the recipient's program director to arrange for a 

single audit acceptable to all funding sources. LSC recognizes that this 

objective may not be possible in some cases. When a single audit is not 

acceptable to all funding sources, the recipient must contact the Audit 

Manager in the Comptroller's Office of LSC to arrange an acceptable 

alternative. 

LSC intends to fund each recipient annually. The fiscal year-end of 

the recipient should be based upon the optimal report date for the recipient 

and the majority of the recipient's funding sources. The fiscal year-end 

should not be determined solely by LSC's funding period. In most instances, 

it wiU be convenient for programs to seJect a fiscal year ending on a 

calendar quarter Ci.~., March 3 J, June 30, September 30, or December 31), 

although a fiscal year ending in any month wlH be acceptable to LSC.LSC 

requires each recipient's board of directors to establish an audit/finance 

committee to provide overall financial guidance, review the annual 

finant:.tal reports, and institute any changes necessary to insure proper 

administration and control of funds. 

1-6 



p 

'.) 
I 

I 
~ 

' .. 



" nswu • -

Salaries anrl benefits 
Consulting 
Travel 
Rent and communications 
Materials and supplies 
Printing and reproduction 
Other services 

Total 
Donated services 
Depreciation, amortization 

Total 
Grants and contracts 

Total expenses 

• 

n && 

LEGAL SERVICES CORPORATION 

STATEMENT OF FUNCTIONAL EXPENSES 
FOR THE YEAR ENDED SEPTEMBER 30, 1980 

WI!H COMPARATIVE TOTALS FOR 1979 

Program Supporting 
Activities Activities 

$ 4,407,238 $2,207,490 
2,422,678 474,734 
2,499,908 344,759 

682,412 892,960 
254,640 194,216 
454,334 228,304 
872 2666 463 2303 

11,593,876 4,\.J5,766 
74,123 

and retirements 54 2273 131 2225 
11,722,272 4,936,991 

291 z069 2685 92 2050 
$302,791,957 $5,029,041 

(See Notes to Financial Statements) 

K 

Tolal EXEenses 
1980 1979 

$ 6,614,728 $ 5,604,407 
2,897,412 3,534,177 
2,844,667 3,317,780 ~ 

1,575,372 1,311,106 ~ 

448,856 366,908 
682,638 568,750 

1 2335 2969 1 2230 2841 
16,399,642 15,933,969 

74,123 
185 2498 

79,527 
165 2072 

16,659,263 16,178,568 
291 z161 z735 250 z520 z031 

$307,820,998 $266,698,599 

« ... 
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LEGAL SERVICES CORPORATION 
NOTES TO FINANCIAL STATEHENTS 

SEPTEMBER 3D, 1980 AND 1979 

Note 1 - Nature of the Corporation 

Legal Services Corporation is a private non-membership, 
non-profit Corporation, established by Congress in the Legal 
Services Corpor~tion Act of 1974, Public Law 93-355, and amended 
by Public Law 95-222. The purpose of the Corporation is to 
provide financial support to independent organizations that 
provide legal assistance in non-criminal proceedings or matters 
to persons €inancial1y unable to afford legal assistance. 

The Corporation is not a private foundation, and it is 
exempt from Federal income taxes under Section 501(c)(3) of the 
Internal Revenue Code. 

Note 2 - Summary of Significant Accounting Policies 

Basis of Accounting 

The Corporation records support, revenue and expenses in 
conformity with the accrual basis of accounting. 

Support 

Legal Services Corporation is funded primarily through 
appropt";lations from Congress. The appropriations are recognized 
as support in the period designated by Congress. After payment 
to the Corporation, all funds remain available until expended. 
Grants from other organizations are recognized ss support in the 
period the award document is signed. 

'.1. " 
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Grants and Contracts 

Liabilities and expenses related to grants and contracts are 
recognized when the awarding document is signed. 

Properties 

The acquisition cost of office furniture ana equipment is 
capitalized and depreciated by the straight-line m~thod over an 
estimated useful life of ten years. Leasehold impr,vements are 
capitalized at cost and amortized by the straight-lile method 
over the life of the lease. For fiscal years 1980 ani 1979, 
depreciation and amortization expenses are $184,352 and $164,272, 
respectively. 

Donated Services 

Donated services represent the value of services contributed 
to the Corporation. The value of these services is the dif­
ference between the fee normally charged by the donors rendering 
the services and the pro bono publico rate charged to the Cor­
poration. 

q 

Note 3 - Retirement Plan 

The officers and employees of the Corporation are included 
in the Federal Civil Service Retirement System, although they are 
not officers and employees of the Federal Government. The 
Corporation makes contributions for this retirement benefit at 
the same rate applicable to ag~ncies of the Federal Government. 
The Corporation's contributions included in the accompanying 
financial statements for fiscal years 1980 and 1979 are $405,856 
and $340,564, respectively. 
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The Corporation, since its inception, has participated in 
this retirement system, and accordingly, has no obligation for 
past service costs. 

Note 4 - Lease Agreements 

The Corporation has entered into several long-term leases 
for office space for its headquarters and regional offices which 
expire at various dates ~h~ough 1986. The maximum aggregate 
amount due in anyone year under existing lease agreements 
approximates $722,430. Rent expense for fiscal years 1980 and 
1979 is $760,272 and $652,148, respectively. 

Note 5 - Fund Balances 

The fund balances at September 30, 1980 have been designated 
as follows: 

'l, 

Field program operations 

Recruitment of attorneys for field 
programs (Reginald Heber Smith 
Prog'ram) 

Quality improvement program, edu­
cational loan repayment program 
and private bar participation 

Future grants and contracts and 
other legal service activities 

'l'otal 

Federal 
Appropriation 

$9,273.788 

249,728 

34,750 

$9,558,266 

General 

$1,112,715 

1 1480 1343 

$2,593,058 
= 

On November 19, 1980, negotiations relevant to the grants 
and contract.s for the various fund balance designations were not 
complete. Furthermore, budget commitments are subject to 
continual review by management and may be increased or reduced at 
any time. 

I) 
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Note 6 - Federal Appropriations 

During fiscal year 1977, the Federal appropriAtion was paid 
by the U.S. Department of Treasury to the Corporation in one 
installment at the beg1nnLng of the fiscal year. During that 
year, cash not immediately needed for operations was invested in 
securities guaranteed by the U.S. Government or any agency 
thereof. The interest from these investments has been included 
in the General Fund in the accompanying financial statements. In 
each subsequent fiscal year, the Corporation's Federal appropri­
ation was withdrawn from the U.S. Department of Treasury on an 
as-needed basis. The undisbursed portion of the Federal appro­
priation is reflected in the accompanying financial statements. 

Since October 1~ 1980 the Corporation has been operating 
under a ConHnuing Resolution (P.L. 96-369) which authorizes the 
same level of activity authorized in the Act of Appropriation for 
the fiscal year 1980. 

1 

, 
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•.. Leg1slat.1on imd Nat1cmal Security Subcommittee 
• • .• ; •. 'B-373 Rayburn BQU8e Office Building 

4''1 .... :WashiDgton, D"C, 20515 

Honorable William F. HcCalpin 
Cltairman • 
Legal Services Corporation 
Washington, D.C. 20005 

Peb~ 19, 19B1 

.' 

' .. 
" 

., . 
Thill Committee 'WOtald apprec1.llte your comments rega.rding the X'e2.8ons f.or any 

deficiencies fow:sd by GAO in your system, as ml,1 8S the actions you are taldng 
to campl;r ~th OMB guidelines. . . ' 

1 hope that we can receive ;rour .comments before ).farch 31, 19B1. Your 
coopeX'AtiCID and hrmed:tab!! attention in reviewing 2IDd COImIenting on this report 
would bl!'\ sincerel;r apprec1.lltcd. I look forward to your response. 

With best v.lehea, 1 GIll 

Enclosure 

-

Sincerely yours, 

JACK BROOKS 
Chairman 

j \ 

. , 



OFf'IC.E OF MANAGEMENT AND 
BUDGET 

R IMd T,,,",rnlnal IClruJ\ ... rio. A-7:t; ev 
... monsndum Ho.1) 

Audit of Federal Opet'atlona Dnd 
P;os;rZlma 

NDvember %7. l~ •.• 

This Tran.m1l1al MemDrandum 
reVis", OMB Circular A-73. "Audi~ of 
Feder.d OperatiDna andi'r?grams. by 
repl.\ ins paragraph 7.h. WIth a new 
para£":aph 8 (all!lch~). • I 

The revioiDn requites aem.anDua 
reports 10 the bead of. an agt;ncy. 

rocedw-es ror resDlvmg ma!or • 
~oagreementJ between aud.1 an~ 

ro ,am orCices. B mB.<imum of ~.x 
!:'o~ths to deterxrune Bgency action on 
• u!!it recommendations. and II • 
requirement fOI periDdic evaluations of 
an ag:ncy'l syatern. 

Jame. T. McJatyr.. Jr~ 
Dirrc/or. 

Cira:1ar A-'ll. M Audil of F .... dcral 
Oper:.tion. and Program. . 

Ci'cular A-73 II revi.ed by replachUlII 
pllr.graph 7.h. with a new paragr.? 8. 

. Other paragrllpbl lire renumbere 
accordingly. will 

'"a. Followvp. a. Each agency ,. 
establilh policies for prompt -dnd.proper 
resolution of audil recommen ~tioDS. 
nmely aclian an recommeade.hanJI by 
reJpansible lDanll8cmenl omaala is AD 
lnlegral part of AD agency .audil Iyalem. 
and il the key to lIa errectivene ... 

b ~ency lallawup ayalema muol. 
~de for _ complete record of _.ctian • 

~er. an audit findings lind asa~C1aled 
disallowed •• U3pended. or queadtio~ed th 
cosll. Such ,yatema mual provi e or e 

raUawing: • Ibl r 
(1) Deaignate officulla re'pans e or 

audil fallowup. rd f 11 
l21 Maintain Dccurale reeo ~ 0 a til 

audit report, or aignificanl !1ndll18' un 
rUlal resolution. Records W111 ~e 
mDinlained to insure appropnale 

ccounling and callectiDn cDnlral. over 
:moun:, determined 10 be due the 
Government. •• 

(3' Make wrillen determlnatiDn, 
ro~pllY on all Dudil findings. Bnd 

~1U;le action ID anure. thlllthe,e ch 
dete:minaliDn. /Ire camed dut ~:iun a 
delerminatiDnl ab.1I be ml e WI 

• um of.1x mDnth, after luuance 
~r".h:r-ePDrt. Final te,,,luli?" .hDuld 
prcCCf'-l1ll rapidly a. po~ •• ble •• 

(4) As,ure thol re.alution action. ate 
consi.lenl with law and re~.t!on. 
In I din8 wrillen Ju.llficahDn .nd the 
~.J ba.i. ror decislDn. nollO .eek 

d reswt oC reCDV"r)' oC amDWlIt ue /II II 

aud.1 repDrLa. d r th ency 
(5) Forward tD the h~a ~ e B8 a'Dr 

or 10 a delignee fDr re.alutian. 1111 Erin J 
disagreemelllD between the audil 0 ce 
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and Dfficials relponsible fDr acting on 
recam.mendaliDn •• lind all repDrta or

lbl recommendations an which,relpDnJI. 10 

officiall bllve f"U"d 10 proVJde a wntt.eu 
delerminatiDn within ,Ix mDntha. 

(6) Provide a"mianDual reporta to the 
agency head on the alatu. of aU aUdl~ 
t-ePDrtS over alx mDntha old. thd~ th 
o!repart. or finding, reBolved ~..... e 
periDd. CDllectiDIUI. or Dff,ell made. and 
demands for paymenl mat!~. 

. (7) Provide for an evaluatiDn oC 
whether the audit followup IIYllam b 
adequale and relulliin Umely and d 
proper resDlution Df Dudit finding. ~ 
recommendatiDns. The finot eVel

f 
uation 

will be JDade within oae year a 
impleJDenlatiDn of the .yal.eln. and 
evaluatiDn, will be made. r:very two 
yeara thereafter. • 

Co When audit recommendaliOnJl 
requiring corrective action lnvDlVi mtre 
than one program. agency. o~ leye eO 
gDvernment.. the Bgency making ';h 
audit mu,1 cODrdinate ita correchve 
action with thaI of other affecled 
organ.i:£atiDnJI." . ' 
Circular A-73. M Audit oC Federal 
OperatlDnl and Programs" 

AOr:NCY: Office Df Managemenl.and 
Budget 
ACTION: l"wlil Policy. 

SUMMARY: Tbia notice "dvi!ea thai OMS 
Circular A-73 bal been teVJsed by 
replacing paragraph 7.h. ~th a ne;: 73 
paragrllpb 8. Previoully. Circular -
provided thaI agenciel were to hAV~ 
Bdequ_t~ faUowup .yslems ror resDlving 
Budil recommendatiolll and findings •• 
Based upon our IIsseliment of agency , 
fallaY/up .Yllem •• Includlng 
recommendation. in a GAO report on 
!hil maUer. and lubsequenl 
Congres,iDnal hearings. we are ' 
.pecUyIng in the CirculBr the key 
clemen .. each agency. _y,lem mUit 
CDn lain. • ual 

The reviliDn requlrea .emlanD 
report. to the head Df lin Bgency. 
procedurel fDr relDlving JDajDr d 
dlaagreemenll between audit an 
prDgram Dffic" •• a maximum of ~Ix 
mDnth. ID delermlne asency actiDn on 
audit recDmmendaIiDn~. and a . 
requiremenl fDr periodic evalulltiDnl DC 
lin ageIlCY·. ,y"lem. 
UFECTIVE OAT£! Thil reviliDn become. 
effecllve upDn iuuance. . 
FOR FURTllER IHFORIotAnOH COKTACr. 
JDhn J. Lorden. Chief. Financial 
Managemenl Branch. OffiCII of 
M8na~emenl Bnd Budget W.ohing!Dn. 
D.C. 20503 1202139~. 
IWPP\.f:MEKTI'RY IHFORMAnoH: On July 
10.11/19.8 notice wU publilhed In the 
Fedl'ral Repfiler I'" m 4(461)10 amend 
Circular A.·73.lnlerealed penDn. were 
inviled to aubmll wrillen cDmmenl. by 
Augu.II0. 1l17li. AbDul 15 commenll 
were rt.ceived from Peder.1 and Slale 
agenclel. The COlllJ1lenll were 
colllld~red in develDplng thele rUla1 . .. 

AM 

"'!!UlaliDna. AlthDugh aU commenlera 
agreed with our objective of 
;tn:gthening 8gency fDUDwup .y.lem •• 
.ome railed queltiDn, DT !nade 
IJUggeatiDnl fDr clarifying change,. The 
mDre aignificanl CDmment. received. 
and OMB', reSpDDSe:llo them are 

• d1acu.sled belDw. 

·Ouwgea In FlIlal RegulatlDD: 
Sel forth belDw are change, that have 

been adDpled in the final regulaliDDI. 
The paragraph. are keyed 10 the 
proposed regulatlCln. pubU.hed OD July 
10.1979. • 

L Subparagraph (2) hae been 
llIDended 10 clarify that records mu.1 be 

• kepI an audit recammendationl unill 
they are resolved. 

%. Subparagraph (3) we. reviled 10 
make II clear thaI resDlutiDn of /ludl\ 
findings Ihauld be 8ccDmpli.hed III 
quickly al pD~slble. 

3. Subpllregraph (4). A claule we • 
added ID make 1\ clear that the legal 
ba.i. rDr decilliDns nDllo aeek recDVery 
of amounts delermined 10 be due the 
Government mua" he lnc1uded In Ibe 

• wrillen ju,UficatiDn for IUch decl.luD. 

Sugge~led Changet Not CaDaidered 
Neceuaty: 

Comment: ODe commenler pDIn~d oul 
.thllt rePDrta an propotlal evaluatiDn. • 
may contain OpinlDIlI Dn contraclor 
e,tlmateB of future colli which ue not 
true "quelliDned caall." A •• uch. they 
need nol be included In the IBme ~YJtem 
of recorda thel accDunll for questioned 
incurred CDltl. • • 

Response: We agree the inc1ulIDn of 
these co.la would be mlileading. 
However. the.e report. are lubjecl 10 
mDII of the other element. of the audll 
fuliDwup .yslem. Specifically. ~ey musl 
be recorded as open report. until Il 
wrillen determinatiDn ia made. an~ they 
are Bubjeclla lap manJgemenl reVlew 
aJ provide" in paragraph e.b(5). 

Comment: Several commenttn fell • 
cotllracl audits shDuld be excluded from 
.ame Df the audil fDIiDwup 
requirements. • 

&sponse: Our review uf agency • 
fOUD .... up .yslems indica led nD need ror 
.uch an exemption. excepl as noted 
above. 
Comment: Olle cDn.:nenler aU&8~8Ied 

1h~1 we qualify thr. wording in 
aubporogtDph (5) tD prOVide thai when a 
"desi!ffiec" it auigned 10 relDlve a 
di'Dgre~m ~nl arising belween the audit 
organlzaU.,n lind a program office thol 

I 
the designee be independent of the .' _ 
program Dffice. • . ' " •. 

RespoMe: We belitv~ !hi. it.: .. '. '. 
;::et~c:!.. .. ; :.;~:~" .:': : '. 
Chit:" FinCUlCial MlJJJ03elnf!J)t Branch. 
". Doc.....".,.,. PIW ' ....... "'" ... 1 
..a- CClOI 21_ 
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BY THE U.S, GENERAL ACCOUNTING OFFICE 
Chairman, Subcommittee On Legislation 
And National Security, Hous~ 'Committee 
On Government Operations 

Disappointing P~ogress ·In Improving 
Systerns For Resolvrng Billions 
In Audit Findings 

Although Government agencies spend hun­
dreds of millions annually to aodit Federal 
programs and operations, most of them still 
lack effective systems for resolving audit find. 
ings. In 1978, GAO reported $4.3 billion in 
unresolved findings at 34 agencies. This reo 
port shows the problem is worsening. 

Following GAO's 1978 report, the Office of 
Management and Budget revisEid its policy 
guidelines emphasizing prompt· and proper 
resolution of audit findings. Most agencies' 
systems, however, are not yet in compliance. 
GAO turned up numerOljs examples of agency 
failures to correct problems or improve opera. 
tions as recommended by audit. 

OMB nreds to clarify its policy guidance on 
audit resolution and extend its oversight to 
make sure agencies comply with it. Agency 
management must be made accountable for 
taking appropriate actions to resolve audit 
findings. 

AFMO·81·27 

JANUARY 23, 1981 
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COMPTROLL.ER GENERA!. 0 ... THB: UNITED lITAT£S 

WASIf.HCn'ON, D.C. _' 

B-200473 

The Honorable Jack Brooks 
Chair~4n, Legislation and 

National Security Subcommittee 
Committee on Government 

Operations 
House of Representatives 

Dear Mr. Chairman: 

This report is our response to your June 10, 1980 request 
for us to determine if agencies have in place audit resolution 
systems that meet Office of Management and Budget reVised guide­
lines and General Accounting Office and House Committee recommend­
ati~ns. It follows up on our October 1978 report on the same subJect. 

This report shows that while some progress has been made, 
the absence of effective audit resolution processes is wide­
spread ana still a serious problen,. It points out that the 
dollar value of unresolved audit findings has grown, but still' 
remains a conservative figure because many agencies do not track 
audit findings to final disposition. 

As you requested, we did not obtain agencies' offiCial 
comments on this report; however, the facts were discussed 
with personnel of affected agencies and their comments were 
incorporated as appropriate. As arranged with your office, 
we plan no further. distribution of this report until 30 days 
from its date unless you publicly announca its contents earlier. 
At that time, we will send COpies to interested parties and 
make copies available to others Upon request. I 

Z:::Yit~ 
Comptroller General 
of the United States I 

!iiIbc n' 

COMPTROLLER GENERAL'S REPORT 
TO THE CHAIRMAN, SUBCOMMITTEE 
ON LEGISLATIOP ~ND NATIONAL 
SECURITY, COMMITTEE ON 
GOVERNMENT OPERATIONS 

.Q!Q~~! 
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DISAPPOINTING PROGRESS IN 
IMPROVING SYSTEMS FOR 
RESOLVING BILLIONS IN 
AUDIT FINDINGS 

The Government is losing billions of dollars 
because agencies are not acting on audit 
recommendations to recover funds, avoid cost, 
and improve operations. Although Federal 
agencies' systems for resolving audit find­
ings have improved somewhat in the past 
2 years, progress overall has been disap­
pointing. 

MAGNITUDE OF THE AUDIT 
RESOLUTION PROBLEM 

In 1978, GAO identified $4.3 billion in unre­
solved findings at 34 agencies involving po­
tential recoveries, penalties, revenues, or 
savings. GAC now reports $14.3 billion in 
unresolved monetary findings at these agen­
cies. This represents a $2.4 billion 
increase in nonregulatory audit findings and 
a $7.6 billion increase in audit findings of 
possible overcharges by oil refiners and fuel 
suppliers to their customers. These unresolved 
energy regulatory audits represent potential 
rebates to customers from oil refiners and 
other fuel suppliers that violated energy 
regUlations. They do not represent potential 
Federal budgetary savings. (See p. 7.) 

GAO also now reports an additional $10.5 bil­
lion in unresolved contract proposal audits 
and $170 million in unresolved findings at 
agencies not in the 1978 report. 

GAO considers the numbers to be conservative 
and believes they would be even higher if 
agencies kept better records of audit find­
ings. , (See pp. 6-7.) 

Tear Sheet. Upon removal, the report 
cover date should be noted hereon. 

AFMD-Sl-2,7 
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Agency audit reports also contained thousands 
of unadopted procedural recommendations that 
would improve Government operations and have 
a sUbstantial dollar impact as well. 

It cannot be assumed that all dollars asso­
I!iated with unresolved audit findings ar7 po­
tentially returnable to the Treasury. Flond. 
ings are sometimes settled without a return 
of funds, or are not concurred with by pro­
gram officials for valid reasons. Other 
findings result in a cost avoidance. The 
unresolved $10.5 billion in contract proposal 
audit findings, which identify avoidable 
c~st, falls into this category. 

IMPROVEMENTS NEEDED IN AUDIT 
RESOLUTION SYSTEMS 

In response to GAO's 1978 report t~e Off~ce 
of Management and Budget (OMB) revlosed c7r­
cular A-73, its policy guidelines on audlot 
resolution. With some exceptions, these 
guidelines provide a solid framework for 
effective audit resolution. Also, most of 
the 71 agencies GAO s~udied have, taken, some 
action since 1978 to lomprove the~r audl.t 
resolution systems. 

Still, much more need~ to be done to 
prompt and proper audlot resolution. 
syste~s must include provisions for: 

ensure 
A9'ency 

-~maintaining accurate records of findings 
until final disposition; 

--establishing adequate accounting and col­
lection controls over amounts determined 
to be due as a result of audit: 

--elevating disagreements and delays to an 
independent arbiter: 

--providing complete and accurate reports to 
management: 

--applying Circular A-73 to all audits; 

• 

" ij 
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--deciding the disposition of audit findings 
ir ., months and establishing final resolu­
tion schedules: 

--ensuring that decisions to reject findings 
are consistent with laws and regulations; 
a,nd 

---coordinating corre,ctive action with other 
affected agencies. 

GAO's detailed review at 10 agencies demon­
strates how a failure to address these pro­
vjsions results in delayed or improper audit 
resolution. For 193 of 249 audit findings 
GAO examined, of~icials failed to act promptly 
or properly to correct problems or improve 
operations. 

The following examples illustrate ~hat can 
happen when agency officials fail to follow 
up properly on audit findings: 

--Over a 3-year period a subsidy recipient 
received excess payments of almost $200,000, 
but did not refund the amount as required. 
Agency auditors considered the finding're­
solved in April 1980 based on evidence that 
the accounting division was advised of the 
debt j months earlier. When GAO checked in 
October '980, the debt was still not under 
account~ng control and no effort had been 
made to recover it. More than a year has 
passed since the accounting division was 
informed of the debt, during which time 
an additional $258,000 was paid to the 
subsidy recipient. 

--Agency officials asked a grantee to respond 
to an audit report that questioned $298,000. 
The grantee never replied. More than a 
year later the agency warned the grantee 
that funding would be suspended if it did 
not reply. The grantee still did not re­
spond, yet it was awarded another $90,000. 
Since the audit report was issued the 
grantee has received over a half-million 
dollars. Meanwhile, problems with the 
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grantee continue: the next year's audit 
questioned the allowability of another 
$71,000 and r~ported excess funds on 
hand of $684,000. 

--Auditors reported a subsidy program's goal 
of reducing grain production was being sub­
verted because farmers were taking dry, 
barren land out of production rather than 
irrigated, fertile land. In one S~ate, 
over a l-year period, farmers rece1ved 
windfall payments of $8.4 ~illion •. Ag~ncy 
administrators di lagreed w1th the f1nd1ng 
and indicated a willingness to live with 
the inequity. Hindfall payments could occur 
again in 1981. 

--In January 1979 auditors reported that two 
Federal agencies had both paid a day care 
operator $478,000 for the same food ~e:vice 
costs. Officials of the agenc¥ rece1v1ng 
the report took no action, cla1ming the 
dual funding was not their responsibility. 
Their counterparts at the other agency 
claimed. that they were not told about the 
dual funding. The funds have not been re­
covereJ and the day care operator is stiJl 
funded by both programs. 

FAC'!'ORS IMPEDING PROMPT AND 
EFFECTIVE AUDIT RESOLUTI~ 

Prompt and eflective resolution of audit 
findings is dependent upon: 

--OMB providing sufficient leadership to 
agencies for improving audit resolution 
systems (See pp. 24-25.), 

--Federal executives and managers being ac­
countable for audit resolution (See 
pp. 25-27.), and 

--auditors consistently and appropriately 
developing and reporting audit find~n~s and 
and questioning the adequacy of admln1s­
trator's resolution proposals and actions 
(See p. 27.). 
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RECOMMENDATIONS TO THE DIRECTOR, 
OFFICE OF MANAGEMENT AND BUDGET 

The Director, OMB should: 

--Include oversight of agency audi t resolu,~ 
ticn practices in the budget review process 
to provide (1) an assessment of progress 
in establishing, revising, and implementing 
resolution systems, (2) an adjustment of 
agency budget allowances where appropriate, 
and (3) a report to the Chairpersons of the 
HOllse and Senate Committees on Appropria­
tions on progress and action plans. 

--Clarify Circular A-73 so that (1) it pro­
vides that periodic reports to agency heads 
include complete details on the resolution 
of findings and on the age and amounts of 
unresolved findings, (2) it applies to all 
audit reports, including contract, subgrant­
ee, and regulatory audits, and (3) written 
determinations and the legal basis for 
nonconcurrence with audit recommendations 
apply to both procedural and monetary 
findings. 

RECOMMENDATIONS TO HEADS OF 
FEDERAL AGENCIES 

Fede~al agencies should: 

--Further improve audit resolution policies, 
procedures, and practices to comply with 
the intent and spirit of OMB guidelines, 
designating a top level manager to coordi­
nate these efforts and prepare progress 
reports for OMB. 

--Take legal or administrative actions 
against the parties involved whenever 
audit findings concern fraud, waste, or 
abuse of Federal funds. 

--Make the timeliness and quality of audit 
resolution a written performance standard 
and a factor in det~rmining bonuses for 
Senior Executive Service members and merit 
pay for supervisors. 

t « 
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RECOMMENDATION TO INSPECTORS GENERAL 
AND DIRECTORS OF AUDIT ORGANIZATIONS 

The inspectors gene~al and directors of audit 
organizations should develop internal proce­
dures and controls for efficient and effec­
tive plannlag, coordinating, reviewing, and 
reporting of audit work and audit followup 
activities in accordance with GAO and other 
professional standards. 

AGENCY COMMENTS 

At the request of the Legislation and National 
Security Subcommittee, House Committee on 
Government Operations, GAO did not obtain 
agencies' official comments on this report. 
However, GAO discussed the facts with person­
nel of affected agencies and incorporated 
their comments as a~propriate. 
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Audit flndine. recent YOArly perIod Unr~.olv.d Ilnd'ns. 

De2a~t .. nt or Isenel Huaber of reeort. Hon.ta~ Elndln" Hu.bor ot roeort. Total OWIr 1 y".r <Chou .. na.) --Cthouunda) Con.U1IIt r Produc t 
s.rety eo..l •• lon , 

$ 102 1 $ - $ -Equd EMplo)'lOent 
OjIponunlty eo-i .. lon 37 272 7 265 203 
Federal £.ereency 
Hana,e .. nt Acanc, 102 4,119 22 3,790 
Federal Hediatlon and 
Conclliatlon Service 6 ~I '1.1 W J!l 
F.d,rat Trade Co .. i •• lon 16 29 , 2 
tnter.tate eo..erce 
eo..l •• lon (Intern. I only) J!/ 
Lel.1 Servicel CorporatIon 356 616 137 1,968 1,371 
H.tlonll CredIt UnIon 
Ad.lnt.u.tlon 3 3 
Hat10n.l Endov.ent for the Aru 80 75 59 306 217 
Hatlonal End~nt lor the Hu.anltle. 60 4,6S~ 48 3,042 39 
"a,lonal Labor Rel.tlon. aoard 7 22 " Hat10n.l Tr.nlportatlon Sarety Board " 'e,1 " 'e,1 'e,1 
kallroad Retire .. nt eoard 11 ~I W 'e,1 W 
T.nn •••• e Valley Authority 61' 2,700 3 '0 

' ... 

" " 

v 
..................... .n~ ........ ~ .... ~ ........... 'M' ................................... r~ ............ a. ...... ~ .... ~.a •• ~.mM ••• a~ .... ~ .. ~ .......................... ~en~~*-.... ____ ~ __ ~ .. ~ __ ~ __ ~ __________ ~!~!MW'~', - ___ ~ __ .. _____ IIIIIII ___ .... _'i~!.J __ m I 



\ 

l' )) 

o 

!l!p.rll!l\!!1l or !!!Jitney 

Legal $orvicea 
Corper.lion 

/jallol'loi Credit Ik1lon 
Adoolnlat ral10fl 

/jullllll~' lhdu_t 
ror the ArLe 

"ullonol [1Itloww.'fIL 
(or Lhu 
I LooooIUuu 

IMionul LDbor 
Ralul10nu Ouurd 

NullofluJ It""~lOrlli. 
lion !iuraLy lJourll 

fluUrond lIotl''''''''''L 
Oourd 

lennouucu VUlIoy 
AuthorJly 

u.~. V(J!;lul !idrtlJcu 

:~ 

Sy.lo. 
•• cludu -finding. 
or report. 

J( 

1/11 X 

11 r X 

Soooe 
tD1Iidenc. of 
pr._ture 
1.'1010,. 

x 
X 

x 

Inadequate 
eccounling 
or 
collection 
elll'troh 

x 

§/ 

X 

X 

110 
wriUen 
deeiaion. 
"lthin 
~, 

11 J( 

X 

11 e l< 

f 

110 .lIurllll:O 
thll 
,olOlution b 
conti,tent 
with le .. lind 
regulation. 

x 

X 

x 

Auditor/ 
prll9r ... 
OrfiLl,1 
d1ell9reellenh 
not dev.hd 
.fter 6 __ thl 

X 

X 

X 

X 

X 

X 

x 

x 

X 

X 

X 

X 

" 

S •• lIlllnUII teporh to 
.gene) head. 

00 nol 
oho ... how 
finding. 
resolved 

llX 

A 

110 .htu. 
including 
lOge end 
~hror 
roperl. over 
& ..",lh. oid 

z., X 

No or 
Inlldoqllblo pro­
Cedure. ror 
eoordlnlUng 
eorrectlve ..,tlon 

§/ 

!' 

~ 
'0 
tz1 
Z 
t:I 
H 
>< 
H 
H 
H 

:x-
'0 
'0 
tz1 

~ 
H 
>< 
H 
H 
H 

c.o 
CI 

,! 

Jt 



\ 

o 

I 
t 
t 
'ff 
j 

J, 
j' 
r 
r 
1 
I, 

1i 
I 
\j 

I 
I 
II 
11 

i 

i 
I 

I 
II 

I 
I 

.' 1 Iii: 

91 

ApPENDIX 2 

LSC MATERIALS IN RESPONSE TO QUESTIONS 
RAISED AT FEBRUARY 26, 1981 HEARINGS 

A. Dan J. Bradley, President of LSC, letter to Honorable 
Barney 'Frank (Representative from Massachusetts) concerning 
legislative representation activities, dated March 9, 1981. 

B. Dan Bradley, letter to Honorable M. Caldwell Butler 
(Repres~ntative from Virginia) concerning lawsuit against 
the Community Services Administration, dated March 9, 1981, 
including LSC reply ,to toTal! Street Journal article. 

C. Dan Bradley, letter to Honorable M. Caldwell Butler concerning 
GAO Report on Audit Issues, dated March 9, 1981, including 
exhibits on audit issues. 

D. 

E. 

F. 

G. 

Dan J. Bradley, letter to Honorable M. Caldwell Butler 
concerning salary capabilities of legal services attorneys, 
dated March 9, 1981. 

Dan J. Bradley, letter to Honorable Robert W. Kastenmeier 
(Representative from Wisconsin), Chairman, Subcommittee on 
Courts, Civil Liberties and the Administration of Justice, 
concerning "reasonable" access to justice and inflation, 
dated March 9, 1981. 

Dan J. Bradley, letter to Honorable Harold S. Sawyer 
(RepresentRtive from Michigan) concerning legal needs of 
moderatei:ncome persons, dated March 9, 1981. 

Dan J. Bradley, letter to Honorable Harold S. Sawyer concerning 
the number of low-income persons unable to be served, dated 
March 9, 1981. 
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APPENDIX 2(A) 

• 
~~ .. lJL1. = LEGAL SERVICES CORPORATION 

733 Fijlttnth Street, N. W., Washington, D.C. 20COS 

W,II.,', Ol'tcl T.I'rhon. 
(202) 272-4040 

The Honorable Barney Frank 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Frank: 

March 9, ~98l 

Dan J. Bradle), 
P,."dtn' 

I am writing in further response to questions you raised 
last week at our oversight hearings before the House Judiciary 
Subcommittee on Courts, Civil Liberties and the Administration 
of Justice. In a discussion about the legislative representation 
activities conducted by legal services attorneys, you asked for 
the number of complaints about these activities by members of 
state legislatures. 

As you know, legislative representation activities by 
legal services attorneys are governed by the provisions of the 
Legal Services Corporation Act as amended and Corporation regula­
tions. These are extremely sensitive activities, and the Cor­
'poration has made every effort to ensure that at all times they 
are conducted in a professional manner, in full compliance with 
the law. On occasion, a member of Congress has directed com­
plaints about these activities to the Corporation for investigation 
and review. Staff from our regional offices and our General 
Counsel's office carefully review the complaints for compliance 
with the law. I can report very few instances of violations of 
the Act or regulations concerning these most sensitive provisions 
of law. 

During the 1980 calendar year, the Corporation received 20 
inquiries from Members of Congress concerning the legislative 
representation activities of employees of our grantees. None 
of the 20 inquiries concerned complaints from members of state 
legislatures alleging improper conduct on the part of legal 
services employees. Nine of the 20 inquiries concerned com­
plaints about legal services representational activities at the 
state level, although none of the nine stemmed from members of 
the leg~slative body itself. TWo of the ifiquiries concerned 
allegations from local officia,ls regarding improper conduct on 
the part of legal services employees. ~he remainder were general 
in nature concerning the authority of legal services attorneys 
to engage in legislative representational activities. . 
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-- LEGAL SERVICES CORPORATION 

The Honorable Barney Frank 
Page Two 
March 9, 1981 

I hope this information is of assistance to you. I would 
be glad to discuss this or other issues of concern to you at 
your convenience. 

We are very appreciative of your strong support. 

Sincerely, 

l)~ 
Dan J. Bradley 

CC: The Honorable Robert W. Kastenmeier 
The Honorable ThC'/mas F. Railsback 

78-705 0 - 81 - 7 , i , , 

1, 
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ApPENDIX 2(B) 

= LEGAL SERVICES CORPORATION 
733 Flftunth Strut, N. W., Washington, D.C. 20005 

Wrlt~rll nlr~c:t Teh'rhilnc 
(%02) 272-4040 

The Honorable M. Caldwell Butler 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Butler: 

March 9, 1981 

Dan J. Brldley 
P,.."dcn/ 

I am writing in further response to the questions you 
raised at the oversight hearing on the Legal Services Corpora­
tion (LSC) held by the House Judiciary Subcommittee on Courts, 
Ci"il Liberties and the Administration of Justice. You will 
recall asking questions on three different LSC-related issues 
to which I promised to provide you with additional information. 

The first of these issues concerned the lawsuit, referred 
to in the Wall Street Journal as a "sweetheart" lawsu~.t, in­
volving legal services attorneys. On August 20, 1980, the Wall 
Street Journal published an article written by Heather Stua~ 
Richardson entitled, "A Sweetheart of a Lawsuit?" The article 
alleged collusion between the plaintiffs' and defendants; 
attorneys in the settlement of a lawsuit, to the detriment of 
their clients. 

The defendant in this suit, the Community Services Adminis­
tration (CSA) , prepared a detailed response to the article which 
thoroughly addressed the various allegations made by the reporter. 
I have attached a copy of the CSA response for your information. 
A review of the facts can only lead to the same conclusion 
reached by CSA -- the article was both biased a.nd factually 
inaccurate in its presentation of the information. 

At the outset, it is important to mention some rather 
important omissions in the article. First, the article fai1ed 
to note the plaintiff's primary contention in the lawsuit, the 
fact that CSA, in direct contravention of Congressional intent, 
limited its energy assistance to only those persons who were 
delinquent in their payment of utility bills. Those low­
income persons who sacrificed other necessities in order to 
prevent a shut-off of utilities were illegally denied bil1-
paying assistance under eSA's program. 
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'-' '-' -.. LEGAL SERVICES CORPORATION 

The Honorable ,M. Caldwell Butler 
March 9, 1981 
Page Two 

After unsuccessful att 
reqUirement of a shut-off ne~I?ts to change CSA's eligibility 
of poor and elderly p~rsonso 1ce, lawyers representinq a class 
ih~~ the program be r;openedb!~~g~~ suit against CSA r~questing 
r1 ~ted to those low-inco e unspent funds be dis-

rece1ved help. me persons who previously should have 

The attorneys -epre t' 
for.tsC-funded prog;ams. se~w~ngft~~ plaintiffs did not all work 
Cft~zens Legal Services in Il1~ . e attorneys work for Senior 
T1tle III Older Americans Act 1no1S -- a program funded with 
Le9al Services for the Elderl m~~ei and one a~torney works for 
wh1ch does not receive LSC f Yd ugusta, Ma1ne -- a program 
~igned the settlement agreem~~tSd Thekother two attorneys who 
n Pennsylvania. 0 wor for LSC-funded programs 

Any claim Or collUsion bet 
CSA grantees Who would benef't ~een these attorneys and CSA or 
basi,S in fact. The lawsui t ~ rom the, se~tlem;ent, is with~ut 
fu:tner the best interests Ofa~hde~eloped ~ndependently to 
be1ng represented. There w e ~lass of lOW-income cJ.ients 
attornej. s and those groups a~ no c..",ntaci: bet~'een plaintiffs' 
as a result of the settleme~tO wg~e to receive grants i~om CSA 
tiffs' att.orneys or the ro r· cour~e, none of the plain-
beneflt from the s9ttlem~ntg.ams for wn1ch they worked were to 
with CSA itself wa; strictly1ndany way. Also, the relationsh~p 
w;re fnitiated, in large parta ~ersariaI. Settlement discussions 
~1St:1ct COurt judge hearing th ecause ~ud~e Grady, the U.S. 
1ncl1ned to rule in favor of the clas~l 1nd1cated that he was 

, e p a1ntiffs. 
CSA Claimed that it ld 

fmpos~ible, to reopen the w~~ior be .,ex;remely difficult, if not 
d;nt1fy those persons Who sh year s energy program and 

wh1le they were in the mids ould have received assistance 
and somewhat different fuel t ~f the pre~ent year's mUch larger 
an ~lternative, CSA offered ~ yment ass1stance program. As 
ass1stance funds on ro to ';lse the past yea,;r' s ener 
of poor and elderly ~er~~~:Sw~hth1ChwoUld assist a wholeg~lass 

energy problems. 



96 

= LEGAL SERVICES CORPORATION 

The Honcrable M. Caldwell Butler 
March 9, 1981 
Page Three 

With the exception of named plaintiffs, individual members 
of the class of plaintiffs did not receive cash awards. How­
ever, to conclude as the Richardson article did, that the funds 
were not to be "used to alleviate the burden of rising fuel 
prices on the poor", is inaccurate •. 

The settlement provided that some 10,000 households in at 
least 15 northern states would be provided with kits of clothing 
that were to include thermal underwear, a quilted vest. jacket, 
boots, a knit cap, and blanket. So.ne 60,000 households we're 
to be served with energy conservation kits that would have 
included caulking material, tape for doors and windows and other 
weatherization items. 

Further, under the initial settlement, households of p~nr 
and elderly people were to receive at least 2,400 solar applica­
tions including het water heaters, air heaters, solar attached 
greenhouses, and ~~uth wall glazing. 

Also to be funded were advocacy programs to represent 
elderly and low-income ene~gy consumers in their efforts to 
halt the rapid rise in fuel costs. This was the aspect o~ 
the settlement which :aught the attention of the media and which 
anqered the utility r!presentatives. One of the reasons for 
the incorrect impressLons in the Journal article was that the 
only person quoted was Peter Metzger, wfio apparently works for 
a utility company in colorado. 

The Capital Legal Foundation attempted to intervene in 
the litigation and sent letters to CSA and Judge Grady. As 
a result of the extre,nely negative publicity and this attempted 
intervention, the jud<,;'e decided to rehear the case. Judge 
Grady set aside his od.ginal decree on october 29, 1980, on 
the ground that the class of plaintiffs had not been certified 
prior to the settlement. The judge also q~estioned the extent 
of his and CSA's authority, specifically whether CSA had the 
authority, on its own, to carry out the activities of the 
settlement. 
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-- LEGAL SERVICES CORPORATION 

The Honorable M. Caldwell Butler 
March 9, 1981 
Page Four 

~he matter is now on a 1 
~~nuary and oral argument w~~e~eid Briefs were submitted in 

e parties' briefs address b on February 12, 1981 
the attorneys' actions in th oth the ethical issue and defend 
decide the issues involve excase. The court will finally 
briefs, please let me kn~~. f you would like a copy of the 

X hope this response ans 
members of the Subcownittee wer~ any questions you or other 
Wal~ Street Journal article.maif ave had after reading the 
aSs1stance, please do not hesit t I can be of any further a e to contact me. 

Sincerely, 

J)~ 
Dan J. Bradley 

Attachment 

co: The Honorable Robert W. 
Th H 

Kastenmeiar 
e onorable Thomas F. i Ra Isback 

Ii 
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REPLY 'l'O THE WALL STREET JOURNAL ARTICLE REGARDING 

~ V. OLIVAREZ LAWSUIT 

I. INTRODUCTION 

On August 20, 1980, The Wall Street Journal published 

an article entitled, "A Sweetheart of a Lawsuit?" which was 

reprinted in The Washington Post on August 31, 1980. 

The article criticiz~s a court ordered settlement entered 

into between the Community Services Administration (CSA) 

and the attorneys for poor and elderly plaintiffs complaining 

they had been illegally excluded from CSA's 1978-1979 winter 

emergency energy crisis program. The article charges that 

the lawsuit was a "sweetheart" arrangement under which the 

lawyers who filed the suit and the Federal agency sued 

colluded so as "to render Congress's intentions moot and 

feather the r own nes s; i t Leave money unspent, be sued ana 
settle as thou and they can best profit." 

As will be shown below, the charge is baseless and ~~~ 

article irresponsible. However, the seriousness of the 

charge and the interest inevitably generated by its being 

featured in both the Journal and the ~ require that the 

actual facts b'e set forth in detail. What follows below may 
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not be as colorful or interesting as the Journal article, 

but it does have the advantage of accuracy. It shows that 

the federal agencies involved acted with integrity and that 

the terms of the settlement were weli wi thin the authority 

delegated by Congress. The Federal Government argued its 

POsition and lost. At that point it settled the case in a 

manner which would benefit the class of elderly and poor 

citizens on whose behalf the lawsuit was filed • 
. 

II. CSA'S 1978-1979 ENERGY PROGRAM 

For Fiscal Year 1979, Congress appropriated monies to 

CSA to carry out programs which would assist the POOT. and 

elderly in coping with the energy criSis, particularly 

during the winter months. Two hundred million was appropriated 

for grants to community action agencies to provide direct 

assistance such as bill payments, warm clothing, and small 

heating appliances. Nearly $10,,000,000 waIlS appropriate.d 

for other programs of energy technical assistance and conservation 

efforts. For ey.ample, grants were made to low-income groupS 

to enable them to participate effuctively in rate making 

proceedings, to assist them in partiCipating in local planning 

and decision making in the energy aroa, and to build and 

use l.ow-cost energy saving devices such as solar hot water heaters. 

• « 
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In its regulations published to implement the program, 

CSA limited eligibility for bill-payment assistance to only 

those applicants who had received a notice that their heat 

or light was to be shut-off for failure to pay their bills. 

The regulation was adopted as a limiting device under which 

only those in serious crisis would receive the limited 

assistance available. However, otherwise eligible applicants 

who were not in imminent danger of a utility shut-off, but 

were encountering some other form of energy crisis were 

eligible to receive a variety of assistance, ranging from 

blankets to payment of food bills for those who had 

no money for food after paying energy bills. 

CSA awarded grants for this program to some 900 comm~nity . 
action agencies nationwide, many of whom in turn delegated the 

funds to various neighborhood organizations. Of the 

$200,000,000 appropriated, almost all wac committed by the 

grantees to applicants by June 30, 1979, the cut-off date 

set forth in CSA'. regulations for local o~ganizations 

providing assistance to applicants. Monies unspent as of 

June 30, 1979, by the organizations awarded grants were under 

law to be returned to CSA. It was these monies that were the 

subject of the lawsuit. 

III. THE LAWSUIT 

Six lrlW-income people from different parts of the 

country, assisted by Federally-funded legal .Isi£tance 

attorneys, filed suit on September 24, 1979, nearly three 

months after 'the 1978/1979 winter program was over, alleging 
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that they and an undisclosed number of other poor people 

had been illegally denied bill-paying assistance under CSA's 

program. These plaintiffs asserted that the CSA requirement 

which limited bill-payment assistance to applicants with 

shut-off notices was illegal because Congress had stated 

in CSA's legislation that " (e)ligibility for any of the 

programs authorized under this Section shall not be based 

solely on delinquency in payment of fuel bills." 

CSA together with the Department of Justice represented 

by the office of the United States Attorney for the Northern 

District of Illinois, in Chicago, filed a response that the 

regulation was valid since applicants without shut-off notices 

were still eligible for crisis assistance in forms other 

than bill payment. Both parties filed briefs on their 

position and oral argument was h$ld on January 4, 1980. 

After hearing from both sides, the Court sided with the 

plaintiffs:1 and a settlement as to the monies was developed 

to recompense the class of poor and eldarly who had been 

excluded in violation of Congressional intent. 

"THE COURT: I think that the plaintiffs are entitled 
to judgment to the effect that anybody who was denied 
fuel assistance for failure or inability to prodUce 
a cutoff notice, was deprived of benefits to which he 
might otherwise have been entitled under the statute. 
That much is clear to me." (Transcript, Jan. 4 proceedings.) 
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Thus, rather than engaging in collusion or "sweetheart" 

arrangements, CSA, together with th~ United States Attorney 

denied plaintiffs' allegation and energe~ically defended 

its regulation. No appeal was taken of the trial court's 

nosition because the court and plaintiffs were essentially , 

correct. In its haste to publish regulations and get monies 

out to meet the winter crisis, CSA adopt~d eligibility 

requirements which were more restrictive than Congress 

intended or allowed. It would have been bot~ frivolous 

and futile to appeal the decision any further, and no' 

attorney at the Department of Justice in Washington, D.C., 

CSA, OMS, or in the United States Attorney's office in 

Chicago suggested otherwise. CSA was faced with the reality 

that the Court would not allow the unspent funds to be 

returned to Treasury and was gOing to order that the funds 

be made available to recompense the poor and elderly who 

had been improperly excluded from the previous winter'. 

program. Rather than leave the. terms of that recompense 

to the plaintiffs and the judge, the attorney. from CSA 

and tho United States Attorney's office entered ~nto 

negotiations in order to insure that the terms under which 

eSA would be required to expend the remaining moniel were 

reasonablo and within CSA'. authority and ability to accomplish. 
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IV. THE SETTLEMENT 

The settlement and the process by Which it was reached 

were both legal and proper. It was reached with the ltno"Tledge 

and approval of the District Court, the United States 

Attorney for the Northern District of Illinois, the Office 

of Management and Budget, the Department of Justice, and 

the Conununity Services Administration. While the attorneys 

for plaintiffs were free to push for any form of expenditure 

benefiting the class they were representing, CSA attorneys 

looked to what Congress had authorized in appropriating 

Fiscal 1979 monies to eGA. The terms of the settlement 

agreed to by eSA and order.ed by the eourt go no further 

than Congress had authorized by law in creating CSA and in 

appropriating fiscal year 1979 monies to eSA. The specific 

intent of. aSSisting poor and elderly to get through the 

winter of 1978/1979 obviously could not be met in a 

settlement directed by the Court in January, 1900. However, 

the broad authority given eSA by Congress did permit a 

settlelI'Ient which will Substantially benefit the plaintiff 

class without going beyond the authority of CSA over its 
1979 appropriations. 

Section 222(a) (5) of the Economic Opportunity Act 

authorizes not only bill-payment assistance but a broad 

range of energy assistance activities for poor people. 

eSA had already funded numerous grantees to provide a range 

I 
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of assistance beyond the payment of utility bills. The' 

1979 appropriation was legdlly available not only for bill 

payment programs but also for the other energy activities 

authorized under Section 222(a) (5) of the Economic Opportunity 

Act. However, by committee report, it was clear that, 

while Congress left CSA with legal authority to fund any 

activity authorized under Section 222(a) (5), Congress 

expected $200,000,000 to be expended on direct assistance 

for bills and other winter crises and only some $10,000,000 

for the broad range of more indirect energy assistance 

authorized under Section 222(a) (5). 

The issue, then, is not whether CSA went beyond its 

legal authority in agreeing to the terms of the settlement, 

but whether in exercising its broad authority over 1979 

appropriations, it used sound judgment and to the degree 

feasible, kept faitt. with Congressional expectations for 1979 

funds. Given the limited options available to CSA as the 

losing party in the legal action, CSA feels that anyone 

taking the time to look into the issue will agree that the 

option taken by CSA was the only res~nsible course of action. 

In order to understand this clearly, an understanding of the 

alternatives available to CSA is necessary. 
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1. Add the $18,000,000 unspent from 

1978-3.979 winter program to the 

billion dollar CSA administered 

This was not an option available to CSA, because of 

who the plaintiffs were. The settlement had to benefit the 

poor and elderly who had been excluded from the prior year's 

program. This option would have been of zero benefit, the 

plaintiffs' attorneys would not have agreed to it, and it was 

highly unlikely the Court would have ordered it over 

plaintiffs' objections. Most plaintiffs were already 

eligible for the 1980 program of $1.6 billion. 

Plaintiffs were aware that there would be monies left 

over from this program and that adding the $18,000,000 

would simply add to the amount to be returned to Treasury 

after the cut-off date of the 1980 program, thereby providing 

no benefit to plaintiffs' class at all. . 
2. Hun a separate $18,000,000 bill-

~ayment program during the 1980 

winter, lim;. tad to the poor and 

elderly class excluded from the 

1979 pro9!"arn. 

At first glance, this option would appear to make the most 

sense and would clearly have corne closest to Congressional • 

:! 
Li 
1 

J" 

., 
\ 



\ 

-

106 

intent as expressed in committee reports. However, it 

would have been an unwise and irresponsible choice. When 

Congress expresses its intent ~~rough committee reports 

rather than by way of a statutorz earmark, it intends that 

the agency retain flexibility to meet changed circumstances. 

As the General Accounting Office, an arm of Congress, has 

stated: 

In this regard, Congress has 
recognized that in most instances it is 
desirable to maintain executive flexibility 
to shift around funds within a particular 
lump-sum appropriation account so that 
agencies can make necessary adjustments for 
'unforeseen developments, changing require­
ments, incorrect price estimates, wage-rate 
adjustments, changes in the international 
situation, and legislation enalcted subsequent 
to appropriations.'* •• 

Accordingly, it is our view that when 
Congress merely appropriates lump-sum amounts 
without statutorily restricting what can 
be done with those funds, a clear inference 
arises that it does not intend to impose 
legally binding restrictions, and indicia in 
committee reports and other legislative 
history as to how the funds should or are 
expected to be spent do not establish any legal 
requirements on Federal Agencies •••• 
(55 Compo Gen. 318, 319, 1975) 

Clearly then, Congress intends that CSA use the flexibility 

afforded by Congress to best meet changed circumstances. 

Here, circumstances had changed drastically for CSA. CSA was 

in the midst of administering clos~ to a billion dollars 
. 

under its 1980 Emergency Crisis Assistance Program (ECAP). 
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It was also in the process of resolving issues and audits 

from the previous year's $200,000,000 energy program and a 

previous court ordered energy program of $48,000,000. 

To have also started an'additional $18,000,000 program, with 

necessarily separate regulations and eligibility criteria, 

would have been beyond CSA's capacity to properly monitor, 

audit, and administer. To have pretended that we possessed 

such a capacity in order to stave off Con~ressional or 

public inquiry would have been irresponsible. Further, CSA 

was aWare of Congressional criticism of the management 

capabilities of CSA's grantees across the country as to 

their administra,tion of the 1978, $200,000,000 payment program. 

Given the fact that the same grantee network was in 

the midst of trying to administEr a billion dollar 1980 

effort, the impOSition of an additional, separately administered 

$18,000,000 program was inadvisable. 

A third difficulty with this option is that it assumes 

the individual members of the class are identifiable. The 

problem with payments to a class, as with any form of direct 

individual assistance, is that identifying the actual members 

of the illegally excluded c1asEi comes close to being impossible. 

Bere the class included not only those who applied and were 

rejected in 1979 but those who would have applied but 

didn't because they knew that a shut-off notice was required. 

The court recognized this difficulty •. Judge Grady stated 

during the January 4, 1980, hearing: 

----------------------------------~-~~~--~---------------------------~----~~!.~--r 
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How are we going to find out which 
persons were chilled from applying because 
of knowledge of this shutoff notice . 
requirement? How are we going to gather 
the facts on which persons, other than 
your named plaintiffs, were turned do~~ 
on that account in the region? We could 
spend the 15 million dollars ga i.hering the 
facts in this case. I say that facetiously 
but by the time we gather them, it will be ' 
another year eown the road and then we 
wou~d be in the '81 program before we 
dec1ded who was actually entitled to any 
money. Is it worth it? 

Even if these administrative difficulties were to be 

overcome, the minimal value of this option to poor people 

made it inadvisable. At the time of the settlement, the 

poor and elderly were eligible for the billion dollar ECAP 

winter program, which had mora generous terms of assistance 

and broader eligibility requirements. To have spread an 

additional $18,000,000 program among 50 states, 900 grantees 

and thousands of subgrantee neighborhood outlets would have 

resulted in subgrants so small as to be of negligible 

value to the plaintiff class and less than negligible value 

to the grantees~ who would have had to accept the additional 

regulatory requirements. Acting on the fle~ibility afforded 

by Congress, CSA rejected the alternative of running an 

$18,000,000 bill-payment program and sought an alternative 

which would be within both its authority and its capability. 

3., Fund a number of succnssful CSA 

energy proj~cts to provide direct 

assistance and also indirect assistance 

intended to result in perrnan~ benefits 

to the class. , I 
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This was the option chosen by CSA as a negotiating 

position and the settlement terms are in accord with this 

alte.native. The grants provided for under the terms of 

settlement are detailed in Attachment A. In summary, 

$4,000,000 will be awarded for a hypothermia program 

providing 10,000 elderly households in 15 northern states 

with an energy audit, special winter clothing, and nutrition 

education. Four million dollars will be awarded for basic 

insulating materials such as caulking, weather stripping, 

and window coverings to serve 60,000 households, $2,000,000 

for a solar installation program including materials for 

hot water and air heaters in 2,600 households, $6,500,000 

for various energy advocacy projects throughout the country, 

$1,000,000 to involve poor and elderly in their community's 

energy planning and assessment of needs, and $150.000 to reduce 

energy costs on small farms. If circumstances change, the 

settlement allows for court approved modifications in the 

funding levels set forth above. 

As shown above, these activities are authorized under 

CSA's enabling legislation and the 1979 appropriation passed 

by Congress. While the author of the Journal article regards 

the grants agreed to by plaintiffs and CSA as "pet projects 

whioh otherwise might have been terminated because of 

opposition or a lack of interest in Congress," there is no 

illegality or. impropriety in funding valuable projects 
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authori2:ed under a 1979 appropriation even though Congress 

does not intend to appropriate sufficient funds to continue 

all such projects in succeeding fiscal years. CSA must 

look to the 1979 appropriation in determining an authorized 

and appropriate use for held-over 1979 funds, not to 

current Congressional intent. Also, plaintiffs were not 

likely to agree to any use of tl".e 1979 appropriation 

"'hich wou~ij meraly add to projects for which there were 

ample current appropriations, again on the theory that 

plaintiffs were seeking some form of recompense they would 

not otherwise obtain. 

v. CONCLUSION 

It should be apparent from the above that if balanced 

journalism remains a goal' of The Wall Street Journal and 

The Washington Post they have fallen short of the mark in 

this instance. Attachment B details the article's inaccuracy. 

While the wisdom of certain discretionary grant 

judgments made by an executive agency is always open to 

question, and while CSA can properly be asked to defend 

those judgments, there is little value in CSA spending tj~e 

defending baseless charges of collusion and illegality. The 

~ settlement was legal l the process \<las handled with 

integrity, and CSA stands behind the appropriateness and the 

wisdom of the results. 
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IN THE UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF ILLINOIS 

ELSIE SI~mR. , HILDA SPlNEY, ARLENE 
WHITEHOUSE, ARTHUR BOUCHER, ROSE 
and ROBERT HENERSOll, HILDA BELI.ER, 
DEBRA JONES, et al. 

Plaintiffs, 
-v-

No. 79C3960 

ioi:ILLIA~ .!\LLISON, Act:J:ng':D±rtctor of 
Community Servi=es Administration; 
COl!."'lUNITY SERVICES AD!-UNISTRATION, 

Defendants. 

STIPULATION AI~D AGrtEED ORDER 

Now come the plaintiffs, ELSIE SIMEP., !! ~, by their 

attorneys, and the defendants, the Acting Director of Community Ser'/!c( 

Administration (CSA) and CSA, by their attorneys, and'do-hereby.sti~ull 
and agree. to the following terms for the purpose of a fair 

settlement of Simer et al, v. Olivarez, et al., . -
1. The parties have conSUlted with one another in an effort 

to settle this matter in an expeditious and fair manner in order 

that funds be made available to enable CSA's grantees to respond 

to winter-related energy crise.'S which endanger the health and 

survival of lOw-income households and/or result in substantially 
increased energy costs. 

2. None of the parties admit any liability or wrongdoinq 

under the terms of the settlement of the pending lawsuit nor 

concede the validity of th~ Pos!tions asserted by the others. 

ATTACHMENT A 

4'-
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3. All unexpended monies from the 1979 Crisis Intervention 

Program (CIP), estimated to date to be approxi~ate1y eighteen 

million dollars remaining from an original S2~0 million for 

CIP appropriated by Congress for FY ·79, shall be used to effectua~e 

the following programs and provisions in the manner desc~ibed . 
herein. 

4. eSA agrees to provide a total voucher credit of S250 

to the current gas, oil, or electric utility of the indivi~~ai 

named plaintiffs or,a direct payment of S250 to the named plain~~::s. 

S. Eligibility of any applicant for programs detailed in 

paragraphs six through eleven shall be based on 125\ or less of 

the eSA income poverty guidelines in effect at the time of 

applica don. No proof of a shut off notice or any eVidence 0: 
unpaid utility bills is necessary or program e ~g~ ~ 1.. _ f l ' 'b '1' tv Priori tj.' 

shall be given to the elderly and those unserved by eIP. 

6. eSA agrees to fund a four-million dollar hypothermia. 

pr~~ram in at least fifteen northern states to serve approximately 

10,000 households. Hypothermia is a condi tion '~hich results from 

failure of the body's thermo-regulatory system to respond properly 

to cold. Specifically, projects will focus on the following 

activities: 

a. an energy assessment of the target home: 

b. an explanation of energy saving techni.ques des~qned 

especially for this client group; 

c. nutrition education related to the maintenance of 

body heat; and, 

d. provision of a personal "kit" of appropriate clothin~ 

in a special package consisting of such items as thermal underwear, 
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,------ ----I J"~~~~. uvv~o, d .UL~ cap, ana D!anKet tor in home use. 
7. eSA agrees to provide four million dollars for the support of a 

program to supply emergency energy conservation kits to eligible 

elderly and low-income house1ho1ds. Program grants shall be 

approximately SSO,OOO, of which at least eO\ shall be for the 

cost of the kits themselves, A maximum of 15\ shall be available 

fbr ~rogram administration and support costs, including training, 

outreach, transportation costs, and publicity. A maximum of S~ 

shall be aVailable for administration costs including audit and 

insurance. Wherever possible, other resources shall be mobilized 

for such program support costs, including the use of communi~y 

or ACTION voluntee~s, and preference I~ill be given to grantees 

who, ~~rough such rescurce mobilization, are able to reduce 

program support costs below 15\. eSA agrees that approximate:y 

60,000 households will be served with conservation kits, 'which 

will average approximately S50 in cost. 

3. eSA agrees to fund a two million dollar solarization pro~T~~ 
in two components: 

(a) an operational solar installation program conSisting 

of Sl.2 million in grants for materials for solar devices. Grants 

will number between eo and 150 and will be of no more than 

i45,OOO, with the average at apprOXimately $lO,~oO. They will 

re~ult in the installation on the homes of poor and elderly persons 

of at le~st 2400 solar applications, including hot water heaters, 

air heaters, solar attached greenhOUses, and south wall glazing. 

Costs of labor and overhead will be supplied from other sources, 

including, where available, CETA, and grantees will be encouragec 

to leverage additional funds for program expansion. 

(b) seoo,ooq for the support of at least four regional solar 

, &w"f, t« .. ' 
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t whl.·ch will "rovide workshop training, technical resource cen ers ~ 

assistance, design services, and system monitoriftg and evaluation 

assistance to the opera l.ona gr n • t · 1 a tees Center w,orkshop training 

activities wili include materials costs for the installation of 

aminimurn of 200 additional solar applications on homes of the 

poor and elderly. 

9. CSA A.grees, to disburse 6.5 million dollars for low income and 

elderly consumer advocacy in energy issues by funding the 

following programs for a two year period commencing in 19S0 as 

follows: 

a) 4 million dollars shall be granted to local groups to 

fund advocacy efforts on behalf of elderly and/or low income 

issues affecting t.hem, subject to persons with regard to energy 

the following requirements: 

(1) grants for groups shall average $ is,aOO per year 

and at least so funded will be advocacy groups \:hien four groups 

are not being funded by CSA as energy advocates as of the date 

of this Orde:::. 

(2) in selecting which applicants are to receive funds 

CSA shall give preference to those applicants which can show a 

demonstrated capability in the following areas, and which propose 

in their \~ork programs: the conduct of activities: in ~'lelile areas: 

(a) energy availability and access to energy sources, including 

customer service issues; (b) energy costs and local, state, or 

federal energy regulato~ policies; (c) impact of energy problems 

on basic necessities: such aD housing/ food, transportation, 

including building performance standards:: and Cd) impact of 

ener9Y conservation, Weatherization, and alternative energy 
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development policies on elderly and/or low income persons. 

(3) Grantees must utilize at least fifty (50) percent 

of any grant under thi~ program to contract with .xis~ing legal 

programs serving low income people as authorized under 42 U.S.C.A • . 
3001 or 42 U.S.C.A. 2701 or Title XX of the Social Security Act. 

This SOl legal component may be waived only for ~ose grantees 

Who currently have on staff full time attorneys Working exclusively 

on energy advocacy or for those grantees that can show in writing 

a commit ment from a practicing legal service program serving 

consumers for the availability and use of a full time attorney/ 

paralegal for two years for energy advocacy. 

(4) Funding and administationl monitoring of these 

grants shall be ~~e responsibility of CSA Headquarters. 

• L.,b) $1.8 million shall go for a grant to National Consumer Law 

Center on August 1, 1980 to be used solely for a two-year bl.aget 

to maintain and expand its current advocacy, research, and active 

litigation with regard to state, federal and local utility and 
enel:'gy issues. 

c) In addition to the $1.8 million in Section 9b, Defendants 

shall grant the National Consumer Law Center $.5 million to be 

used over two years for expert witness and c:onsultant fees in 

regard to energy and utility problems affecting low income 
utility consumers. 

The $.5 million shall be distributed to CAP energy advocac!-' 

grantees, legal Mrvic:es organizations or other consumer utility 

adVocacy groups to be used for expert winess or consultant fees in 
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energy and utility matters in which those groups are representing 

low income consumers less 2\ for travel costs for the advisor) 

commi ttee ~llmit:ad to Illlowable costs under current U. S. government 

r.qulations~. Requests for fund distribution shall be reviewed and . 
recommended by a t~ve-person advisory committee to be appointed 

and by NCLC. subject to CSA approval,oased on the likelihood of 

successfully helping a large number of low income utility consumers 

and other criteria to be established by NCLC. An NCLC employee 

shall be a non-voting member of tne advisory committee. All 

consultant contracts shall be approved by CSA as re~uired by 

45 CFR Sl068.41. Advisory committee members shall be persons 

knowledgeable about energy problems of low income person~ and 

about energy and utility issues. Neither advisory cornmit~ee menbers 

nor the orqanization by which they are employed shall be eligib;e 

to receive, either as expert witness or as advocates employi~q 

such witnesses, fun?s distributed by the committee. 

NCLC, if requested, may assist groups receiVing part of the 

$500,000 in the cases for which the funds are to be used but 

NCLC assistance shall not be a condition of receivinq the funds, 

nor shall the committee consider the failure to request assistance 

from NCLC as a negative factor in making its determination. NCLC 

shall submit to CSA, which in turn shall report to the plaintiffs' 

attorneys, names and address of witness~s, ~ount spent, dates'and 

hours of service, nature of case, and results. All funds not 

expended after two years from the date the grant will ba refunded 

to CSA • 

• d)A grant of $200,00 shall qo to Citizen/Labor Energy Coalition 
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Foundation of Hashington, D.C. to fUnd for a two year period 

st.sff q 'travel, and materials for providing traininq and 
. technical assistance in orqani:ing and coalition 'building for 

those advocacy groups funded under paraqraphs 9a, and lOb • 
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10. CS~ shalJ provide funds totaling one million dollars for 

a) Emergency Preparedness/Impact Assessment programs and b) 

. Community 'Energy Planning programs that will assure the participa­

tion of the poor and the elderly and the consideration of their 

needs in the cl:)mmunity energy planning process. 

~) Emergency Preparedness/Impact Assessment program funds 

will provide a single two-year grant of approximately $400,000 for 

a comprehensive assessment of the impact on the poor and the 

elderly of developments in the energy market: and ansessnient.of state, 

locali 'and".national legislation, programs, and policies relating to ant' 

affecting energy usage, pricing, distribution, and development, 

including the areas of housing, transportation, and rural ·develop­

ment. Included will be the assessment of ~pecial impacts such as 

landlord abandonment, FHA and BUD mortgage default, and the 

nutritional impacts on the many elderly who have been forced ~l:)' 

reduce food budgets to pay for heat. Information generated will 

be made available to CSA and its grantees, including the energy 

advocacy grantees, to be used in on-going efforts to assure that 

energy related government programs and policies at all levels wi~l 

be responsive to the needs of the poor and the elderly. In 

addition, successful local co~~unity efforts to reach by-passed 

populations in the implementation of recent energy assistance 

programs, and to plan for winter energy emergencies, will be 

documented and used as the basis for assistance to local communities 

in planning for winter dmcrgencies. Assistance will include a 

number of regional training programs focusing on community 

preparedneus, and.updating of existing resource material based on 

the.e experience •• 

. 

• 

~ 

\ 
! 
h 

11 
1\ 

fi 

1\ 

I 
! 
! 

! 
f 

II 
II 

! 
lj 
I 

1I 
II 

II 
U 
Ii 

i 
I 

" II 

Ii 

i! 
(I 
I 

I 

I • .. ,. 

119 

of at 

b) CSA will award a minimum of fifteen eighteen-month grants 

least $30,000 to Community Action Agencies to provide staf: 

and administrative support for community energy planning. Grantees 

W~ll build community coalitions of all sectors (public, priVate, 

~rganizations serving low-inco~e people and the elderly) to join 

in organizing the community to identify and assess the sources and 

uses of energy in the community, identifying ways to create greater 

local energy self-sufficiency through use of rene\O/able energy 

sources, and ensuring that programs adopted address the special 

economic, employment, or environmental needs of the poor and the 

elderly. CSA will also award a national technical assistance grant 

of approximately $100,000 to assist planning grantegs in areas 

such as identifying energy alternatives, determininq employment 

potential of different renewable technologies, organizing 

coalitions, and legal and building code considerations in meetir-g 

community energy needs. 

11. C~A agrees to fund the Small Farm Energy Project of the 

of the Nebraska Center for Rural Affairs located in Walthill, 

Nebraska to continue its development of low-cost application of 

small-scale, alternative energy for use on small farms at a level 

of $150,000 for two years. 

The project will continue to provide technical assistance 

and limited capital on a cost-sharing b~sis to develop on-farm 
innovations to conserve energy, r 1 ecyc e resources, And produce 

energy flow froln sources on the farm. The emphasis will be on 

innovations that are horne-built, easily maintained, t:itted to the 

farmers' normal P~Oduction patterns, and constructed from materials 

readily available throughout rural. areas. 
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The project will assist in a dissemination effort to bring 

its fincings to other low-income farmers. Participating farmers 

d ~n ~nstructJ.'ng other low-income farmers in will be enliste ... ... 

on-farm. energy applications, ~n , 'the immediate area, and through-

o~t forty countias in t ewes ern h t cornbelt area of Nebraska, Iowa, 

Southern Minnesota, and South Dakota. Project results will be 

disseminated nationwide through a project newsletter, film and 

film strips, and a speakers' bureau. 

12. S350,OOO is set aside for ~~e following purposes: 

h S 12/13/14 level and one ~lerical Three professionals at t e G 

at ~,e GS 7/9 level shall be hired for a perJ.od of two years for 

, h administration and monitoring of headquarters' assistance J.n ~e 

the progr. ants set forth herein. In addition, travel expenses of 

CSA employees J.n ... ... , mon~tor~ng and administrating these programs 

CS ~ shall also publish manuals, shall be met from these funds. n 

handbooks, and pamphlets pertaining to ese pro , t h grams and shall 

ensure that these publications be translated into Spanish and 

Chinese as appropriate and distributed accordingly. 

13. t d f by CSA pursuant to this All funds granted or contrac e or 

Order are subject to pertinent provisions in ~,e Economic 

of 1964, as amended, and applicable CSA regUlations Opportunity Act 

and directives. 
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14. Plaintiffs shall waive aJ,l attorneys', fees and CSA shall 

reimburse plaintiffs for any c:osts permitted b:1 lau. Such a bil: 

of costs shall be submitted within ten days of. entry of the 

Order in this case. 

l·S. Defendants shall supply to the plaintiffs detailed progress 

'reports on actions taken to carry out the provisions of the 

paragraphs of this settlement. The first report shall be 
. with 

submJ.tted by December 31, 1980 subsequent reports every six 

months thereafteJ: concluding with a final report due by December 

31, 1982. Such reports shall include, but are not limited to 

a) a brief surnma:ry of each grant made wi t!l funds available uncle:­

~~is stipulation including identi~y of grantees, amount and dates 

of grants, and a brief description of the local program; b) 

breakdown by each program area and number of household served 

(where appli~able) and c) copies of any evaluation prepared bY'~r 
for CSA. 

16. ,Instances where CSA obtains the return of funds obligated, 

it shall reobligate such funds to grantees fulfilling the specific 

purpose of 'the paragraph under which the grant was awarded.. 

17. Any additional monies returned to CSA in excess of eighteen 

million shall not revert to the United States Treasury but shall 

be SUbject· to the jurisdiction of the Court and shall be 

Obligated by CSA in accordance with a plan to be agreed upon by 

all parties and approved by the Court. 

lB. Agreed modifications of this Stipulation and Agreed Order 

not affecting substantial rights and Obligations of all parties 

need hot be prese~ted to the Court for approval. MOdifications 

__ , _______________________ mrr __ i!~i _____ ~~ _______________ , _____________________________________________ -------~~---
,----~---~----~-----
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. ' which substantially affect the rights and obligations of. the 

d t or not, and modifications to which parties, whether ~gree 0 

the parties cannot agree shall be presented to the Court by 

either party upon motion nnd notice to all parties twenty-one 

days prior to hearing. 

,)' 

Greg 1-1cHugh 
Senior Citizens 
Cook County Legal 
Foundation, Inc. 
1701 South First Avenue 
l-!aywood, Illinois 60153 

. ~. 

Joan Glanton' Howard ,.' ___ 
Senior Citizens Legal Serv~ces 
Cook County Legal Assistance 
Foundation, Inc. 
1701 South F.irst Avenue 
Maywood, Illinois 60153 

Nanc}· Brockway 
Legal Services for the Elderly 
P .0. Box 2723 
Augusta, Maine 04330 

Jeffrey Greenwald , 
Lehigh Valley Legal Serv~ces 
15 South 3rd, Room 404 
Easton, Pa. 18042 

Paula Munson 
Central Pennsylvania Legal Services 
105 Prince Street 
Lancaster, Pa. 17603 

SO ORDERED: 

Dated : ____ .::AP.:....:;.R_2..:,S_19SO __ _ 

- At 

Frank N. Jones 
Assistant Di:ector :or 

Legal Affairs and Gene=a: 
Counsel 

Community Se:vices 
Adrninistra tion 

. 1200 19th Street, N.t·i. 
Washington, D.C. 20506 

'\ .~ 
By: ~" ~ ~\: 

Al.!'ll Docl:te!li'arl 
Assistant ('-e.'1eral Cou."lSel 

fer Litiqation 

JOHN F. GRADY 

John :'. Grt.dy 
United States District Judge 
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~IES IN 'mE WALL STRmr' JOORNAL 

ARrICLE ~m:; ~ v. OLIVAREZ IAWSUIT 

~ article in the August 20, 1980 Willl Street Journal entitled DlA 
. Sweetheart of a lawsuit?" offers readers a distorted and underdeveloped 
picture of the events sur:to\.Jlding the Order entered in S:i.r!er v. Olivarez, 
a lawsuit filed on behalf of J.c:7.,,>-incane people challenging the adiiiilli­
stration of the 1979 energy crisis program by Ch.e Ccmtumity Services 
Administration (~). In the order of aa;>earance in the article, the 
inaccuracies and innuendos which particularly nerit (X)rrectjpn and 
clarification are the following: 

o Item: The settlement resulted in funding for "quasi-public 
community action groups wi'i:h a good deal of political 
clout." 

:Aesp:nse: The accusation that CSA makes funding decisions on the basis 
of political cJout is without foundation.. Nowhere in the 
article is there any eVidence to substantiate this claim: 
no instance of political pressure by any politician or any 
other indivillual, no identification of any fundirm decision 
with any pOlitical party, and no charge that t.il . ;rantee 
would be funded because <?f its political in'flt.leIH.:e. 

o Item: ". • • in bypassing the normal :route, ~.SA had 'elimin­
ated Congress t S decision-making authority.'" 

Response: By its administration of the 1979 program, CSA bypassed no 
"normal route." Congress, not CSA, appropriates funds for 
the eX6cut1ve branch. Congress, not CSA, by a cOtltinuing 
resolution determined the level of fiscal year funds. The 
resolution provided a lumr sum appropriation to CSA for 
continUing activities which weri tonducted in FY '78. 
CSA-funded activities in FY '78 . ncluded a fuel bill payment 
program and many of the projects which will receive continued 
funding under the Court Order. Thus, the author is erroneous 
in .blaming CSA for infringing on Congress I detision-making 
authority Since only Congress provides the funding for CSA's programs. 

• Item: "Preliminary hearings led to a pre~rial settlement 
between CSA and plaintiffs." 

Besponse: 'he hearing at which Judge Grady in Chicago, Illinois con~ 
eluded that plaintiffs were entitled to judgment was not 
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preliminary' the,'e was no pretrial settlement between the 
parties, ~ther, only after the submission of all memoranda 
and a ·hearing on the parties' respective motions for final 
judgment, was settlement reached. 

fl ••• no attem):- was made to identify 'all others 
similarly situated' -- the poor on whose behalf the 
class action was instituted. CSA rationalizes this 
deliberate oversight ••• " 

Fesponse: This option would not have been an effective method to 
alleviate the burden of rising fuel prices on the poor. 
The decision not to engage in a generallY futile try to 
identify those people who were denied benefits or dis­
couraged from applying nearly a year ago was no oversight. 
The obvious difficulty inherent in this alternative was 
recognized by the Court during the January 4, 1980 
hearing: 

o Item: 

How are we gOing to find out which persons were 
Chilled from applying because of knowledge of this 
shutoff notice requirement? How are we going to 
gather the facts on which persons, other than your 
named plaintiffs, were turned down on that account 
in the region? We could spend the 15 million 
dollars gathering the facts in this case. 1 say 
that facetiously~ but by the time we find them, 
it will be another year down the road and then we 
would be in the '81 program before we decided who 
was actually entitled to any money? Is it worth it? 

"CSA sought a settlement which would allow it to 
use the funds to finance pet projects which othehWise 
might have been terminated because of opp~sition or 
a lack of interest in Congress." 

Respc:xlse : If this charge means that CSA adopted a posture i~ 
settlement negotiations designed to provide continued 
funding to projects authorized under its Act which had 
deroonstrated success in rleveloping innovative responses 
to the energy crisis, then CSA pleads guilty to funding 
"pet projects." Legal SerVices, Head Start, Weathe"ri. 
zation and vendor energy payment programs are other "pet 
projects," first developed by CSA and later spun-off to 
more penmanent homes in other federal agencies. CSA 
views the projects contemplated under the settlement as 
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fully meeting the Congressional purpose of CSA assisting 
innovative programs whose purpose is to alleviate the 
burden of rising fuel prices on the poor. 

o Item: fl ••• $4 million will go to a hypothermia program run 
by former CSA grantees to alert people to the dangers of freezing to death." 

Hesponse: The program will be administered in fifteen northern states 
by current or new CSA grantees, not former grantees. It 
will do much more than Simply alerting people to the dangers 
of freezing to death. It wilt provide 10,000 elderly house­
holds with a life~saving kit of special clothing, energy 
assessment of their homes, explanations of techniques for 
saving energy, and nutrition education. Although the 
United States has only recently become involved in studies 
concerning the devastating effect on the elderly when body 
temperatures drop below 900 F, Great Britian has determined 
that 10% of the aged there were susceptible to accidental hypothermi a , • 

o Item: "$1 million will be awarded to consulting firms and 
15 Community Action Agencies, essentially to produce 
reports to inform us that energy is expensive." 

Nesp::nse: No lOOney will go to explain that energy is expensive. In 
fact, these funds will go to community action agencies to 
enable them to become involved in comprehensive energy 
planning. The grantees will work in their communities on 
assessment and projecting energy uses and needs, developing 
conservation strategies, and lessening local dependence 
on outside energy sources. all with a focus on lOW-income 
people. Other funds will be used to do a comprehensive 
assessment of the impact of various energy costs on the 
poor. This assessment will then be used in on-gOing 
efforts to assure that energy policy at all governmental 
levels will be more responsive to the poor and elderly. 

• Item: "Thus CSA and the public advocacy and legal servicp.s 
groups may have hit upon a marvelous recipe to render 
Congress's intentions moot and feather their own hests: 
leave money unspent, be sued and settle as thou and 
they can best profit." 
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This implicit charge of collusion 1s extremely serious and 
very irr~sponsible. A reading of memoranda filed by CSA, 
represented by the Department of Justice, and the trans­
cript of the hearing would leave no doubt that CSA 
presented a vigorous defense. Only after the court 
concluded that the plaintiffs were entitled to judgment 
did CSA enter settlement negotiations. It is ironic 
that government attorneys who during the Watergate era 
were criticized for defending illegal government acts to 
the end, lre now criticized for settling once a court 
decides that a federal agency violated the law. 

Plaintiffs I attorneys certainly did not "feather their own 
nests. II No attorneys fees were awarded. The only monies 
they received from the court settlement wer~ $15 for filing 
fees and $225 for p r in tin g costs. None of the attorneys 
are expected to participate under the terms of settlement 
as beneficia,ries or employees of organizations receiving 
funds under the settlement. 

CSA did not "1eave money unspent." All of CSA's appropri­
ation was expended in grants made to over 900 community 
groups. These groups, in some instances, did not commit 
all their funds prior to June 30, 1979. There WdS no 
"marvelous recipe. 1I CSA lost in litigation over whether 
CSA had followed Congressional intent; and pursuant to the 
Court ordered settlement, plaintiffs ' class will benefit 
from the disbursement of these funds. 

"Assuming CSA could have won the case, fiscal responsi­
bility would seem to demand that it do so and return 
the $18 million to a government already under attack 
for excessive spending." 

Iespoose: Assuming CSA could have won the case, it would have done 
so. The author creates the impression that CSA should have 
been able to prevent the expenditure of the funds remaining 
in the program. The history of the litigation proves 
otherwise. Judge Grady found that the plaintiffs were 
entitled to judgment. Having concluded that CSA had lost 
the lawsuit, he urged the parties to reach settlement 
consistent with his remarks. Thus, regardless of the terms 
of settlement, CSA would be required by Court Order to 
expend the bulk of the remaining approximately $16 million. 
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o Item: W ••• shouldn't the funds have at least been used 
for the purpose for Which they were intended __ 
to alleviate the burden of rising fuel prices on 
the poor -- ••• " 

Response: The funds are being used for that purpose. Both direct and 
indirect assistance alleviate energy burdens. Direct 
assistance pays one bill, one time. Indirect assistance, 
such as weatherization or advocacy leading to "lifelinell 
and other reduced rates, provides greater and more permanent 
alleviation. CSA's enabling legislation mandates CSA to 
attempt more permanent solutions and current Administration 
and Congressional policy is to leave payment programs to 
agencies such as the Department of Health and Human Resources. 

o Item: CSA is a "floundering agency." 

Besponse: Again, the author's choice of colorful adjectives is 
unsupported by her article. CSA continues to have Congress 
increase its appropriations, even in a time of cuts for 
domestic programs. CSA's efforts are hardly floundering, 
particularly in the energy area. It was CSA that first 
funded weatberization on a small scale, then received funds 
to demonstrate its success nationally, and saw it spun off 
to a permanent home in the Department of Energy with a five­
fold increase by Congress. It was CSA that Congress chose 
to develop a national vendor payment program for the winter 
heating costs of the elderly and poor. That program gr'ew 
from 200 million to ten times that amount and will find a 
permanent home this year in the Department of Health and 
Human Resources (HHS). During last winter's energy crisis 

, program, the states were offered the choice of using CSA 
regulations and CSA grantees or operating through their own 
agencies. The vast majority chose to operate under CSA 
regulations and to use CSA grantees. When hundreds of 
elderly began to die in this summer's heat crisis, it was 
CSA that used its statutory flexibility to immediately 
provided financial assistance to communities seeking to help 
the poor and elderly. Congress not only sanctioned CSA's 
efforts, it passed emergency legislation substantially 
increasing CSA's authority to shift funds to meet the crisis. 
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ApPENDIX 2(C) 

= LEGAL SERVICES CORPORATION 
733 Fiftttnth Street, N. W'r Washington, D.C. 20005 

W'II.,', nlrect T.h!~)1nn. 
(202) 272-4040 

The Honorable M. Caldwell Butler 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Butler: 

March 9, 1981 

Dan J, Br.dlt') 
I'rt'"dl'nt 

I am writing in further response to the questions you raised 
at the oversight hearing on the Legal Services Corporation (Cor­
poration) held last week by the House Judiciary Subcommittee on 
Courts Civil Liberties and the Administration of Justice. You 
asked ~ number of questions about the recent General Accounting 
Office (GAO) report, entitled "DisappOinting Progress in Improving 
Systems for Resolving Billions in Audit Findings", and requested 
a full explanation of our response to the alleged deficiencies 
in the Corporation's auditing procedures. 

I am pleased to have this opportunity to provide you with the 
additional insight into the Corporation's audit prog~am that you 
requested. 

GAO conducted this review to determine if federal executive 
agencies had improved their systems to resolve audit findings in 
accordance uith policies of the Office of Management and Budget 
(OMB) Circular No. A-73. As you know, the Corporation is not a 
department, agency or instrumentality of 7he feder,!-l.g~verx:ment. 
By law, OMB's authority over the Corporat~on's act.~v~t~es ~s 
limited to reviewing and commenting upon the Corporation's annual 
budget request to Congress. Nevertheless, the Corporation is more 
than willing to cooperate fully with the GAO in this endeavor. 

The information presented in GAO's report concerning the Cor­
poration's audit procedures appears to be based solely upon the 
Corporation's letter and memo (see Exhibit I) to Mr. Melvin J. 
Koenigs dated May 30, 1980~ and a subsequent telephone conversatipn 
between the Corporation's Director of the Audit Division and a 
representative of GAO. A representative of GAO did not at any 
time visit the Corporation's Audit Division or directly examine 
our audit procedures. 
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. I should also point out that the reportIng format and infor­
mat~on p~rameters.used by GAO did not enable GAO to incorporate 
informat~on that.~s both relevant and essential to our audit program, 
b~t may not be d~rectly relevant to OMB Circular A-73 or the objec­
t~ves Of.th? GAO :eport. As a result, the conclUsions on the 
C?rporat~on s aud~t program that might be reached by a reader of 
the GAO report could understandably be negative. 

I believe it more appropriate to base overall conclUsions on 
the Corp~rationls audit program on a more in-depth understanding 
of what ~s involved in our audit program. I will, of course, send 
you a copy of our response to Congressman Brooks' request for our 
comments on GAO's observations. The Corporation's audit division 
has recently requested more information on certain aspects of the 
G~O report. A copy of that request is enclosed for your informa­
t~on. In the meantime, I will attempt to provide you with an 
ove:all per~pective on the Corporation's audit program which should 
ass~st you ~n making an assessment of the effectiveness of this program. 

CHRONOLOGY OF AUDIT PROGRAM DEVELOPMENT 

1975/1976 -- ReCTi:;re~~~~~~~r.;~~:;r.;.:~~~~~~E.!fo~r 

. The Corpor~t~on issued its Audit Guide in August 1976 to 
~nsure. that rec~p~ents and their auditors understood the accounting 
fe~ort7ng and auditing requirements for contracts and grants entered 

n 0 ~~th LSC, The Audit Guide was developed jointly by the Cor­
porat~on and Arthur Andersen & Co., an international CPA firm to 
reflect generally accepted accounting principles and auditing' 
st'!-ndurds ap~ropriate for non-profit organizations. The Audit 
Gu~~e.estab~~shes the Corporation's accounting and auditing 
pol~c~es wh~ch govern annual financial audits. It requires each 
recipient to conduct an annual independent audit and to submit 
such audit to the Corporation within ninety days of the fiscal year end. 

---
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As a follow-up to the issuance of the Audit Guide, LSC 
conducted nine regional training sessions between September and 
December, 1976, to orient the programs to the requirements of the 
Guide. Each program's executive director, accountant/bookkeeper 
and chairperson of the board of directors were requested to attend. 

1977 -- Development of LSC's "Accounting Model for Recipients" 

As an outgrowth of the training sessions on the Audit Guide, 
LSC developed and distributed to all programs the "Accounting 
Model for Recipients" in March of 1977. This Model was developed . 
in recognition of the fact that many programs needed further specif1c 
guidance in the financial management area to effectively identify 
and impl~h improvements. 

1977 to the Present -- Evolution of LSC's Financial Mangement 
Improvement Program 

The Corporation, during its long-term planning process, iden­
tified as a priority a commitment to insure that certain standards 
of ~erformance in the financial area are met by programs. pur­
suant to this commitment, LSC developed its Fundamental Criteria 
of an Accounting and Financial Reporting System for LSC Recipients 
(see Exhibit V). The Fundamental CriterIa are a codification of 
the basic elements included in the Audit Guide and Accounting Model. 
The criteria are presented in a format which enables executives 
with nonfinancial backgrounds (usually program directors and board 
members) to clearly understand their stewardship responsibilities 
and accordingly, it assists them to appropriately discharge them. 

The Fundamental Criteria were presented at nine regional 
training sessions to program directors and board members (with 
accounting personnel in attendance) to introduce them to the finan­
cial management standards that would be applied to programs on a 
nationwide basis. Attendees were advised that the Corporation 
would conduct a follow-up program to help insure that the requisite 
financial management capabilities exist at each field program. 

During FY 1979 and FY 1980 the Corporation began a series of 
independent program reviews to assess recipient progress in com­
plying with the Fundamental Criteria. To date we have completed 
approximately 200 of these reviews. The follow-up reviews identify 
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occasions when programs have failed to upgrade their 3ccounting 
and reporting capacities in accordance with the fundamental cri­
teria and the review results in a requirement for the preparation 
of a work plan to do so. We require st&tus reports from recipien.ts' 
independent auditors indicating the progress being made by the 
programs. Monitoring ~ffices exert SUbstantial administra'l:ive 
pressures to insure that program directors meet our standa!t'ds for 
financial management. 

The Corporation's current activities represent the firlal 
stages of a three-year plan under which the Audit Division has 
been operating. We are in the planning stages of our follo,w-up 
three-year plan, and hope to be in a position to finalize its 
elements shortly. 

COMMENTS ON AODIT PROGRAM EFFECTIVENESS 

During his testimony on the GAO report before the House Govern­
ment Operations Committee, Comptroller General Staats indicated 
that, in his opinion, the lack of internal controls at recipient 
organizations was the major cause for the audit area to be in the 
condition reflected by the GAO report,. I should point out that 
OMB Circular No. A-73 does not address remedying this lack of 
controls -- the basic cause of the dilemma, according to Mr. Staats. 

The A-73 approach is essentially retrospective. In contraGt, 
the corporation's audit approach, as indicated above, heavily 
emphasizes upgrading of internal controls at the recipient level 
through the monitoring and Financial Management Improvemer.t Program. 

We believe our results to date have been encouraging. For 
example, during the approximate period of the GAO stUdy (PY 1978 
and FY 1979), the Corporation awarded grants and contracts of 
$190,416,181 in 1978 and $250,520,031 in 1979, a 32% increase. 
Of these awards, costs of $845,187 in 1978 and $638,463 in 1979 
were questioned. Those amounts represent 0.44% and 0.25% of total 
awards, respectively. We experienced a 25% decrease in costs 
questioned between FY 1978 and FY 1979, although our funding and 
the number of recipients supported incraased significantly. We 
expect that trend to continue for 1980. The actual figu~es for 
1980 are not available since the majority of the 1980 audits are 
not due until the end of March, 1981. The Corporation's response ~ 1 
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to Congressman Brooks will include an anal s' 
these costs. Since costs are quest' d fY ~s of the nature of 
as substantive reasons the distinc~~ne oc.~echnical as well 
insight into our recipients' managem!~~ ~~o~~~ica~~*~!~nal 

In contrast to the Corporati' , 
1979, the GAO report indicates on s exper~ence between 1978 and 
at the 34 agencies surveyed in i~~~ ~nresolv~d questioned costs 
to $14.3 billion The rel d' ncre~se from $4.3 billion 
coincide with PY'1978 d ate f~scal per~ods may not exactly 
exceeds 232% Althoug~nthFYc1979; h~wever, the increase noted 
45 percent, ~ur a"proach a e orporat~on's unresolved costs increased 
the composite age~cy resul~~~ars to have sig~ificantly out-performed 

As a general rule most agen i ' 
submitted by recipients six mont~sesf~equ~e ~~dit reports to be 

~~;sC~~~~~a~~~nf~:~~ires its recipi:nt:rto :ub~i~a!ua~~~-~~d. 
whereby the corporatio~e~11~n~~se:~,aif a~s~ testing a procedure 
responsibilities of a reci ' ~a y a e Over the audit 
warrants such an extreme a~~~~~ wh~~e hiitory of d;linquent audits 
such a procedure in OMB Ci l' ere s no requ1rement for 
comparable federal gUideli~~~ ~~rN~n' Af-7d3; nolr am I familiar with 

- y e era program. 
I relnain confident that a co h' , 

our audit program will confirm th~~r!te~s~v~, obJective look at 
although we must continue to se"k i as een effective, 

"" mprovements. 
SPECIFIC GAO AND COMMITTEE CONCERNS 

I understand the two major c ff' 
mance identified by GAO at the heonferns ad ect~ng audit perfor-
Government Operations SUbcommitte:ro~gLcoi U1Ctt;d by the House 
Security were that: eg s a ~on and National 

(1) 

(2) 

~g:~~i:;0~a~:dt~:q~~!~ti:f~~nti~m£sitoltr.acklqU7stioned 
na reso ut~on; and 

Abgencies were not resolving questioned costs in a reason­
a le (six months) amount of time. 
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Prior to May 1980, the Corporation's Audit Division procedures 
provided for follow-up through final disposition only when the 
magnitude or nature of the costs would warrant such follow-up. 
These procedures did not alter the fact that oUr monitoring office 
directors were responsible for resolving all such costs. Beginning 
in May 1980, the Corporation's Standard Operating Procedures were 
changed to require the Audit Division to follow-up, through final 
disposition, on all questioned costs. The procedures now in place 
are adequate to track all questioned costs from the ti~e identi­
fied to final resolution. I am confident that our revi3ed pro­
cedures fully address the first major concern noted above. 

The Corporation has also enhanced its procedures to insure 
that questioned costs are resolved within a rea eon able time frame. 
The Director of the Audit Division currently provides the Corpora­
tion's Director of Field Services and the Vice President for 
Finance and Management with a report every two months on questioned 
costs by recipients. This report indicates the status and age of 
all unresolved questioned costs. The Director of Field Services 
supervises the regional directors who are responsible for resolving 
questioned costs for the majority of our recipients. I have 
instructed the Director of the Audit Division to provide me with 
a copy of the questioned cost report beginning with the report 
dlle March 16, 1981. I have also instructea the Audit Division 
Director to provide me, monthly, with a copy of the Audit Division's 
report of delinquent audits. That report initially had the same 
distribution as the report on questioned costs. 

Other issues of particular concern to you at the hearing and 
my related comments follow: . 

1 

(1) s Re orts -- GAO indicated 
t at our report~ng exc u e some ~n ~ngs and reports. 
This comment was accurate at ti,e time GAO made it, as 
I described above. Our procedures required direct 
follow-up by the Audit Division to final disposition only 
on certain items. Beginning in May 1980, the Corporation 
modified its procedures to require the Audit Division 
to follow up, through final disposition, whenever a 
questioned cost is involved. No cost findings are 
excluded from our current reporting process. 
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(2) 

(31 

We do not attempt to include all procedural findings 
in this reporting process. As our a~dit procedures ~ave 
evolved, we have found that this requl.reme~t could qUl.ck~y 
become a paper avalanche, wi~ process q~l.ck~y supplantl.ng 
substantive results. We bell.eve our monl.torl.ng and 
Financial Management Improvement Program (FMIP) and the 
audit approach documented above more effectively address 
this area. 

Some Evidence of Premature Closure -- This comment i~di­
cates GAO found audit reports were closed before audl.t 
questions were resolved. We have no information that 
would indicate on what facts this finding is based. 
The time frame of my response to you precludes thorough 
follow-up with GAO. Therefore, under these circumstances, 
it would not De appropriate to refute this finding a7 this time However, our audit approach does not defl.ne 
an audit ~s an absolute open or closed. Specific issues 
may be resolved and closed.· Our emphasis is on 'l:h7 issues needing resolution, and our Standard op:rat7ng 
Procedures provide the means to address our obJectl.ve. 
The Corporation's Audit Division has written ta GAO to 
secure more infotmation on this item. (See enclosed 
letter.) With more specific information, we can be 
more responsive in our comments to Congressman Brooks. 

Inade uate Accountin or Collection Controls -- This 
comment appears to l.n l.cate t at GAO oun a ~oss of 
accountability of amounts due to the Corporatl.on. 
We have consistently advised the Corporation's Comptroller 
to record as an account receivable amounts which would 
be potentially returned to the Corporation; and we are 
not aware of any circumstances in which accountability 
was lost for amounts due the Corporation. In addition, 
such amounts and other amounts which may be resolved 
without being returned to the Corporation are accounted for 
on the Audit Div:l.sion's report on questioned costs. Again, 
we have requested more specific information from GAO and 
will attempt to implement any suggestions the GAO can 
offer to improve our current procedure. 
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, 

(4) No Written Decisions Wi~hin Six Months -- We do not have 
a specific time frame within which audit findings must 
be resolved. We have a mechanism in place, as I described 
above, which top management can utilize to insure the 

(5) 

(6) 

(7) 

time frame for resolution of questioned costs and other 
audit issues i.s kept reasonable. 

No Assurance that Resolution is Consistent with Laws 
and Regulations -- The only assurance we are relying on 
for resolution of questioned costs, at present, is the 
knowledge and judgment of the monitoring office director, 
notice of the resolution to the Audit Division Director, 
and consultation with our General Counsel, as required. 
We believe our current procedures are reliable. We pave, 
however, requested suggestions from GAO to address the 
deficiencies it believes exists. 

Auditor Program Office Disagreements not Elevated after 
six Months -- This comment refers to the fact that we 
have no formal documented provision for resolving, at a 
higher level, potential disputes between,audit and 
monitoring office personnel. Our experience so far has 
been that the regional directors often seek Audit Division 
advice with respect to resolution of unusual audit issues. 
such issues are often discussed among the Vice President 
for Finance and Management, the Director of the Office 
of Field ServiceR, and the Audit Division Director. How­
ever, our procedures do not include a formal provision 
to r·efer disagreements to a higher authority after six 
months. We agree that the Corporation should formalize 
an effective mechanism to resolve any impasse that might 
arise between the Audit Division and monitoring office 
directors. 

No Semi-Annual Reports to President -- Presently the Vice 
President for Finance and Management and the Director, 
Office of .Field Services, receive the questioned cost 
and uudit delinquency repo~ts prepared on a recurring 
basis by the Audit Division. These reports will also 
be sent to me beginning with the reports due in March. 

- -

j 

i j 

.1 

:1 

'i 
\ 

I' 

If I: 
'J I. 
I' 
jI 
Ii 
}\ 
~ I 
'I 
'I 
jl 

i 

t « 



--"'- -

136 

= LEGAL SER VICES CORPORA TION 

The Honorable M. Caldwell Butler 
March 9, 1981 
Page Nine 

(8) No, ur Inadequate, Procedures for Coordinating Corrective 
Actions -- The GAO report does not allege a deficiency in 
this area. It indicates that a determination as to whE-t 
we do was not made by GAO. Our Audit procedures (see 
Exhibits II, III and IV) document t~e extent to which the 
Audit Divi5ion and the monitoring offices coordinate cor­
rective actions. The Corporation's Financial Management 
Improvement Program also demonstrates our approach to 
coordination in audit and financial management matters. 

It is difficult to present an adequate sen~~ of our audit 
program in a document of this length. However, I think these 
comments will provide valuable perspective to add to GAO's report. 
I have included the following list of exhibits to provide you 
with additional details of relevant areas of our audit program 
if desired: 

Exhibit I - Letter and memo to Mr. Melvin J. Koenigs dated 
May 30, 1980. (Primary source for GAO's comments on LSC 
included in GAO's Janaury 23, 1981, report "Disappointing 
Progress in Improving Systems for Resolving Billions in 
Audit Findings) • 

Exhibit II - Comptroller's Office Standard Operating Pro­
cedures relating to Recurring Recipient Audits. (Note: 
This procedure will be revised to reflect the Audit 
Division procedural changes in May 1980 referred to in the 
body of this letter. You will recieve the revised copy in 
conjunctior. with my comments requested by Congressman Brooks.) 

Exhibit III - Comptroller's Office Standard Ope3;'ating Pro­
cedures relating to New Recipients. 

Exhibit IV - Comptroller's Office Standard Operating Pro­
cedures relating to Termination Audit Reports. 

Exhibit V - Fundamental Criteria of an Accountihg and Finan­
c~a1 Reporting System for LSC Recipients. (Represents in 
summary form the financial management standards expected 
of the Corporation's recipients). 
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Exhibit VI - LSC's "Audit and Accounting Guide for Recipients 
and Auditors" 

NOTE: In September 1980, I elevated the audit function to 
Division status to reflect the significance the Corporation 
attaches to its stewardship responsibilities. As revised 
audit Standard Operating Procedures are issued, they will 
be issuep from the Audit Division. 

~ h~pe these comments are responsive to your concerns. As I 
have ~nd~cated, our approach is not one typically followed by 
governm7nt agencies. However, we intend to take advantage of any 
suggest~ons the GAO can make to strengthen our audit program. 

, We,believe that OMB Circular No. A-73 does not preclude 
~nnovat~ve approache~ to the audit area when positive result& 
can be demonstrated. We will continue to combine the traditional 
wi th i:mova ti ve audit procedures which will result in the most 
effective manag~;ment of public funds. 

Sincerely, 

Dan J. Bradley 

Attachments 

cc: The Honorable Robert W. Kastenmeier 
Th~ Honorable Thomas F. Railsback 
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Mr. Melvin J. Koenigs 
U.S. General Accounting Office 
Chicago Regional Office 
230 South Dearborn, 16th Floor, 
Chicago, IL 60604 

Dear Mr. Koenigs: 

Kay 30, 1980 

West 

U.n J. hr .. ,U. , 
r,.'Jul. ,;t 

We have enclosed the information relating to the Legal Services Corpora­
tion's (the Corporation's) audit efforts which had bften requested by Hr. Prank 
Mikus in his letter of April 14, 1980. The information was requested pursuant 
to the General Accounting Office'a (GAO's) rev~ew to determine if Fed~ral 

" executive agencies have improved their systems to follow-up and resolVe audit 
' 'findings in accordance with policies of the Office of Management and Budget 

(OMB) Circular No. A-73. 

The Corporation is not oonsidered a department, Agency, or L~$trumen­
tality of the Federal Government. Consequently, OMB's authorit1 OVer the Cor­
poration's activities is limited to reviewing and commenting upon the Corpora­
tion's annual budget request to Congress. Nev~rtheless, we do feel that we 
have an audit program that responds to OMS's objectives and we are happy to 
provide the GAO with the enclosed requested information. 

Sincerely, 

~I!~~':]A''-'' 
Patrick J./?lor,iu 'l 
AUdit Manager " 

P.lY/prnb 

COl Gerry Singsen, Vice President for Finance and Management 
Clint Lyons, DirectQr, Office of Field Services 
Regional Directors 
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DATE: May 30, 1980 

TO, U. S. General Accounting Office 
Chicago Regional Office 
230 South Dearborn, 16th Floor West 
Chicago, IL 60604 
A'.rl'N: Hr. Melvin ". Koenigs 

PROM: Patrick J. Yogus, 
AUdit Manager, Legal Services Corporation 

... 

ITEM I-AUOIT PROGRAM RESPONSIVENESS TO AP~LlCABLE SECTIONS OF OMS 
CIRCULAR No. A-73. 

Aeplicability and Scoee 

IJ." rI ." .. 111" If".,.""I,,, 

The Corporation is not an agency of the executive branch of the 
Vederal Government and thereby is not covered by the provisions of OMS 
Circular No. A-73. However, we believe our aUdit program, which has been 
ta1.lored to respond to Our specific needs, alao responds to the 
objectives of OMS Circular No. A-73. 

2. Definitions 

a. The ter~ -aUdit- as used in conjunction with the Corporation's aUdit 
program means a systematic examination to determine Whether: 

1. The financial statements fairly present the recipient's finan­
cial position and results 8f operations il't aecordance wHh 
generally accepted accounting principles applied on a co~,is­
tent basis with the proceeding period. 
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3. 

b. 

2. 

3. 

4. 

The accounting system and related internal controls of the 
recipient are operating effectively and adequate records are 
being maintained. 

Costs incurred are reanonable, applicable to the legal 
assistance program, and eligible under the Cotporation's 
requirements. 

The recipient has complied with the accounting terms and 
conditions of the grant or contract. 

The Corporation's audit requirements include financial compliallce 
items, and economy and effic~ency elements to the extent that objec­
tive judgements can be made in this area based upon the reasonable­
ness and eligibility of costs incurred. Economy, efficiency, and 
program results are more specifically addressed by monitoring teams 
from the Corpo~ation's regional/monitoring offices. The nature of 
the activity of delivering legal services dictates that subjective 
judgements, when required, relating to economy, efficiency, and 
program results should be made by individuals with heavy experience 
in the actual delivery of legal services. The typical independent 
auditor does not have such experience. Therefore, the Corporation 
has not required such judgements to be made in the context of the 
annual audit. 

Audita are conducted in accordance with generally accepted auditing 
standards with the scope of work being sufficient to allow the 
auditor to respond to the four pointD noted in 2.a. above. 

Policies and Procedures 

The Corporation has issued an -Audit and Accounting Guide for 
Recipients and Auditors- (Audit Guide) to implement its au~it policies 
and provide guidance to auditors and re~ipients. We have aeveloped the 
Corporation's -Fundamental Criteria of an Accounting nnd Financial 
Reporting System for LSC Recipients.- These criteria, coupled with the 
Corporation's Financial Management Improvement Program (FMIP) are 
designed to assure that ~n adequate level of financial management capabi­
lities exists at each of .'.he Corporation's recipient programs. 
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The Corporation has also developed formal written policies, plans, 
and procedures which assign responsibilities and guide our own internal 
procedures. 

a. Organization and Staffing 

The Corporation's Audit Department is located outside the 
program management structure. The Audit Manager reports directly to 
the Vice President for Finance and Management, who in tu~n reports 
directly to the President. The Audit Department is ~uthorized seven 
professional staff. Qualifications include attainment of the CPA 
certificate and sufficient public accounting experience to be fully 
competent in conducting and Keviewing audits of our recipi~nts. Our 
standard operating procedures have established close coordination 
between the audit function and the program management activities 
that are the responsibility of the regional/monitoring Offices. 

Each recipient is required to be audited annually within 
90 days of its fiscal year-end. That audit requirement applies to 
all recipients who are awarded grants and contractF .der Sec-
tion 1006 (a) (1) (A) of the Legal Services Corpora til I Act as Amended 
1977. 

All new recipients, or recipients having experienced substan­
tially changed conditions, must undergo an evaluation of their 
accounting and reporting systems to ensure that SUch recipients have 
the capabilities to account for and safeguard the funds awarded to 
them by the Corporation prior to expending si~nificant amounts of 
those funds. 

c. CrosS-Servicing Agreements 

The Corporation utilizes independent certified public accoun­
tants to condUct the major.ity of its required aUdits. However, we 
have utilized Federal auditors when that option provided the most 
efficient basis for accomplishing the audit requirement. We have 

78-705 0 - 81 - 10 • 
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d. 

e. 

f. 

it S rvices Administration, in 
formally coordinated wihth thet~~~~ti~e :Udit approach of jointly particular, to ensure t e mos 
funded recipients. 

The Corporation's Audit Guide req~~r:~i:::~~n:f!~~~ ~~em:~~u!~ 
satisfy the audit needsioflall ~~~di:gnotgaccePtable to all funding 
audit report. Whei a ~ ng e a~ive director must contact the Corpo­
sources, the recip ent s ex~c~ut an agreeable arrangement for carry­
ration in an atteimp~ !~d~! on the most effioient basis. ing out the requ re 

Reliance on Non-Federal Audits 

for POlicies relating to reliance on Non­(See 3.0. above 
Federal auditors.) 

Audit Plans 

itt prepares a memorandum to Each year, the Aua t Depar me~ll be followed during the next 
document the broad pOlicieSdWhitCih Wits activities. The memorandum several fiscal years in con uc ng 
identifies: 

The areas that we considered our major prioritiesJ 

All of th~ tasks that are necessary to adequately discharge the 
responsibilities associated with each priority, 

11 ation decisions will have The impact that various resourcel~ t~ tasks associated with upon our capabilities to cover a 
satisfying our priorities. 

Coordination of Audit Work 

As discussed in (3.c.) above, the corporation strongly pursues 
the single audit concept. 
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g. Audit n~ports 

h. 

Audit reports of our reoipients are submitted to the 
Comptroller General of the United States in accordance with the 
requirements ot the Legal Services Corporation Aot as Amended 1977. 
Copies of such reports are maintained for a period of five years at 
the Corporation and the release of such reports to the public 
complies with the Freedom of Information Act. 

Follow-up 

The duties and responsibilities related to f0110W-tlP proce­
~ures are fully dOCUmented in the Corporation's Standard Operating 
Procedures Relating to Recurring Recipient Audits. Our procedures 
are geared to correcting the fundamental causes of audit problems 
rather than attempting a symptom by symptom remedy. 

The Corporation does not have the resources to respond speci­
fioa3.1y and immediately to each comment included in an aUdit report. 
Therefore, we have developed an organized, coordinated approach to 
ensure our efforts are directed toward the most effective aotivi­
ties. Our follow-up procedures are designed to remedy the causes of 
deficienoies noted over the long-term, rather than attempt to 
address the audit report as an isolated event. The required 
response to aUdit defioienoies is determined in conjunct:ion with 
evaluating the past history of a program's performance in the 
financial lllanageinent area. 

As an integral part of audit follow-up, the regional/monitor_ 
ing office staff make frequent monitoring Visits, and visits in 
conjunction with the Corporation's Financial Management Improvement 
Program. Audit related deficiencies in some &rograms can be 
corrected immediately. In other programs, adeqUate responses to 
audit deficiencies may demand a complete change in management style 
to ensure appropriate attention is given to the financial management 
area. The Corporat~onts preferred technique in addressing financial 
and other operating defiCiencies is to provide technical assistance 
and training to remedy the deficiencies. However, various other 
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res onses including de funding of the program are available to the 
Regional Directors when less drastic actions cannot effect the required 
changes. 

The regional/monitoring offices and the Audit Department work 
closely together on a continuing basis to ensure that the audits of our 
recipients are of the highest quality and financial manageMent e 

deficiencies are ultimately eliminated. Our follow-up procedureo 
recognize the limitations of our own resources, but also ensure the 
accomplishment of our objectives over the long term. 

ITEM II--INFORMATION ON AUDIT REPORTS FOR THE YEAR ENDED DEX:EMBER 31, 1979 

A. 

B. 

c. 

D. 

There have been no internal audit reports issued by the Audit De~ 
p&rtment on the operations of the Legal Services Corporation. A!l 
audit resources have been allocated to recipient audits. Such an 
allocation will continue for the foresepable future. 

1. Volume of financial statement audit reports issued 
by independent certified public accountants to date 
for the year ended December 31, 1979 • • • • • • • • 263 

2. Associated questioned costs ••••••• • • $616,428 

Volume of independent reviews conducted in 
accordance with the corporation's FY 1979 rinancial 
Management Improvement Program: 

1. By Corporation audit staff ••••• . . . . . . . . 
2. By independent conSUltants reporting 

30 

directly to the Corporation • • • • • • • • • • • • • 48 

Volume of initial evaluations (analogous to 
pre-award audits) conducted by independent 
certified public accountants during the 
year ended December 31, 1979 • • • • • • • • • • • • • • • lS 
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ITEM III-RESOLUTION OF AUDIT FINDINGS FOR THE YEAR ENDED DEX:EMBER 31, 1979 

A. As noted in ITEM II.B.2. above, total costs of $616,429 were 
questioned by auditors for the year ended December 31, 1979. The 
Corporation's audit guidelines requite that recipient audit reports 
be submitted to the Corporation 90 days after their fiscal year-end 
- March 31, in mont caseD. The cooto quest:ioned on the audit 
reports for December 31, 1979, will be addressed by the appropriate 
directors and resolved subsequent to Harch 31, 1980. Normally, a 
resolution process cannot begin prior to late April or early May of 
the following year, at the earliest. 

The responsibilities for resolving questioned costs are defined and 
assigned in the Corporation's Standard Operating Procedures Relating 
to Recurring Recipient Audits. Occasionally, questioned items will 
be ~omplex and the resolution will require the appropriate director 
to initinte a procoss to resolVe the issues in a fair and equitable 
manner. In these cases, questions will remain open Until the 
process has been completed. 

I~ IV--AGED ANALYSIS OF AUDIT REPORTS WITH QUESTIONED COSTS PENDING 
RESOLUTIO~ AS OF DEX:EMBER 31, 1979 

The Audit Department files on recipient audits are maintained by 
ealcndar yearj therefore the aging categories requested are not available 
without' substantial analysis of the files. However, the information we have 
provided by calendar year should satisfy the objectives of your request: 

_~~~~~ __________ ~11 __ -Ll~ ____________________ ~I'~~ iJ -
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Y!E 

No. of reports 
ill! 

received: 263 

Reports with 
questioned costs: 40 

Dollar value: $616,429 

No. of reports 
resolved: 0 

Dollar value 
resolved: $ 19,305 

No. of open 
reports: 32 

Dollar vAlue 
open: $597,123 

AKALYSIS OP (!OES'.l'IONED COSTS 

Y!E Y/FJ Y!E 
ill! ill.1. ill!. 

331 297 241 

56 54 49 

$945,197 $595,246 $426,406 

12 24 19 

$ 59,321 $330,306 $ 96,418 

44 30 31 

$785,866 $254,940 $329,989 

~ 

1,132 

199 

$2,473,267 

62 

$ 505,350 

137 

$1,967,917 

The table includes all costs that have been questioned by auditors both 
for technical and sUbstantive reasons. For audit purposes, costs are desig­
nated as open if the resolutions of the questions has not be~n documented in 
the applicable offices' files. Costs which have been informally resolved will 
be designated as open until the resolution has been adequately documented. 
Meaningful conclusions regArding the analysis of Questioned Costs can only be 
aade in conjunction with a further analysis of the type, nature, and 
oircumstances surrounding the individual questions. 
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ITEM V--ACTUAL/BUDGETED COST OF THE AUDITING FUNCT!ON 

~) 

In FY 1979, the Corporation spent $156,661 on its own staff of internal 
auditors, $420,114 acquiring the services of independent certified public 
dCcountants and consultants, and $116,650 for training expenses of recipients 
and staff ~elated to the Corporation's audit and FMIP activities. During FY 
1979, the Audit Department and Accounting Department were combined in the Cor­
poration's accounting records under the Comptroller's Office. The costs noted 
resulted. from analysis of total Comptroller's Office expenses for FY 1979 and 
include allocathms Where appropriate. 

Th~ Corporation has budgeted $335,903 for Py 1980 for its own staff of 
internal auditors and $479,829 for acquiring the services of independent 
certified public accountants and consultants for audit and FMIP activities. 
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PATE: 

TO: 

FROM: 

SUBJECT: 

April 9, 1979 

OFFICES WITH PROGRAM MONITORI~SPONSIBILITY (Office of Field 
Services, Office of Progrs.m port, Delivery SY.ltems Study. 
Quality Improvement Program) 

Fabio de la Torre, Comptroll~r 

COMPTROLLER'S OFFICE STANDARD OPERATING PROCEDURES RELATING TO 
RECURRING RECIPIENT AUDITS. 

Section 1009(c)(1) of the Legal Services Corporation Act as amended 
1977 states: 

"Tlw ,"o""'omtion shal.l. coni1u.ct~ or require each ~~~~.IO O<m
th

. tract 't to"lre~ 
... -I;' • •• f·na1lCial. assistance IV""",r 1-8 1." or per80~ or ent~ty rece~v~n9: • " 

to pl'ovide fol' an annual. f1.nancuzl. aud1-t •••• 

u ose of this memo is to QI,efine responsibilities and objectives. 
and t~~p~a~ and supercede the related standard oPcdrat~ng ~r~~e:~I:: ~~!ined 

f Ap il 25 1977 Theae ~rocedures are es gne ~~mp~r~~~r~s Of~ice ~d the'monitor~lg offices to adequately diacharle their 
audit-related responsibilities. 

h i thi mer~ attempt to establiah auidance to The procedures set fort n s 11 ' Off1ce in dilcharging 
assist the monitoring offices and the Co~tro er a recurrin recipient 
their respective responsibilities in a specific ar~a--. hav: ,mich will 
audits. I will appreciate any comments or auggest ons 10U 
lead to a more effective program. 

OBJECTIVES 

The mutual objectives of the monitoring offices and Comptroller'a Office 
yith respect to recipient audits are: 

1. Quality Audits: 

En th t Annual audits of recipients are carried out effactively. ef;~~~ent~y. in accordance with LSC gUidelines, on a tt.el, basia, 
and that LSC'. reaponlibilitiea to the COllptroller GenU!;" ~fS!:: 
United States as required by Section 1009 (c) (2) of the t,,-,, . 
vices Corporation Act as amended 1977 are ~t. 
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2. Adequate FinanCial Management: 

Establish follml-up procedures which will ensure effective action 
has bean taken to resolve financial reporting deficiencies. ac­
counting defiCiencies and/or operational defiCiencies noted in 
audit reports and prevent their recurrence. 

BACKGROUND 

LSC requires that each recipient submit an annue! audit report and audi­
tor's supplemental letter to the Corporation within 90 days of the recipient's 
fiscal year-end. The annual audit report and supplemental letter must be com­
pleted in accordance with provisions in LSC's Audit and Accol~ting Guide for Recipients and Auditors. 

If audit reports are received from reCipients within the requested time 
frame. the information contained therein is still 3 months old and mayor may 
not continue to be relevant at the time of LSC's receipt. review and response 
to the audit. If extensions for SUbmission of the audit are granted or audit 
reports are submitted late without permission, the informatlon becomes in­
creaSingly stale. Approximately 60% of LSC's recipients have fiseal years 
ending 12/31; 15% have fiscal years ending 6/30: and 25% have fiscal years 
spread relatively evenly over the remaining 10 months. Because of these tim­
ing and other considerations, LSC does not have the phYSical capacity to re­
view and COmment upon each of the audit reports immediately. Because our re­
sources are limited. ve must ensure our efforts (Comptroller's and monitoring 
offices') are being directed toward the most effective activities. 

After considering the circumstances. it is apparent that the receipt of 
an audit report can~ot be perceived as an isolated event that must precipitate 
specific and immediate responses from LSC in order to demonstrate that LSC is 
fulfilling its stewardship responsibilities. To illustrate the ineffective­
ness of dealing with audit reports as isolated events: consider that normally 
all of LSc's reCipients with December 31 fiscal year-ends will be refunded 
before the audit report for the prior fiscal year is even due. In addition, , 
adequate responses to audit defiCiencies in eome programs may demand a com­
plete change in management style from that of laissez-faire to one of adequate 
attention to financial management and control techniques. Such a change can­
not be accomplished by a memo requesting corrective action. Our procedures 
must recognize these realities. but also, must ensure the accomplishment of 
our objectives over the long-term. As such, we must attempt to ensure that 
the audits of our recipients are the highest quality and financial management 
defiCiencies are ultimately eliminated. Both the monitoring offices and the 
Comptroller's Office must work together in accomplishing both of these goals. 

The follOWing procedures, we believe, are an effective and realistic 
response to carrying out our respective responsibilities in the audit area. 

!. 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER 

Timeliness of Reports 

A. The Comptroller's Office can ac-
cept any l2-month fiscal period 

as the audit period, as long as that 
period is consistently used. The 
fiscal year-end should be the date 
that is most convenient for the re­
cipient after considering such items 
as fiscal year required by the re­
cipient's Corporate Charter or Bylaws; 
requirements of other funding sources; 
avnilability of prompt services from 
auditors; etc. 

B. The Comptroller's policy is that 
audit reports must be submitted 

to LSC within 90 days of the recipi­
ent's fiscal year-end. The Comp­
troller's Office will make no ex­
ceptions to that policy. 

C. The Comptroller's Office will 
maintain a control file for all 

l'ecipients by which to mon;l.tor the 
timely submission of annusl audit 
reports t\) LSC, 

By the 10th working day of each 
month, the Comptroller's Office will 
submit to each monitoring office 
director and Director of Field Ser­
Vices, a list~ng of those audit re­
ports which ar~ delinquent, the number 
of months delinquent, and a listing of 
those which will become due in the 
current month. 

REGIONAL/OTHER OFFICE DIRECTOR 

t. Timeliness of Reports 

A. The monitoring office is re-
sponsible for authorizing 

changes in fiscal year-ends which 
are requested by the recipient to 
facilitate obtainins an optimal re­
porting date. However, no single 
audit report period may include over 
18 months as a result of authorizing 
a change in fiscal year-end. 

a. The monitoring office director 
may authorize extensions of the 

9Q-day time period for submission of 
audit reports for up to 60 addition­
al da~s for reasODS he considers to 
be valii. Extensions should not be 
granted to programs with a history 
of financial difficulties or audit 
problems. If timeliness is a 
chronic problem with a particular 
recipient, the monitoring of£ice 
director should request the recipi­
ent to change its fiscal year to 
accommodate the 9Q-day requirement 
or suggest other alternatives that 
will preclude the perennial de­
linquency. The monitoring office 
director should notify the Audit 
Manager of sny extensions granted. 

C. It is the ~nitoring officA's 
reuponsibility to follow-up on 

the delinquent report listing to 
reeolve the delinquency problems. 

o 
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PROCEDURES AND RESPONSIBILITIES 

I. 

AUDIT MANAGER 

Timeline~\s of ReBorts (Cont' d) 

D. If tb\~ audit repol'ts are not re-
ceived 60 days after the original 

due date or by the date authorized by ex 
tensions, the Comptroller's Office, in 
cooperation with the monitoring office, 
will initiate arrangements with audi­
tors of its own choice to perform the 
audit. Within 10 working day& of a 
recipient's audit report becoming 60 
d~ys delinquent, the Comptroller's 
Office will send the standard "De­
linquency Follow-up Letter" (See 
RASOP--ATTACHMENT I) to the applicable 
director with carbon copies to 
Director Df Field Services, monitoring 
office director, chairman of recipient's 
board of directors, and the selected 
auditing firm. Based upon the re­
sponse to the letter the Comptroller's 
Office will coord:f.:"late the required 
follow-through wi'h the recipient. the 
monitoring office, and the auditors. 

E. The Comptroller's Office will be 
responsible for notifying new or 

terminating recipients of LSC's ini­
tial and continuing audit requil'e­
ments. See memo dated / /79, re: 
Comptrolle~'s Office St&ldard Operat­
ing Procedures Relating to New Recipi­
ents; and memo dated / /79, re: 
Comptroller's Office Standard 
Operating Procedures Relating to 
Termination Audit Reports. 

REGIONAL/OTHER OFFICE DIRECTOR 

1. Timeliness of Reports (Cont'd) 

D. the monitorine office will par­
ticipate as required to ensure 

cocperation by the recipient. 

E. The monitoring office is respon-
sible for advi~ing the Audit De­

partment of new p't'Pgrams/ml'rgers/ or 
other occurrences which would pre­
cipitate audit ramifications. The 

,notificBtion to the Audit Department 
must be made as early as possible so 
that all responaibilities can be 
discharged in a timely manner. (Re­
fer to memo dated / /79, re: 
Comptroller's Office Stan~ard Oper­
ating Procedures Relating to New 
Recipients, and me~ dated / /79, 
re: Comptroller'~ Office Standard 
Operating Proc"dures Relating to Ter­
mination Audit Reports. 

Adequacy of Reports and Operations II. Adequacy of RepoX'ts and Operations 
A. Initial Processing 

A member of the Comptroller's, 
Office Audit Department will log-in 
and read each audit report and supple­
mental letter upon receipt. Audit 

A. lniti~l ProceSSing 

A member of the monitoring office 
(usulilly the rf:gional management 
spedal1st:) should read each audit 
report as it is received at the 

I _________ --.ll ________ r ___________ , __ , ___ _ 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

A. ~l Processing (Cont'd) 

reports identified during this initial 
reading as "obviously deficient" or 
"special audits" will be assigned 
priority in the desk audit review pro-
cess. The criteria for an obviously 
deficient or special audit are as 
follo\ols: 

1. Reports prepared by indiViduals 
other than independent r.nrtified 

public accountants or independent 
public accountants li~ensed on or be-
fore December 31, 1970. 

2. Reports issued with a qualified 
opinion for reasons associated 

with lack of sound financial manage-
ment capabilities such as failing to 
maintain adequate records. 

3. Reports with opin ~ns not covering; 
all a ro riate financial state- • pp p 

ments. 

4. Reports issued that ao not 
separatelj identify LSC support, 

expenses. and fund balances. 

5. Reports which identify a signifi­
cant fund balance excess or 

deficit. 

6. Reports which identify s:!.gnificant 
operating deficienci~s and/or 

questioned costs. 

7. Reports which display sufficient 
non-compliance with LSC Audit 

Guide, Generally Accepted Accounting 
PrinCiples (GAAP), or Generally Ac­
cepted Auditing Standards (GAAS), to 
cause the reviewer to question the 
overall quality of the audit. 

8. Termination audit reports. 

9. Reports identified as "priOrity" 
by Audit Manager or Comptroller 

for reasons of deficiencies or other 
reasons. 

REGIONAL/OTHER OFFICE DIRECTOR -" 
A. Initial Processing (Cont1d) 

monitoring office to be aware of any 
significant deficiencies that can be 
identified by rec~ing with no further 
analysis. 

1- N/A 

2. N/A 

3. N/A 

4. N/A 

5. N/A 

6. N/A 

7. NtA 

B. N/A 

9. N/A 

- "' 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER REGIONAL/OTHER OFFICE DJRECTOR 

A. Initial Proce •• inS (Cont'd) 
A. Init1~1 Processir.! (Cont'd) 

I , 

The relative nature of the de­
fiCiencies will determine the order 
in which the "obviously def:!.c:!.ent" and 
"spec:!.al aUd:!.t" reports w11l be desk 
audited. At 8Uch time that dl "obvi­
ously deficient" and "special audits" 
have been desk audited, the Audit De­
partment \1111 concentrate tileir desk 
audit pro/!edures on the moDt recent 
aUdit reports received. 

B. Processing Incomplete Reports 

Upon receipt of the audit report 
by LSC, the Comptroller's Office viII 
directly notify the program director 
i£ the supplemental letter is not 
included in the audit report or if in­
sufficient copies of the supplemental 
letter or finanCial statements are re­
ceived. (RASOP--ATTAC1~NT II.) A 
copy of this correspondence will be 
aent to the monitoring office. The 
Comptroller's Officp, ~ill directly 
notify the recipient a seecnd time, 
about two weeks after tha first 
notification, with a copy to the 
monitoring office. (RASOP--ATTACH­
MEh'r III.) The third follow-up \lill 
be sent to the monitoring office with 

B. P",., ••• , I." .. ,.,. R,p"" j 
The monitoring office \lill £011ow7 

up as required to secure the required, 
copies of audit reports and supple- : .,.,., ,.".,.. I 

a copy to the prosram sbout two weeks 
after the second follow-ur. (RASOP-­
ATTACHMENT IV.) The audit report 
\lill not appear on the delinquency 
list when insufficient copies are re­
ceived or \lhen a supplemental letter 
is not included. 

C. Desk Audit Procedures 

1. Desk Audit--General 

Th~ desk audit of the audit re­
port will be completed in accordance 
with LSC'. Desk Audit Guidelines 
(RASOP--ATTACHMENT V) and will be 
documented on a standsrd "Desk Audit 
Documentation Fot'lll." The desk audit 

-

C. Desk Audit Procedures 

1. Desk Audit--General 

The aonitoring office will re­
ceive a copy of the "Di!sk Audit 
Documentation Form." 

The COmment. conta1n~d in the 
Desk Audit Documentation Form will 

-

I 
I 
I 
I 
I 
I 
i 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER 

1. Desk Audit--Genaral (Cont'd) 

comments will focus on major areas of 
concern regarding quality audits and 
financial management that .hould be 
addressed/resolved by the recipient. 
the auditors, the monitoring office, 
or the comptroller's Office. 

ions which were described in the backgound 
Because of lag-time considerat drs must be designed to remedy the 

section of this memo, follow-up proce u e te~ r.ther than attempt to address 
cause of deficiencies noted ovdr thetlOn~e re~llired re.ponse to desk audit f 
t he audit revort as an isolate even' i ~ith evaluating the past hi. tory 0 

d rm! ed in conjunct on w 
reviews must be etc n i the financial management .re •• the program's performance n 

2. Follow-up Guidelines: Quality 
2£ Audits 

The C'lmptroller's Of£;.ce is re­
sponsible' to foll(~-up (through the 
monitoring office&) on all situations 
in which the audit report or supple­
mental letter does not comply with 
the LSC Act, LSC's Regu~ation~, or 
LSC'. Audit and Account1.nu GU1.de for 
Recipients and Auditors to a degree 
that exceeds .11 reasonable latitudes 
in enforcing the Act, the Regulations, 
and the Audit Guide. Whe~ an audit 
report cannot be accepted. the 
Comptroller's Office wHl advise the 

rogram director of th( deficiencies 
:nd describe the action' nece.sary to 
remedy them. The corr~spondence 
~1l1 request the protram director to 
~espond to the Comptro~ler's Office 
'IIithin a specified tiau period. A 
cop, of the corre.pondence 

2. Follow-Up Guidelines: Qua~ity 
of Audits 

Monitoring office's re.pon.e 
'IIil1 b~ .pparent from the de.k .udit 
comment. and the accompanying 
correspondence. The aonitoring 
office will consult vith the Comp­
troller'S Office as required to re­
solve unacceptable .udit reports. 

: 

\ , 
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AUDIT MANAGER 

2. Follow-up Guideline.: Qualitx 
of Audit. (Cont'd) 

nnt t:o the JDOnitorins office and to 
the auditors. If no re.pon.e is re­
ceived on the date requested, a writtel 

-follow-up vil1 be made by the Comp­
troller's Office to the program di­
rector with copies to the auditors 
and monitoring office. The third 
follow-up notification 'IIill be aent 
directly to the monitoring office. 
For example, areas of required {ollow­
up include, but are not limited to, 
the .follOWing (ProfeSsional judgement 
must b~ exercised in all circumsta~~' 

- Auditor's ineligibility to perfo~ 
LSC audits; 

- Audit reflects possible loss of 
accountability for LSC support or 
asset.; 

- Audit reflects apparent gross mis­
application or non-applicat!on of 
profes.ional reporting standards, 
or aros. non-compliance with 
appropriate gUidelines. 

REGIONAL/OTHER OFFICE DIRECTOR 

2. Follow-up GUideline.: Qualitx 
of A~d1ts (Cont'd) 

I 

I 
I Primary re.ponsibility for action and follow-up on audit recommendations I 

reat. 'IIith the .... n.Bement function" r.ther than the "audit function." "Man­
agemellt" is defined as both the officials re.ponsible for the operationa 
of each indiVidual recipient program (board of director., executive directo~etc. 
and LSC •• the financial supporter of the nationwide legal as.istance program 
(monitoring offices. Comptroller'. Office, etc.). PrOVision mu.t be .. de to 
assure that corrective actions and follow-up procedures .re enacted. A good 
control ayatem will include procedure. under which .. nagement officials will 
evaluate t~e effectivenes. of actions taken on audit reco=mendation •• 

A. was noted in the earlier "background" comments, even the JDOst timely 
audit report ia received by LSC three months after the fact. Consequently. to be 
effective, LSC'. procedures relatin, to en.uring adequate financial management 
by recipient •• cannot address each audit report a. an iSOlated event. Rather, 
LSC'. approach .hould be to con.ider continuing deficiencies in .udit reports 
as one aymptom of the oVer-all inability for recipient. to meet the most 
fundamental criteria for an adequate accounting and reporting syatem. The 
recipient's board of directors and management have the ultimate responsibility 
to ensure auch fundamental criteria are met. The monitoring office and 
Comptroller's follow-up procedures must be cognizant of thia reallLY, A com­
mitment from the board of director. and program director should be obtained 
belor~ committing .ignificant LSC reaource. in an effort t~ upgrade financial 
management capabilities. Without such a commitment, the monitoring office 
directors ahould PUrsue other avenues to ensure the integrity and the effective 
ule of LSC funds. 

. 

I 
I 
J 
I 

t t 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

3. Follow-up Guidelines: Recipient 
Financial Management 

Assist and advise the monitoring 
office as required. 

a. Ineligible Costs 

Highlight the magnitude of 
questioned costs in the Desk Audit 
Documentation Form for disposition 
by the monitoring office director. 
Request documentation of the disposi­
tion of the questioned costs where the 
magnitude or nature of the costs 
warrants such a request. 

1. Guidelines w~cn cost contravenes 
a specific tr~uideline 

REGIONAL/OTHER OFFICE DIRECTOR 

3. Follow-up Guidelines: Recipient 
Financial Manage~ent 

The monitoring office is respon­
sible for follow-up on all situations 
(essentially those highlighted in the 
auditor's supplemental letter and the 
LSC's Desk Audit Documentation Form) 
which indicates inadequate (inancial 
management capabilities. The foll~­
ing are auggested guidelines !or ad­
dreSSing specific defici~ncies. 

•• Ineligible Costs 

The monitoring office will gen­
erally respond to costs questioned 
as t9 eligibility for basic~lly two 
reasons: 

- The cost contravenes a specific 
LSC guideline or; 

Th~ cost appears unnecesary or 
unreasonable in the circumstances. 

The crucial consideration for 
IUccess in dealing with this area is 
to demonstrate that LSC can, in 
fact, control abuses. 

1. Guidelines when cost contravenes 
a specific LSC guideline 

In most caaes, there is no 
legitimate reaaon for this 
situation to occur. The re­
quirements are specific, and 
• waiver, if the situation 
justifies it, could be ob­
tained from the aonitoring 
office before the expenditure 
is made. Nevertheless, ex­
perience has shown that ex­
penditures which contravene 
apecific guidelines will be 
ID.!de. 

1; 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAGER -
REGIONAL/OTHER OFFICE DIRECTOR 1. Guidelines when cost contravenes 1. Guidelines when cost Contraver.e a specific LSC guideline (Cont'd) 

a specific ~SC guideline (Cont~ 

- Contravention of a specific 
• guideline does not lend 
itself to a standard response 
s1nce the degree of COntra-
vention can vary tremendously. 
The appropriate response must 
be determined in each in-
stance by the monitoring 
office director based upon 
the seriousness of the con-
travention. The responses 
open to the monitori~g 
office director can Tange 
from allowing the cost to be 
charged to LSC's grant, to 
requiring the recipient's 
board of directors to address 
the reasons for the program's 
inability to comply and re-
solve them, to requiring 
reimbursement for the costs 
from other funds, to initiat-

2. GUidelines when COBts are judged 
ing defundi~g proceedings. 

unnecessary or unreasonable 2. Guidelines when costs are judged 
unnecessary or unreasonable 

- This question of allowability 
shOUld be very unusual, based 
upon the premise that ollr pro-
grams are managed b, reason-
able people. 

- If costa are judged to be Un-
necessary or unreasonable, 
the board of directors, and 
the program director could 
be requtrcd to reimburse 
LSC for theae expenditures 
from other sources. The 
program director or board of 
directors should be held ac-
COuntable where the unreason-
ableness of the costs is 
extreme. 

78-705 0 - 81 - 11 
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PROCEDURES AND RESPONSIBILITIES 

AUDIT MANAG ER REGIONAL/OTHER OFFICE DIRECTOR 

b. Fund Balance·Deficit. and Excesses 

Hiehlight ~he aagnitude of the ex­
cess or deficit in the Desk Audit 
Documentation Form. 

b. Fund Balance Deficits and Exce8s~ 

The .anitoring office director 
should evsluate the question of over 
or under expenditures with the 
reali%ation LSC's program are ~-
oing COncerns. A .hort-term nor 

~ ficit or excess warrants no action. 
~ the other hand, 1.SC's only effec­
tive response to chronic deficit 
.pending may be ~ change in the pro­
gram's management or initiating 
defunding proceedi~~G. Conversely, 
a significant fund balance may II 

indicate either a reduction of ser-
vice to clients or legitimate cost ~ 
savings that occurred during the 
year. 

An adequate response to a signtfi 
t deficit/surplus .ituation will 

~:nto provide the progran direc~or 
Imd board of directors with LSCdS 
I!etailed expectation with r~g:r t~~ 
future performance, and ~~ aS~OUld 
viable remediu open to d 
the progr8lll$ not JUke progress ::ow~~ 

;:u~:. !i;~~!r::a!~:n!;ri;~; ~;~~~c1 ts 
toqdevelop a plan approved by their 
board of directors, to re.pofidfto 
LSC expectations of future per or-

The plan .hould be adequate mance. h 
to liquidate the deficit and put t e 
program on a .olid financial base. 
It will be the .anitoring office 
director'. respon.ibility to ensure 
th.t a poorly .. n.ged program does 
not continue to be a liability t.o th(l' 
nationwide legal services effort. 

ZI 
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PROCEDURES AND RESPONSIBILITIES 
AUDIT MANAGER 

c. Kinor Internal Control Deficiencies 

Highlight Where appropriate in the 
Desk Audit Documentation Form. Identi­
fy recurring minor defiCiencies that 
can bc eaSily corrected, if any. 

d. }~10r Internal Control De­
ficiencies 

One of the Comptrolle~'s Office's 
priorities is to allocate significant 
resources to the development and 
maintenance of a~equate acc~untin8 and 
financial reporting in the field pro­
srams. The resources can be aade 

-

REGIONAL/OTHER OFFICE DIRECTOR 

r.. Minor Intl!rnal Control Def1ciendc~ 

This category of deficiencies 
commonly noted on audit report 
supplemental letters involves a few 
minor weaknesses in internal con­
trols and internal procedures. The 
items to be considered in category 
are, by their nature not significant I 
defiCiencies. A situation such as I 
this should be obvious from the I' 
auditor's supplemental letter and 
the monitoring office director's 
kno~ledge of the program. An ade­
quate reaponse in this situation 
will be to request the program 
director to correct the deficiencies 
via a letter or documented phone call. 
It w~uld require further action only 
if the same defiCiencies were easily 
correctable but recurred year-after-
year. {Refer to Fundamental Criteria. 

d. Major Internal Control De­
ficiencies 

This category of deficiencies in­
cludes major weaknesses in internal 
controls Dnd procedures, and situa­
tions where LSC's fundamental eriteril 
are not met in material respects. 
Examples are situations where 

-

\ 
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PROCEDURES AND RESPONS1BILITJES 

AUDIT MANAGER 

d. Maior Internal Control De­
ficiencies (Cont'd) 

available to assist the regions when 
mutual objectives are involved. 

If deficiencies or problems are 
major (gross mismanagement or possible 
defalcations) the Comptroller's Office 
will allocate whatever resources are 
necessary to fully respond to and 
resolve the situation. 

Documentation of Follow-up Proce~ures 

All follow-up actions in ~hich 
the CODptroller's Office directly 
participates will be fully documented 
in the audit files. 

r 

I 

REGIONAL/OTHER OFFICE DIRECTOR 

d. Major Internal Control De­
ficiencies (Cont'd) 

double-entry bookkeeping is not 
utilized, all transactions are not 
recorded, protram has no filing 
system, disbursements are not 
supported by vendors' invoices or 
other support, bank statements are 
not reconciled, and other blatant 
deficiencies, or a large number of 
seemingly minor deficiencies exist, 
when taken together impeach the 
creditability of management to ade­
qUately manage its resources. 

This type of situation normally 
requires a major commitment from 
recipient's program director and 
board of directors to change from a 
laissez-faire attitude to one of 
attention to financial management and 
control. The monitorin~ office 
director is responsible for precipita­
ting this change. 

Documentation of Follow-up Procedures 

The monitoring office files must 
contain sufficient documentation to 
demonstrate that adequate iol~ow-up 
procedures have been UD~ertaken to 
dispose of audit recommendations. 

The monitoring oflice ghould pro­
vide the Comptroller's Office with 
copies of correspondence betyecn the 
monito=ing office and recipient or 
their auditors relating to signifi­
cant aress. Such documentation will 
be requested by the Comptroller's 
Office in cases where thc Comp­
troller's Office requires such 
documentation to complete the audit 
files. 

78-705 
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PROCEDURES AND RESPONSIBILITIES 

AUDlT MANAGER 

D. Quality Assurance of Field Work 

The Comptroller's Office will per­
form a quality-assurance review of 
auditors' work 011 8 systematic basis in 
accordance with LSC's working paper re­
view program. LSC may preclude the 
appointment of an auditor based upon 
unsatisfactory performance or conflict 
of interest between the recipient and 
the auditor. 

E. Requirements of Comptroller General 

As required by ~~ction 1009(c) (2) of 
the Legal Services Corporation Act 
amended 1977, LSC must submit a copy of 
the annual audit of each recipient to 
the Comptroller General of the United 
States. 

By the 10th of each month, LSC's I 
Comptroller's Office will submit a 
copy of each annual audit received in 
the previous month to the Comptroller 
General. A cover letter will be pre­
pared indicating the rec~pient audits 
being sent. 

REGIONAL/OTHER OFFICE DIRECTOR 

D. Quality Assurance of Field Work 

Regional staff should include pro­
cedures in their monitoring visits to 
review recipient satisfaction with I 
audit arrangements and the profession- I 
al accounting services received. 

I 
I 
I 
I 
j , 

E. Requirements of Comptroller General, 

N/A 

t' 



-

, 

-

162 

LEGAl SERVICES CORPORATION RASOP-I 

Audit Report Delinquency Follow-up Letter 

1/ 

I 

I 

Dear I/: 

Your audit for the year ended /I ilJ currently tvo IlIOtlth. delinquent. 
Legal Services Corporation Act as amended 1977, Section i009(c)(l) .tate.: 

'.the 

"'lhe Corporation .hall conduct, or r~q~ire c;ach ~rantee, 
con tractor, or per.on or entity recelvl1l8 flnancal 
assistance under this title to provide for an annual 
financial atdit. 'lhe report of each .uch IUdit shall be 
maintained for a periOd of at least five years at the 
principa 1 office of the Corporation (LSe)." 

In addition to the legal requirement, it i. also a pruden~ .. nage:m.:nt 
practice to enlliure atdits of your program are completed on a tl~ly bAil •• 
This is one me thod for the board (IIf director. and the program dU'ect~l'. t~ ~elp 
detlDn.trate the discharge of their .teward.hip and fiduciary re.ponl1b111t1el. 
LSC considers prompt attention to this area as one of the .,.t fundamental 
requirements for recipients of 00.1' fund •• 

LSC will require your prc'g1'lam to be fully current with all audit rep,?rting 
requirement. within forty-five days of the !late of ~is let~er. -If 10U hnd 
that Wleeting this requirement irJ. not pcssible, L&: wl11 a .. ut 10U to the. 
extent necessary ::0 en.ure that the aldit requir~ment will be cOllpleted wlth­
in th is time frame. 

In order to al8i.t you as expeditiously as pOllible -: if 1",! are .uDlble 
to accCIGmIOdate our requirements; we will arrange a pre-audlt acetlnS W3.th 

\l 

,., 

j 

I 
} 

) [ 

I 
I 

'I 

;/1 

I 
)' 

~ 
il 
U I, 

:1 
Ii 
11 

f 
I 
I 

fi 

I 
I 
f 
I 

I 
I 
! 
l 

, 
o 

\ 

o. 

163 

If 
Page Two 

auditor. of our choice 'on II at your office. You and your chief fiscal officer 
mu.t be available to meet with the aUditor.. Therefore. if it i. impossible 
for you to be pre.ent on /1, plea.e .ugge.t a timely alternative date. At this 
meeting, the auditor. we .elect will determine the audit require=ent. and 
,ather information upon which to develop a IIchedule for timely C:ompletion of 
the audit and upon Which to base their fee eatimate. We will Arrange for the 
auditors to bill LSe directly. We will ensure the fees are .ubstantially 
~itbin the estimates in the contract or job arrangement letter and advise you 
wben they are paid. We will then withhold an Qmount equal to ·the audit costs 
from one of your monthly checks. If the fees .ub.tantially exceed the 
estimates, we would. of course, require the auditors to docUIDe:nt aU of the 
reasons for the over-runs to ensure your audit bill i. fair, given the cir­
~umstances at the program. 

Please advi.e me by II if the meeting date is convenient for you, or if 
you are able to accommodate Our timetable without our a.sistance. 

I hope this a •• i.tance will provide the opportunity for the program to get 
on top of the audit, accounting, and reporting area. Once you are up-to-date 
with your audit requirement., Lse viII expect that 10 U will be able to resume 
the audit and other fi.cal ~espon.ibilities for future years. 

PJY:// 

Sincerely, 

Fabio de la Torre 
Comptroller 

cc: Clint Lyons, Director, Office of Field Services 
Patrick J. Yogus, Audit Hanager 
II (regional director) 
II (chairman of program board of directors) 
1/ (.ud:J.tors) 

______________ ~-~ ____________ ~ __________ ~ ______ ~~ ______________ ~t.~, 
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Specific recipient accounting and reporting requirements are 

discussed in Chapters 2 through 5 of this Guide. 

1-8 EFFECTIVE DATE 

The effective date of the first edition of the Guide was August 1976. 

The effective date of the revised Guide is June 1977. 

1-9 REVISIONS AND SUPPLEMENTS TO THE GUIDE 

Revisions and supplements to this Guide may be made periodically. 

If this Guide is to provide meaningful instruction, it is imperative that both 

the recipient and its auditor keep their Guides current. Upon receipt, at: 

revisions/supplements should be incorporated into the recipient's copy of 

the Guide. It is the responsibility of the recipient to furnish 

reVisions/supplements to its auditor. 

1-10 CUMULATIVE STATUS OF REVISIONS AND SUPPLEMENTS 

Effecti ve Date 

August 1976 
June 1977 
September 1979 

(Revised September 1979) 

Description 

First Edition of Guide Issued 
Revised Edition of Guide Issued 
Revision to Pages 4--1 and 6-6 
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CHAPTER 2 - ACCOUNTING 

2-1 ACCOUNTING GUIDELINES 

LSC requires that the accounting principles employed by its 

recipients in recording transactions and preparing financial statements be 

based upon generaJIy accepted accounting principles (GAAP) for nonprofit 

organizations. LSC requires that the accounting guidelines discussed in this 

chapter be used by J"ecipients to effect uniform reporting which will be in 

substantial compJianc\! with GAAP. For some practices, alternative 

treatments are currently acceptable; however, the guidelines in this Guide 

reflect current trends in financial reporting for nonprofit organizations 

similar to both LSC dnd its recipients.* 

When applying the guidelines of this chapter, every recipient should 

review the suggested accounting policy in each area in light of its 

materiality to the program. Items that are not material should be 

accounted for in the most reasonable and efficient manner. The concept of 

materiality as used in accounting has been defined as a state of relative 

importance. The materiality of an item may depend on its si7e, nature, or 

a combir ation of both. The working rule in applying the concept of 

materiality is to ask the question: "Is the item of sufficient importance to 

influence the conclusions and actions of users of the financial 

information?" More specificaJIy, if the items were not accounted for in 

accordance with the proposed guldelines, would the reader of the financial 

statements be misled with respect to his understanding of the nature and 

extent of assets available for use in program operations; the nature and 

extent of liabilities incurred by the program; the trust relationships that 

may exist between the program and clients; and, among other 

considerations, the nature and scope of the program's operations. 

* See Bibliography for referel"lce materials used in developing material for 
this Guide. 
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Total Financial Picture of the Organization 

The purpose of preparing financial statements in accordance with 

GAAP encompasses more than reporting stewardship of funds. Another 

important objective is to disclose relevant financial information about' an 

organization so that certain hasic conclusions (e.g. magnitude of services 

being provided or the entity's future viability) can be made by the 

statements' readers. 

LSC provides -:he majority of the total funding requirements of 

recipients. The remaining funding is provided by numerous other 

. organizations including the United Way of America; U.S. Department of 

Health, E<iucation, and Welfare; Law Enforcement Assistance 

Administration; state and local governments; and private contributors. 

LSC's perspective is not limited to the segment of the legal assistance that 

it provides. Its focus is on the effectiveness of the entity as an integrated 

program in providing legal services to the comml'nity. The current trend in 

t"e nonprofit industry is to prepare financial statements so that the 

recipient's boarel of directors and outsi<ie parties can fully comprehend the 

financial condition of the entire entity. Accordingly, LSC's objective is to 

ohtain financial reports that reflect the recipient's entire operations. 

Eunci Accounting 

One func'amental purpose of the financial statements of a nonprofit 

organization is to disclose the sources of the organization's resources amI 

how thoseresoufces \Ven~ useci, i.e., stewardship reporting. In some 

instances, a recipip,nt's total support will be provided oy LS~; however, for 
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most recipients there will be additional funding sources. There are 

normally two categories of support that most recipients will receive. 

1. Unrestricted funds - Those resources over which the 

2. 

governing board of directors has discretionary control to use 

in carrying on the orogram's operations in accordance with 

the limitations of its charter and bylaws. 

Restricted funds - Those resources which bear a legal 

restriction as to use imposed by parties outside of the 

organization -- usually by the grantor or contributor. 

There may be a few recipients who receive sllpport from an 

endowment fund. ,The principal amount of a gift or bequest of an 

endowment fund must remain intact. Only the income from investing the 

principal may be used by the entity. Depending upon the terms of the 

endowment, the income may be spent at the discretion of the board of 

directors or it may be restricted to a particular use. The provisions of the 

gift would determine the accounting treatment for the income and 

principal. 

GAAP requires that these different types of resources of the 

organization be reported separately. Specifically, each recipient shoUld 

establish an unrestricted fund to be used to record grants, contracts, and 

contributions which have no restrictions associated with their use apd a 

restricted fund for grants, contracts, and contributions which specify the 

way these funds may be used. 

Most reCipients are fundeel primarily by several major grants and/or 

contracts. Many gl'antors require a separate reporting of how their funds 

were uti Iized in the reCipient's operations. This requirement means that 

" (' 
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the books and records must accommodate the accumulating and supporting 

of costs by grant and contract. To meet this reporting need, the 

restricted/unrestricted fund, as shown on the finaricial statements, should 

be subdivided by the grants or contracts which require separate reporting. 

LSC requires separate reporting of its grants or contracts. Most federally 

f!Jnded grants or contracts and possibly some privately funded awards would 

include the requirement for s"parate reporting. If the requirement for 

separate reporting is unclear for certain funds, the recipient should resolve 

this issue with the appropriate officials from the funding organization. The 

recipient should attempt to include all funds from funding !lources not 

having the separate reporting requirement in a single restricted or 

unrestricted fund depending on the circumstances. 

Each recipient should evaluate the reporting requirements stipulated 

by each funding source to insure that proper accounting is followed in the 

financial statements and accounting records. When grants and contracts 

are combined, there should be adequate financial statement caption or 

footnote disclosure of the indivIdual sources and the amounts contributed 

by each source. 

The operating statement (Statement of Support and Expenses and 

Changes in Fund Balances) must reflect a breakdown of operations in 

accordance with the criteria specified in this Guide. Separate balance 

sheet accounts by funds are not required unless, in the opinion of the 

auditor and management, such disclosure Is necessary for a fair 

presentation of the reCipient's balance sheet. However, the fund balance 

for each fund included in the Statement of Support and Expenses and 

Changes In Fund Balances must be shown separately on the face of the 

Balance Sheet. 
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Special or one-time grants from LSC can be included with the 

regular grant in the LSC fund, unless the one-time award is specificaJIy 

designated for the purchase of property and cannot be sperlt for anything 

else. In this case, the support should be recognized in its entirety upon the 

effective date of the grant in the property fund. A recipient's accounting 

records must be able to support that special grant proceeds Were expended 

in accordance with the grant provisions. 

As mentioned above, a property fund should be maintained. The 

property fund should be used to accumulate the cost or fair market value 

Cif donated) of buildings, furniture, fixtures, equipment, leasehold 

improvements, and law library; reflect depreciation and amortization 

thereon; record gains or losses from the disposition of such assets; and 

record any other transactions specifically relating to fixed assets. 

Accrual Basis of Accounting 

Recipient's annual financial statements must be prepared on the 

accrual basis of accounting. Under the accrual basis of accounting, 

expenses are recorded when incurred as opposed to when they are actually 

paid. Support is recorded when earned instead of when received. 

The reqUirement is for accrual basis statements, and not for accrual 

basis record keeping. Many programs find it practical to keep their books 

on a cash basis throughout the year and, through adjustment at the end of 

the year, prep~re statements on an accrual basis. The requirement is that 

only the financial statements be presented on the accrual basis and not also 

that the books be kept on this basis throughout the year. 
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Property 

GAAP requires capitalization and depreciation of property for a fair 

presentation of the assets and results of operations of a profit or nonprofit 

entity. 

In many cases, funding sources maintain a reversionary interest in 

property purchased with its funds. Simply stated, a reversionary interest 

requires that property, or the proceeds from the sale of such property must 

be returned to the appropriate funding source if at some future date 

funding of the recipient is terminated. In view of the reversionary interest 

of certain funding sources, asset accountability is critical. Capitalization 

of property is an integral part of discharging the steWardship 

responsibilities over these assets. In addition to aJJowing the fair 

presentation of investment in property on the Balance Sheet, capitalization 

helps insure more effective controls over property and also subjects this 

account to auditing procedures. Accordingly, capitalization of the cost of 

property is required by this Guide. 

In addition to the capitalization of property, LSC I equires the 

recording of depreciation. Depreciation accounting is a means of 

distributing the cost or other valuation of an asset {in the case of appraisals 

or donations} over the asset's estimated useful life in a systematic and 

rational manner. It is a process of aJJocation, not valuation. When 

depreciation is omitted, the cost of providing services is understated. 

Therefore, depreciation expense should be recognized as an expense of 

rendering current services and should be included in the Statement of 

Support and Expenses and Changes in Fund Bal~nces. 

The accounting policies for property should also be followed for a 

recipient's law library (i.e., books, reference materials, and multiple 
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volume sets of law books) since a law library js as much a long-term asset 

as the recipient's office equipment. The costs of maintaining a law library 

should be expensed currently. The judgments as to what constitutes a 

maintenance item and what constitutes a capital addition must be made 

after evaluating the nature and significance of the items in question. LSC 

recommends consultation with the program's auditors with respect to the 

policy to be adopted. Depreciation should also be computed over the useful 

life of the library for the difference between the original cost and the 

salvage value. If the salvage value approximates original cost, depreciation 

is not necessary. 

Each recipient must evaluate the facts and circumstances of its 

particular library including past history, condition, and marketability of the 

library to determine a reasonable useful life and salvage valUe. If the 

review concludes that it can reasonably be expected that in the event of 

liquidation the proceeds from the disposition of the library would not differ 

materially from the original cost, then depreciation expense during the 

interval would not be necessary. 

Although property purchased during a year will not be recognized as 

expenses for that year, the funds used for the purchase of that property are 

considered a current-year grant or contract charge. To recognize this 

characteristic of grant funds, property purchases should be reflected as a 

reduction in the itmd balance of the appropriate funding source. This is 

accomplished by transferring the cost of property purchased to a separate 

property fund balance. 

In Appendix VII, property and depreciation accounting practices are 

discussed and illustrated in detail. 

", 

Ji 

fl 
L 
" l! 
Ii 
Ii 
H 
If 

Ii 
H 
I , , 



-v-~----~P4~·"~--~"--~--~----"~-----~----·-----------------------------------------------.. ------------------~--------.. ----------------~------------------------------------------------------------

240 

Donated Materials, Space, and Property 

LSC does not require rt)cipients to match their funding with other 

contributions or funds; however, there are items that may continue to be 

donated by individuals or organizations -- supplies, space, furniture, and 

equipment. In order to ascertain the total cost of providing legal 

assisf:ance, such items shoul d be recorded and reported in the recipient's 

financiaJ statements. Donated materi;:i1s and property should be recorded 

at their fair market value when received. Fair market value must be 

determined using the most objective and clearly measurable basis available. 

The value assigned to donated materials and property, if material, should 

also be approved by the recipient's board of directors. Extending this 

concept further, the free use of facilities and other assets should also be 

recorded as donations with an offsetting charge to the applicable expense. 

Donated materials and space should be recorded in the general fund 

(or a separate fund if required for clarity of presentation) as support and 

expense in amounts equal to the assigned valut! of the donations. The 

amount of donated items included in the general fund must be dearly 

ascertainable. Donated property and equipment shouJrI be recorded as 

support in the property fund and as an asset in an amount equal to the 

assigned value. The expense associated with donated property and 

equipment will be recorded as depreciation over the useful life of the item. 

Donated Services 

Significant donated services including professional services should be 

recorcled in the same manner as described for donated materials, space, and 
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property when the following circumstances exist: 

1. 

2. 

3. 

The sel!'ices pe:formed are a normal part of the program or 
supp<?rtmg serVIces ,and would otherwise be performed by 
salarIed personnel, m order to accomplish the corporate 
purpose, if volunteers were not available. 

The recipient exercises control over the activities and duties 
of the donors to the extent that control normally would be 
exercised, considering the professional/clerical status of the 
donor. 

The recipient has a clearly measurable basis for the amount 
to be recorded. 

LSC does not want recipients to record donated services which do 

not realistically contribute to the accomplishment of the corporate 

purpose. Many recipients, however, receive a significant amount of "free" 

assistance that if not received would necessitate a reduction in the level of 

legal services the recipient provides. These include: 

1. VISTA volunteers. 

2. ~ET A personnel. 

,. Students. 

(~. Gratis legal research by private attorneys or 

law school faculty. 

5. Professional services provided by local 

attorneys in lieu of services being provided by 

legal services attorneys. 

6. Pro bono or pro bono publico professional 

service arrangements. 

Every recipient should evaluate the magnitude of services donated 

to it. If the services are material, a method should be established to value 

and record them. Normally, the valuation shoUld be at the cost to the 

recipient if the services had been purchased by the recipient. Adequate 
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records must be maintained during the year to support the value of donated 

services recorded, but the actual recording of the services could be done 

quarterly or at year- end. For professiona11egal services, two methods are 

suggested as providing sufficient documentary support -- a predetermined 

fee schedule or an hourly rate. A major advantage of the fee schedule is 

that it can be used without having to impose timekeeping requirements on 

those professionals donating their time to the program. The subject of the 

adequacy of support for donated services should be discussed with the 

recipient's auditors. It is usually not necessary to impose detailed record 

keeping requirements upon donors as long as internal records are adequate 

and provide nn audit trail. 

The recognition of significant donated services in the financial 

statements is critical to a reasonable evaluation of the total cost of legal 

assistance provided by recipients. 

Recognition of Grant arid Contract Support 

Legal assistance programs receive grants and contracts which can be 

characterized as either "continuous period" or "cost-reimbursable." While 

most nonprofit organizations' grants and contracts are cost reimbursable, 

some grants and contracts such as LSC's provide funding over a prescribed 

period and normally allow unused funds re' ... ulting from efficiencies and cost 

savings to be utilized during the next period. This arrangement can result 

in a "fund balance" for the grant; however, there should never be a deficit 

in an LSC grant. Other type grants and contracts may provide that unused 

funds cannot be carried over to the next period but must be returned to the 

grantor. 
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LSC requires that its continuous period grants or ccmtracts be 

recognized as SUpport on a pro rata basis over the grant or contract period. 

For example, if a twelve-month grant period is April-March, and the 

financial statements are as of December 31, then 7596 of the total grant 

award for that period would be reported as support. Any excess of 'support 

over expenses represents, as a general pollcy, a fund balance to be carried 

over to the next period or returned to LSC if grant or contract conditions 

are not complied with or if funding is terminated • 

This policy is not applicable to cost-reimbursable grants or 

contracts. Under this arrangement, the funding source provides funds only 

as the recipient incurs costs eligible for reimbursement; therefore, support 

should be recognized only to the extent that eligible costs are incurred 

during the grant or contract period. In addition, there will never be a fund 

balance associated with this type of grant or contract since support must 

always equal eligibJe costs incurred. Under no circumstances should 

support be recognized in excess of the award specified in the 

grant/contract unless approval for additional reimbursement has been 

received. 

For either "continuous periodll or "cost-reimbursable" grants ancl 

contracts, any difference between support earned and cash received is 

reflected in the balance sheet as a receivable (i.e., grant support earned 

exceeds grant cash received), or unearned revenue (i.e., grant cash received 

exceeds support earned). 

The accounting policies associated with grants and contracts must 

be disclosed in the financial statements. 
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Contributions 

Contri::'utions in the form of cash or cash equivalents (e.g., 

corporate stocks and bonds, etc.) from private organizations or individuals 

should be recorded when -::he cash or equivalent is received. Contributions 

should be recorded jn an unrestricted fund only if they can be used at the 

discretion of the board of directors for general program purposes. 

Contributions with restrictions should be recorded in a restricted fund. The 

provisions written in the grant/contract or other agreement will normally 

determine the accounting and reporting requirements that must be 

followed. 

Allocation of Expenses Among Funds 

It is anticipated that recipients who receive funds from sources 

other than LSC will incur expenses (e.g., salaries, space, travel) which 

support work performed under more than one grant, contract, or other 

funding agreement. Such common costs should be allocated among the 

funds on the basis agreed to by the applicable funding organizations. In the 

absence of approved methods, the recipient should develop techniques that 

will provide a reasonable and measurable basis upon which expenses are 

allocated. 

Some grantors may refuse to pay any overhead costs even though 

that particular grant is benefited by such costs. In this case, allocation of 

costs is not necessary because LSC will absorb the overhead costs 

associated with this grant. Whatever the method used by the recipient, it 

should be adequately disclosed in the footnotes to the financial statements. ~ I 
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investments -
operating expenses may be 

accounts, treasury bills, or 

Recipients may use the interest earned on invested 

LSC funds Drovided the use of th 
- e proceeds does not increase the annual 

LSC funds not needed for Immediate 

invested in Federally insured savings 

certificates of t.,'eposit. 

funding requirements and th . ~ 
e proceeds are not used for purposes prohibited 

by the Act. The investment 1ncome should be recorded as revenue in the 

fund which provide th 
s e temporary excess cash available for investment. 

Some recipients may have endowment funds or other resources from 

which management may h 
. purc ase marketable securities and other 

1Ovestments. In such cases, investments held by recipients may be recl)rded 

at either the market value or the lower-of-cost-or-market. * 

The market-value method' .. 
appred,ation or' depreciation fro~eq~res r7cognI!10n of unrealized 
AccordInglYt under this method of ~ctuatlons 10 market prices. 
at the time of sale. account1Og, there are no gains or losses 

Under the 10wer-of-cost-or_mark t h d ' 
are recorded only at the time of sale e met 0., gams on investments 
below the recorded value, and the '. Ho,:"ever, .If the market value falls 
be necessary to reduce the carr . decJ~ne IS cons~dered permanent, it wiU 
the period the decline in v';lue o!~~~s.va ue of the Investment to market in 

, The basis of recordin . 
Investments held by the rec' ,g Investments should be consistent for all 
of the valuation method used~~nt~ Tf~ere ~hol uld also be adequate disclosure 

e manCla statements. 
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Employee Benefits 

The accounting for employee benefits should normally follow the 

accrual method of accounting which requires that the expense and liability 

associated with benefits that have vested with the employee be recorded 

currently. While this procedure is proper and required for financial 

statements prepared in accordance with GAAP, the following benefits can 

bE> recorded on the cash basis If that method does not materially distort the 

Statement of Support Expenses and Changes in Fund Balances or the 

, Balance Sheet. 

1. Vacation earned by employees, but not taken. 

2. Sick leave, termination, or severance pay arrangements which 

ve'it. 

If the cash basis is selected for material items there must be 

finandal statement disclosure of the liability at the balance sheet date in a 

footnote and proper disclosure in the auditor's opinion of the di':ergence 

from GAAP. 

Programs which currently have pension plans are ree uired under the 

Employee Retirement Income ~urity Act of 1974 to meet certain 

stanc..'ards. In addition, pension expenses must be recorded and repor'ted in 

accordance with Accounting Principles Board Opinion No.8. 

Programs establishing new pension plans must meet the 

requirements of the Internal Revenue Service and the Employee 

Retirement Income Security Act of 1974. 

Functional Classification of Expenses 

Traditionally, recipients have reported the results of their 

operations by natural expense classifications (e.g., salaries, travel, space, 

etc.). However, the current trend in nonprofit accounting, as expressed in 
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literature applicable to voluntary health and welfare organizations 

(inCluding the United Way of America's "Accounting &: 
Financial 

Reporting Manual") is directed toward the functional reporting of expenses. 

All recent literature has recommended this type of reporting, and a 

subcommittee of the American Institute of Certified Public Accountants 

issued, on February 1, ! 977, a discussion draft of a "Statement of Position" 

which, if ado(.lted, will require this presentation in future years. If the 

recommendations in ~is document become effective, auditors wHl not be 

able to issue an "unqualified' opinion on financial statements which reflect 

natural expense classifications only. 

As a means of assisting recipients in understanding the ramifications 

of this change, the fundamental concepts of functional expense reporting 

are discussed herein. Appendix VIII reflects exampl~s of financial 

statements prepared under the new requirements. The same data presented 

in Appendix III for Multi-Service Corporation has been presented in 

Appendix VIII on a functional basis. 

The functional classification of operations is divided into the two 

main categories of expenses incurred by all nonprofit organizations __ 

"program services" and "supporting services." Program services are defined 

as the organization's social service activities. Expenses for each separate 

and identifiable service should be clearly disclosed in the financial 

statements. 

The different services should be described so as to clearly define 

their ~urpose, and each classification shOUld include all costs applicable to 

the services described. 

Supporting serVices shouJd be divided into two subcategories _ !'fund­

raising" and "management/administrative and general." Fund-raising costs 

_________ --..1.--l....._-'--_____________ 1:1I~.....,." ... ~-----
~ . "if I 



w 

248 

may oe clefined as those costs lncurred in conjunction with the solicitation 

of money (including costs associated with grant applications), securities, 

time, materials or facilities for which the contributor will receive no direct 

economic benefit. Management/administrative and general costs include: 

salaries and expenses of the chief officers, general record keeping, annual 

reports, business management, budgeting, general board activities, and all 

other costs which are not identifiable with any single program or fund­

raising activity. Normally a portion of such costs, especially salary costs 

of chief officers, can be identified with specific program activities. In 

these cases, an appropriate allocation should be made. 

2-2 ACCOUNTING RECORDS 

The following is a brief description of the accounting records 

considered necessary for the adequate recording of financial transactions. 

Accounting records must be maintained on a double-entry accounting 

system and must be adequate to enable ihe recipient to prepare its annual 

financial statements, internal budget, and other management reports. See 

Chapter 5 for reporting requirements. 

General Ledger - The general ledger is used to summarize and 

classify all financial transactions from data accumulated in the books of 

original entry into their proper accounts (i.e" nalaries, space, etc.). It is 

the source for most of the data needed for preparing financial statements. 

The general ledger is the final and permanent record of all of the 

recipient's financial transactions. 

Cash Receipts Journal - The cash receipts journal Is a book of 

orignial entry in which cash receipts (i.e., cash, checks, and money orders) 

are recorded in chronological sequence when received. Bank cleposit slips 

must contain sufficient information so that all deposits can be identified 

with their source. 
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Cash Disbursements Journal - A cash disbursements journal is a 

book of original entry in which disbursements are recorded in a 

chronological sequence. All disbursements must be made by prenumbered 

checks used in numerical sequence. Each check must be supported by 

appropriate documentation Ci.~., payroll records, invoices, contracts, travel 

reports, etc.) evidencing the nature and propriety of the expense, and 

documenting the approval by an authorized official. 

Payroll Records - Basic payroll records must accumulate payroll 

data required by Federal, state, and local laws. Documentation .must be 

maintained to support individual gross earnings. A personnel file should be 

established for each employee and should include the following data: 

1. 

2. 

.3. 

4. 

5 • 

Employment contract if applicable, wage or salary 

authorization. 

Federal W-4 withholding form. 

State withholding form. 

Authorization for aJJ other payroll deductions. 

Authorization for aU wage/salary actions. . 

Each recipien1f in Hght of Its size, is required to establish an 

adequate time-reporting system. This system must be able to identify 

employee hours Worked so that compliance with Federal and state laws 

with respect to overtime and pay rates can be demonstrated. It must also 

be able to demonstrate accountability for time to the pubJic. A smaJJ 

recipient with sevel'al employees could usc a sign-up sheet whereby every 

employee would record his/her dally hours. A larger recipient would 

probably utilize a "time report" system whereby each employee would 

complete and sign an individual time sheet. Whether a sign-up sheet, a time 

t.. u __ uu. , ( 
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report, or other method is utUized, a supervisor in a position to verify the 

information should approve the document. 

A vacation and sick leave record must be maintained currently for 

each employee. This record would include information In hours or other 

reasonable units (i.e., days, fractions of days) for the amount of vacations 

and sick leave earned during the period, taken during the perjod, and 

remaining at the end of the period. As a method of checking the accuracy 

of this record and providing employees with knowledge of tlwhere they 

stand," each employee should be informed of his vacation and sick leave 

balance periodically. 

Property Records - Individual property records are to be maintained 

for each item costing in excess of $100 per unit. Recipients may use a 

lesser value if a smaller amount is more appropriate for a particular 

program. For financial statement purposes, aU items costing in excess of 

$100 must be capitalized and depreciated. The property records to be 

maintained must include: (1) a description of the item, including model and 

serial number (if the property has no such number it must be tagged with an 

identifying number to insure the internal records are effective In 

controlling property); (2) date of acquisition; (3)number of check used to 

pay for item; (4) cost; (.5) useful life; (6) source of funds used to acquire the 

property; (7) description of how value was assIgned if property was donated; 

and (8) location of the property. The total dollar value of indivIdual items 

costing over $100 must equal the property control account balance In the 

general ledger. 

General Journal/Journal Voucher - A general journal or journal 

voucher system Is used to process transactions which are not recorded 

orIginally in the cash receipts journal, cash disbursements journal, or 
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payroJJ register. Each journal entry must be supported by a complete 

explanation and documentation of the transaction being recorded. Journal 

entries or journal vouchers should be numbered consecutively and approved 

by an authorized individUal. 

Client Trust Records - A client trust record must be maintained 

for each client and used to document and record receipts and disbursements 

of cUent funds. The total of the balances of these records must equal: (1) 

the cash in the escrow bank account designated solely for these funds; and 

(2) the corresponding clIent trust liabUity account. Both accounts are 

required to be maintained in the general ledger (see Chapter :3 and 

Appendix VI for discussions of the internal controls associated with this 

item). 

The accounting records discussed in this chapter can be maintained 

by either a manual or an automated system. Each recipient should 

establish the system most appropriate to meet its needs and to provide an 

adequate audit trail of all transactions. 

2-3 BASIC CHART OF ACCOUNTS 

The fol1owirlg Is an iHustrative basic chart of accounts ~hich would 

provide details necessary for the preparation of financial statements in 

accordance with this Guide. This lHustration Is not intended to dictate the 

format or level of detail to be used by individual programs, b~t is simply 

one method of achieving the accounting requirements of this Guide. While 

the account numbering system, account descriptions, and level of detail 

. utilized by recipients should be deSigned to provide management reporting 

and financial disclosures specifically related to that program, they must . , 
also accommodate the reporting requirements of LSC. 
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The illustrative chart of accounts assigns a three-digit number to 

every major natural account classification reflected in the financial 

statements. By changing the last two digits of the three-digit number, 

recipients can maintain the greater detail needed to control and monitor 

operations. For example, the natural account lIcash-general" is a broad 

description. Most organizations would require an individual general ledger 

account for each bank account. This can be achieved by establishing 

accounts under a natural account classification as follows: 

100 Cash-General 

General Disbursement Account - PDQ Bank 
Payroll Account - PDQ Bank 
Petty Cash 
Client Escrow Funds 

101 
102 
103 
110 

The total of all 100 accounts (i.e., 101, 102, and 103) represents the 

cash amount reported in the financial statements. Account 110 would be a 

separate financial statement caption since the use of the cash is restricted. 

This procedure can be used to maintain details for any of the natural 

account classifications reported in the financial statements. 

By adding prefixes to the natural account classifications, a fund 

accounting concept can be employed to record support and expenses by 

different grants and contracts. For example, assume a program has grants 

from sources other than LSC. Expenses associated with different grants 

could be accumulated as follows for travel expenses (account number 560): 

OI • .5hO 
02 • .560 
03.560 
04 • .560 

Travel 
Travel 
Travel 
Travel 

Legal Services Corporation 
- XYZ Grantor 
- ABC Grantor 

General Fund 
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By adding suffixes to the natural account classification, a 

responsibility accounting concept can be employed to record support and 

expenses by responsibility units (i.e. cost centers). For example, assume a 

program has three local offices (II's 1 2 and 3) and a h d , ea quarters office 

(114). Travel expenses fu d d b L . n e y egal ServIces Corporation for these cost 

centers would be accumulated as follows: 

01.560.1 
01.560.4 

Travel - LSC - local office #1 
Travel - LSC - headquarters 

Travel expenses funded by XYZ for these cost centers would be 

accumulated similarly: 

02.560.1 
02.560.4 

Travel - XYZ - local office #1 
Travel - XYZ - headquarters 

A skeleton chart of accounts is shown below. Each pro~ram's chart 

of accounts must reflect the degree of detail appropriate under the 

circ umstances. 

Natural Classifications Account Number 

Assets (100 Series) 

Cash - general 
Client Escrow Funds 
Receivables 
Investments 
Trave~ advances to employees 
PrepaId expenses 
Furniture, fixtures and eqUipment 
Leasehold improv~~ts 
Law library 
Accumulated depreciation 

Liabilities (200 Series): 

Accounts payable 
Employee withholding payables 

78-705 0 - 81 - 17 

100 
110 
120 
130 
140 
1.50 
160 
170 
180 
190 

200 
210 
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Accrued expenses 
Client trust deposits 

Fund Balance (300 Series): 

Grant/Contract funds 
Ge n era I fun d 
Property 

Support (400 Series): 

Grants and contracts 
Contributions 
Donated property and &ervices 
Interest, dividends, other 

Expenses (500 and 600 Series): 

220 
230 

300 
310 
320 

400 
410 
420 
430 

Personnel 500 
Fmployee benefits 530 
Legal consultants 540 
Contract services 550 
Travel 560 
Space and occupancy 570 
Office expenses 580 
Litigation costs 590 
Equipment rental 600 
Miscellaneous purchases of property 

and library 610 
Depreciation and amortization 620 

Property Activity (700 Series): 

Acquisition of property 700 
AcqUisition of library 710 
Proceeds from sale of property 720 
Gain or loss on sale of property 730 

In addition to natural expense classifications by funding source and 

cost center, recipients should also consider accumulating data by the 

functional expense classifications of program services and supporting 

services. 

The identification of functional 'cypenses is currently required for 

certain nonprofit organizations and in 'ili1':3l;Jture will probably be required 
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for all such organizations. In the interim, recipients should begin 

accumulating this information through memoranda records with footnote 

disclosures. 

1.-4 DESCRIPTION OF ACCOUNTS 

The basic chart of accounts described in paragraph 2-3 provides one 

method of org;:mizing a recipient's accounting records. Whether the 

recipient utilizes this chart of accounts or another, the general ledger must 

contain the following accounts which record an acceptable level of detail 

for full financial disclosure. LSC recognizes that recipients may desire a 

more detailed chart of accounts, especially for expenses. Recipients should 

develop a chart of accounts which will allow them to effectively report on 

their financial operations. The following account descriptions are intended 

to illustrate the nature of the Charges that may be made to specific 

accounts. Particular recipients may require different designations to 

accommodate their own information needs. 

ASSETS 

Cash--General Disbursements - To record funds on deposit in banle 
accounts for operating purposes as opposed to special purposes such 
as payroll and escrow accounts discussed below. Separate accounts 
should be maintained for each bank account. 

cash--Pa~roll Account - To record the amount on deposit in a 
separate ank account for payment of payroll. Should be maintained 
on an imprest basis. 

Petty Cash - To record cash held at the recipient's office for paying 
minor bills. The account must be maintained on an imp rest basis 
with the balance established at the lowest possible level 
commensurate with efficient operations. The petty cash account in 
the general ledger always reflects the total value of the fund, in 
cash and/or vouchers. The fund should be reimbursed periodically 
for the exact amount of the petty cash vouchers. 

Cash--Client Escrow Funds - To record cash received from clients 
as advance payments for court costs. The general ledger balance for 
this account must equal the liability account "Client Trust 
Deposits." "0 • 
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Receivable(s} LX or Other Grantors - To record amounts earned 
but not receiVed (see grant and contrdct support paragraph 2-1) 
under LSC or other grants or contract:;. Separate accounts should be 
maintained for each grant or contract. 

Receivable(s}-Other - To record miscellaneous accounts receivable. 

Travel Advances to Employees - To record the amount of travel 
advances outstanding, H.e., advanced to employees but not 
accounted for on subsequent expense reports). A subsidiary record 
or sub-account must be maintained for each employee. 

Investments - To record the carrying value of investments in stocks, 
corporate bonds, certificates of deposit, treasury bills, etc. A 
subsidiary r'ecord should be maintained for each class of investment 
to account for the cost and income. 

Deposits - To record the amount of refundable deposits made, for 
example, to the telephone company or landlord. 

Prepaid Expenses - To record the amount of expenses paid which 
apply to future periods. I .. SC recommends that a prepaid expense 
should not be recorded unless the expense applies to a period more 
than 18 months from the date incurred and the prepaid balance of an 
individual item is considered material. The recipient may choose to 
record additional prepaid items outside this prescribed criteria if 
management believes the information is needed. 

Leasehold Improvements - To record the costs of all items over 
SlOO incurred in connection with improving rental space (e.g., 
carpets, new walls, etc.) which cannot be carried to another 
location. 

Furniture, Fixtures, and Equipment - To record the costs of 
furniture, fixtures, and equipment costing in excess of the 
capitalizable limit per unit, and having a useful life of over one 
year. 

Law Library - To record the cost of case sets, other reference 
books, and multiple volume sets of law books. The costs capitalized 
in this account shoujd reflect only those items which will have a 
value to the program continuing over more than one year. 

Accumulated Depreciation - To record the expiration of the service 
Hfe of assets; i.e., periodic depreciation expense. 

LIABILITIES 

Accounts Parable - To record the amount of unpaid vendor invoices 
on hand. Thls account shOUld be used at the close of an accounting 
period to convert the books to the accrual basJs of accounting. If 
books are maintained on the accrual basis, the account will have a 
continuous balance. 
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Employee With holdings Payable - To record the amount of money 
that has been withheld from the employees' salaries, (i.e., FICA, 
Federal, state and local taxes, pension, health insurance, etc.). 
Separate accounts should be maintained for each type of 
withholding. 

Accrued Expenses - To record the estimated cost of goods or 
services received for which an invoice has not yet been received. 
The accrual is utilized at the close of an accounting period to record 
salaries, employer's share of FICA taxes, other taxes etc., which are 
owed but not paid. Separate accounts should be maintained for 
accrued salaries and other misceJlaneous accruals (e.g., utilities and 
consultant fees). 

CI,ient Trust Deposits - To record the amount of cash received from 
alents for court costs to be disbursed in the future. The balance 
must agree with the escrow cash account in the bank. 

FUND BALANCE 

Restricte..£ - This account accumulates the balance of support over 
expens~s for grants, contracts, and other awards which have 
rest~ic:tions attached. Each grant or contract or other award 
regumng separate reporting should have a separate account for its 
fund balance. 

Unrestricted - This account accumulates the balance of support over 
expenses from unrestricted sources. Each contributor or other 
awa.rd requiring separate reporting should have a separate account 
for Its fund balance. 

Proper!r - This account accumulates the n~t equity in all furniture 
fixtures, equipment, and Jaw books purchased. ' 

SUPPORT AND REVENUE 

Grant and Contracts - To record the amount of funds earned during 
the accounting period. 

Contributions - To record cash and security contributions received 
during the accounting period. 

Donated Property and Services - To record the value (see Section 
2-1 for method of valuing donated items) of all significant donated 
assets, facilities, and services received during the year. 

Interest, Dividends, Other Revenue - To record interest earned 
dividends earned, and other income earned during the year. Thi~ 
account records misceJlaneous income which cannot be classified in 
any of the above accounts. Where amounts are significant, separate 
accounts should be established. 
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EXPENSES 

Salaries and Wages - To record the salaries of all program 
personnel. NormalJy, including all salaries and wages in one account 
would not provide adequate information about program activities. 
The AICPA recommends that salaries and wages be subdivided into 
those related to program services and those related to supporting 
services. Each program should subdivide the salaries and wages 
account into the categories which will be most meaningful for 
management -- keeping in mind the recommendations of the AICPA 
to categorize into program and supporting services. 

Employee Benefits - To record the costs of items such as employer 
FICA taxes, unemployment taxes, employer retirement 
contributions, employer health and life insurance payments, 
workmen's compensation and other payrol1 related benefit items 
offered by the program. IndivIdual subaccounts must be maintained 
for each of these items. 

Legal Consultants - To record the payments for legal consultants 
who are not full time employees of the program. 

Contracted Services - To record the costs of contracted or 
purchased services. For financial statement purposes contract 
services should be adequately described as to their nature where 
material. For example, for proper disclosure, contract services may 
require classifications into accounting services and other conSUlting 
services. 

Travel - To record travel costs (e.g., local transporation, lodging 
expenses while away, and airfare). This account should be 
subdivided in accordance with the management's needs to control 
the! various elements of travel costs such as travel relating to legal 
work, travel relating to administrative work, travel related to 
training, etc. 

~ce and Occupang - To record the costs of rent, utiJities (such 
all· electricity, water, and gas), janitorial services, and hazard 
insurance. Individual subaccounts should be maintained for these 
items as is necessary. 

Office Expenses - To record the costs of office supplies, printing, 
reproduction suppJies, advertising and publicity, postage, telephone, 
and insurance other than- hazard and employee benefit insurance. 
ReCipients should establish separate accounts for any of the above 
items if the amounts are significant. 

Liti&ation Costs - To record costs of depositions and transcripts, 
serVIce of process, filing fees, expert witnesses, anci any other 
litigation costs paid by the program and not the client. 

Equipment Rental - To record all costs of renting or leasing 
furniture and equipment. 
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Depreciation of Property - To record the depreciation expenses of 
furniture, equipment, leaseho~d improvements, etc. acquired by the 
recipient. 

Library Maintenance - To record the costs of all publications 
purchased for the library that are not capitalized. 

PROPERTY ACTIVITY 

Acquisition of Property or Library - To r~ord the costs of all land, 
furniture, equipment, leasehold improvements and other property or 
law books costing more than $100 that were purchased during the 
year. The account is closed to the applicable fund balance of the 
source of funds used to purchase the property. This account is the 
source for the entry to capitalize all property purchases as assets at 
yp.ar end. 

Proceeds from Sale of Property - To record the cash received from 
the sale of property. It is the tie-in for the entry at year end to 
remove sold property from the books and record the gain or loss on 
sale. 

Note: Adequate financial statement disclosure may require that 
account d~scriptions different from the above be used. The 
above descriptions represent suggestions for grouping ~imilar 
costs. The level of detai: for adequate financial staLi!ment 
reporting and meaningful management reports must be 
determined by management end the auditor. 
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CHAPTER 3 - INTERNAL CONTROL 

A financial audit wiH not prevent defalcations and is not intended 

for that specific purpose. Every program must rely instead upon its own 

system of internal accour.ting controls and procedures to promptly detect 

and help reduce the likelihood of misappropriation of funds. Th~ objectives 

of internal controls are not limited to this purpose only. This chapter 

discusses minimum internal control procedures recipients must establish to 

meet the objectives inherent in the definition of internal control. 

3-1 DEfINITION 

Internal' controls encompass the coordinated methods and measures 

anopted by an organization to safeguard assets, check the accuracy and 

reliability of accounting data, promote operating efficiency, and encourage 

adherence to prescribed management policies. 

Obviously this is a broad definition and extends beyond those 

matters which relate directly to accounting and financial reporting. It 

encompasses controls over ail of the paper work in an organization. 

This chapter will emphasize the physical and administrative controls 

over a program's assets -- principally cash. At best the required and 

suggested procedures will minimize the likelihood of misappropriation of 

assets and misstatement of accounts and maximize the likelihood of 

detection if it occurs. 

3-2 CH ARACTERISTICS 

In establishing an adequate system of internal control, certain basic 

concepts must be considered. Although each organization is unique, and, 

therefore, any control procedures must likewise be unique and "custom 

made," the following characteristics are general1y applicable. 
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Definition of authority and responsibility. The duties of all 

program personnel should be defined as to their specific 

responsibilities. Such a delineation may be flexible and 

informal in a small program with few employees, or it may be 

carefully defined by an administrative manual in a larger 
/ 

program. In the accounting area this means that only certain 

specified individuals may sign checks, approve invoices for 

payment, prepare grant and contract reports, and deposit 

cash receipts. 

Segregation of duties. Broadly conSidered, segregation of 

duties means that program and accounting functions should be 

separated so that no individual simultaneously has both the 

physical control and the recordkeeping responsibility for any 

asset (e.g., cash, client deposits, supplies and property). 

Within the accounting area, duties preferably should be 

segregated so that no individual can initiate, execute, and 

recorCl a transaction without a second individual being 

involved in that process. If this level of segregation is not 

possible because of the program's siZe, the work of the 

accountant should be reviewed and approved by the program 

director or his delegate. 

Establishment of independent checks and proofs. 

Independent checks and proofs consist of regular internal 

checks on the recording of transactions and the preparation 

of financia.l reports. For example, a certain measure of 

clerical accuracy can be accomplished through the use of a 

columnar cash disbursements journal that is balanced monthly 

and posted t? the general ledger. Thereafter, the general 
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ledger cash balance would be reconciled to the monthly bank 

statement. Another control procedure is illustrated when a 

subledger of ciient deposits is maintained, compared monthly 

to the general ledger account balance for client trust funds, 

and the accuracy of this subledger is reviewed periodically by 

an employee outside the accounting department familiar with 

legal cases and deposits received. 

3-3 PRIMARY FEATIJRES 

The following features are considered basic internal control 

procedures that any program, regardless of size, should establish. It can 

not be overemphasized that these features represent only the rudimentary 

control procedures that must be incorporated by every recipient to 

demonstrate a minimum level of financial stewardship. Once these 

features have been successfully implemented, recipients should begin 

assessing additional procedures to provide greater control assurances. A 

complete checklist of potential internal control procedures that should be 

evaluated for progrc'Lm apolicability :s presented in Appendix VI. 

1. 

2. 

3. 

4. 

5. 

Each recipient should have adequa tely trained competent 
accounting personnel to properly document, record, account 
for, and report on its financial transactions. 

All bank accounts must be authorized by the recipient's board 
of directors. There must be sufficient justification for 
utilizing more than one bank account. Any account not used 
must be closed and the bank notified in writing not to process 
any subsequent transactions. Any remaining blank checks for 
closed accounts must be destroyed. 

All cash receipts must be recorded in a journal. Checks 
received must be restrictively endorsed, and deposited intact 
currently. 

Prenumbered receipts must be issued for all money received 
from clients. Accountability in the form of duplicate copy of 
the receipts issued must be maintained. 

All disbursements <other than petty cash disbursements) must 
be made by prenurnbered checks signed by an indivlduaJ(s) 
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10. 

11. 
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authorized by the board of directors. No checks may be made 
payable to cash. 

All disbursem~nts must be supported by vendors' invoices or 
other supporting documents. 

Bank statements must be reconciled monthly to the general 
ledger balance. The reconciliations must be reviewed and 
approved by a responsible individual and retained. 

A separate bank account must be maintained only for client 
funds. The controls over this account should be as complete 
as the controls established for the program's regular bank 
account. 

Each program must establish a method to determine the 
balance for each client's trllst fund. The total of the 
individual client funds held should be reconclled to the 
general ledger bank account and liabUlty balance, and to the 
bank reconciliation on a monthly basis. 

Petty cash funds must be mC'.intained on an imprest basis and 
recorded in the general ledger. 

The physical facilities for storing investment certificates, 
blank checks, general ledger, subsidiary ledgers and other 
important documents must be adequate. 

12. DHailed property records must be maintained and r~conci1ed 
to the general ledger. Once a year an inventory must be 
taken of the program's property and the results of that 
inventory compared to the accounting re~ords. Significant 
differences should be investigated. 

13. There should be fidelity insurance on all individuals who 
handle cash, sign checks, have purchasing or ~'ther financial 
responsibilities. 

14. There must be an organized filing system for all paid 
invoices, canceled checks, contracts and agreements, reports 
to funding sources: tax returns (with supporting work papers), 
and employee files. 

15. There mv' ~ be interIm management reports preferably 
prepared monthly, but at least quarterly, that compare actual 
expenditures to budget. The program director should review 
the reasons for any significant variations from the budget, 
and also compare projected future expenditures against the 
unexpended portion of the budget. 
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CHAPTER 4 - INELIGIBLE COSTS 

4-1 CRITERIA 

Thls chapter establishes criteria for determining the eligibility of 

costs incurred under LSC grants or contracts. The g~neral concept of 

eligibility is that all costs incurred by the recipient must be necessary and 

reasonable for the effective operation of the program. Reasonable costs 

are defined as costs which reflect the actions of a prudent person after 

considering the circumstances and conditions at the time the costs were 

incurred. 

4-2 INELIGIBLE COSTS 

LSC has identified the followlng cost~ which are ineligible charges 

to LSC grants or contracts: 

1. 

2. 

3. 

Costs not adequately supported by vendors' invoices, payroll 
registers or other documents. 

Costs that are unreasonable or unnecessary. 

Costs of the following, (to exclude audit contracts which are 
exempt), incurred without the prior written approval of the 
regional director. 

a. Consultant contracts in excess of $2,500. 

b. 

c. 

d. 

Consultant fees in excess of $182 per day/$22.75 per 
hour. 

Purchases of equipment haVing a single item or 
cumulatl ve cost In excess of $.5,000. 

Leases of equipment when the single item or 
cumulative purchase price would exceed ~.5,OOO. 

4. Costs specifically excluded by the grant or contract 
agreement or LSC rules, regulations, or guid~1ines. 

(Revised September 1979) 
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CHAPTER 5 

FINANCIAL STATEMENTS AND REPORTS 

This chapter discusses the annual and interim report requirements of 

recipients and illustrates the statement formats to be used. 

5-1 REQUIREMENTS FOR QUARTERLY FINANCIAL REPORTS 

The r1egional director wHl determine the re::>ortlng requirements 

which are appropriate for his region. All such reporting requirements w111 

be communicated to the recipierlts by the regional director. The 

Comptro1!er's Office requires no quarterly reports. 

.5-2 REQUIREMENTS AND FORMAT 
OF ANNUAL FINANCIAL REPORTS 

Each recipient is required to submit three copies of its annual 

financial statements (i.e., audit report and auditors' supplemental letter) to 

the Audit Manager in the Comptroller's Office, Legal Services CQrporation, 

Washington, D.C., and one copy to the appropriate regional director within 

90 days of its year-end. The transmittal Jetter to the region should 

indicate that the appropriate copies have been sent to the Comptroller's 

Office. The transmittal Jett~r to the Comptroller's Office should indicate 

that a copy has been forwarded to the region. 
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The responsibility for preparing the annual financial statements is 

divided betweel'l the recipient and the auditor. 

Responsibility of Recipient 

a. Comparative Balance Sheet. 

b. Comparative Statement of Support and Expenses and Changes 
in Fund Balances. 

c. Notes to financial statements disclosing principles of 
accounting, commitments, and other matters not obvious 
from the statements themselves and deemed necessary for 
fair presentation or required under generally accepted 
accounting principles. 

d. Transmittal of the annual financial statements and 
supplemental letter to LSC within the 90 day time frame. 

Responsibility of auditor 

a. Auditor'S report on the financial statements. 

b. Auditor's supplementary letter. 

The following is the suggested format for the financial statements. 

Illustrative financial statements using the accounting principles discussed 

in this Guide are shown in Appendices I, II and III. A sample auditor's 

supplemental letter is shown in Appendix IV. 

- .... 
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'·3, R!OO!~~Nn~D BALANCE SHEET FORMAT 

:n.3:. 
C:ier.~ escro~ fun4. 
r.1~et\·a1-1as _ 

:e$&l SerVice. Corporation 
Ht~ 
S:ith Foundation 

I:I'/est:cnh Wott 1) 
Pre;.!~ oxpens~Q 

Zotal current •••• t. 
nilnny: 

ASS E T S 

Furniture, tixture., and eqUipment 
(net ot accumul.ted deprociation ot 
S:C:XX 11: 197X and $XXXX in 19n') 
{:Iote 1) 

Zotal pro,orty 

taw l1brary 

Total .... ta 

--------.--.. _-------

-------------._--...... 
-------_ .. -$ ..••...•.. 

(NAUE OF m:CIPIENTt 

DALANCE SHEET 

AS OF DECEU9ER 31, 197X AND 197Y 

LIABILITIES AND FUND DAtANCES 

----------u ________ _ 

--._-----. 
----------.... -........ " ... , 
........•• 

LIABILITIES: 
Aooount. payable 
lmploy •• withholding. payable 
Accrued expene •• 
Client tru.t depo.it. 

Total liabilltle. 

COWITMENTS AND CONTINOENCIES CNoto 4) 

PUND BALANCES: 
neatrioted _ 

Legal Dorvioe. Corporation 
HEf! 
Mi.callaneou. grant a 

UnrOltriotod 
Property 

Total fund balanoe. 

Total 

----------
---._---.-

._--------, 

. -.. _------$ ..•......• 

The aooompanying notoa are an integral part ot this .tatemont, 

--._---.... 
---------. 

-----"' .. -... 
.-._--.-.. 
$ . ....•.... 

~orE: This ~~1anc •• heet i. illustrative in nature and may not refloat &dequat. di.alo.ure for eVery leial serviaes program, ft,e 6p~ropr!a!e di~clo.ure required by generally aaoopted &~oountini pr~noiplea ~u.t b. made tor •• ob program individually, 
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J:n~:s a~j co~traots 
:o~~t.j property and servio •• 

:.t:rz :::::.el .. 
:.&',,-;,"£:::;'s 
:;.;::.-1&ltj"er4 

!=~:.);~e~ ~ener! ts 

:ehe1 'o:s~ltB~te 
::~:raot aervices 

~;ace a~~ eo:~pa~cy 
:':-~~a(: e!(~e:l~es 
!~·.:!~-=er.~ rental 
:e;.:-ec!atlon 
1It!.atio~ oosts 

C :";:EF. :Hr.!:O!S I!l FU:,DS: 
ftC~~!s1ticn or property 
~ra~B!er of prooee~s from sale of property 

F:i:::> :AU:::!, en:! of year 

'I 

j. 

.cHAw.; OF REOIPIEIIT) 

ST.\TEMENT OF SUPPORT MID EXPl!NRES AND OHA1IO!:S III FUND BAT.AIIOES 

FOR TilE YEAR EliDING DECFM9ER Jl, 197X. WITH COtlPARATIVE TOrALS FOR 197;( 

Leg~l 
Services 

Corporat.ion 
Grant 

------------------------------------------------------._-----------------------------------._. 
197X • 

Restricted 

$ 

--_ .. _-----

$ . ..... "' ...... •••.•....• 

Smith 
Foundation 

$ 

... _-------
----------

-_ ..... -.. -.. -

-----_._.-

$ .•....•.•. 

MisoellaneoU8 
Grants 

$ 

-- .... -...... _-

----------
---_ ... _---

----- .. -.-. 
$ ..••...... 

Unrest rioted 

$ 

$ 
• •••••• u •• 

The aooompanying noteo'ara an integral part of thi8 statement. 

Property 
or.,: 

Eouh'r:~nt 

--.---~.-- ----------
---------- ----------

---------- ------_ .. _-

s 

-------- .. - ---------- ---------
-._------.. ---------- --.. _-----

._----._-- -----._-... ---------
$ $ 

•••••••••• •••••••••• • •••• U.DUD 

::01E: This statement i. illustratIve In nuture and may not rofleot adequate dlaoloJure for every legal servioes program. The approprla~e 
disolosure required by generally aooepted acoounting prinoiple. must be made tor eaoh program indlVlduall~. 
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SUGGESTED FOOTNOTE CONTENT 

(NAME OF RECIPIENT) 

NOT::'S TO FINANCIAL STATEMENTS -
FOR THE YEARS ENDED DECEMBER 31,197X and J97Y 

SUMMAR Y OF SIGNIFICANT ACCOUNTING POLICIES 

(Footnote should include explanations of ali the significant 
accounting policies used by the recipient. See specific policies 
outlined in Section 2-1 of this Guide. Examples of the types of 
items to be included are: purpose and leg"l form of entity, 
recognition of support, cap:.:talization of fixed assets, de~reciation 
methods and useful Jives, allocation of costs among funding sources, 
investment valuation, policies on donated items and services~ and 
vacation policy.) 

SUMMARY OF FUNDING 

(Footnote should include a description of each material support 
source, any restrictions on use of funds or assets, total amount of 
funds available from executed grants/contracts, periods of funding 
covered by such grants/contracts, and a summary of expected funds 
to be received in the future. if the number of sources is large this 
information can be shown in a supplemental schedule.) 

(3) EM PLOYEE BENEFI'iS 

(~) 

(Footnote should include a description of any pension plan or 
material benefits to employees and should be presented in 
accordance with generally accepted accounting principles. A 
statement should be made as to whether the plans are qualified as 
nontaxable by the Internal Revenue Service.) 

COMMITMENTS AND CONTINGENCIES 

(Footnote should include but not be limited to a description of any 
lawsuits or claims which could result in a material liability or any 
potential losS; deSCription of any material contract or lease 
commitments which the recipient has entered into; and other 
commitments or contingencies of the recipient which should be 
disclosed in order to insure the financial statements are not 
misleading.) 

INCOME TAXES 

(Footnote should include but not be limited to a description of 
Federal and state tax status of the recipient including private 
foundation status'> 

78-705 0 - 81 - 18 
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MANAGEMENT/ADMINISTRATIVE AND GENERAL, AND FUND­
RAISING 

(Footnote should include an estimate" of the 
management/administrative and general, and fund-!"aISIng ,expens~s 
incurred during the period. Recipients should begin gearing IUP 0 

meet the functional reporting requireme~t. Based upon t~~l ~tes! 
proposed position of the, AICPA, functional reporting WI e 
requirement for future audit reports.) 

PREVIOUS YEAR'S FINANCIAL INFORMATION 

The com arative financial statement format recomme~ded in ,this 
Guide reflects totals only for the previous year's operatIons. Since 
comparative financial statements are considered necessary by ;~, 
h followin comment should be included in a ,footnote: e 
~~ounts ~ho~n for (prior year) in the accompanymg St~tement of 
Su rt and Exoenses and Changes in Fund Balance~ are Included to 
r~~de a b~'sis 'for comparison and present summanzed totals only. 

~cCordinglY: the (prior year) amounts are n?t in~ended to :resent ,~~ 
information necessary for fair presentation In accor ance WI 
generally accepted accol!nting principles.") 

NONRECURRING ITE.V1S 

(Footnote should disclose any material item of s.upport Of' expe;,~e 
which would not normally be expeded to recur m the foresee e 
future.) 

RELATED PARTY TRANSACTIONS 

(Footnote should disclose all financial trans~ctions of the recipi(mt 
with related parties such as directors and officers.) 

* * * * * * * * * * * * * 

Note: 

These footnotes are merely examples of probable items which 
should be part of the financial statements ~nd are not to be 
considered all inclusive and/or required in all circumstances. Th~ 
appropriate disclosure determination must be made for eac 
program individually. 
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CHAPTER 6 - AUDITS 

6-1 AUDIT REQUIREMENTS 

Congress has granted LSC authority to require annual financial 

examinations of recipients of LSC financial assistance. Specifically, 

Section l009(c)(l) of the Act states: 

"The Corporation shall conduct or require each grantee, 
contractor, person or entity receiving financial a!isistance 
under this title to provide for an annual financial audit. The 
report of each such audit shall be maintained for a period of 
at least five years at the principal office of the Corporation~" 

Financial statements must be prepared substantially in accordlnce 

with ~enerally accepted accounting principles as prescribed by this Guide. 

In an effort to obtain substantial uniformity of reporting among recipients, 

LSC has reviewed current accounting practices and included in Section 2-1 

of this Guide certain accounting principles for recipients to follow. The 

recommended principles substantially reflect current trends in accounting 

principles f\:lr nonprofit organizations. The auditor should review this Guide 

for famHiarity with the recommended principles and the specific reporting 

requirements prescribed by LSC. 

6-2 AUDIT STANDARDS -
The selection of an aUditor, together with contracting for auditing 

serVices, is the responsibility of the recipient (see Section 6-13 for a 

sample contract). Recipients are not required to obtain approval from LSC 

bef(',re engaging an auditing firm. LSC does, however, reserve the right to 

preclude the appointment of an auditor if experience has shown the 

auditor's work to be unsatisfactory or if a conflict of interest exists 

between the recipient and the auditor. 

t « 
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AUDIT OBJECTIVES 

The objectives of the examination are to determine whether: 

1. 

2. 

3. 

The financial statements fair ly present the recipie~t's 
financial position and results of opera~ior:s in accor~ance wIth 
generally accepted accollntln,g prI~cIples apphed on a 
consistent basis with the precedmg perIod. 

The accounting system and related internal controls of the 
recipient are operating effectively and adequate records are 
being maintained. 

Costs incurred are reasonable, applicable ,to the legal 
assistance program, and eligible under LSC requIrements. 

6-4 SCOPE OF AUDITS 

The sccpe of each audit will be established in accordance with 

generally accepted auditing standards and will include an examination of 

the financial statements and tests of transactions sufficient to enabJe the 

auditor to express an opinion on the financial statements. While the audit 

scope must be designed to meet this objective, it must also include 

sufficient tests to insure that (a) costs are eligible under the LSC's criteria 

discussed in Chapter 4 of this Guide, and (b) the recipient is in compliance 

with the accounting terms and conditions of the contract or grunt. It is not 

intended, however, that the auditor should increase the scope of his work 

for these items above the scope necessary to issue an unqualified opinion on 

the financial statements - unless significant exceptions are encountered. 

If an auditor has a question about any item in this Guide, it should be 

directed to the attention of the Audit Manager in the LSC Comptroller's 

Office, Washingtcm, D.C. 

6-5 AUDITOR'S REPORT 

The primary objective of the auditor's examination is the expression 

of an opinion on the recipient's financial statements. Specifically, the 

auditor's opinion must cover the following financial statements: 
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1. Comparative Balance Sheet. 

2. Comparative Statement of Support and Expenses and Changes 
in Fund Balances. 

3. Related footnotes to the financial statements. 

In addition to rendering his opinion on the financial statements, the 

auditor is required to issue a supplemental letter. The supplemental letter 

mllst be submitted separately from the financial statements. This letter is 

the vehicle through which the auditor should advise LSC and the recipient's 

board of directors of his observations and recommendations. The letter is 

intended for use by management, the board of directors, and LSC, and 

would not normaUy have a wider distribution. The auditor must comment 

in the supplemental letter on the following specific items to the extent 

they are observed within the scope of his examination. 

1. Suggestions for improvements in the recipient's internal 
control procedures. 

2. The status of the prior year's internal control comments. 

3. Signific[mt and unusual transactions occurring during the 
year. 

4. Compliance with the financial and accounting conditions of 
the grant or contract. 

5. Whether the costs incurred during the period are eligible to 
be charged to LSC funds. 

The supplemental letter must contain a summary of costs considered 

ineligible under LSC's criteria for such costs as described in Chapter 4 • 

6-6 AUDITOR'S OPINION 

It is expected that an unqualified opinion will be issued by the 

auditor. If, however, it Is believed that an unqualified opinion cannot be 

issued, the auditor must notify the Audnt Manager in the LSC Comptroller's 

Office in WashIngton, D.C., of the circumstances precipitating a qualified 

opinion as soon as these circumstances come to the auditor's attention. 

-
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6-7 COMMENTS - INTERNAL CONTROL CHEC!{LIST 

The second standard of field work expressed in Statement on 

Auditing Standards No.1 (SAS 1) is as follows: 

"There is to be a proper study and evaluation of the 
existing internal control as a basis for reliance thereon 
and for the determination of the resultant extent of 
the tests to which auditing procedures are to be 
restricted." 

The requirements of this Guide are not intended to increase the auditor's 

study and evaluation of internal control procedures beyond that 

contemplated by Section 320 of SAS 1. 

The internal control checklist included in Appendix VI is presented 

for the auditor to utilize in his review as he deems appropriate. The 

checklist is intended to be a guide. It is not intended to alter the scope of 

the review or to supplant the auditor's judgment. No questionnaire or 

checklist can relieve the auditor of the responsibility for possessing a 

complete understanding of the requirements of adequate internal control 

procedures. The checklist has been worded so that affirmative answers 

indicate that the recipient's controls are adequate. It is also recognized 

that not all questions may be applicable to a particular recipient. 

6-8 FINANCIAL AND ACCOUNTING COMPLIANCE CHECKLIST 

The following checklist was prepared to assist the auditor in 

reviewing the recipient's compliance with the financial and accounting 

conditions of its LSC grant or contract. Items of noncompliance noted in 

this checklist must be discussed with recipient's management and included 

in the auditor's supplemental letter. 

I. GENERAL 

A. Has the recipient satisfactorily corrected all prior 
noneompliance comments with respect to: 
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II. 

* 

B. 

C. 

D. 

E. 

F. 

G. 

(1) 

(2) 
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Internal control improvements. 

Financial and accounting compliance with the grant or 
contract agreement. 

(3) Questions on eligibility of c,?sts. 

Is the recipient exempt from Federal income taxes under 
Section .50lCd(3) of the Internal Revenue Code of 19.54? 
Further, has the recipient applied for and received a 
determInation that it is not a "private foundation" under 
Section 509(a) of the Internal Revenue Code? 

Has the applicable state income tax exemption been 
obtained? 

Has the recipient received exemption from sales and use 
taxes, occupational tax, etc. where available? 

For recipients who have elected to withhold and pay FICA 
taxes, was a certificate (Form 55-1.5) waiving exemption from 
FICA taxes filed with the Interna! Revenue Service1* 

Where the audit is not being performed on the entire 
operations of the recipient, has LSC approved a limited 
examination? 

If the program had proceeds from the sale of assets during 
the year in excess of $500, was the sale of these assets 
approved by the LSC regional director? 

INELIG1BLE COSTS 

A. 

B. 

C. 

Has the recipient incurred costs not adequately supported by 
vendors' invoices, payroll registers, or other documents? 

Are there costs that are unreasonable or unnecessary? (These 
costs are by nature a matter of judgment. When reported by 
the auditor, they should be accompanied by an adequate 
explanation of the nature and circumstances surrounding the 
expenditure and comments by the applicable program 
officials. See Chapter 4 for definitions of reasonable costs.) 

Have any of the following items been incurred without the 
prior written approval of the regional director? (Audit 
services are specifically excluded from the category of 
consultal)t contracts and fees). 

If the waiver was never filed but the recipient erroneously reported 
wages for its employees and paid the related contributions due, the 
reCipient may now be required to provide coverage for its employees 
under provisions of the "Ottinger" Bill, P.L. 94-563. 

! , 
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Consultant contracts in excess of $2,500. 

Consultant fees in exccess of $182 per day/$22.75 per 
hour. 

Purchases of equipment having a single item or 
cumulative cost in excess of $5,000. 

Leases of equipment when the single item or 
cumulative purchase price would exceed ~5,000. . 

Were any costs incurred which were specifically excluded by 
the grant or contract agreement, or which were not in 
compliance with the terms thereof? 

III. TRAVEL 

IV. 

Are travel expenses incurred in compliance with the recipient's 
procedures? 

INTERNAL CONTROL 

Has the recipient implemented and followed accounting procedures 
adequate in the circumstances, as summarized in Chapter 3 
INTER(\IAL CONTROL, Appendix VI, ACCOUNTING PROCEDURES 
AND INTERNAL CONTROL CHECKLIST, and LSC's Fundamental 
Criteria of an Accounting and Financial Reporting System for LSC 
Recipients? 

(Revised September 1979) 
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6-9 RECOMMENDED FOR~~ AUDITOR'S SUPPLEMENTAL LETTER 

(NAME OF RECIPIENT) 

RECIPIENT NUMBER XXXXXX 

AUDITOR'S COMMENTS FOR 

THE YEAR ENDED DECEMBER 31, 19XX 

a 

, 
" 



To the Board of Directors 

(Name of Recipient): 
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(Date of Report) 

We have examined the financial statements of (NAME OF 

RECIPIENT) for the year ended December 31, 19XX, and have issued our 

report thereon dated (date of audit report). As a part of our examination, 

we reviewed and tested the Recipient's system of internal accounting • 
control to the extent we considered necessary to evaluate the system as 

required by generally accepted auditing standards. Under these standards 

the purpose of such evaluation is to establish a basis for reliance thereon in 

determining the nature, timing, and extent of other auditing procedures 

that are necessary for expressing an opinion on the financial statements. 

The objective of internal accounting control is to provide 

reasonable, but not absolute, assurance as to the safeguarding of assets 

against loss from unauthorized use or disposition, and the reliability of 

financial records for preparing financial s~atements and maintaining 

accountability for assets. The concept of reasonable assurance recognizes 

that the cost of a system of internal accounting control should not exceed 

the benefits derived and also recognizes that the evaluation of these 

factors necessarily requires estimates and juclgments by management. 

There are inherent limitations that should be recognized in 

considering the potential effectiveness of any system of internal 

accounting control. In the performance of most control procedures, errors 

can result from misunderstanding of instructions, mistakes of judgment, 

carelessness, or other personal factors. Ccmtrol procedures whose 
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effectiveness depends upon segregation ()f duties can be circumvented by 

collusion. Similarly, control procedures can be circumvented intentionally 

by management with respect either to the execution and recording of 

transactions or with respect to the estimates and j.Jdgments required in the 

preparation of financial statements. Further, projection of any evaluation 

of internal accounting control to future periods is subject to the risk that 

the procedures may become' inadequate be~ause of changes in conditions 

and that the degree of compliance with the procedures may deteriorate. 

Our study and evaluation of the Recipient's system of internal 

accounting control for the year ended December 31, 19XX, which was made 

for the purpose set forth in the first paragraph above, would not necessarily 

disclose all weaknesses in the system. However, during such study and 

evaluation certain matters came to our attention. AJI of the matters 

discussed herein were considered during our examination of the financial 

statements as of December 31, 19XX, and do not modify our opinion. 

These matters will be considered by us in connection with subsequent 

examjnations. Our study and evaluation, which included the areas specified 

in the Legal Services Corporation's "Audit and Accounting Guide for 

Recipients and Auditors" issued in August 1976 and revised in June 1977, 

disclosed the following matters that we would like to call to your attention. 

1. 

2. 

Suggestions for improving internal control procedures: 

a. 

b. 

c. 

Significant and unusual transactions noted during the 

accounting period: 

t « 
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5. 
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a. 

b. 

c. 

The recipient is in compliance with the financial and 

accounting conditions of the grant/contract except as 

follows: 

a. 

b. 

c. 

. d under the LSC grant/contract were tested by us Cost mcurre ~ 

in accordance with generally accepted aUditing standards to 

the extent such costs came within the scope of our work 

necessary to issue an opinion on the financial statements. As 

$ of costs have been a result of the examination, ____ _ 

listed on Exhibit I for a dete'rmination by LSC as to whether 

such costs are in accordance with the criteria of Chapter 4 of 

the Guide or with the terms of the LSC grant/contract. 

. . t d the prior year's comments except The recIpIent has correc e 

as follows: 

a. 

b. 

c. 

***********************~* 

comments I 's furnished solely for the information of This letter of 

nt and Legal Services Corporation and is not to be used for any manageme 

other purpose. 

Very truly yours, 

Enclosure 
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n.. J 0 DOCUMENTS TO BE FURNISHED THE AUDITOR 

Before commencing the examination, the auditor should arrange for 

the recipient to furnish the foHowing materials, as required, to allow him 

to perform the audit more efficiently. 

J. Copies of alJ grclnts and contracts (including any 
modifications, attachments, amendments, and alJ general and 
special provisions). 

2. A copy of the prior year's audit repol"t and auditor's 
supplemental Jetter (if other auditors were engaged). 

3. A copy of all pertinent grant and contract instructions, 
handbooks, and other directives. 

4. Copies of all correspondence affecting financial 
considerations of the recipient's grants and contracts. 

5. Copies of all financial reports submitted to the LSC regional 
office during the accounting period in accordance with the 
recipient's grants and contracts. 

6. Copies of aJl other contractual agreements. 

7. A copy of the recipient's FederaJ income tax, state income 
tax, sales, or other tax exemption certificates Of any). 

8. A copy of the, minutes of the board of directors, and if 
applicable, ex,ecutive committee meetings during the 
accounting perit:)d. 

9. A copy of the rE~cipient's articles of incorporation, bylaws and 
any amendments thereto. 

10. An explanation of allocation procedures used to allocate costs 
among funding sources. 

11. A copy of the LegaJ Services Corporation Act and any 
extensions, amendments, etc. 

12. r.opies of any audit reports for other funding sources. 

13. A copy of the prior year's Federal tax return (Form 990). 

14. Documentation for donated serVices, such as CET A, received 
during the year. 
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6->11 CONFIRMATION TO lSC 

As part of the audit procedures, each auditor should confirm the 

financial detai:s of the LSC grant/contract with the Comptroller's Office 

of LSC in Washington, D.C. The following sample confirmation letter will 

be satisfactory for these purposes. The content of the confirmation letter 

be adJ'usted to reflect any specific requirements the should, of course, 

auditor may have. 
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r.omptrolJer 
Legal Services Corporation 
733 ! 5th Street. N. W. Suite 700 
Was~ington, n.~. ::'0005 

Dear Sir: 
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Our auditors (insert' name of firm) are now engaged in an 
examination of our financial statf;>mt~nts. In connection ther("witl" they 
desire to confirm t'le information as contained on the attached schedule * 
relating to our grant(s)fcontract(s) with you during the period 

to • Please conf.irm the amount 
effective date, and number of montfis for each component of acti-;'(s) 

, , and so that our auditors may verify our recognition of 
support for tile ppr~ 

Our auditors also desire to confirm the following payments during 
the period to 

Total 

I. 
'2. 
3. 
~. 
5. 
6. 
7. 
8. 
9. 
10. 
J J. 
12. 

C":heck 
Date 

$ 

r:heck 
Amount 

Related 
Action Numher 

Please indicate in ','1':- c;pacp. provided !'elow wl,ether the infe. mation 
herein is in agreement witi. ~our recore's. After signing and da~hlg your 
reply~ pleas(" return it directly to {firm name and address'. A stamped, 
addressed env('lope is enclosed for yourconvenience. 

Sincerely, 

Program Director 

U& __ 
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To ____ ~(~F~ir~m~) ______ _ Re: ____ ~(N~·a~m~e~o~f~R~e~ci~p~ie~n~t~) __ _ 

The information relating to the grant/ contract award action and 

payments during the period is in agreement with our records with the 

following exc~ptions (if any). 

Date: ______ __ Signed: ______ _ 

* 

Title: _______ _ 

Confirmation of LSC grant(s)/contract(s) can most easily be 
achieved by enclosing copies of the "Expl.ana~ion of Legal Servic~s 
Corporation Grant/Contract Award", whIch IS att~ched to and 15 

part of the approved award. 
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6-12 FORMAL ARRANGEMENT FOR AUDITOR'S SERVICES 

It is necessary to have a clear understanding between the recipient 

and the auditor about (l) what the auditor is engaged to do, and (2) the 

extent of his responsibility in what he is engaged to do. Any lack of 

agreement between the parties as to either the scope of the work or the 

extent of the auditor's responsibilities is a potential source of trouble. 

An understanding of the work to be performed and the extent of the 

auditor's responsibilities can be accomplished through either a formal 

contract or an arrangement letter submitted by the auditor to the 

recipient. An example of an acceptable contract that contains most items 

that should normally be included in the aUditor/recipient understanding is 

presented on the following pages. 

79-705 0 - 91 - 19 
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6-13 SAMPLE AUDITOR'S CONTRACT 

This Agreement is entered into on the _ day of ----' 19.-J by 

the (Full name of recipient) (hereinafter called the "Program"), and 

(Full name of Accountant or Accounting firm) 

Accountant (hereinafter called the "Contractor"). 

Independ~nt Public 

WHEREAS the Program desires the Contractor to conduct and 
perform an examination of the financial statements of the Program as of 
____ and for the year enciing _______ -

NOW,THEREFORE, the Program and the Contracto'r do mutually 
agree as follows: 

1. The Contractor shall examine the financial statements of the 
Program for the year ending , 19.-J in accordance with 
generally accepted auditing standards and the aUditing and reporting 
provisions of the "Audit and Accounting Guide fo:, Recipients and Auditors" 
dated August 1976 revised June 197,7 by Legal Services Corporation. The 
audit performed shall be sufficient in scope to enable the Contractor to 
express an opinion in the audit report on the financial statements. Auditing 
procedures will include, among other things, tests of documentary evidence 
supporting the transactions recorded in the accounts as well as review of 
the system of internal control and the accounting procedures as a basis for 
determining the scope of the Contractor's work. This ..... ork will be based 
primarily upon selected sampling and tests of the accounting records. 
While certain types of defalcations and similar irregularities may 
occasionally be disclosed by examinations of this type, they are not 
designed for that purpose and will not afford assurance that defalcations, 
etc., will be uncovered. However, if any irregularities come to the 
attention of the Contractor, they will be promptly reported to the 
program's director, the program's board of directors, and Legal Services 
Corporation's Audit Manager. 

2. The Program agrees to provide assistance to the Contractor 
such that the audit report shall be submitted within 90 days after the fiscal 
year-end -- ) 19_. 

3. The Contractor will also be responsible for the preparation of 
the program's Federal information return (Form 990). The Contractor does 
not have responsibility for any other tax returns. 

4. The Program agrees to pay the Contractor as compensation for 
the services mentioned herein a fee computed according to the 
Contractor's normal hourly rates. It is estilmated that the fee for the year 
ended , 19 ,will not exceed $ unless approved 
in advance of actual inCUrreNce by the program's director. 
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5. The Contractor certifies th t ' " 
~embers are independent Certif' d P ,a Its prmcipal officers, owners or 
LIcensed Public Accountants lic;e dUbhe tcountants and/or independent 
arc:: ~ertified or licensed by a ~: on or fore I?ecember 31, 1970, who 
pohtlcaJ subdivision of the United Stgult atory authorlty of a state or other 

a es. 

6. The Contractor shall not d' • n 

ap~1icant for employment because f Iscrlmmate against any employee or 
nat1~nal origin. The Contractor sh 0 race" colo~, religion, sex, age, or 
a~phcants are employed, and em ~11 take affIrmatiVe action to insure that 
Wlt~OUt regard to race, color rel~ ~~ees are treated d~ring employment, 
actIon. shall mclude, but not 'be Ji~i~dsex, age, or nat,lonal origin. Such 
upgrading, demotion, or transfer' r ,to, the followmg: employment 
layoff or termination' rates of ' ecrultment or recruitment advertising! 
sel~c:tio~ for training,' inc1udin ~ay or ,othe~ forms of compensation; and 
Sohcltatlons or advertisements

g fo~p:entlceshIP. The Contractor Will, in all 
Contractor, state that all qualified a mf.loyees p,laced by.or on behalf of the 
employment without regard to race ~~J Icant~,wflI receive consideration for 

. ' or, re 19lon, sex, or national origin. 
7. It is understood that th f ' 

~he Legal Services Cor oration ,e ~nds f,or 1:hlS contract are supplied b 
mformation, furnished t~e progra~~Ch IS entlt4ed to all reports and reJeva/t 

management and Board of Directors. 

8. For a period of five ea h 
pape,rs, records, and other eVid!nc rs, t e Cont~actor shall make its work 
ServJces Corporation, and (Program'Se ~!~~)~ audJt available to the Legal 

IN WITNESS WHEREOF the P 
executed this Agreement the d' d rog,ram and the Contractor have 

ay an year fJrst above written. 

{Program} 

By ----------------
(f'Tame of I d n ependent Public Accountant) 

By ----------------

l ~ 
_

__________________________________________________ s __________________ ~ ____________ ·.'.-··_n~. _____________ ~ ______ .. ~ __________________________ ~ ___ . __ .n ____ .. __________ Mn ____________ .... ______ ~~ 

" ~-.--~-. 
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6-14 ~ CONFERENCE 

Upon completion of the field work, the auditor must hold a closing 

or "exit" conference with senior officials of the recipient to discuss the 

audit report and the comments to be included in t,he supplemental letter. 

The officials in attendance should include, at least, an official designated 

by tJ.,e board of directors, the program director and a senior financial 

officer such as the controller or chief accountant. 

It is expected that all points included in the supplemental letter 

should be available for review at the exit conference. The exit conference 

provides the auditor with a final opportunity to obtain additional 

information which may have a bearing on his conclusions, and also with the 

mechanism to personally discuss the recipientts financial and accounting 

status with top management and the board of directors. A draft of the 

supplemental letter should be available for review at the exit conference. 
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Appendix I 

~ LEGAL SERVICES, INC. 

CLEARWATER, OHIO 

Elli.ANCIAL STATE.\iENTS FOR THE YEAR ENDED 

DECEMBER 31, 197X 

WITH COMPARATIVE TOTALS FOR 197Y 

TOGETHER WITH,~~UD!TOR'S REPORT 

ILLUSTRATIVE SMALL RECIPIENT 

FUNDED ENTIRELY.BY LEGAL SERVICES CORPORATION 

-



.... I .. o4L 

" 

• u 

290 

BILL JONES. CPA 
133 Grant Street 

Clearwater. Ohio 44853 
(614) 468·9535 

March 10, 197Z 

To the Board of Directors of 

ABC Legal Services, Inc. 

I have examined the balance sheet of ARC LEGAL SERVIOES, 

INC., aa of December 31, 197X and December .31, 197Y, and the 

related statement of support and expenses and ohanges in fund 

balances for the year ended December 31, 197X. My examination 

was made in accordance with eenerally accepted auditing standards, . 
and accordingly included such testa of the accounting records and 

such other auditing procedures aD I considered necessary in the 

circumstances. 

In my opinion, the accompanying financial statements 

present fairly the financial position of ABC Legal Services, Inc., 

as of December 31, 197X and December 31. 197Y, and the results of 

its operations and changes in fund balances for the year ended 

December 31, 197X, in conformity with generally accepted accounting 

principles consistently app·l:t.ed during the periods. 

Bill Jones 
CPA 

t H r t' 
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ABO LEOAL 3~nVrCr.n, INC. 

BAl.ANI~E SIIBET 

AS o~ DECEMBER '1 

ASS E T S 
LIABiLITIES AND FtllIO BALANCES 

WZ llZ1 197)( . 1.21X. CURRENT ASSETS: 
LtJ.IIILITIES (ull ourrent): Cach 

$3,000 $2,600 Aooounts payable $ 3'0 $ 300 Client eoorow funds 400 200 Aoorued expo/IIIl!S 1,'00 2,000 Recoivable - Legal Service. 
EMployee wl~hholdlnr. payable 250 500 Corporation 2,500 2,000 Client trust deposit. ~OO 200 .... _-

l-.:> 
Total curr.nt •••• t. 5,900 5,000 Total liabl1itie. 2,500 3,000 

(Q 

COUMITUENTS (Note. 1 and 3) 
I-' 

PROPERTY (llota 1): 
FUND BALANCES (Noto 1): 

Furniture, fixiureo, equip.ent (nct Rutrioted _ ot aoouculated depreolatlan ot 
Leg.l ServioDS Corpor.tion "~OO 2,000 $1,000 in 197X .nd $500 in 197Y) 2,200 1,100 Property 2,700 t,600 Law library 500 50O 

Total property 2,700 1,600 
Total tund balanoes 6,100 ',600 
Total liabl1It!e. .nd Total 'lI8eta $8,600 $6,600 tund balMo" $a ,600 $6,600 ...... ..u .... . ..... . ...... 

The .ooo.p.nying note •• re an integral part ot this balanoe .heet. 

---------~---------~~?------.:~------~-. t =. -
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{I,.BC LROAT. SERVICEO .. ...!!l.£.. 

STATEMFNT OF SUPPORT AND IiXPEN~F.S liND CHANGES IN FUND BALANCE 

FOR THE YEAR ENDED nEq~b 197X, WITH COMPARATIVE TOTALS FOR 19n 

197X 
--------------------------------------------------~--- ---

SUPPORT: 
Orant (Notes 1 and 2) 
Donated property and 6arvicee (Note 1) 

EXPENSES: 
Salaries and waaes 

Lawyers (Note 1) 
Non-lawyers 

Employee ben~rits 

Legal oonsultants 
Contraot servioes 
Travel 
Spaco and ocoupanoy 
Orr10e expenses 
Equipment rentals 
Depreoiation 
Litigation oosh 

SUPPORT OVER EXPENSES 

FUND BALANCE, beginning or year 

OTHER CHANGES IN FUND BALANCES: 
Aoquisition or property 

FUND BALANCE, end or year 

Lellt.l 
Services 

Corporation 
(Restric t.ed) 

$100,000 

100,000 

65,000 
10,000 

',000 

80,000 
',000 
',500 
",00 
',500 
1,000 
1,'00 

2,000 

97,600 

2,400 

2,000 

(1,000) 

$ ',400 ........ 

Unrestricted 

$ -
4,400 

4,400 

4,400 

4,400 

4,400 

$ -

Property 

$ -
600 

600 

500 

500 

100 

1,600 

1,000 

$2,700 ...... 

The aooompanying notes are an intogra1 part or this atatemont. 

~! 
1 

~ 

$100,000 
5,000 

--------
105,000 

69,400 
10,000 
',000 _ .. _.----

84,400 
3,000 
',500 
",00 
',500 
1,000 
1,'00 

50O 
2,000 

--------
102,500 

--------
2,500 

',600 

.... ------
$ 6,100 . ....... 

1971 
(NOiP.-S) 

$75,000 
4,000 

79,000 

n,ooo 
10,000 l'-' 

3,000 (0 
l'-' 

64,000 
),000 
2,000 
2,500 
2,000 
1 , 400 
1,100 

400 
1,000 

77,400 

1,600 

2,000 

$ ',600 

= - n II :1M; 
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ABC LEGAL SERVICES, INC. 

NOTES TO FINANCIAL STATEMENTS 

FOR THE YEARS ENDED DECEMBER 31, 197X AND 197Y 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

(a) Operations _ 

ABC Legal SerVices, Inc. (II ABC II) is a nonprofit corporation 
organized for the purpose of providing legal assistance in 
noncriminal proceedings or matters to persons financially 
unable to afford Jegal assistance in Clearwatl~r, Ohio and 
surrounding area. ABC is primarily funded thk'ough grants 
from Legal Services Corporation (,eLSC il), a nonprofit 
corporation established by Congress to administer a national 
legal assistance program. 

(b) Grant Support _ 

ABC recognizes grant funds from LSC as support on a 
straight-line basis over the grant period. Funds remaining 
unexpended at t!-.~ end of an accounting period are recorded 
in the LSC fund b&!ance. In accordance with a general LSC 
policy, ABC may use unspent funds in future periods as long 
as expenses incurred are in compliance with the specified 
terms of the LSC grant, as defined. LSC may, at its 
discretion, request reimbursement for expenses or return of 
unexpended funds, or both, as a result of noncompliance by 
ABC with the terms of the grcmt. In addition, if ABC 
terminates its LSC grant activities, all unexpended funds are 
to be returned to LSC. 

Furniture, Fixtures, and Equipment _ 

Property a'1d equipment acquired with LSC funds are 
considered to be owned by ABC while used in the program or 
in future authorized programs. However, LSC retains a 
reversionary interest in these assets as well as the right to 
determine the Use of any proceeds from the saie of such 
assets. 

ABC follc\ws the practice of capitaliZing all expenditures for 
property and equipment in excess of $100. Depreciation of 
property and equipment is computed on a straight-line basis 
ove,' the estimated service lives of the assets. The estimated 
service life of furniture, fixtures, and E:quipment is ten years. 

--

1; ~ 
~ __________ • ________ --.w.' _______ • ____________ -* _____________________________ =-~. __ "'I" __ ~ ... __ .. ____ ~ ______ .. __ ~t~i ... 1 .................................... ~m~ ............ RR .................... ._-------
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Law Library -

ABC capitalizes the costs of books, reference materials, and 
multiple volume sets of law books. ABC estimates the 
salvage value of its law library approximates the original cost 
and, accordingly, depreciation expense is not recorded. LSC 
retains a reversionary interest in the law library. 

Donated Property and Services -

Property donated to ABC is recorded at its marl(et value at 
the time of receipt. Donated property valued at $600 is 
included in the accompanying financial statements for 197X. 

Donated services valuecf at $4,400 were received from three 
local attorneys working on a special case al1d are included in 
the general fund of the accompanying financial statements as 
a part of personnel costs of lawyers. These services were 
valued at the rates normally charged for similar services. 

Donated property and services are recognized both as support 
and expenses, and therefore, do not affect ABC's fund 
balances. 

Accrued Vacation -

Accumulated earnecf vacation amounting to $950 at 
December 31, 197X, is not recorded in the accompanying 
financial statements. If accumulated vacation had been 
recorded at the end of the prior year, the current charge to 
expense to adjust the accrual to reflect the liabHity for 
vacations at December 31, 197X would not have been 
material. 

(2) SUMMARY OF FUNDING 

ABC's grants with LSC provided funding of $100,000 and $75,000 for 
the grant periods calendar 197X and 197Y, respectively. ABC has 
been awarded a $125,000 grant by LSC for calendar 197Z. The LSC 
Funds are restricted, to be used only for purposes authorized under 
the Legal Services Corporations Act of 1974. 

(3) COMMITMENTS 

ABC has entered into a lease agreement for the rental of office 
space. Under the lease agreement, ABC": is required to make annual 
lease payments of $2,000 through January 1, 19XX. 

(4) INCOME TAXES 

ABC Is exempt from Federal income taxes under Section 510(-.:)(3) of 
the Internal Revenue Service Code and ir0m Ohio inr:ome taxes. tn 
addition, ABC has been determined by the Internal Revenue Service 
not to be a "private foundation" within the meaning of Section 509(a) 
of the code. 

.... 
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(5) 197Y FINANCIAL INFORMATION 

(6) 

The amounts shown for 197Y in the accompanying Statement of 
Sup~rt and E,xpenses and Changes in Fund Balances are inclrJded to 
provIde a basIS for c~mparison with 197X and present summarized 
totals only. ,Accordl~gly, the 197Y amounts are not intended to 
present all ,mformatlon necessary for a fair presentation in 
accordance WIth generally accepted accounting principles. 

MANAGEMENT/ ADMINISTRA TIVE AND GENERAL, AND FUND 
RAISING COSTS -

(AB<? es~imates its management/administrative and general costs 
WhICh m~l~J~e overall direction, accounting, budgeting, general 

board actlvltles and related items) were approximately $25 000 in 
!97X a~~ $18,000 in 197Y. In addition, ABC has determin~d that 
fund*raIsmg costs are not material. 

*************************** 

Note: . These, fo~tnotes and those reflected in Appendices II and III are 
lJlu,st,ratIve 10 nat~re and should be read in that context. No LSC 
polICIes are establIshed herein. The appropriate disclosure required 
by gener~ll~ ~ccepted accounting principles must be made for each 
program IndIVIdually. 

" 



p 

296 

AppendIx II 

ECONOMIC LEGAL AID CORPORATION 

RICHMOND, VIRGINIA 

FINANCIAL STATE.\1ENTS FOR THE YEAR ENDED 

DECEMBER 31, 197X 

WITH COMPARATIVE TOTALS FOR 197Y 

TOGETHER WITH AUDITOR'S REPORT 

ILLUSTRATIVE MEDIUM-SIZED RECIPIENT 

FUNDED BY LEGAL SERVICES CORPORATION AND OTHERS 
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STEWART, BROWN & COMPANY 
I 200 Elm Street 

Richmond. Virginia 22133 
(703) 785·9325 

March 1.5, 197Z 

To the Board of Directors of 

Economic Legal Aid Corporation: 

We have examined the balance sheet of ECONOMIC LEGAL 

AID CORPORATION, as of December 31, 197X and December 31, 197Y, 

and the related statement of support, revenue and expenses and 

changes in fund balances for the year ended December 31, 197X. 

Our examination was made in accordance with generally accepted 

auditing standards, and accordingly included such tests of the 

accounting records and such other auditing procedures as we 

considered necessary in the circumstances. 

In our opinion, the accompanying finanCial statements 

present fairly the finanCial position of Economic Legal Aid 

Corporation as of December 31, 197X and December 31, 197Y, and 

the results of its operations alld changes in fUnd balances for 

the year ended December .:31, 197X, in conformity with generally 

accepted accounting principles consistently applied during the 
periods. 

STEWART, BROWN & COMPANY 



iCONOMIC L~OAL ATD CORPORATION 

BALANCE DUEET 

AS OF DECEMDEn 31 

ASS E T S LIABILITIES AND FUND BALANCES 

!2ll .!.21! 197X .!.21! 
cunnEIlT ASSETS: I.IABILTTIES (all curren t) : 

Caoh $ 92,600 $ 8,550 Aooounta paycble $ 10,518 $ 6,000 
Client eoorow funds 1,300 1,200 Aoorued expenses 16,750 17,800 
Reoe1vableD - Employee withholding payable~ 5,800 5,750 

Lecal Servioea Corporation 22,000 Cli~nt trust depoaits 1,300 1,200 
ACE Foundation 16,518 17,000 Unearned oupport 55,SSO , 

......... --- ------- -------- --.. ---- t8 Total ourrent asoets $110,418 48 ,75°. Total liabilities 89,918 30,750 
•••••••• ..... :. . .. ...... _--- ------- 00 

COMMITMENTS AND CONTINGENCIES (Note 41 

PROPERTY (llote 1): FUND BALANCES (Note 1): 
Furniture, rixturen. and nestrioted -

equipment (net of aooumulated Legal Servioes Corporation 13,500 8,000 
depreoiation of $13,500 in Unrestrioted 7,000 10,000 
197X and $6,000 in 197Y) 29,000 27,500 Property 32,000 30,000 

Lllw library 3,000 2,500 -------- --------------- ----- .. - Total fund balanoes 52,500 48,000 
Total property 32,000 30,000 -------- --------_ ..... _--- ------- Total liabilities and 
Total aneta $142,418 $78,750 fund balanoes $142,418 $78,750 ......... ....... ........ ....... 

The aooompanying notes are an integral part of this balanoo choot. 

-



• 

.... 

• 

ECONOMIO ttlllAL At!) ConrCnATTOIr 

tlTATlll?NT 01" IlUPPORT, nEVFIIUF. AND EX"l'.llmW AlID C"ANC!'::: III F~ND DAUl/rES 

FOR TilE nAR 1t:;D1I:D OE(,EIlllI':R 21. 1971., WITH COMPARATIVE ':'0..-041.11 FOR 19'1~ 

19'11. --.. -.... -.--~ .. -...... -.-.--------.----.--.. -----.-.-... ---------. Restricted 
t',li XuE 

Scnh .. Foundation 
Oorl!oratlon Gl'ant I1nl'utricted PI'",,,ctt,, !.2!.!l 

nUPiIOR': Al!D R;:1EUU!: 

OrG~~c .n~ contraot. (Hot •• 1 and 2) $600,000 $1911)237 $ - $ - $":1)3,2'''1 Ccn;l'i~u~ion. (Hote 1) 
4S,OOO 4',OeO Ponat~d •• rvio •• 
20,000 2:1,o:'l:l 061n on aal. ot .qulp&iu~ 

1,.:100 l,OeO 
600,000 196,23" 6',000 

--_._ .... 
1,OeO 1164,237 ._oQ-.... 

EX::::::Zts Woh 1) I 
SAlaries an4 W.~" _ 

Ltr.u::erD "0,1)00 110,000 15,000 4~!i,eO., l'"n-1aTJ'u 30,000 10,000 30,000 "0,0;)0 Ec~loyea benetit. 26,eOO 9,'00 2,'00 3a,000 ........ 
3116,000 129,SOO 4'/ ,'00 '6',C~() 

he'al OO:'lllllU·,tI (lloto II) '0,000 'J,~'O Co~~rnot •• rvjo •• 12,000 12,)');) ~ra~·4:' 27,OGO ~ 2''1' , 000 ,. ~1'" ~pace 6~d O~~UPIDO~ ~O~oo" 10:000 
,,,~ 79,000 :2<),:'00 Crfico up.n ... 27,000 U,~OO ',000 M,'O') !qlll,ce~t rental 6,'00 6,000 12,'00 De~roohU.on 

~ 7,'00 ','00 Litigation co.to 1,000 '00 '00 2,000 .......... 
~dB"OO 19',"7 611,000 7,S:;!) 8'9,"3'" 

S::??m ... "';;' nZVEHUE OVEn CUI/DEh) EXi'ENSES 11,'00 2,'00 (3,000) (6,'00) 4,'CJ 
F..,ll:> IlALA!ICE, beg1nlling ot ),,"1' B,OOO 10,000 '0,000 4S,00O 
OTlitn C1IAll!iES III rUllDS I 

Acqui.itlon ot prop.rt~ (',000) (2 , '00) (2,000) 9 '0;) Tranatlr 01 prooo.d. troa .al, ot Iqulp .. nt. 2,000 (2:000) 
FU~O BAtA~CE, .114 ot ~.a~ $ 14,'00 $ $ '1,000 ,,1,000 $,2,'00 ........ ........ ....... . ...... ........ 

Thl aooo.pan)"in, not •• ar. an Int..,ral part ot thi •• tat •• ,nt, 

t 

1',.~ 

(:loa-e) 

:H(,:::";' 
,:,:~, 

10,C:·: 

924,:1:):) 

~4,,;':::I 
l'\:) 6::,:lC:l 

'~t~'" c:.c 
c:.c 

'40,";:0 

~~,~p 
~q,J.:l 
'4 ."" .. .. I""·· 

1£~/~::l 

~?'J'~: lAI"'''}''' 
~,,:::'i 
1., ~O;) 

!!~6,O:~ 

$a,c~c: 

(to,OCO) 

; 1,3,0:'0 ........ 
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ECONOMIC LEGAL AID CORPORATION 

NOTES TO FINANCIAL STATEMENTS 

FOR THE YEARS ENDED DECEMBER 31, 197X AND 197Y 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

(a) Operations .. 

(b) 

Economic Legal Aid Corporation ("ELAC") is ~ ~onprofit 
corporation organized for the purpose of provIdIng legal 
assistance in noncriminal proceedings or matters to persons 
financially unable to afford legal assista~ce i~ t~e Richmond, 
Virginia and surrounding area. ELAC IS prmcipally funded 
through' grants from Legal Services Corporation ("~~"), a 
nonprofit corporation established by Congress to admInIster a 
nationwide legal assistance program. 

Grant Support -

ELAC recognizes grant funds from .LSC as support ?~ a 
straight-line basis over the grant period. Funds remaInIng 
unexpended at the end of an accounting period are recorded 
in the LSC fund balance. In accordance with normal LSC 
policies, ELAC may use unspent funds in f~ture pe:iods as 
long as expenses incurred are in complIance WIth t,he 
specified terms of the LSC grant, as defined. LSC may, at Its 
discretion, request reimbursement for expenses or :-eturn, of 
funds or both as a result of noncompliance by E~AC wI,th 
the t~rms of the grant. In addition, if ELAC termInates Its 
LSC grant activities, all unexpended funds are to be returned 
to LSC. ELAC recognizes funds as support from the, ~CE 
Foundation'S ("ACE") cost-reimbursable grant when elIgIble 
costs are incurred. A receivable is recognized to the extent 
grant support earnecl exceeds cash advances. Conversely, a 
liability (unearned support) is recorded when grant or 
contract ca5h advances exceed support earned. 

(c) Contributions -

Contributions represent cash donations to EL~C from private 
organizations and individuals and are recognIzed as support 
when received. 
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(d) Furniture, Fixtures, and Equipment _ 

(e) 

(f) 

(g) 

Property, and equipment acquired with LSC and ACE funds 
are consIdered to be owned by ELAC While used in the 
prog:am or in future authorized programs. However, both 
fundlOg sourcC;s have a reversionary interest in these assets. 
LSC has the rIght to determine the use of any proceeds from 
the sale of assets purchased with its funds. 

ELAC follows the practice of capitalizing al1 expenditures for 
prop,erty a~d equipment in excess of $100. Depreciation of 
f,urnItur:, fIxtures, and equipment is computed on a straight­
lIne baSIS over the estimated service lives of the assets 
Esti~ated Useful Jives of 5 years have been assigned t~ 
furnIture, fixtures, and equipment. 

Law Library _ 

ELA~ capitalizes the costs of books, reference materia!s, and 
muJt't>le volume sets of law books. ELAC estimates the 
salvage valu,e of its law li?r~ry approximates the original cost 
and, accordlOgly, depreCIatIon expense is not recorded A 
reve:sionary interest in the law library is retained by ELAC's 
fundlOg sources. 

Donatecf Services 

Donated services valued at $15,000 were received from three 
Jocal attorneys working on a special case and are included in 
the general fund of the accompanying financial statements as 
a part of perscmnel costs of lawyers. Donated services valued 
a~ $5,000 were received from jaw students assigned to work 
WIth staff attorneys and are included in the general fUnd as a 
part of personnel costs of non-lawyers. Donated services are 
v,al~ed at rates equal to those paid ELAC staff performing 
SImIlar work. These services are recognized both as ~Upport 
and expenses, and therefore do not effect the general fund balance. . 

Allocation of Expenses _ 

In some cases, common expenses are incurred which support 
the work performed under more than one grant. Such 
expenses are allocated between LSC and ACE as agreed by 
these funning organizations or, in the absence of an 
agreement, on the basis which appears most reasonable to 
ELAC. A portion of tf-Je space costs shown in the 
accompanying financial statements was allocated 75% to LSC 
and ,25% to A<?E, a basis approved by the funding sources. 
PortJOns of OffIce expenses, equipment rental, and litigation 
costs were allocated 66-2/3% to LSC and 33-1/3% to ACE 
approximately in the ratio of costs authorized by each 
funding organization. 

76-705 0 - 81 - 20 
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Accrued Vacation -

Accumulated earned vacation amounting to $1,000 at 
December 31, 197X, is not recorded in the accompanying 
financial statements. If accumulated vacation had been 
recorded at the end of the prior year, the current charge to 
expenses to adjust the accrual to reflect the liability for 
vacations at December 31, 197X, would not have been 
material. 

SUMMARY OF FUNDING 

ELAC's operations are funded through grants from LSC and ACE. 
During 197Y, ELAC received a six-month grant for $368,000 from 
the Department of Health, Education, and Welfare (HEW) to provide 
legal assistance in Charlottesville, Virginia. This program was 
subsequently included in the LSC funding to ELAC when the HEW 
grant expired. The following details ELAC's 197X grants and 
ct:mtracts and their inclusion in the accompanying financial 
statements. 

Grant 
Numbers Period Amount 

197X Unrecognized 
SU220rt SU220rt 

LSC 300100-7X-1 4/01/XX - 3/31/7X 

4/01/7X - 3/31/7X 

$ 400,000 $ 100,000 $ 
LSC 300109-7X-l 667 z000 500 z000 167,000 

$ l,067 z000 $ 6JO zOOO $ 167 z000 

l z083 z000 198 z237 l z000 
ACE 105 I/OI/XX -12/31/7X 

$ 2z150 z000 $ 798 2237 $ 168,000 

ELAC has been awarded an additional grant from LSC and a grant 
from ACE for the year ending December 31, 197Z, of $240,000 and 
$250,000, respectively. The LSC grant has been awarded for the 
nine-month period April 1, 197Z, to December 31, lQ7Z. The ACE 
grant has been awarded for the 12-month period ending December 
31, 197Z. Both Grants are restricten -- to be used only for purposes 
authorized unner the Legal Services Corporation Act of 1974. Both 
LSC and ACE Foundation require separate reporting of support and 
expenses and changes in fund balances applicable to their funding. 
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ANNUITY PENSION PLAN 

Included in employee benefit costs are $11,000 in 197X and $9,500 in 
197Y, which represent the cost of a noncontributory annuity plan to 
provide employees with retirement benefits. Under the plan, ELAC 
contributes an amount equal to 4 1/296 of the salaries of employees 
with more than three months of continuous service. There are no 
past service costs associated with the plan, and employees are fully 
vested for all contributions on their behalf after two years. 

COMMITMENTS AND CONTINGENCIES 

ELAC has entered into a lease agreement for the rental of office 
space. Under the lease agreement, ELAC is required to make annual 
lease payments of $53,000 through October 31, 19XX. Such lease 
payments are adjustable every two years due to the property tax 
escalati,>n clause included in the lease. In addition, ELAC has 
leased certain office equipment which requires annual payments of 
$5,000 through 19XX. 

INCOME TAXES 

ELAC is exempt from Federal income taxes under Section 501{c)(3) 
of the Internal Revenue Service Code ann from Virginia income 
taxes. In addition, ELAC has been determined by the Internal 
Revenue Service not to be a "private foundation" within the meaning 
of Section 509(a) of the code. 

197Y FINANCIAL INFORMATION 

The amounts shown for 197Y in the accompanying Statement of 
Support and Expenses and Changes in Fund Balances are included to 
provide a basis for comparison with 197X and present surnmarized 
totals only. Accordingly, the 197Y amounts are not intended to 
present all information necessary for a fair presentation in 
accordance with generally accepted accounting principles. 

MANAGEMENT/ADMINISTRATIVE AND GENERAL, AND FUND­
RAISING COSTS 

ELAC estimates its management/administrative and general costs 
(which include overall direction, accounting, budgeting, general 
Board activities and related items) were approximately 593,000 in 
197X and $89,500 in 197Y. In addition, ELAC has determined that 
fund-raising costs are not material. 
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NONRECURRING ITEM 

In 197X, ELAC incurred $40,000 of expenses for the research and 
development and installation of a new automated statistical 
information system. It is not expected that this expense will recur 
in the foreseeable future. 

TRANSACTION WiTH A RELATED PARTY 

ELAC's office space in Richmond, Virginia, is rented from the 
chairman of ELAC's Board of Directors. Management be!ieves the 
rental payment (currently $18,000 a year) is less than the rent that 
would be paid to a nonaffiliated party. 

********************* 

Note: These footnotes and those reflected in Appendices I and III are 
illustrative in nature and should be read in that context. No LSC 
policies are established herein. The appropriate disclosure required 
by generally accepted accounting principles must be marie for each 
program individually. 
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MUL TI-SER VICE CORPORATION 

WASHINGTON, D.C. 

Appendix III 

FINAN<:IAL STATEMENTS FOR THE YEAR ENDED 

DECEMBER 31, 197X 

WITH COMPARATIVE TOTALS FOR 197Y 

TOGETHER WITH AUDI1:)R'S REPORT 

ILLUSTRATIVE LARGE RECIPIENT 

FUNDED BY LEGAL SERVICES CORPORATION AND MULTIPLE 

OTHER FUNDING SOURCES 
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MANN. BARR. MURRAY & CO. 
1656 Iowa Street 

Washington. D.C. 20006 
(202) 725·3865 

March 20, 197Z 

To the Board of Directors of 

1.~ul ti -Service Corporation: 

We have ~xamined the balance sheet of MULTI-SERVICE 

CORPORATION, as of December 31, 197X and December 31, 197Y, 

and the related statements of support, revenue and expenses and 

changes in fund balances for the year ended December 31, 197X. 

Our examination was made in accordance with generally accepted 

auditing standards, and accordingly include~ such tests of the 

accounting records and such other auditing procedures as we 

considered necessary in the circumstances. 

In our opinion, the accompanying financial statements 

present fairly the financial position of Multi-Service Corporation 

~i ~f Dece~ber 31, 197X anti Dece~ber 31, 197Y, and the results of 

its operations and changes in fund balances for the year ended 

December 31, 197X, in conformity with generally accepted accountinf 

principles consistently applied during ihe periods. 

MANN, BARR, MURRAY & CO. 
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AS.';ETS 

CURnE/IT ASSETS: l22! 

Coah 
$ 20,400 Certificatea of depoait, 5% 132,000 Client escrow lunda 8,50(1 Reoelvnblea _ 

Legal ServiceD Corporation 40,400 IIr;W 
16,000 Brown Foundation 
12,300 Travel advancoo to omployooo 8,500 PrepaId oxpenoeo 
7,300 ---- ... _--Total. aooeto 245,400 

PROPEnTY (floto 1): ----- ....... 

FurnIturo, flxturoo, equIp~ent (net 
ot accumulated dopr~ciatlon of 
$234,500 in 197X and $210,600 
in 197Y) 

272,200 Law library (net of accumulated 
depreciation of $35

i
OOO in 197X 

and $22,000 in 197Y 
90,000 -----...... -TOUl proport)' 

362,200 
--------Total assets $60~',600 
_cr •• aU •• 

MUL'r! -sr:nV!C~: CORPORATION 

llALAI\CE ~IIEET 

AS OF DErEMBER 31 

I 

LIABILITIES AND FUND 
197Y 

LIAUILITIES (all cunen t) : 
$ 22,ODO Accounts payable 
115,000 Accrued expenDeD 
10,300 Employee withholding payables 

Client trust deposita 45,900 
10,200 
11,500 

5,000 
Total liabilitIes 

3,200 -------- COJ.:MITMEIITS AND CONTINOENcnS 223,100 (Noto 4): --------
FUtlD BALANCES: 

Roatr"lcted _ 
Legal ServiceD Corporation 181,100 Brown Foundation 

Unr3lltrictod 

85,000 
Property 

-------- Total fund balBnceu 266,100 
-------- Total liabilltloD and $489,200 

fUnd balances 0 ••• a •• 2 

The acao~panying notes 6re an integral part of thin balance oh&ot. 

" 
, 

DALAlICES 

197X liZ! 

$ 58,400 $ 57,500 
57,800 51,'00 

4,500 1,300 
8,500 10,300 ....... _-- .. -.... _----

129,200 120,400 ------.. ----._-- ~ 

~ 

9,400 49,400 
40,000 2,OJO 
66,800 51,300 

362,200 266,100 ---- .. _-- --------478,400 36S,BOO 
-~------ --- .... _--
$607,600 $489,200 
••• em_a. 

• .. IIt,C II". 

• 
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VULTr.SEnVICF. CORPOnATION 

STATEIllNT OF StlPPORT, nnFNtlE MID EXP~Hl1ES ANn rli41HlRS IN FUNIl BALANCES 

FOR TIIP; nAR EHDr.1l DF.CEt.lOI!R )1, 197X, .!TII COIIPARATIVE TOTALS Fon 127Y 

197X 
---_ ... _---------------------------------------------------------------------------------Restrioted 

LI,a1 
Serylc.o IIEW Brown IIboellaneoul Corpol'8tion Orant Foundation Ormnta Unrutricted Property !!!!!! SUPPORT AND REVENUEt 

Orants and contract, (Noha 1 end 2) $1,2'0,000 $881,000 $~OO,OOO $100,000 $ $2,631.,0110 COl1tri1:uticn. (Notl 1) 
$220,000 220,000 l:lterest 16,000 4,000 2 000 ~2,(j0;) Donated property an4 •• rylee. (Hoh 1) 

18:000 17,000 35,:>00 Oaln on •• 1e ot equip.ent 
14,000 14,,0():> _ ..... _----- -------- -----_ ....... -1,266,000 881,000 404,000 100,000 240,000 31,000 2,922,OQO -._-.----. . ............. lXP!NSES CHotl 1): 

Sal arIel and ."e •• 

61,000 90,000 
Ls,*,era 829,000 444,000 200,000 l,E24,0;'O "0:1-1..,)'er. 60,000 '0,000 21,000 ',000 40,00;) 1'16,OOJ t~p10yee ~enetlt. 9!1,OOO ",000 2;1,000 6,000 11,500 19l,~!ll ................ --_._ ..... . .......... 987,000 547,000 2~~,000 72,000 1~1,500 1,991,'00 Legal eansu1~ant. '8,000 100,000 16,000 4,000 20,OO!) I'B/10O Contract .er~lae. 30,000 62,'00 7,000 2,000 8,200 129,' 00 fraul 29,000 20,'00 U,400 4 000 9,600 77,S:)0 :paae end ocoupanoy 106,000 45,000 ''i,OOO 10:000 20,000 22'l,OJO efrioe up.nu. 31,'00 22,000 13,600 ',000 15,400 IH,'OO L~u!p=en~ rantal 34,000 26,000 11,000 3,000 7,800 8',£0:> :JepreaiaUcn 

1,000 2,000 4,000 
23,900 23,900 titleatioD eo.t. 7,500 6,000 

20,'00 ... _-----.- ------_. _ .. -._ .... -1,263,000 449,000 "0,000 100,000 226,'00 23,900 2,812,400 .. _--- .. _-... ____ .w_. 
.. .. _---_ ... _-EXCESS SUPPORT AlIO REVEIIUE OVER EXPEHIlES ;1,000 '2,000 ,~,OOO 1:I,SOO 7,100 109,600 rUND PALANe!, be,lnnio, ot yoar 49,400 2,000 H,'OO 266,100 ,69,800 OTRER CRAI/IlEIl III rollD DAL/,NCE I 

AaqUilltion ot property (43,000) ('2,000) (16,000) (18,000) 109,000 Trao.ter ot proceed. tro. .ale ot equlpeent 
20,000 (20,000) ._._--... - -._--- .. _-FUND n~LANCE, end ot year $ 9,400 $ $ 40,000 $ • 66,800 $362,20J $ 478,400 ...••..... ........ ' ........ ........ . ....... . ....... . .••.•.•.. 

The aooo.panyin, noie. ere In inte,ral part ot ihis .tate.ont. 

19'IY 
(:,QU ~) 

$2,;1~',~:~ 
l~?,~::J 
!;';::5 
." ,,,.., 
~1,' 

2,!""',l:JlJ ._._------

~ l,'~:,:;'j 

l~: ,.l~? <:> 
l~.,L ... " 00 . .............. 

l,e;,.!, ,~') 
1:~ :~:l 

ll~:;;J' 
S' ... ~ ... 

.0!13! o5~ 
04,:£: ,t;, ... , 
2:',1 .~ 
14,~'):I 

----.--_.-
2,'4e,1:'.l::' 

. ... _------
5),'0(1 

2<1,,' 

$ ,M,te ... o . ...•.••.. 

_____________________________________________________ ~~ __ ~ ____ ~ __ ~ ________ ~~ ____________________________ ~ ____ b_~~~----~~----
t • 
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MUi..TI-SERVICE CORPORATION 

NOTES TO FINANCIAL STATE.MENTS 

FOR THE YEARS ENDED DECEMBER 31, 197X AND 197Y 

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

(a) Operations -

Multi-Service Corporation (IIMSC") is a nonprofit 
corporation organized for the purpose of providing legal 
assistance in noncriminal proceedings or matters to per!;ons 
financially unable to afford legal assistance in the 
metropolitan Washington, D.C. area. 

Legal Services Corporation <"LSC lf), a nonprofit corporation 
organized by Congress to administer a nationwide legal 
assistance program, and the Brown Foundation provide 
continued support to MSC through annual grants. 

(b) Grant and Contract Support-

(c) 

MSC recognizes grant/contract funds from LSC and the 
Brown Foundation as support on a straight-line basis over toe 
grant/contract period. Funds remaining unused at the end of 
an accounting period are carried in the appl1cable fund 
balance. In accordance with the normal policies of LSC and 
the Brown Foundation, MSC may retain unexpended funds for 
use in future periods provided expenses incurred are in 
compliance with the specified terms of each grant/contract, 
as defined. LSC and the Brown Foundation may, at their 
discretion, request reimbursement for expenses or return of 
funds, or both, as a result of noncompliance by MSC with the 
terms of the grants/contracts. In addition, if MSC terminates 
its legal assistance activities, all unexpended fLlnds are to be 
returned to the funding sources. 

\1SC recognizes contract funds from the Department of 
Health, Education, and Welfare ("HEW") as support when 
eligible costs are incurred. A receivable is recognized to the 
extent contract support earned exceeds cash advances. 
\,onversely, a liability (unearned support) is recorded when 
contract cash aclvances exceed support earned. 

Contributions -

Contributions represent cash donations to the program from 
private organizations and individuals and are recognized as 
support when received. 

" 
:' ,. 
J 

, , 
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Furniture, Fixtures, and Equipment _ 

Property and equipment acquired with LSC, Brown 
Foundation, and HEW funds are considered to be owned by 
MSC while used in the program or in future authorized 
programs. However, the funding sources have a reversionary 
interest in the property as well as the right to determine the 
use of any proceeds from the sale of assets purchased with 
their respective funds. 

\~SC follows the practice of capitaliZing all expenditures for 
property and equipment in excess of $100. Depreciation of 
all property and equipment is computed on a straight-line 
basis over the estimated service lives of the assets. 
Amortization of leasehold improvements is computed on a 
straight-line basis over the terms of the lease since that 
period is shorter than the estimated service life. The 
following lives have been assigned to the capitalized assets. 

Building 50 years 
Improvements to lancf and 

buildings 10 to 50 years 
Furniture, fixtures, and 

equipment 5 years 

Law Library -

MSC capitalizes the costs of library books and multiple 
volume sets of law books. MSC estimates the salvage value 
of its law library at approximatley half of the original cost. 
Depreciation is computed on the straight-line basis over the 
estimated service life which management believes 
approximates 15 years. 

Donated Property and Services _ 

Property donated to MSC is recorded at its market value at 
the time of receipt. Donated property valued at $17,000 is 
included in the accompanying financial statements for 197X. 

Donated services valued at $18,000 represent services 
rendered by various attorneys in the Washington, D.C. area at 
no charge to MSC in connection with MSC's legal assistance 
program. The value of donated service~l is based upon an 
estimated average fee normally charged by the professionals 
rendering the services. 

Donated property and services are recognized both as support 
and expenses and therefore, do not affect MSC's fund 
balances. 

'::::' 
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Allocation of Expenses -

In some cases, common expenses are incurred which support 
the work performed under more than one grant or contract. 
Such expenses are allocated among LSC, HEW, and the Brown 
Foundation as agreed by these funding sources. or, in the 
absence of an agreement, on the basis which appears most 
reasonable to MSC. Sp·}.ce costs shown in the accompanying 
financial statements were allocated 4696 to LSC, 23% to 
HEW, 2396 to Brown Foundation, and 896 to the general fund, 
a basis which has been approved by the funding sources. 
Portions of office expenses and equipment rental have been 
allocated 50% to LSC, 2596 to HEW, 15% to the Brown 
Foundation, and 10% to the general fund, approximately in 
the ratio of number of employees authorized by each funding 
source. 

SUMMARY OF FUNDING 

MSC is funded primarily through a grant from LSC, a contract with 
Brown Foundation, and a cost-reimbursable contract from the U.S. 
Depa. tment of Health, Education, and Welfare. The HEW contract 
expired on December 31, 197X, and was not extended. MSC's grant 
from LSC and its contract with Brown Foundation continue through 
June 30, 197Z, and March 31, 197Z, respectively. At December 31, 
197X, MSC had remaining funds of $750,000 for the LSC grant and 
$125,000 for the Brown Foundation contract. The following 
information summarizes MSC's major Ijralnt and contract activity 
during 197X. 

Number Period Amount 
197X 

Support 
Unrecognized 

Support 

LSC 

100500 7Y~1 7/1/7Y-
6/30/7X 

100500 7X-1 7/1/7X-
6/30/7Z 

HEW 

10132 1/1/7'1.-
12/31/7Z 

Brown Foundation 

7501 6/30/7Y-
3/31/7Z 

1 • _ • 

$1,000,000 

1 2500 z000 

2,500,000 

1,900,000 

875,000 

$5,275,000 

$ 500,000 

75°2°00 

1,250,000 

881,000 

400,000 

$2,531,000 

$ 

750 2000 

750,000 

3,000 

125 z000 

$ 878,000 

• « 
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In addition to its primary grant and contracts, MSC received and 
recorded the following as "Miscellaneous grants and contracts" in 
the accompanying financial statements. 

197X Support 

United Way 25,000 
City of Washington 50,000 
Smith Foundation 15,000 
Jones Foundation 10,000 

$100,000 

All funds are restricted to be used only for purposes authorized 
under the Legal Services Corporation Act of 1974. Legal Services 
Corporation, HEW, and Brown Foundation require a separate 
reporting of support and expenses and changes in fund balances 
applicable to their funds. 

(3) PENSION PLAN 

MSC has a noncontributory pension and disability plan for all full­
time employees. MSC's policy is to fund normal costs and amortize 
past services costs on a current basis. Expenses of the plan in the 
accompanying financial statements were $51,300 for 197X and 
$U.7,7.00 for 197Y. As of December 31, 197X, the plan's net assets 
aggregated $230,000 and the actuarially computed'value of vested 
benefits were $143,000. Unfunded past services costs of $93,500 at 
December 31, 197X, were being amortized over ten years. 

(4) COMMITMENTS AND CONTINGENCIES 

(5) 

MSC has been named as defendant in a lawsuit initiated by an 
employee injured while working for MSC. The employee is seeking 
$150,000 in damages from MSC. The suit is currently in the 
preliminary stages, and in the opinion of management and its legal 
counsel, the suit has no merit and will not rf!Sult in any significant 
liability to MSC. 

MSC has entered into a lease agreement for the rental of office 
space for branch offices. Under the lease agreement, MSC is 
required to make annual lease payments of $45,000 through October 
317 19XX. Such lease payments are adjustable every two years due 
to the property tax escalation clause included in the lease. In 
addition, MSC has leased certain office equipment which requires 
annual payments of $65,000 through 19XX. 

INCOME TAXES 

MSC is exempt from Federal income taxes under Section 501(c)(3) of 
the Internal Revenue Service Code and from District of Columbia 
income taxes. In addition, MSC has been determined by the Internal 
Revenue Service not to be a "private foundation" within the meaning 
of Section 509(a) of the Code. 
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197Y FINANCIAL INFORMATION 

The amounts shown for 197Y in the accompanying Statement of 
SUPP."rt and E,xpense and Changes in Fund Balances are included to 
provIde a basIS for comparison with 197X and present summarized 
totals only. Accordingly, the 197Y amounts are not intended to 
present all ,information necessary for a fair presentation in 
accordance With generally accepted accounting principles. 

MANAGEMENT/ADMINISTRATIVE AND GENERAL AND FUND-
RAISING COSTS ' 

MS<? es~imates its mana?eme.nt/administrative and general costs 
(WhICh Include overall directIon, accounting budgeting general 
Board activities and related items) were appr~ximatelY $:330 000 in 
197X and $250,000 in 197Y. In addition, MSC has determjn~d that 
fund-raising costs are not material. 

********************* 

Note: Thes~ footn~tes. and those reflectecf in Appendices I and II are 
purely I1~u~trative In nature and should be read in that context. No 
LSC. polICIes are established herein. The appropriate disclosure 
requIred by general1y accepted accounting principles must be made 
for each program individually. 
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Appendix IV 

ILLUSTRATIVE AUDITOR'S SUPPLEMENTAL LETTER 

ECONOMIC LEGAL AID CORPORATION 
RECIPIENT NUMBER 300100 

AUDITOR'S COMMENTS FOR 

YEAR ENDED DECEMBER 31, 197X 
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To the Board of Directors of 
'Economic LegaJ Aid Corporation: 

315 

March 15, 197Z 

We have examinee! the financial statements of Economic LegaJ Aid 
Corporation(ttELAC ti

) for the year ended December 31, 197X, ann have 
issued our report thereon dated March 15, 197Z. As a part of our 
examination, we reviewed and tested ELAC's system of internal accounting 
control to the extent we considered necessary to evaluate the system as 
required by generally accepted auditing standards. Under these standards 
the purpose of such evaluatio~ ~s to establish a basis for reliance thereon in 
determining the nature, timing, and extent of other auditing procedures 
that are necessary for expressing an opinion on the financial statements. 

The objective of internal accounting control is to provide 
reasonable, but not absolute, assurance as to· the safeguarding of assets 
against loss from unauthorized use or disposition, and the reliability of 
financial records for prep~rjng financial statements and maintaining 
accountability for assets. Th~ concept of reasonable assurance recognizes 
that the cost of a system of internal accounting control should not exceed 
the benefits derived and also recognizes that the evaluation of these 
factors necessarily requires estimates and judgments by management. 

There are inherent limitations that should be recognized in 
considering the potential effectiveness of any system of internal 
accounting control. In the performance of most control procedures, errors 
can result from misunderstanding of instructions, mistakes of judgment, 
carelessness, or other personal factors. Control procedures whose 
effectiveness depends upon segregation of duties can be circumvented by 
collusion. Similarly, control procedures can be circumvented intentionally 
by management with respect either to the execution and recording of 
transactions or with respect to the estimates and judgments required in the 
preparation of financial statements. Further, projection of any evaluation 
of internal accountmg control to future periods is subject to the risk that 
the procedures may become inadequate because of changes in conditions 
and that the degree of compliance with the procedures may deteriorate. 

Our study and evaluation of ELAC's system of internal accounting 
control for the year ended December 31, 197X, which was made for the 
purpose set forth in the first paragraph above, would not necessarily 
disclose all weaknesses in the system. However, during such study and 
evaluation certain matters came to our attention. All of thE' matters 
discussed herein were considered during our examination of the financial 
statements as of December 31, 197X, and tf:1ey do not modify our opinion. 
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These matters will be considered by us in connection with subsequent 
examinations. Our study and evaluation, which included the areas specified 
in the Legal Services Corporation's "Audit and Accounting Guide for 
Recipients and Auditors" issued in August 1976 and revised in May 1977, 
disclosed the following matters that we would like to call to your attention. 

1. Suggestions for improving internal control procedures: 

2. 

a. The petty cash fund is not maintained on an imprest basis. 
With an imprest system, control over this fund would be 
facilitated and imp"oved. Also, the ability to check 
compliance could be facilitated if the petty cash fund were 
established at a fixed amount and the petty cash custodian 
were required to retain cash and vouchers equal to the fixed 
amount. Reimbursement of the petty cash fund should be 
made for the exact amount of the petty cash vouchers being 
submitted for reimbursement. 

b. Checks to reimburs'e the petty cash fund are made payable to 
"Cash." Checks written in this manner are fully negotiable 
should they be misplaced or stolen. This risk can be 
eliminated by having petty cash reimbursements made 
payable to "Martha Jones -- Petty Cash Custodian." 

c. 

d. 

e. 

Currently, one employee writes checks, maintains the cash 
disbursements journal and receives and reconciles bank 
statements. We recognize that because of the limited 
number of personnel, total segregation of duties is not 
practicable or expedient. However, we believe internal 
control could be strengthened without undue interruption if 
bank reconciliations were assigned to another employee who 
would also initially receIve the unopened statements. 

Invoices are not canceled when paid but are simply filed away 
with the check copy attached. 1n order to eliminate the 
possibility of the double payment of an invoice, we 
recommend that all supporting documents be canceled 
through the use of a "Paid" stamp or by clearly marl<ing the 
invoice "Paid" by hand. 

ELAC does not maintain payroll withholding authorizations 
for employees. State and Federal laws requir'e that all 
employers maintain these authorizations. Authorization 
forms shou.1d be obtained from the applicable government 
agencies and completed by all employees. 

Significant and unusual transactions noted during the accounting 
period: 

a. The Director of ELA~ acted, ir\ fiscal 197X, as a referee for 
the Fairfax County courts one day a month. The fees he 
receivecf for' these services were turned over to ELAC and 
recorded in the general fund. A proportionate amount of his 
salary for this time was charged to the general fund. 

'lI' 

, , 
I 

;i 
ii 

_ 1 

3. 

4. 

5. 

b. 

C. 

d. 

317 

In addition to the value recorde • , " 
for the law library ELAC h C! In the fmanclal statements 
would have an approximat as fut-of-date law book .... which 
$5,100. Management estim:te~ai~e, 'l~ere t$hey updated, of 
these volumes. Since these set ~I cost 2,.500 to update 
ELAC, no amount has been recorJed afve nho c~rrent ~alue to 
statements. or t em m the fmancial 

At various times throughout 197X 
noninterest-bearing funds f and 197Y, ELAC borrowed 
temporary cash shorta es rom other programs due to 
$,12,500 and $13, 900 fro~ the ~~e~e b,:rowings. amounted to 
fIscal 197Y and 197X respe 1~ mJon Legal AId SOciety for 
Fairfax County Eco~omic ~ IV,e y, and ~3,500 from the 
Program. All amounts we c,tlon DeveJc)pment Studies 
year the funds were receiv~~.repald to the lenders in the same 

The office space currentl b' 
owned bY'ELAC's' board chY' emg rented by the program is 
for similar office space i:l~han. Th~ annuaJ rental charge 
than the rates charged ELAC. e area IS substantially higher 

ELAC is in compliance with the f' ' 
of the grant except as follows: manclal and accounting conditions 

a. During the year, ELAC soJd ' 
obtaining the Regional D' ~qu!pment for $1,800 without 
Approval by the Regional ~[r~~tor s, appr~val for the sale. 
exceed $500. or IS reqUIred when proceeds 

Costs incurred under the LSr. 
with ge~er,aUy accepted aUditi~~a~t~~~red tested by us in accordance 
came wlthm the scope of our w ar s to the extent such costs 
the financiaJ statements A ork necessary to issue an opinion on 
costs have been listed o~ EXh~b~t r;~uJt o~ the r ~am,ination, $728 of 
whether such costs are in a or a, eterml~atlon by LSC as to 
of the Guide or with the ter~~o;fdathnceL' wSclth the CrIteria of Chapter 4 

e grant. 

We reviewed with the Pro ram D' 
~he previous audit's supPJe~ental :~~~tor' ~he comments disclosed in 
eJow, steps had been taken t ,ere J xcept for the items listed 

December 31, 197X. 0 Imp ement alJ suggestions by 

a. 

b. 

Items (a)and (b) of Section 1 f h' 
the previous supPlementallette~. t IS letter were included In 

Support for a $250 alrpl t' k 
~he previous report, has n~~~e~~ ~~ta ~ot~t as hunsupported in 
as ,this exception been cleared to themetl fY t ,e program nor 

RegIonal Director. sa s action of the LSC 

78-70S 0 - 81 - 21 
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Appendix V 

ILLUSTRATIVE CHART OF ACCOUNTS 

MEDIUM-SIZED RECIPIENT 

The following sample chart of acounts for a medium-sized recipient 

utilizes the chart of accounts concept describc!d in paragraph 2-3. This 

chart of accounts demonstrates how account details can be used to 

accumulate financial information necessary for adequate reporting for both 

internal and external purposes. Also, it shows how fund or grant activity is 

accumulated for the various funding sources by assigning prefixes. 

It is emphasized that this sample chart of accounts is for reference 

purposes only. It does not dictate the accounts and det9il required of 

recipients, but instead should be used fClr guidance when a program is 

reVising its chart of accounts. Each program must adopt a chart of 

accounts best suited to its needs. 

The basic concept of this chart of accounts Is diagrammed below. 

FUnd 

Natural Account Classification rcost Conte, 

X • XXX. XX 

Tne basiC feature of the chart of accounts Is the natural account 

classification. It is organized for "summary classification" for financial 

statement presentation and the accumulation of detail activity. The fund 

and cost center coding 15 as foJJows: 
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FUNDS 

00 ~alance Sh~ct 
0 1 LSr: 
02 ArE Founc!at ion 
0: HEW 
04 ~iscel lancous Grants anrl 

r.ontracts 
05 G~ncra' Fun~ 
or ~nnatE'd Items 
07 Propertv 

.. ,-
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COST ("£~IERS 

01 Genera' ann 
A rim i n i s t rat i ve 

07 \~a i rf off icE' 
O~ Senior r,itizens 

Of f ice 

The numerical sets assigned to the natural account classifications 

arE' as follows: 

~SSETS 

100 ~as'" hCCOtlnts 

100 Asspts 
?OO Liabilities 
~OO Fund Balances 
uOO Support 
.500' Expenses 
?'OO' 
700 Asset Activity 

Ge n C I' a I I) i S }HJ r s errw n t s 
Pa y r 0 I I - Imp res t 
Ppttv ~ash - Jmprest 

I to r.llt'nt El'ct'o\\' Funrls 

1?0 R."'cp.lva~IC'5 

l,S~ 
K"E rOllnr'a t ion 
HE'YI 
Othf'r 

DETAIL 
N."r.ouNT 
~'P,ER. 

101 
102 
103 

lit) 

! 21 
122 
12:3 
124 
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130 I nves tmen t s 

Savings 
Stock 
Certificates of Deposit 

lUO Travel Advances to Fm~Joyees 

1.50 Prepaid Expenses 

160 Furniture, Fixtures, and Equipment 

170 Leasehold Improvements 

180 Law Library 

190 Accumulated Depreciation -
furniture, fixtures, and equipment 

191 Accumulated Amortization -
leasehold improvements 

LIABILITIES 

7.00 Accounts Payable 

Vendor 
Employer FICA 
Unemployment Compensation 
Group Health & Life 
Workmen's Compensation 

210 Employee Withholdings Payable 

Fed~ral Income Tax 
State Income Tax 
FICA 
Group Health and Life 

220 Accrued Expenses 

Payroll 
Other 

230 Client Trust Deposits 

----

131 
132 
133 

140 

150 

160 

170 

180 

190 

191 

201 
202 
203 
204 
205 

21 I 
212 
213 
214 

221 
27.2 

230 

, . ; , 
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FUf\!i) T'lAtAN'":ES 

300 Grants nnd r.ontracts - Restricte~ 

LS'-
Ar.E Foundation 
HEW 
"j sce J I aneous Gr an t s anc' r.on tract s 

3 J 0 Ge " era I - Un res t ric t P. rl 

320 Property 

SUPPORT AND REVENUE 

hOO Grant and r.ontract Support 

410 Contributions - Ca~h 

~ar Associations 
Other 

410 nonate~ Property ann S~rvices 

Property 
Services 
VISTA 
r.ETA 

4 ~0 I test Oivirlp.nrls, Other Revenue ,~ n e r ,. , 

Interest 
Di vi c'enrls 
Other 

EXPeNSES 

500 Lawyers Sa!;Hies 

510 Non-Lawvers Salaries and Wages 

5?0 Overtim~ Wag~s 

530 Employee Benefits 

Employee FJ~A 
Group Rpnefit Insuranc~ 
Unp.l11ploymC'l'lt Insurance 
R~tirement r.ontrjbutjon~ 

540 Legal ronsultants 

30) 
302 
303 
30h 

310 
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I~OO 

41 t 
412 

421 
42? 
423 
I~ '2 4 

431 
432 
433 

500 

;510 

520 

53' 
.532 
533 
534 

540 

-

il 
't 'I I, 

I 

) 

1 II 
I 

, 

\ I A-

1 
I 
I' 
L. 

L 
.. 

f·. 

f 

, . ", 

I 
1 

. 

323 

5S0 r.ontracted Services 

Audit Expense 
Other Accounting Services 
Non-Legal Consultants 

560 Travel 

Air Travel 
Local Travel and Parking 
Lodging 
Meals 
Registration and ~onference Fees 

570 Space and Occupancy 

Rent 
Janitorial Services 
Gas 
Electric 
Water 
Hazard Insurance 

580 Office Expenses 

Supplies 
AdVertising & Publicity 
Insurance 
Postage 
Reproduction 
Telephone 

5QO titigatlon ~osts 

Oepositions and Transcripts 
Expert Witnesses 
Fi r i"ng, nocket, and Service Fees 
Printing of Briefs and Petitions 

~OO Equipment Rental 

610 ~iscel laneous Purchases of Property and 
Library under capital ization limit 

620 De pre cia t ion an .:r Jlmo r t i z a t jon 

700 Acquisition of Property 

710 AcqUisition of Lihrary 

77.0 Procee~s from Sale of Property 

730 (;ain or Loss on Sale of Prop';ri"ty 

551 
552 
553 

561 
562 
563 
564 
565 

571 
572 
573 
574 
575 
576 

581 
582 
583 
58f!. 
585 
586 

59! 
5q2 
5Q3. 
594 

600 

610 

620 

700 

7JO 

720 

730 
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Appendix VI 

ACCOUNTING PROCEDURES AND INTERNAL CONTROL CH,ECKLIST 

The essence of an effective system of internal control is the 

segregation of duties in such a way that the persons responsible for the 

custody of assets and conduct of operations have no part in the keeping of, 

and do not have access to, the records which establish accounting control 

over the assets and the operations. Duties of individuals should be so 

divided as to minimize the < possibility of coHusion, perpetration of 

irregularities, and falsification of the accounts. The objective is to provide 

the maximum safeguards practicable in the circumstances, giving due 

consideration to the risks involved and the cost of maintaining the controls. 

The following checklist is provided as a guideline for recipient's 

management to direct attention to practicable revisions of accounting 

procedures or internal controls which can be made to strengthen, improve, 

or simplify the existing system. This checklist should not be considered aJJ­

inclusive nor are aU items considered necessary for aU recipients. This is 

an area where recipients should utilize the expertise of their auditors in a 

.~ontinuing relationship to maximize the services an auditor can provide. 

The items mal'ked with an asterisk (*) are considered fundamental and 

essential elements of internal controls. There should be few legitimate 

reasons not to include these as part of each recipient's procedures. 
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General 

*1. 

*2. 

*3. 

*4. 

*5. 

*6. 

*7. 

*8. 

9. 

*10. 

H. 

12. 

13. 

14. 

15. 

Has a system of authorizations and approval been established 
to require appropriate managerial approval for all signlficant 
actions or financial transactions of the organization? 

Has a chart of accounts been established to identify all 
accounts in the accounting system? 

Does the organization use a dOUble-entry accounting system? 

Are transactions in the accounting records properly 
authorized, as evidenced by supporting documentation 
containing the appropriate approving official's signature? 

Are bank accounts authorized by the Board of Directors? 

Are employees and officers who handle assets or perform 
significant financial duties bonded? , 

Are budget controls established to allow the program director 
to adequately control expenditures? 

Are procedures established to provide a c!c:an cutoff between 
periods with respect to the recording of support and 
expenses? 

Has a general policy with respect to insurance coverage been 
defined and procedures instituted to insure that all significant 
business risks have been covered? Is insurance coverage 
pedodically reviewed with a competent insurance agent? 

Are journal entries adequately explained, supported, and 
approved by a responsible officer or employee? 

Does the recipient prepare and use an annual overall financial 
plan or operating budget to allocate its resources and provide 
a system of evaluation and control? 

Does the recipient have an accounting' and financial manual 
that stipulates the financial duties of employees? 

Is there an organization chart to show definite lines of 
responsibility and authority? 

Are employees required to take annual vacations, and are 
duties assigned to others in the absence of an employee on 
vacation or otherwise absent? 

Are the accounting policies followed by the organiZation in 
agreement with those stipulated by their grants and 
contracts? 

j; 

if 
II 
I' 
i: 
11 
1 
11 

I' i l 
H 
:t 

\ . 



B. 

\ 

! • 

326 

16. Where feasible, are common or indirect costs accumulated 
into cost pools for later allocation of costs to each project, 
contract, and grant? 

17. Are bases used to allocate cost pools equitable and approved 
by the various funding organizations? 

Pe: sonnel and Payroll 

*1. Are salary and wage rates approved by a responsible officer 
in writing and are procedures adequate to provide that 
employees are paid in accordance with approved budget, 
wage, or salary rates? 

*2. 

3. 

4. 

5. 

6. 

7. 

8. 

10. 

Do procedures provide for the proper withholding and 
payment of applicable Federal, state, and local income and 
payroll taxes? 

Are employees furnished information as to their earnings, 
deductions from earnings, etc., on their payroll check stubs? 

When employees are initially hired, do procedures provide for 
reference checks and confirmation of prior salary and 
employment data, and is documentation made of these 
procedures and maintained as part of the employees' files? 

Are payroll checks signed by persons having no part in 
preparing the payroll? 

Are there personnel policies prohibiting employment of 
individuals which could result in nepotism or conflict of 
interest? 

Are the payroll bank accounts reconciled by employees who 
have no other functions with respect to the payrolls? 

Do procedures followed in reconciling payroll bank accounts 
include the checking of names on pay checks agairlst payroll 
records and the examination of endorsements on checks? 

Is the reconciliation reviewed critically each month by an 
officer or responsible employee? 

Is an independent test made of hours, rates, or other bases of 
payment by reference to attendance records, employment 
authorizations, approved rate changes, etc. by someone not 
connected with the preparation or distribution of the payroll? 
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18. 

• 19. 
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Are personnel policies established in writing? 

Are employees' hours workE"d approved by the employees' 
supervisor? 

Are records kept on personnel actions including hiring, 
promotion, clismissal, and resignation of both full-time and 
part-tirne employees? 

Are labor hours charged (distributed) to projects, contracts, 
and grants "'ased on tir,'1e distribution records, which identify 
thE' total time actually spent by all individuals who charged 
time directly to projects, contracts, and grants? 

Are payroll totals checked against labor distribution totals 
which are compilE"d from the original time'records" 

Are payrolls disbursed from an imprest bank account 
restricted for that purpose? 

Do the personnel and/or payroll records include the following 
or similar records: 

n. 

b. 

c. 

d. 

e. 

An attendance record? 

Vacation, sick and othE"r excused leave records? 

Individual payroll record form? 

A payro) 1 register? 

Notification concerning appointments, terminations, 
position classifications, and salary rates? 

When employees work overtime, are there procedures to 
provide for' (where applicable): 

a. 

b. 

Authorizing and paying overtime only to employees 
entitled to receive overtime pay? 

Recording earned and usee compensatory time in lieu 
of overtime pay? 

WherE" duties require employees to spenti time away from 
their offices, clo they prepare reports disclosing their weekly 
or monthly activities? 

Are duties of those preparing the payroJ) rotated" 

Js a "tax return calendar" or other methocf used to insure 
timely preparation and filing of various payroll tax returns? 

-. 
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Property Control 

*1. Are records maintained for fixed assets purchased in excess 
of $100 which provide the following informatio~ 

*2. 

*3. 

*4. 

*5. 

a. Date of purchase? 

b. 

c. 

d. 

e. 

f. 

Description of item, including model and serial 
number? 

Cost of item and check number of disbursement? 

Identification of funds used to purchase assets? 

Depreciation lives assigned to assets? 

Identification number and location of asset? 

Are fixed-asset records for items with a cost in excess of the 
cnpitalization limit balanced to the general ledger control 
accounts periodically? 

Are fixed assets tagged for eC?sy identification with fixed­
asset records? 

Are physical inventories taken yearly and comparee! to fixed­
asset records? 

Are adjustments (including adjustments reSUlting from theft, 
retirement and sale of assets) to fixed-asset records and 
general ledger control accounts reviewed and approved by an 
appropriate organization employee or officer who does not 
have responsibility for maintaining fixed-asset records? 

D. Procurement 

1. 

2. 

3. 

4. 

*5. 

Are supplies in storage reasonably protected from theft, 
deterioration and damage? 

Do procedures provide for the solicitation of prices for 
purchase, rent, and/or lease of fixed assets? 

Do procedures provide that consideration will be given to the 
cost advantages of buying versus renting eqUipment and other 
nonexpendable property? 

Are approved vendor lists used for recurring pUI"chases? 

Does the recipient have a systematic method for determining 
what supplies are needed and in what quantities? 

------------------------------------------~~--
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Are prenumbered purchase orders used and appropriate 
aut~orization obtained prior to purchase, rent, or lease of 
equipment and supplies? 

~re recelvi~g doc~ments prepared (e.g., receiving log or 
ticket) and InSpectlon of goods made without reference to 
purchase orders? 

::,e invoices t purchase orders and receiving documents 
mpared and accounted for by a person not having any other 

purchase or receiving functions? 

Are purchase orders outstanding for long periods of time 
investigated? 

Legal Consultants/Contract Services 

*1. 

*2. 

3. 

*4. 

5. 

Are pro;edures. in effect to provide for formal approval by 
the R~glOnal Director, Board of Directors, or other high level 
authorfty, of consultant and contract service agreements over 
prescnbed limits? 

Are ,there adequate procedures to insure that all necessary 
fundmg source approvals are obtained prior to entering into 
contracts? 

D~ procedures provide for the solicitation of proposals or bids 
prior to contract aWard? 

Are contracts written so that the services to be rendered are 
clearly defined? 

Does the organization have controls for determining whether 
contracts are properly executed? 

Travel 

*1. 

*2. 

*3. 

4. 

Does the organization have formal written travel policies? 

Is a~equate support (e.g., lodging receipts, air fare tickets) 
received ,from an employee before reimbursement for travel 
expenses 15 made? 

Are t~ere adequate controls over the accounting for advances 
and reimbursements for travel expenses made to employees? 

For out-~f-town travel, do employees prepare trip re orts 
documentmg the reasons and/or the results of the trip? p 

-

r 
Ii 

h 
j' 

1', 
" II 

, , 



G. 

, ! 

• 

330 

Controls over Cash Disbursements 

*1. 

*2. 

*3. 

*4. 

*.5. 

*6. 

7. 

*8. 

*9. 

*10. 

11. 

Are all checks prenumbered? 

Are all payments, except those made fr;(:)m petty ctlSh, made 
h/ ~heck? 

Are persons who sign checks designated by the Board of 
Directors? 

When checks (except payroll) are presented for signatures, 
are the supporting vouchers and invoices also presented? 

Are there appropriate controls to assure that payments are 
made only for allowable items of costs, as defined by the 
terms of the respective contracts and grants? 

Are there procedures to insl.lre that checks are never drawn 
payable to: 

a. 

b. 

c. 

Officers or employees with the understanding that the 
cash is to be used for organization purposes (other than 
for travel reimbursements, petty cash reimbursements, 
etc.)? 

Cash, bearer, or similar payee which renders the check 
payable to bearer? 

Other payee when the payee named is not intended as 
the party to retain the funds? 

Are writte,l accounting policies and procedures establis~e~ to 
describe the accounting system and assure that SimIlar 
transactions are processed consistently? 

Are there procedures to insure that blank checks are never 
signed in advance? 

Have there been procedures adopted to insure that the names 
of individuals once authorized as check signers are not 
retained in the signature lists on file with the banks after the 
individuals have left the employ of the recipient or have been 
transferred to duties incompatible with check signing? 

Is there an appropriate system for filing checks, check copies, 
and supporting documents; and are supporting documents filed 
in such a manner so as to be readily located? 

Are supporting documents marked paid or otherwise canceled 
and the check number and date of payment indicated to 
prevent duplicate payments? 
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12. Is a check protector used? 

1.3. Where a mechanical check signer is used, is the signature die 
under adequate control? 

Controls Over Cash Receipts 

*1. Are cash receipts deposited currently and intact? 

*2. Does the accounting system identify the receipt and 
expenditure of program funds separately for each contract 
and grant requiring separate reporting? 

3. Are bank-stamped duplicate deposit Slips compared with the 
Cash Receipts Journal? 

*4. Do~ ~he employee who opens the mail list the receipts in 
detall m ~he Cash Receipts Journal and is this record used by 
someone mdependent of other accounting fUnctions to verify 
the amount recorded in the general ledger and deposited in the bank? 

Bank Reconclllation Procedures 

*1. Are bank accounts reconciled monthly? 

2. Does the reconciliation procedure include; 

*a. Comparison of checks with cashbook as to number, 
date, payee, and amount? 

b. Examination of sIgnatures and endorsements and 
procedures for the return of inadequately endorsed 
checks, paid by banks, to the banks for proper 
endorsements? 

*c. Examination of voided checks? 

*d. Accounting for serial numbers of checks? 

e. Comparison of dates and amounts of daily deposits as 
shown by the cash receipts records with the bank 
statements? 

f. Test-check of details shown on authenticated duplicate 
deposit slips obtained directly from the banks against 
the corres.ponding details in the cash receipts records? 

j' 
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Are bank statements and paid checks dellvered unopened 
dIrectly to the person preparing the reconc111ation? 

Segregation of Duties 

i. Do the bookkeeper's duties exciude the followIng functIons: 

2. 

3. 

4. 

s. 

a, Receive cash or checks? 

b. Open the incoming mall? 

c. Prepare bank deposits? 

d. SIgn checks? 

Does an indiVIdual other than the person who prepares the 
bank deposit sUp actually deposIt the cash in the bank? 

Is the mall opened by a person who does not prepare the bank 
deposit? 

Do the duties of the person preparing the bank reconclllation 
exciude 

a. Posting to the books of account? 

b. Handling cash? 

c. Slgning checks? 

Are checks, after being signed, controlled and malled out by 
an indIvIdual who does not have any other accountIng duties? 

Petty Cash Controls 

*1. Is responsibl1lty far the petty cash fund vested In only one 
person? 

*2. 

*3. 

Are petty c:ash vouchers 

a. Required for each petty cash disbursement? 

b. Signed by the recIpient of the cash disbursed? 

c. Executed in Ink? 

d. Approved by a responsIble person? 

Are petty cash dIsbursements evidenced by properly approved 
supporting data? 

I 

I 
I 
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*4. 

*.5. 

*6. 

*7. 

8. 

9. 

10. 
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Are supporting data for petty cash disbursements checked at 
time of reimbursement? 

Are petty cash reimbursements made payable directly to the 
petty cash custodian by name rather than to cash, bearer, 
etc.? 

Are petty cash funds maIntained on an Imprest basis? 

Are there procedures to insure that the cash receipts are not 
comingled with the petty cash fund? 

When the petty cash fund is reimbursed, is a notation of 
payment made on supporting data to prevent duplicate 
payment? 

Is the petty cash bank account reconciled by an employee 
independent of the petty cash custodian? 

Are petty cash funds audited by slI'prise counts by an 
independent person to insure the fund does not include 
personal checks, IOU's etc., and that the petty cash fund 
balances? 

Client DeposIts Controls 

*1. Are client funds deposited into a bank account used only for 
the client's intended purpose? 

*2. Wa!J the client trust bank account approved by the Boar'.! of 
Directors? 

3. Are two signatures required on checks? 

4. Is the account reconciled by an indivIdual not involved with 
clIent deposit operations? 

*.5. Are prenumbered receipts given to clients for aU checks and 
cash recel ved? 

*6. Are the following records maintained for the accounts? 

a. 

b. 

c. 

A receipts book with pre-numbered receIpts. 

A cash dIsbursements journal. 

A detailed record of the activity for each client's 
depqsit. 

70·'05 0 - 01 - 22 
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ACCOUNTING FOR PROPERTY 

Capitalization 

Appendix VII 

. entries to record the The following illustrates the accountmg 

. ds 'The cost of the equipment is purchase of equipment usmg LSC fun • 

t k n from the chart of assumed to be $1,000 and the account numbers are a e 

accounts which is illustrated in Appendix V. 

1. 

Debit: 

Credit: 

t f ash-' At the time of purchase and disbursemen 0 c • 

Acquisition of property (A/C 1.700) $l,OOC 

$1,000 Cash (Ale 101) 

. ount is treated as an expense For internal accounting purposes thIs acc 

d closed to LSC £und balance along with all support and during the year au . 

expense accounts at year (end. 

Debit: 

2. A second en~ry is required (normally made quarterly or at the 

end of the year) to record the asset: 

Furniture, Fixtures, Equipment 
(Ale 150) $1,000 

Credit~ Fund balance - Property (A/C 320) $1,000 

1 expensed property and such When a recipient has historical y 

an entry to capitalize these assets is made by property is still in use, 

'pment at its original cost, less recording the furniture, fIxture or equl 

accumulated depreciation. In the absence of accurate historical cost 

. t of the cost will be satisfactory. records, an appraisal or other estlma e A 
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cost-based appraisal contemplates recording property on the basis of 

catalog prices, vendor price lists, or another reasonable source. Each 

recipient should exercise judgment in using a reasonable method to 

determine an amount to be capitalized. 

Depreciation 

LSC suggests that the straight-Hne depreciation method, with the 

foJJowing guidelines for estimated useful lives, be followed. Internal 

Revenue Service gUideline Jives 01' other criteria may t-e used if a recipient 

believes the criteria below are not appropriate for the program's assets. 

Furniture, fixtures, and equipment 

Leasehold improvements 
5 to 10 years 

Term of lease or life of 
improvements whichever .\S 
shorter 

Using the earlier example, assuming a useful life of five years, no 

salvage value, and depreCiation computed on the straight-line method, 

depreciation on the equipment for one year is $200 ($1,000 divided by 5) 

and would be recorded il'l the property fund as foJJows: 

Debit: Depr-eciation and Amortization 
I~xpense (A/c 7.620)- $200 

Credit:, Accumulated Depreciation _ 
Furnitures, Fixtures and 
equipment (Ale 160) $200 

Depreciation may be computed on an item-by-item or group basis. 

The item-by-item basis is probably the simplest method when a program 

has less than fifty iterns~ The group basis consolidates similar type items. 

(i.e. - aU furniture, aH oflfice equipment, etc.) purchased during a year 

(vintage-year) and considers them as one group (i.e.
t 

furniture, equipment, 
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etc.). Therefore, depreciation records are maintained for the group instead 

of each individual item within the group. The clerical effort required is 

significantly reduced using the "vintage year" method when there are a 

large number of assets. 

However, a record detailing original cost of each item within the 

group should be maintained by year to be used if particular items are sold 

or retired before they are fulIy depmciated (this subject will be discussed 

later). Depreciation for groups of ~sets is computed identically to 

depreciation for an individual item which was iHustrated in the previous 

paragraph. 

Sales 

The net gains or losses from the sale of property and equipment . 
should be reported as revenue or expense in the property fund. Gain or loss 

on a transaction is defined as the diffE:rence between the sales proceeds, 

and the net book value of the asset (original cost reduced by accumulated 

depreciation to the date of sale). 

Proceeds from the sale of property are not, as a genera! policy, 

required by LSC to be reinvestecl in property. Proceeds, if not reinvested 

in property, should be transferred to the general fund balance and used for 

general program purpose? which would not result in a permanent increase in 

annualized funding requirements. If significant proceeds are to be received 

(i.e., in excess of $500) the regional director must approve the sale and 

disposition of the proceeds from the saie~ ; The following illustrates the 

recording of a sale when a gain (Illustrefl'r>"n 1) is realized or a loss 

(Illustration 2) is incurred: 
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IlJusti",?tion 1 - Sale of equipment at more than net book value. 

Assum~tions: a. Equipment was originally purchC'sed for 
$100. 

b. At time of sale, accumulated 
depreciation was $ 50. 

c. Asset was sold for $60. 

Two entries are required to record t.he transaction. 

1. The first entry is to record the receipt of the sales proceeds 

Debit: Cash (Ale 101) $ 60 

Credit: Proceeds from sale (A/c 5.720) $ 60 

2. The second entry is made at year end to compute the gain or loss 
and record the transaction in the property fund. 

Debit: Accumulated depreciation -
furniture, fixtures and equipment (A/C 160) $ 50 

Debit: Property fund balance (A/c 320) $ 60 

Credit: 

Crecfit: 

Furniture, Fixtures & Equipment (A/C 150) 

Gain on sale (Ale 7.730) 

Illustration 2- Sale of equipment at less than net book value. 

Assumptions: Same as Il1ti~tration 1 except that cash received 
was only $40. 

1. The first entry to record the receipt of the sales proceeds 

Debit: Cash (A/C 101) $ 40 

Credit: Proceeds from sale (A/c 5.720) 

2. The second entry to record the loss 

Debit: Accumulated depreciation -
Furniture, Fixtures,& 
Equipment (Ale 160) 

Debit: Property fund balance (AIr; 320) 

Debit: Loss on sale (A/C 7.730) 

Credit~ Furniture, fixtures, equipment 
(A/c 160) 

$ 50 

$ 40 

$ 10 

$ 100 

$ 10 

$ 40 

$ 100 

I ' I 
~ ______________________________________ . _______________ ~ __ ~~1~=-~~_;_~1 _____ 1~ ______________________________________________________________ "",---
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Vintage-Year Adjustments 

When the group (vintage-year) method is used, gains or losses are 

recorded similarly. If an item is included in a group being depreciated over 

ten years, and four years depreciation has been recorded at the time of the 

sale, then the basis (i.e., cost iess accumulated depreciation) for the item is 

6/10 of its historical cost. 

It should be noted that when an item is removed from a "group" 

account, the annual depreciation of that group must be adjusted for the 

item deleted. For example, assume a group orignally consisted of ten items 

costing $1,000 in total and depreciated over ~ years (depreciation 

expense is $100 per year). If one item costing $100 was sold after five 

years (5096 of useful life) the computation of subsequent years' depreciation 

would be as follows: 

Cost of remaining property ($1,000 - $100) = $900 

Dividecf by useful life of 10 years = $90 annual depreciation 

Write-Offs 

Amounts required to be written off through abandonment or other 

loss should be recognized as expense in the property and equipment fund 

balance. The following illustrates the write-off of equipment originally 

costing $100 with accumulated depreciation of $75 at date of abandonment: 
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Debit~ Loss on abandonment of equipment 
(Ale 7.730) 

Debit: Accumulated depreciation -
Furniture, Fixtures, Equipment 

(Ale 160) 

Credit: Furniture, Fixtures, 
Equipment (A/C 150) 

Purchase of Property with Debt 

$ 25 

$ 100 

The accounting wh~n property is purchased entirely or partially with 

debt follows the same reatt>ning as discussed above. The total cost of the 

property and the related debt moist be recorded in the property fund. 

Periodic activity relating to the retirement 01 indebtedness and interest 

payments should be recorded in the general or other operating fund· from 

which payments are made. Interest payments should be included as an 

element of expense in the statement of support and expenses and principal 

reductions should be classified within the changes to fund balances. The 

property fund should reflect only the reduction in debt and corresponding 

increase in the property fund balance. Depreciation entries are the same 

as described above. 

• , r 
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Appendix VIII 

Functional Classification of Expenses 

The A~counting Standards Subcommittee on Non-profit 

Organizations of the American Institute of Certified Public Accountants is 

currently developing recommendations with respt'ct to accounting and 

reporting by non-profit organizations which were not previously covered by 

industry guides. Legal services programs are included in this category. 

The recommendations from this Committee are conta!ned in a discussion 

draft for public comment of a tentative "Statement of Position" released in 

February 1977. After this statement of position becomes effective 

(probably in late 1978), all CPA's will be required to qualify their opinion in 

the event a program's financial statements are not presented in accordance 

with the accepted principles. 

This appendix has been prepared to present the financial statements 

shown in Appendix III (Multi-Service Corporation) under the proposed 

principles. The statements should be reviewed in conjunction with Appendix 

III to allow each program to assess the changes that will be required to 

comply with the new "Statement of Position" when it becomes effective. 

The following table highlights the different features of Multi-Service's 

financial statements. 

Statement 

Balance Sheet 

Statement of Support and 
Expenses and Changes in 
Fund Balances 

Changes, 

Same as previously 
reflected in Appendix III 

Presented on a functionaJ 
expense basis. An addi­
tional statement of 
functional expenses 
analyzed by natural 

I • 
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~otcs to financial statemp.nts 

fUnctional pxpenses 
analyzed hy ~atural 
expense category, and a 
state~nt of support 
and e~penses analyzed ~y 
restrJct~d gra~ts or con­
tract s (Scnpriu Ie J) , 
sented. . . IS pre-

Same as previously rp.­
flected in Appendix Ill. 

'the fo !lowing fil1ancial statements jJIustrate :\'1u'ti-Ser vice 
-orporation's annual 

report pr·~scntecl on a functional basis of accounting. 
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MI1LTI-SERVICh CORPORATICN 

BALANCE SilJo:F.T 

A3 OF DEClllABER :3l 

ASS E T S 
LIABILITIES AlID FUND BALAIICES 

12ll !2.ll 197X !2.ll CURl1FIIT ASSETS: 
LIADItI1'IES (all cnrr(mt): Caah $ 20,~00 $ 22,000 Aocounta payablu 

$ 58,~00 $ ",500 Cortifioateo of deposit, 5% 132,000 11',000 Acorued expensea 
",800 51,300 Client eocrow funds 8,'00 10,300 Employee withholding payables 
~,'OO 1,300 

Reoeivablea _ 
Client trust deposito 

8.'00 10,:300 Legal Servioes Corporation ~O,~Oo ~,,900 -------- ------. HEW 16,000 10,200 Total liabilities 129,200 120,400 Brown Foundation 12,300 11,'00 -------- -------- ~ Travel advanoes to employees 8,'00 ',000 
~ Pre~aid expenoeo 7,300 3,200 N -------- -------- loOI4lITMENTS AND CONTINGENOIES Total aosete 24"~OO 223,100 (Note 4): 

PROPERTY (Note 1): -------- --------
Furl.! ture, fixtureo, equipment (net FUND DALANCES: or aooUmulated dopreotation of 

Restrioted -$234,'00 In 197X and $210,600 
Local Servioes Corporation 9,400 49,400 

in 197Y) • 272/~00 181,100 Brown Foundation 40,000 2,000 Law library (net of aooumul~ted 
Unrestrioted 66,800 !ll,'"OO depreoiation of $3'~000 in 197X 
Property 362,200 266,100 and $22,000 in 197Y 90,000 8',000 .. _------ .-.------------- -------- Total fund balanoes 478,400 368,800 Total property :b2,200 266,100 -----..... --------.... _----- -------- Total liabilities and Total aaaets $b07,600 $489,200 fund balanoes $607,600 $489,200 ......... •••••••• 

• ••••••• • ••••••• 
The aooompanying notes are an integral part of this ballnoe sheet • 
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MULTI-SERVICE CORPORATION 

STATEMtNT OF SUPPORT, REVENUE AND EXPENSES AND CHAliCES IN FUND BALANCES 

YEAR ENDED DECEJ.IBER 31, 1.97X WITH COlfPARATIVE TOTALS FOR 197Y 

197X 
CUt'rent Funds Total All Funds 

Unrostt'iot~~ Reatrioted Proporty 

SUPPORT AND REVENUE: 
Orants and dontraotll (!lot .. 1 and 2) $ $2,631,000 $ $2,631,000 $2,375,000 
Contributiona (r~ote 1) 220,000 220,000 180,000 
Intereat 2,000 20,000 22,000 H,OOO 
DonRted property and aervioes (Note 1) 18,000 17,000 35,000 38,500 
GaIn on ao1e or equipment 14,000 14,000 21,600 

-- ... ----- -----_.- .. - . _ .. _---. ._------_ .. ----------
Totel support 240,000 2,651,000 31,000 2,922,000 2,630,100 ---- ...... .... _.-.--- -------- ---------- ---_ .... _---

EXPEIISES (Note 1): 
Program aervioes -

Sonior oitizena 66,100 471)000 ',100 542,200 498,COO 
Domoatio relationa 37,100 257,000 3,100 297,200 281,000 
Oeneral law 90,200 1,542,000 10,800 1,643,000 1,547,OClO ----.. _- _________ . ._------ --_ .. _---- .... _-----_ ... 

Total program aervioec 193,400 2,270,000 19,000 2,482,400 2,326,000 

Supportive servioes -
220,600 Management and gonora1 3;3,100 292,000 4,900 330,000 -------- ---------- -------- ----_ ... --- ----------Total expensea 226,500 2,562,000 23,900 2,812,400 2,S46,600 

-------- ---------- -.-- .. ~-- .. _-------- --_._-----
EXOESS OF SUPPORT AND REVENUE OVER EXPENSES 13,500 89,000 7,1.JO 109,600 83,500 

FUND BALANCE, bosinning or year '1,300 51,400 266,100 3611,800 285,300 

OTHER CHANGES IN FUND BALANOE: 
Aoquieltion or property and eqUipment 
Transrer or prooeeds trolll aalo ot equipment 

(18,000) 
20,000 

(91,000) 109,000 
(20,000) . _--_ .. - ._- .. _ .. _-_ .. ........ _ ... . ............ _- _ .. - .. _ ..... -

FUND DALAIICE, end ot year $ 66,800 $ 49,400 $362,200 $ 478,400 $ 363,800 
•••••••• ............ • ••••••• . .......... • ••••••••• 

The aooompanying notes arb an intogral part or this .tatement. 
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MULTI.SF-RVICE CORPORArXON 

~TA~NT or FUNCTIONAL EXPENSIS 

tEAR INDIO DECEMBER '1. 1"'7X WI'lII COIII'ARATIVJ: WAttI FOR 197r 

Pro,ra. Slrv! ••• Dupportlo, S.rvio.1 ······---.·.·.-._·· .. _ .... __ .~ ....• w._~_ ....• _ .... -........ _ ..... Tohl ~.o ... 
'Saalor J)o ... ~to Oloerll )laDI,Ui'O\ .-.... _--.... _-........ 
CUheD. !!!.!ll.2!!!!. ~ !!!!!! In4 Oenerll ll.7.!, l2.,'7Y 

Silarie. aa4 .a, •• -
Lawter. $279:000 $UO,ooo $1,029,000 $1,~66,OOO $U3,OOO $1,62~.OCO $1,47',01._ 
Hoa.lewterl ,6,900 17,000 9<1;000 U7,900 2ti,100 176,000 U!,OOO 

1.p10, •• blaettt. (Noh ,) 22,'00 19,000 129,000 170,'00 21,000 191,'00 17t,I.00 ... _._.- -_ ........ ........... ";ii;:iSCi ... -'-........ .•..•..... 
,,11,400 194,000 1,2'2,000 1,7114.400 1~991"OO l,8'4~400 

t.,aI aon.ultlat. '9,000 12,000 98,()OO 149,000 29,000 17fS,000 102.000 

Coairaat •• rylo.1 42,000 10,'00 67,000 119,'00 1Q,200 129,700 1l0,OOa 
rrMval 18,000 ',900 ~2,OOO 6'.900 11,600 7'1,'00 61,7::1 
Spao. an4 oOlupaao:r 7',600 <1',000 61,,,00 ldO,OOO 40,000 220,000 213,000 
OUt .. ezp.all. 10,100 11,000 49,000 70,100 H,401' 11','00 S4,'0;'l 
Iqulp.,ui reatll 12,'00 12,'00 ",000 .711,000 7,1100 tJ:l,800 gG,900 
tltl,atloa oo.i. ','00 ',200 9,1100 16,'00 ~,OOO 20,'00 14,'::CO ........ . .......... ....•..... . ......... . .......... . ........... 

Total .xp.a •• b.tor. d.pr.oiattoD "'1,100 29",100 1,6'2,200 2,46",,00 '2',100 2,71111,'00 2.,26,'00 
D.pr •• latloa .xp.al. ',100 ',100 :1.0,1100 19,000 4,900 2',900 2',1 ........ .-... _ .. _. ._._._._.- . ......... . ..... -... . ... -..... 

Total np.a ... ".t2,200 ,297,200 ,1,64',000 ,2,,,82,400 $;J;lO,OOO $2,'12,'00 U,,~~,60:: ........ ......... • ••••••••• , ••...•... . .... " .. . .......... . ......... 
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MYLTI-nERVICE CORPORATION 
Schedule 1 

STATEMENT or SUPPORT, REVENUE AND EXPENSES OF RESTRICTED FUNDS 

FOR THE YEAR ENDED DECEMBER 31,. 197X 

SUPPORT: 
Orant8 and oontraote 
Intere.t inoo.o 

EXPENSES: 
Salaries Ind wago. 

Lawyers 
lIon-lawyor. 

Employee bonetits 

Legal ooneu1tant. 
Contraot servioes 
Travel 
Spaoe and oooupanoy 
Orrioe oxpenliloe 
Equipment rontal 
Litigation ooste 

EXCESS (DEFICIENCY) OF SUPPORT OVER EXPENSES 

FUND BALANCE, beg!nnina or year 

OTHER CHANOES IN FUND BALANCE: 
Aoquisition or property and equip.ent 

FUND BALANCE, end or year 

Legal SlrV io08 
C02'pora t Ion 

$1,2'0,000 
16,000 ----..... .. 

1,266,000 -----....... 
829,000 

60,000 
98,000 .. _---.... 

987,000 
38,000 
30,000 
29 000 

106;000 
31,'00 
34,000 
7,SOO .-.;--........ 

1,263,000 .. -._-_ .... -. 
3,000 

49,400 

(43,000) _____ too ...... 

$ 9,400 ............ 

$881,000 

...._-- ... _-
8~1,OOO --------
444,000 
50,000 
53,000 

--~' -.,.---
54'[1000 
100,000 
82,500 
20,500 
4~,OOO . 
22,000 
26,000 
6,000 ----... -

849,000 . ............. 
32,000 

(32,000) ._-- ...... -, 
•••••••• 

1 

Brown Uiecel1anoous 
Foundation Qrant~ 

$400,000 
4,000 --------

404,000 --------
200,000 
21,000 
23,000 -............ 

244,000 
16,000 

7,000 
14,400 
39,000 
13,600 
15,000 
1,000 ............ -

"0,000 ........ -.... 
54,000 

2,000 

(16,000) ..._-_ ..... 
$ ~(),OOO . ......... 

r 

$100,000 

100,000 --------
61,000 
',000 
6,000 

72,000 
4,000 
2,000 
4,000 

10,000 
3,000 
',000 
2,000 --------100,000 

• ••••••• 

1.2!!! 

$2,631,000 
20,000 

----------2,651,000 
..... _-------

1,534,000 
136,000 
180,000 ------..... 

1,6'0,000 
158,000 
121,'00 

6'/ f 900 
200,000 
70,100 
71,000 
16,500 

-----_ .. _--
2,562,000 --------... 

89,000 

'1,400 

(91,000) __ too _______ 

$ 49,400 . •.....•.. 

-
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MULTI-SERVICE CORPORATION 

NOTES TO FINANCIAL STATEMENTS 

FOR THE YEARS ENDED DECEMBER 31, 197X AND 197Y 

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

(a) Operations -

Multi-Service Corporation (tlMSC") is a nonprofit 
corporation organized for the purpose of providing legal 
assistance in noncriminal proceedings or matters to persons 
financially unable to afford legal assistance in the 
metropolitan Washington, D.C. area. 

Legal Services Corporation (uLSCn), a nonprofit corporation 
organized by Congress to administer a nationwide legal 
assistance program, and the Brown Foundation provide 
continued support to MS.c through annual grants. 

(b) Grant and Contract Support _ 

(c) 

MSC recognizes grant/contract funds from LSC and t~e 
Brown Foundation as support on a straight-line basis over the 
grant/contract period. Funds rernaining unused at the end of 
an accounting period are carried in the applicable !und 
balanc/!. In accordance with the normal policies of LSC al,d 
the Brown Foundation, MSC may retain une,tpended funds for 
use in future f>eriods provided expenses incurred are in 
compliance with the specified terms of each grant/contract, 
as <::~fined. LSC and the Brown Foundation may, at their 
discretion, request reimbursement for expenses or return of 
funds, or both, as a result of noncompliance by MSC with the 
terms of the grants/contracts. In addition, if MSC terminates 
its legal assistance activities, alJ unexpended funds are to be 
returned to the funding sources. 

MSC recognizes contract funds from the Department of 
Health, EdUcation, and Welfare ("H~W") as support when 
(/Ugible costs are incurred. A receivable is recognized to the 
~extent contract support earned exceeds cash advances. 
Conversely, a liability (unearned support) is recorded when 
contract cash advances exceed support earned. 

Contributions -

Contributions repreoent cash donatiONS to the program from 
private organizations 'anr. individuals and are recognized as 
support when received. 
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Cd) Furniture, Fixtures, and Equipment _ 

Propert~ and equipment acquired with LSC, Brown 
Foundatl~n, and H~W funds are considered to be owned by 
MSC while used In the program or in future authorized 
program~. However, the funding sources have a reversionary 
Interest In the property as well as the right to determine the 
use of any ~roceeds from the sale of assets purchased with 
their respective funds. 

MSC follows the practice of capitalizing aU expenditures for 
property and equipment in excess of $100. Depreciation of 
all . property and equipment is computed on a straight-line 
basis .over the estimated. service lives of the assets. 
Am~rtlza~lon of. leasehold Improvements is computed on a 
str~lght:hne basiS over the terms of the lease since that 
period. JS • shorter than the estimated service Hfe. The 
follOWing ltves have been aSSigned to the capitalized assets. 

Building .50 years 
Improvements to land and 

buiJdings 10 to .50 years 
Furniture, fixtures, and 

equipment .5 years 

(e) Law Library _ 

MSC capitalizt!s the costs of library books and multiple 
vo!~me set~ of law books. MSC estimates the salvage value 
of Its J~w. Jlb~ary at approximatley half of the original cost. 
DepreclatJOn JS computed on the straight-Hne basis over the 
estJma~ed service Hfe which managemlmt believes 
apprOXimates 1.5 years. 

(1) Donated Property and Services _ 

Pr0PE:rty donated. to MSC is recorded at its market value at 
~he time. of receipt. Donated property valued at $17000 is 
inclUded In the accompanying financial statements for i 97X. 

Donated services valued at $18,000 represent services 
rendered by various. attorneys in the Washington, D.C. area at 
no charge to MSC In connection with M SC's legal assistance 
pro?ram. The value of donated services is based Upon an 
estlma.tec1 averag~ fee normaJJy charged by the professionaJs 
rendering the services. 

Donated property and services are recognized both as SUpport 
and expenses and therefore, do not affect MSC's fund balances. 
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(g) Allocation of Expenses -

In some cases, common expenses are incurred which support 
the work performed under more than one grant or ('ontract. 
Such expenses are allocated among LSC, HEW, and the Brown 
Foundatic:i as agreed by these funding sources or, in the 
absence of an agreement, on the basis which appears most 
reasonable to MSC. Space costs shown in the accompanying 
financial statements were allocated 4696 to LSC, 2396 to 
HEW, 2396 to Brown Foundatkm, and 896 to the general fund, 
a basis which has been approved by the funding sources. 
Portions of office expenses and equipment rental have been 
allocated 5096 to LSC, 2596 to HEW, 1596 to the Brown 
Foundation, and 10% to the general fund, approximately in 
the ratio of number of employees authorized by each funding 
source. 

SUMMARY OF FUNDING 

MSC is funded primarily through a grant from LSC, a contract with 
Brown Foundation, and a cost-reimbursable contract from the U.S. 
Department c{ Health, Education, and Welfare. The HEW contract 
expired on December 31, 197X, and was not extended. MSC's grant 
from LSC and its contract with Brown Foundation continue through 
June 30, 197Z, and March 31, 197Z, respectively. At December 31, 
197X, MSC had remaining funds of $750,000 for the LSC grant and 
$125,000 for the Brown Foundation contract. The following 
information summari:7r,es MSC's major grant and contract activity 
during 197X. 

Number Perioct Amount 
197X 

.Support 
Unrecognized 

Support 

LSC 

100500 7Y-l 

100500 7X-l 

HEW 

10132 

Brown Foundation 

7501 

.. 

7/1/7Y-
6/30/7X 

7/1/7X-
6/30/7Z 

l/l/7Y-
12/31/7Z 

6/30/7Y-
3/31/7Z 

$1,000,000 

1 15°°1°00 
2,500,000 

1,900,000 

875.000 

$5,275,000 

$ 500,000 

750 1000 

1,250,000 

881,000 

400,000 

$2,531,000 

$ 

75°1°°0 
750,000 

3,000 

125.000 

$ 878,000 
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In addition to its primary grant and contracts, MSC received and 
recorded the foJlowing as "MisceJlaneous grants and contracts" in 
the accompanying financial statements. 

United Way 
City of Washington 
Smith Foundation 
Jones Foundation 

J97X Support 

25,000 
50,000 
15,000 
10000 

$JOO,bOO 

All funds are restricted to be used only for purposes authorized 
under th~ Legal Services Corporation Act of 1974. Legal Services 
Cor~~atlon, HEW, and Brown Foundation require a separate 
reportmg of support and expenses and changes in fund balances 
applicable to their funds. 

(3) PENSION PLAN 

~sc has a noncontributory. pe~sion and disability plan for aU full­
tIme employees. MSC's policy IS to fund normal costs and amortize 
past services costs on a current basis. Expenses at the plan in the 
accompanying financial statements were $5 J ,30Q for 197X and 
$47,200 for 197\. As of December 31, 197X, the plan's net assets 
aggre~ated $230,000 and the actuarially computed value of vested 
benefIts were $143,000. Unfunded past services costs of $93 500 at 
December 31, 197X, were being amortized over ten years. ' 

(4) COMMITMENTS AND CONTINGENCIES 

MSC has been named as defendant in a lawsuit initiated by an 
employee ~njured While working for MSC. The employee is seeking 
$1.50,000 In damages from MSC. The suit is currently in the 
preliminary st~ges, and in t~e opinio.n of management and its legal 
counsel, the SUIt has no merit and wdl not result in any significant 
liability to MSC. 

MSC has entered into a lease agreement for the rentai of office 
space for branch offices. Under the lease agreement, MSC is 
required to ·make annua1lease payments of $45,000 through October 
31, 19XX. Such lease payments are adjustable every two years due 
to ~~e property tax escalation clause included in the lease. In 
addJtlon, MSC has leased certain office equipment which requires 
annual payments of $65,000 through 19XX. 

(5) INCOME TAXr;S 

t f 

MSC is exempt from Federal income 'taxes under Section 50 t(c)(3) of 
the Internal R~venue Service Code and from District of Columbia 
income taxes. ~n addition, MSC has been determined by the Internal 
Revenue Serviqe not to be a "private foundation" within the meaning 
of Sectson 509(a) of the Code. 
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J97Y FINANt:JAL INFOR\1ATION 

The amounts shown for J 97Y in the accompanying Statement of 
Support anr. Expense and r:hanges in Fund Ralances are included to 
provide a basis for comparison wit" 197X and present summarized 
totals only. AccorclingJy, the 'Q7Y amounts are not intended to 
present all information necessary for a fair presentation in 
accordance with generally accepteri accounting principles. 

***************~" ;.**** 

Note: TheSE" footnotes ann thosE' rE'fJf.'cted in Appendices r and II are 
purely illustrative in nature and should be read in that context. No 
LSr: policips are establis1ecf herein. The appropriate diSclosure 
required by genNa!lv acceptE'o accounting principle:; must be marie 
for each program incfivirluaJly. 
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." . . !Sl) = LEGAL SERVICES CORPORATION 
7JJ Fifteenth Street, N.W., Washington, D.C. 20005 

W,lte,'s Dlrecl Tclerhnne 
(202) 272-4040 

The Honorable M. Caldwell Butler 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Butler: 

March 9, 1981 

Dan J, lI,adl., 
"nt/dtnt 

This is in further response to your inquiry at our over­
sight hearing regarding salary capabilities of legal services 
attorneys. I can assure you that legal services attorneys 
are highly trained and dedicated individuals, eminently 
capable of securinq more prestigious positio~s and earning , 
greater salaries in other legal sectors. Wh11e the Corporat1on 
does not maintain systematic data on the academic records of 
attorneys working in our local programs, or their career paths 
and salaries after le~ving the program, we can provide you with 
some information which indicatec the high quality professionals 
who are working in our local legal services programs. 

Experience regarding vacant attorney positions varies 
around the country. For the most part, when a position for 
a staff attorney is advertised, a program will receive between 
fifty and two hundred applicants. A few programs in very large 

<. citi£lS and highly desirable locati~~ns may receive a far 
.'greater number of applications. Some programs :.ec;:eive so many 
applications for positions, evan without adv7rt1s1ng, that ~he 
program must revie~., resumes continuaJ.ly and 1nform the. app11-
cants that a position is not available. The program d1rectors, 
of co~rse select the best candidates for each available 
position.' At the very least, the denial of positions to we~l 
over 90% of all applicants indicates that attorneys of qua11ty 
are being hired. 

Although the Legal Services Corporation (LSC) does not 
maintain any records on the individual qualifications of staff 
attorneys in local programs, we do know that there are many 
graduates of the best law schools in the country, includ~ng 
law review editors, honors graduates and former federal JUdicial 
clerks, working for local programs. For example, the Legal Aid 
Societ" of Roanoke Valley recently hired five attorneys. One 
graduated sixth in his class at Washington and Lee and was Order 
of the Coif. Another was Phi Beta Kappa undergrad~ate at the 
Tlniversity of Virginia, obtained a masters degree 1n psychology 
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March 9, 1981 

there and then graduated high in her class at the University 
of VJ,rginia Law School. A third also graduated from Virginia 
and was in private practice before jOining the program. The 
fourth attorney graduated from Antioch, where she clerked for 
a D.C. Superior Court judge. The ~ifth new attorney achieved a 
3.2 average on a 4.0 system at William and Mary Law School. The 
director of the program, Henry Woodward, was an Editor of the 
Yale Law Journal and is an adjunct professor at William and 
Mary Law School. 

The director of the Legal Services Organization of Indiana, 
Norm Metzger, reported on two recent hires. A new staff attorney 
had been Phi B~ta Kappa at the University of Denver and graduated 
in the top 15\ of her class at George Washington University Law 
Center, where she was the school's representative in the regional 
moot court competition. Another new attorney graduated from 
the University of Indiana, and a third attorney graduated from 
Notre Dame Law School, where he was the student executive di­
rector of the Notre Dame Legal Aid and Defender Organization and 
supervised eight clinical divisions. . 

The project director of the Westchester Legal Services 
program in White Plains, New York, indicated that his ~rogram's 
eighteen staff attorneys graduated from the following under­
graduate institutions: Brown, Vassar, City College, Berkeley, 
Harvard, Rutgers, Cornell, Skidmore, Wisconsin, Brooklyn 
College, SUNY-Oswego, Maryland, Smith, Virginia and Minnesota. 
Their law school degrees were from Syracuse, Cornell, St. Johns, 
NYU (4), Puget Sound, Rutgers, Hofstra (2), Buffalo, New York 
Law (2), Brooklyn, Memphis State, Virginia and Minnesota. 
Scatt)red among these degrees are law review, honors, and Phi 
Beta Kappa credentials. 

Another view of the income potential of legal services 
staff attorneys can be obtained from data about the jobs that 
these attorneys secure when they leave legal services. For 
example, the director of litigation in the Indiana program who 
was a former Supreme Court Clerk, left the program to join a 
major Indianapolis firm as a partner. Another staff attorney, 
who had been on the law review at Indiana and phi Beta Kappa as 
an undergraduate at the University of Chicago, recently left the 
program to join a middle sized Indianapolis firm at an increase 
of over $10,000. 

-
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Similarly, in the Westchester program, two of the most 
recent departures have been to a relatively small midtown Manhat­
tan firm and to the New York State Attorney General's office. 
Both attorneys obtained significant salary increases. 

Many legal services attorneys move into positions of great 
importance in our society. For example, the last two directors 
of the Los Angeles program are now both judges of the Superior 
Court of the State of California. 

I hope this information will be helpful to you and the 
other members of the SUbcownittee. If I may be of any further 
assistance to you, please do not hesitate to contact me. 

Sincerely, 

Dan J. Bradley 

cc: The Honorable Robert W. Kastenmeier 
The Honorable Thomas F. Railsback 
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ApPENDIX 2(E) 

= LEGAL SERVICES CORPORATION 
733 FIJ/ttnth Strut, N.W., Washing/on, D.C. 20005 

Wilt.,'. DIrt" rtlephon. 
(202) 272-4040 

March 9, 1981 

The Honorable Robert W. Ka3tenmeier 
Chairman, Subcommittee on Cour.ts, civil 

Liberties & the Administration of Justice 
Committee on the Judiciary 
U.S. House of Representatives 
2137 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

Din J. 1I •• dlty 
I'N,IJtnl 

I am writing in further response to the questions you raised 
at the oversight hearing on the Legal Services Corporation (Cor­
poration) held last week by your subcommittee. You asked several 
questions Which required additional information to be provided 
as part of a complete response. 

One of the questions you posed concerned What "normal" or 
"reasonable" access might be as opposed to the Corporation's 
current policy of "minimum" access. 

The Corporation has not attempted to define a target for a 
national operating leva], beyond the "minimum access" level. The 
minimum access level, defined in 1976 as the equivalent of two 
attorneys for every 10,000 poor persons, was originally translated 
to mean that a program should be provided $7.00 for every poor 
person living within the program's area of responsibi'ity. In 
1979, after three years without an inflation adjustment being made 
in this figure, the per poor person funding target Was recalculated 
to include the annual cost of living adjustment to programs in that 
year. In fiscal year 1981, as a result, the minimum access funding 
level is $8.23 per poor person. Because there were no adjustments 
between 1976 and 1979, and because the cost of living adjustment 
lagged behind inflation in 1979, 1980 and 1981, the actual current 
cost of providing the eqUivalent of two lawyers for every 10,000 
poor persons is sig.nificantly higher than $8.23. 

Taking the current level as minimum access, however, it is 
clear that the emphasis must be on the "minimum." Phillip Stern, 
in Lawyers on Trial, suggests that there are fourteen attorneys 
for evury 10,000 persons in the general population. Some of the 

- . , 



I 

, t 

356 

= LEGAL SERVICES CORPORATION 

~he Honorable Robert W. Kastenmeier 
Page Two 
March 9, 1981 

, 

legal needs analyses done for the Corporation in local program 
areas have led us to estimate that there is an average of one 
significant legal problem per poor person per year. While many 
of the persons facing these problems might never seek help from 
legal services programs, the fact remains that we are only able 
to meet a small percentage of the total legal assistance needs 
of the nation's 30,000,000 low-income persons. 

If Congress were to consider a reasonable plateau to pursue 
in an expanded attempt to bring equal justice under law to poor 
people, a next step might be four, five or six lawyers per ten 
thousand persons. Such an objective would clearly still fall 
short of meetinq total needs. It would, however, be a critical 
step forward and would bring the United $tates far nearer fulfill­
ment of our goal of equal justice for all.' 

~ •• d costs of attaining such a plateau are substantial, 
exceeding the capacity of public funds. Greater pro bono assis­
tance by private lawyers is essential, and the corporation is 
making every effort to increase this non-federal private commit­
ment to equal justice. 

You also asked the Corporation to make an estimate of the 
cost of legal services if provided solely in the private sector. 

Unfortunately, I am not able to provide a very defin!t;,"te 
statement of the cost that would be involved in providing our 
setvicas if there were no legal services programs and private 
attorneys handled the cases for a fee. Many complex assumptiona 

regarding fund distribution, cost and quality controls, prioritJ.es, 
local governance and the like would have to be factored in, as 
they are in our current programs. 

I can, however, provide at least one comparative yardstick. 
In the Delivery Systems Study conducted by the Corporation during 
the past four years, several of the private bar models tested 
made use of "usual and customary" fee schedules for payment. By 
definition, these fee schedules represent the cost of performing 
legal services for the poor at standard private attorney rates. 
When the cost per hour of these services is compared to the cost 
per hour of services provided in standard legal services programs, 
the private attorney cost is roo~e than twice that of the etandard 
staff attorney program. 
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~he Delivery Systems Study did t h • 
working in conjunction with stnff t~ugges t at pr~vate attorneys, 
supplemental services to a orney programs, could provide 
to the staff attorney pro~~~sper;~~s a; feeshroughly comparable 
fees or involve substantial P~ bonose ~e~b °iwever, are reduced 
private attorneys involved ~~;on.r. ut ons from the 
however, limited. It is ciear ~ a~a~.a~~l~tYiOf such services is, 
able to match th i t' a suc serv ces would not be 
volume of servic: ~~ s 1ng staff attorney programs either for 
staff attorney elemen~o;p-~~i~se~;!~f~v~n~ss. ~he presence of the 
volume, high quality leg~l services ~a 0 cost effective, high _or poor people. 

It is not possible to simply j t th 
parison into the total funding of i ro ~c 7 cost per hour com-
factors would have to be consideredef~ s~rv1cesi Many.additional 
But it does appear almost certain th t ~a e,a va id est1mate. 
private sector to id th a Urn1ng solely to the 
time by legal servl~~: ;0 e level of services pr.ovided at this 
fees for all such servi~esgr:~~idan~ lPaYing usual and customary 
program. ,a east double the cost of the 

Finally, you asked for informatio bo 
tion on local programs and the numb nfa fUit the effect of infla-
closed due to cost factors. er 0 0 f ces that have been 

~:~~;:~:c~~:~:::~~:~~~~Sa~~t~i~;:!~n~a~~ro~h;h~l~~;~.of 
existing office; in b:s~f!~~:: :f~h ~xpansion funds may close 
both open and clo ffi ea y served. Programs may 
inflation For se 0

1 
ces for reasons not directly related to 

to reach ~utlYin;x~~~ui~tio~~oi~~m::aU~~e~h~ir~u~; r~ding offices 
eXisting offices On the oth h d s a S1ze in its 
solidate several' small office:r so a~h 'tanothe:t'iProgram might con-
effect. a econom es of scale can take 

We have made a compariso f ffi . revealed b th n 0 0 ces opened and closed as 
FY 1981. ~hiseapr~gr~m applications for refunding for FY 1980 and 
had to close at ~:ai: ~n~e~~~I~et~~~i22 ~~ograms (about 7\) have 
28 office closings. ng e year, for a total of 
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I hope this information is helpful ~o you and the ot~er mem­
bers of the Subcommittee. If I may be of any further ass1stance, 
please do not hesitate to contact me. 

Sincerely, 

Dan J. Bradley 

cc: The Honorable Thomas F. Railsback 
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= LEGAL SERVICES CORPORATION 
7J3 Fifteenth Stred, N.W" Washington. D.C. 20005 

Wrller" Ilk ... ·r.l~hnn. 
(202) 272-4u40 

The Honorable Harold S. Sawyer 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Sawyer: 

March 9, 1981 

Dan J. D'/adl.y 
I'rtdd,'nl 

I am writing in further response to the questions you 
raised at the oversight hearing on the Legal Services Corporation 
("Corporation") held last week by the aouse Judiciary Sub­
committee on Courts, Civil Liber.ties and the Administration of 
Justice. You asked whether the legal needs of moderate-income 
persons -- persons with gross incomes in the $10,000 to $20,000 
range -- are being met in about the same proportion as the needs 
of low-income persons. 

Unfortunately, the Corporation has very little data or 
information about the use of lawyers by persons of moderate 
incomes. Since the Corporation's statutory charge is to provide 
legal services to persons with low in~~mes, it does not collect 
data about eithe~ the legal needs of moderate-income persons or 
their ability to secure letJal assistance. 

I can, however, share with you some useful information we 
have about how the legal needs of poor people and their use of 
lawyers differ from those of persons with greater incomes. 

The Corporation's Deliver.y Systems Study found that private 
attorneys who take some legal services cases for the poor 
generally handle the types of cases with which they have some 
experience. Because the poor have legal problems which are 
unique to their financial status -- problems in the areas of 
AFDC and other public assistance, food stamps, Supplemental 
Security Income, subsidized housing, l1edicare and Medicaid -­
persons of moderate or greater incomes do not experience these 
same problems and, therefore, these problems are not reflected 
in the case~ handled by moat private attorneys. 
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Page Two 

Similarly, the class of general problems are often 
different in nature when the client is p~or -- problem~ in the 
areas of unemployment compensation, ~nfa7r sales pr~ct1c7s, 
landlord-tenant rights and responsib1lit1es, educat10n, Job 
discrimination, wage claims and spousal abuse. Often a legal 
services program is the only source of legal counsel for poor 
people with problems in these areas. This is not true, however, 
iQr persons of moderate and higher incomes: proportionately 
there are a far greater number of lawyers with relevant exper­
tise to handle their legal problems. 

The An~erican Bar Association Specia~ Commit~ee to Survey 
Legal Needs found that both the lack of 1niormat10n about,when 
a lawyer might be helpful and apprehension abo~t approach1ng a 
lawyer are si,~nificant access barriers to seek1ng legal assis­
tance. 

The available data from the American Bar Founda~ion's,report 
on The Legal Needs of the public suggests that the d1scret10nary 
income of persona who use lawyers is significantly higher than 
the discretionary income of persons who do not use lawyers: 
(Discretionary in¢ome for these purposes is defined as fam11y 
income above 125 percent of the Office of Management and Budget 
COMB) poverty line.) The mean income of lawyers users wa~ 
$9 855 while the lnean for non-users was $8,073. The me!han 
fi~ure'for lawyers users was $8,092, ho~ever, ~hile the median 
for non-users was only $5,894. This pa1r of d1fferences 
between the means and the medians for users and non-users , 
indicates an even greater effect from the presence of discre~10n­
ary income. Familie~ at lower income levels appear, from ~h1s 
data, to be much less, likely to resort to an a.ttorne~. Thl.s 
result occurs despite ,the presence of free leg~l serl.vc

7
s. In 

addition the data sho,.". that multiple use (\;~ i':\ttorneys 1S also 
signific~ntly higher fimong higher income I\A~i1ies. 

Despite the ab~ence of more refined data, it can be concluded 
that the lower the level of discretionary income, the lower 
the utilization (~f attorneys. As discretionary income decreases, 
the use of lawyel:~ declines. When there is no discretion~ry 
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= LEGAL SERVICES CORPORATION 
1JJ Fi/lttnlh Slrttl, N. W., Washington, D.C. 20005 

W,lIe,', Dlr ••• T.I.~hon. 
(202) 272-4040 

The Honorable Harold S. Sawyer 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Congressman Sawyer: 

March 9, 1981 

Dan J. Dradl., 
",.,Idonl 

I am writing in further response to the questions you raised 
at the oversight hearing on the ~egal Services Corporation held . 
last week by the House Judiciary' Subcommittee on Courts, Civil 
Liberties and the Administratio)'t of Justice. You requested some 
indication of the number of low-income persons eligible for legal 
services but nevertheless turned away for lack of resources. 

The Corporation does not currently require its grantees to 
keep statistics or information about the number of persons eligible 
for free legal assistance who are, unfortunately, turned away 
because t·be grantee does not have SUfficient resources to serve 
its entire eligible population. Therefore, the Corporation is 
unable to provide specific national data in answer to your question. 

However, a number of our local programs do collect this infor­
mation in various forms for their own use. The following examples 
provide some inSight as to the demand for services that currently . goes UDmet: 

~. New Haven Assistance ASSOCiation New Haven Con-
necticut. T e New Haven Lega Ass1stance Asscciat10n program 
keeps records of persons financially eligible for assistance who 
are rejected for legal services. In 1980, the program served 2,000 
eligible low-income persons, but approximately 8,000 other eligible 
low-income persons were rejected or referred elsewhere. In other 
worda, New Haven Legal Assistance is able to serve only one in 
every five persons requesting assistance. 

2. Le al Aid Central Texas Due 
to the great eman or ega representat10n, t e Lega Al.d Society 
of Central Texas had to severely limit the types of legal problems 
for Which it will provide assistance. In the Domestic Relations 
Unit, there is a three-month waiting list for appointments, and 
appointments are made only in very limited Circumstances, even 
then the pr.ogram accepts no domestic relations cases unless 
children are involved, and handles no paterntity cases. 
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3. Community Legal Aid Society, Inc., Wilmington, Delaware. 
The Community Legal Aid Society was forced to close intake for 
its Family Law Unit for four months in ~j80 due to the high num­
ber of backlogged cases. Throughout this four month period, 
only emergencies were accepted by the Family Law Unit. 

4. Camden Regional Le al Services Camden New Jerse • 
For varying periods of time during 9 0, Camden Regional Legal 
Services had to close intake for several program units __ including 
housing and domestic relations -- due to excessive case backlogs 
and a high demand for services that could not be met. 

5. Bexar Count Antonio, Texas. 
The Bexar County Lega A~ Assoc~at~on as esta ~s e ~ts ~nan­
cial eligibility standard at 80 percent of the maximum allowable 
under the Corporation's regulations. (Under the LSC regulations, 
the maximum is 125 percent of the Office of Management and Budget's 
(OMB) established poverty level.) 

Despite this lower eligibility limit, there is a waiting list 
of one to three weeks for a client to be interviewed. The pro­
gram's domestic relations unit is making appointments 60 days in 
advance. In 1980, the program had to reject 48 percent of all 
applicants; 90 percent of the rejected appli~ants were eligible 
for s(~rvices at the program's own lower elig ibili ty limit. 

I hope these examples will provide you and the Subcommittee 
with SUfficient information regarding the unmet demand by persons 
eligible for free legal assistance. If I can be of any fUrther 
assistance, please do not hesitate to contact me. 

Sincerely, 

~' 

Dan J. Bradley 

cc: Chairman Robert W. Kastenmeier 
The Honorable Thomas F. Railsback 
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~~~~~7f·WhfCht~S the case for all legal services clients (by 
~ ~ ~on, e only services which a poor person has access to are those of legal services programs. 

th I hope this information will be helpful to you and the 
o 7

r 
members of thE: Subconunittee. If I may be of an fur"" her ass~stance, please do not hesitate to contact me. y ~ 

Sincerely, 

~ 
Dan J. Bradley 

cc: The Honorable Robert '1'1. Kastenmeier 
The Honorable Thomas F. Railsback 
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