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PROCEEDINGS

(11:09 a.m.)

MR. McKAY: 1 call the meeting to order.
Thank you all for coming.

This is the Finance Committee meeting, special
Finance Committee meeting, to address the budget
request for fiscal year 2010.

While we were waiting to begin, Mr. Fuentes,
who is on the phone, wanted to confirm who the members
of the finance committee are, and 1 will do that now.

I serve as chair.

Lillian BeVier, Tom Fuentes, Sarah Singleton,
and Chairman Strickland are on the committee.

We are honored to have with us Bernice
Phillips, Herb Garten, David Hall, and on the
phone -- is Jonann Chiles with us yet? We expect her
shortly.

So, we have a large turnout for the committee,
and thanks, everyone, for coming.

The first item on the agenda is approval of
the agenda.

Do I hear a motion?
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MOTTIT1TON

MS. SINGLETON: So moved. This is Singleton.

MR. McKAY: And a second from Mr. Fuentes?

MR. FUENTES: Yes.

MR. McKAY: Thank you.

All those in favor, say aye.

(Chorus of ayes.)

MR. McKAY: Opposed?

(No response.)

MR. McKAY: Approval of the agenda passes.

The second item on the agenda is a
presentation concerning the Fiscal Year 2009 budget
calculation error. We"re hearing from Mr. Richardson
and Mr. Jeffress.

Good morning.

MR. RICHARDSON: Good morning, Mr. McKay.

For the record, my name is David Richardson,
treasurer of the corporation, speaking today in regards
to the budget miscalculation that was discovered in
September, about a month ago.

You"re aware that we"re certainly under some

tight financial restraints. We created a budget that
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was, you know, approximately $15 million, and at that
point, we went in and started making reductions,
because we realized that we were not going to have that
kind of money available.

One of the things that occurred was that we
eliminated all of the staff increases, and some
one-time payments in those -- staff payments.

There was an inadvertent error made that some
of the locality payments which we then pay
semi-annually was inadvertently eliminated. Talked to
the staff who created and helped put together the
budget for us, and 1 think Mr. Jeffress®™ memo is pretty
clear that it"s -- it appears that they do not have a
real clear understanding that, when we were changing
from a semi-annual locality payment, that we were going
to pay it semi-monthly with our regular payment, the
payment itself was eliminated.

When 1 was reviewing the budget, putting
together some final figures, looking at some
projections, | discovered the error, the oversight
there, and made management aware of that, and certainly

apologize for that. We have put some additional checks
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in place, making sure that staff clearly understands
the direction that they“re given when they"re creating
the budget. We do have some checks and balances
outside the budget with salaries, and those were not
used. [I"ve made sure that they are communicated and
that they understand that there is a cross-reference.

We"ve also put into effect a review of the
current budget and current spending, so that we can
make sure that we have good, consistent information as
we"re putting the budget together.

We"ve written those little program prompts
within our budget process, so we"ll have that
information available.

Additionally, 1 will make sure to make the
time available to review the budget and make sure that
everything is consistent, as part of the additional
oversight there, and we"ll review that with Mr.
Jeffress, our chief administrative officer, to make
sure that we have all of those checks and balances in
place and we"re comfortable with the budget going
forward.

MR. McKAY: Mr. Jeffress?
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MR. JEFFRESS: 1 would add, Mr. Chairman, that
what David said -- and David gave a good rendition of
what happened -- was a calculation error within OFAS,
where the locality pay portion of the salaries was not
carried forward into the fiscal year, and David and I
have talked about how to revise our procedures to
ensure this doesn"t happen again. As he said, we have
put an additional check on the calculations at this
point. Last year, the calculation was made by one
staff person without a second check. In the future,
David will make a second check of those calculations
himself.

Then 1 think | bear some responsibility, as
well, for not recognizing that the numbers presented
were -- were sufficient, and in the future, 1 will be
doing a check.

In the past, 1"ve only checked the
calculations for that year, the budget for that year,
to ensure that the budget is consistent.

In the future, I"m going to check that budget
projection with the previous year®"s budget, and I think

that will help identify should there be money left out.
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But these changes, both David"s procedural
change for double-checking the calculations, my review,
and the fact that my review will include a comparison
with the previous year, have been reduced to writing
and incorporated in our accounting manual, so that in
terms of our internal controls, our internal control
procedures will be put in place to prevent this
happening in the future.

MR. McKAY: Well, 1"m confident it"s not going
to happen in the future. That is, the locality pay
issue. | mean, David®s going to be all over it. 1I™m
assuming you"re going to be all over it. 1°m assuming
staff in David"s shop®s going to be all over it. But
what concerns me as | hear this is what -- where else
might this happen? What other error might occur? And
I guess my question is, within the accounting world,
what -- are we employing all the tools that are
available to catch not just locality pay oversights but
other kinds of inadvertent errors or iInadvertent
omissions, as it"s characterized, make sure that those
don"t happen again, or occur in another area?

Are we doing everything we can, instead of
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just saying we"re going to come back and double-check
the locality pay calculation?

MR. RICHARDSON: 1 personally think we are
doing everything possible to make sure that we have
covered all the bases.

Unfortunately, what we have this year is a
million dollars less money. So, when you start looking
at the issue of consistency, you"ve got to make
decisions within that million dollars as to where to
cut and where to put the money to most -- better serve
the corporation.

That is normally done by the directors. The
directors hand that information in to each vice
president. The vice presidents are to review iIt, and
then 1t comes to me, and then I put the full package

together that then goes to Charles and -- for his

review.

So, I think all the checks are in there, and
hopefully -- I mean, one of the things we"ve got -- as
I said, we started with $15 million -- is what the

different directors were asking for.

We had to manage within the scarce resources
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that we"ve got. So, there was some decisions to cut in
certain areas, but I think we have done a decent job in
identifying those and trying to make those cuts and yet
carry out the mission of the corporation.

MR. JEFFRESS: And 1 would say, Mr. Chairman,
that the salary calculation is different from the other
line items. The other line items receive pretty Tfair
scrutiny, particularly this current year, because we"re
having to make reductions.

We went over each line item, where we could
cut back. The salaries really were set aside, thinking
that it was a straightforward calculation, and the
salary calculation did not receive the scrutiny that
each of the others did, but each of the others did
because we, in fact, were looking for, you know, a
million dollars in savings, to the extent we could find
it. We came up with over $700,000 in savings as a
result of a pretty careful review, item by item, but
that review did not extend to salaries, and in the
future, it will.

MR. McKAY: 1°m wondering if it would make

sense -- and |1 don"t want to overreact to this.
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Obviously, this is a serious error which was discovered
and promptly reported, and 1 hear what you®"re -- what
you"re saying, but I"m wondering, since -- since we°“re
going to have out outside auditor come in anyway and do
an audit, if we could simply add this to her list and
just simply present to her these memos and ask her to
look at the safeguards that are built in and make sure
that she agrees with your assessment that everything is
there, to make sure that we can check and double-check
to catch an error like this a little earlier in the
process.

MR. RICHARDSON: When we meet this afternoon
with the audit committee, we can make that request.

MR. McKAY: Okay.

MR. JEFFRESS: It would be helpful to have
another set of eyes on it —-

MR. McKAY: It"s a suggestion that"s just a
thought that I have, and it occurred to me as | was
rereading things yesterday. 1°m wondering if the
committee has a thought about that. But I"ve
taken -- 1 have one more question, then I*11 open it up

for questions to other members of the committee.
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In President Barnett"s memo, she references
three vacancies, not filling two of the three vacancies
we currently have. That"s in the second paragraph of
her memo.

I"m wondering if you, Charles, could identify
what those positions are.

MR. JEFFRESS: Yes. At the time of the last
board meeting, first of August, we had one vacancy in
the Office of Program Performance.

Since that board meeting in August, there"s
been a resignation in the Office of Legal Affairs and a
second resignation in the Office of Program
Performance. So, there are currently two vacancies in
program counsel positions, in the Office of Program
Performance, and a vacancy in the Office of Legal
Affairs.

MR. McKAY: How many vacancies are there in
the compliance shop?

MR. JEFFRESS: In OFffice of Compliance and
Enforcement, 1 don"t believe there are any.

MR. McKAY: Okay. Thank you.

That"s all 1 have. Who else has questions?
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Frank?

MR. STRICKLAND: The question I want to ask is
about your controls. 1 presume the process is -- and
these are not accounting terms, but in building the
budget, in the compensation area, have you now added
something to that process that specifically -- where
you asked yourself, in building the budget, on
compensation, has locality pay been included in this
calculation?

MR. RICHARDSON: Yes, sir, we have, and we
will verify that not only with the calculation but
monitor the consistency from year to year, to make sure
that everything is included.

MR. STRICKLAND: So, if we were to -- are your
controls something that are written down, in other
words, to guide you in -- in the process?

MR. RICHARDSON: They are not at this moment.
We have started drafting some information, and we"ll
share it with staff and make sure that everybody
understands the checks and balances and the consistency
that we"re looking for in the budget, yes.

MR. STRICKLAND: All right.
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So, when you talk about controls, and checks
and balances, if they"re not written down, where are
they?

MR. RICHARDSON: They"re sort of the unwritten
procedures that we"ve been using and reviewing, and
possibly that®"s the reason that it was not followed iIn
this particular circumstance, because the employee did
not use a second line of check and balance that we had
in place, and when 1 went through that with them, they
clearly saw the error that was made, and of course, the
second problem, as Charles has said, I did not take the
time to review it. At this point, 1 will make sure to
do that in the future, make sure there®s consistency in
moving forward, even if there is an error, but these
procedures will be put in writing and given to
the -- each employee who"s handling it.

MR. STRICKLAND: Okay. Thank you.

MR. McKAY: Herb.

MR. GARTEN: Many of us, when we get our
income tax information, get a schedule,
computer-generated, showing comparisons between the

current year and the prior year. Do you have in place
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computer-generated statements indicating -- comparing
prior budgets and current -- your current budget?

MR. RICHARDSON: Yes, sir, we do.

MR. GARTEN: Well, would that have shown you
that something was missing?

MR. RICHARDSON: Yes, sir, it should have.

MR. GARTEN: So, a review of that statement
might have picked this up, and I presume that, in the
future, you will be looking at the comparative
statements.

MR. JEFFRESS: At the moment, they are not
produced on one sheet of paper. In the future, they
will be, though, make it a lot easier.

MR. GARTEN: Thank you.

MR. McKAY: Any other questions?

(No response.)

MR. McKAY: Thank you.

Well, I guess -- 1 just want to make
sure -- does everyone feel comfortable with my
suggestion that this issue be presented to Ms. Davis as
something she would double-check and look at, and make

sure that new procedures that are in place are adequate
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and she doesn"t have any other suggestions?

MS. SINGLETON: Yes.

MR. FUENTES: This is Tom Fuentes. |1
certainly agree with that recommendation.

MR. McKAY: All right. Thank you.

MS. BeVIER: 1 agree with that. |1 was going
to ask the same question you did, Mike, which is -- we
always seem to be Ffighting the last war, so let"s try
to avoid it this time.

MR. McKAY: AIl right. Very good.

Thanks so much.

Next item is a presentation on management-"s
recommendation for our Fiscal Year 2010 budget request

to Congress.

MS. SINGLETON: Before you leave, Chairman, do

we need to pass a modified budget resolution as a
result of this error?

MR. JEFFRESS: At the Finance Committee
meeting scheduled for the end of this month, there will
be a revised temporary operating budget presented to
you. At this point, you®ve authorized us to spend less

money than what we have. So, | think we"re safe in

17
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what you"ve authorized at this point, but you will have
a revised budget presented to you in the end of the
month.

MR. McKAY: Thank you.

Mr. Jeffress and Mr. Constance.

MR. JEFFRESS: Thank you, Mr. Chairman.

To help with this presentation, if you printed
out attachment 2 to what was sent to you on a
black-and-white printer, it may not be clear.

So, David is handing out a clearer version of
attachment 2. It is the same information, but
hopefully clearer.

Mr. Chairman, I"m here -- this is Charles
Jeffress. 1I"m here to present management®s
recommendations for the Fiscal Year 2010 budget
request.

Since consideration of the budget invariably
involves a discussion of Congressional strategy, John
Constance is here with me to assist in responding to
questions that you may have regarding the Congressional
submission, and also, at the conclusion of my

presentation, although it is not on the agenda, Jeff

18
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Schanz will come up to speak briefly about the Office
of Inspector General®"s portion of this request. It is
included in the table which you have, but he will give
a verbal presentation of that, as well.

As you"ve seen from the material that was sent
to you in advance, management recommends that the board
request a total of $495.5 million from Congress for
Fiscal Year 2010, and that amount is shown in detail in
attachment 1 to the material that was sent to you.

I would start by reminding ourselves of the
mission of the corporation, Legal Services Corporation,
to promote equal access to justice and to provide
high-quality civil legal assistance to low-income
persons. This is a mission affirmed by this board of
directors in the adoption of our strategic directions
in 2005.

Congress has declared, in the course of
establishing Legal Services Corporation as a part of
the LSC Act, that there is a need to provide equal
access to justice and a need for high-quality legal
assistance, and it"s our obligation as a corporation to

inform Congress, as a part of our budget request, as to
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the extent of that need.

The challenges before us as a country in the
provision of equal access to justice are greater now as
a result of there being more people in poverty. We
know that 51 million people, including 28.4 million
women and 17.6 million children, are eligible for
LSC-funded services, and this represents an increase of
over 1 million since 2006.

The new poverty snapshot provided by the
Census Bureau, which 1 just mentioned, does not reflect
this year™s economic downturn, suggesting that even
more people are going to be eligible for LSC-funded
services than are currently documented in the
statistics.

Prices for food and utilities have risen.
Unemployment is up. Foreclosures continue to unsettle
communities. Economic erosion affects the poor
disproportionately, resulting in loss of housing, loss
of jobs, reductions in access to health care and jobs.
Legal aid helps those clients who have nowhere else to
turn for help.

The economic downturn and the mortgage
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foreclosure crisis are not the only reasons we expect
to see an increased demand for legal services. Natural
disasters, such as Hurricanes lke and Gustav, have
devastated parts of Texas, Louisiana, and Arkansas, and
increased the number of people with jobs, income, and
health care, and put more people at risk of consumer
fraud.

Just as an example of how that"s affecting our
grantees and the need for legal aid, Lone Star Legal
Aid has closed more than 10,000 hurricane-related cases
since Hurricane Katrina struck 3 years ago. It"s
helped thousands more through community outreach
efforts, and this was all before Hurricane Ike hit on
September 12th. So, the combination of greatly
increased poverty numbers and significant natural
disasters has increased the demand upon our legal aid
programs for more assistance.

In addition, and as this committee heard last
year, domestic violence continues to be a prevalent
issue in low-income communities.

Women living in disadvantaged neighborhoods

are more than twice as likely to be victims of domestic
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violence compared with women in higher-income
neighborhoods. Couples who face extensive financial
strain had a rate of violence more than three times
that of couples with low levels of financial strain.

And of course, an overwhelming unmet demand
already existed for several legal services before the
economic downturn and before the recent natural
disasters. In 2005, LSC"s Justice Gap report
established that, for every client who needed service,
we had to turn one away. That study and that finding
from that study has been validated by nine additional
state studies since 2005, when the Justice Gap was
reported. Eight of those nine studies since 2005 found
that unmet civil legal need greater than the 80 percent
figure determined by the American Bar Association back
in 1994.

LSC"s Justice Gap report concluded that
Federal funding and non-Federal funding would have to
at least double from the 2005 level just to serve those
who actually sought help and were eligible to receive
it.

In 2006, recognizing the fTiscal realities
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confronting Congress, you, as a board, urged a funding
increase of 20 percent that year, with the goal of
doubling LSC"s basic field budget by fiscal year 2011.
Today, two years away from that 2011 deadline, LSC"s
appropriation falls woefully behind this goal.

IT Congress had approved the board"s increases
of 20 percent per year, the basic field appropriation
for FY 2009 would be nearly $500 million, three-fifths
of the way towards completing our goal of closing the
justice gap. Instead, of basic field appropriate today
is at $332 million.

For Fiscal Year 2010, based on the needs
documented above, management recommends requesting $468
million for basic field services. That represents the
halfway point between the 2005 appropriation and the
stated goal of doubling the appropriation by 2011. We
won"t get there by 2011, but our suggestion, our
recommendation to the board is that we strike -- for
2010, try to strike the halfway mark in reaching that.

In addition to the $468 million for basic
field, of course, there are other components of our

budget request. Management recommends $5 million for
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Technology Initiative Grants. The corporation seeks to
provide tools so that those who we cannot serve can
help themselves. TIG helps LSC-funded programs
implement new systems that also enhance their own
efficiency and improve access to information.

The $5 million which we recommend for TIG in
2010 will enable LSC to expand intake through on-line
systems, to expand assistance for unrepresented
litigants through development of additional automated
forms, and will explore innovative uses of
technologies, such as cell phones, as well as provide
support for the replication of other technologies, such
as live help, that have been demonstrated iIn states to
both improve and expand client services.

With respect to the Loan Repayment Assistance
Pilot Program, the third component of our budget
request, management recommends $1 million for FY 2010.
The purpose of our pilot was to determine if loan
repayment assistance to legal services attorneys would
improve the recruitment and retention of high-quality
attorneys by LSC grantees by helping relieve the

crushing burden of law school debt. The pilot program
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is now in its third year, and our evaluation for the
first two years demonstrate that the loan repayment
assistance substantially enhances attorneys® ability to
work in legal services, and it gives programs greater
flexibility and greater ability to recruit and retain
staff. Our pilot program has proven to be successful,
and participants in the program report that the
assistance significantly increases the likelihood that
they will stay with the program.

Our pilot and its success have played a role
in encouraging Congress to enact the 2008 Higher
Education Act, which includes loan repayment assistance
for civil legal aid attorneys. The law was enacted
this past summer. It authorizes appropriations to
begin In FY 2009, but the appropriations for that
program and the regulations to implement that program
are not in place at this time, raising concerns about
when it will actually begin. Therefore, management
recommends that LSC maintain the LSC LRAP in Fiscal
Year 2010 for the purpose of bridging the transition,
and that LSC phase this program out when the new

Federal Loan Repayment Assistance Program is
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operational.

The final management category in the
request -- and the IG will be here shortly to speak
about his -- is what has been called iIn the past
Management and Administration, and we recommend
changing the title of that to Management and Grants
Oversight. We recommend this change since grants
oversights represents more than 50 percent of our
request for this category. We believe the name change
will provide Congress and members of the legal services
community a better description of one of our main
functions and a better description of the use of this
particular category of our appropriation.

Management recommends an $18 million budget
request for FY 2010 for Management and Grant Oversight.
While this is an increase compared to previous years,
it continues to represent a very low percentage, only
3.6 percent, of the total LSC budget request for FY
2010. This level of recommended funding will expand
the corporation®s oversight of grantee compliance with
the regulations and Congressional restrictions, and

will help enhance the quality of grantee services.
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For example, based on the current resource
level in the Office of Compliance and Enforcement, the
expected cycle time that a recipient receives at least
one compliance review Is approximately six years, maybe
longer. Based on a projected increased funding level
for FY 2010, the cycle time would be cut in half, to
approximately three years.

For the Office of Program Performance, in
Fiscal Year 2008, the program conducted program quality
reviews and program engagement visits at a rate of one
visit to each program every four years. With the
expansion requested for Fiscal Year 2010, the frequency
of visits will be increased approximately one every
two-and-a-half years.

To meet our challenges, LSC requires a budget
that continues to close the justice gap and that
invests for the future, in more effective oversight of
programs and grants, in the people who deliver legal
services to eligible clients, iIn technology, and in
initiatives that leverage Federal dollars to promote
partnerships and innovations. Management believes and

management recommends that an appropriate of $495.5

27
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million would be appropriate for LSC for Fiscal Year
2010.

A part of that appropriation, 3.5 million,
recommendation is provided by the Inspector General, as
funding for the Office of Inspector General, and at
this point, 1°d like to invite Jeff Schanz up to
present to the committee his portion of this
recommendation.

MR. McKAY: Mr. Schanz, good morning.

MR. SCHANZ: Good morning. Thank you very
much. 1"m Jeff Schanz, the Inspector General of the
Legal Services Corporation. |1 welcome the opportunity
to present to you my first budget, which is for 2010.
Every other budget, 1°ve inherited. What 1"m seeking
for 2010 is a budget of $3.5 million for Office of
Inspector General activities.

Since 1"ve been on-board, we®"ve had numerous
Congressional, GAO, and board requests. Our workload
is increasing exponentially, trying to pursue the twin
goals of communication, cooperation, and coordination,
both internal and external to the IG

That deals with our relationships with the
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board, with management, and with the Hill. Internally
within the 1G -- and this will cost a little bit -- I™m
trying to push production.

I want to be much more visible in the field
and visiting grantees where there are risks identified
by a risk assessment that we have developed, and
professionalism, which includes increased training
cost, so that this IG in the Legal Services Corporation
is one of the best in the ECIE community, and 1 think I
have the skill sets, and I need the funding to be able
to pursue those goals.

We"ve been very busy iIn pushing a few new
ideas and agendas that 1"ve developed. One is
management information memos, where 1 am able to
communicate directly with management without waiting
for the full cycle of an audit or investigation, to
give them hot topic areas that can be addressed. 1"ve
been able to do that successfully with the Finance
Committee, and in four instances of information sharing
with the president of the LSC in a formal, more formal
setting, but less formal than an audit report or an

investigative report.
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I bring a lot of energy to the 1G, and 1 want
the IG to be much more robust in its field presence.

We have had -- we have developed fraud alerts
based on four frauds, potential frauds that have been
identified during the last six months, and we"ve been
communicating directly with the executive directors,
identifying areas, systemic areas where issues are ripe
for an embezzlement or some fraudulent activities
generally in travel cost, rental cars, and In certain
instances of falsifying records.

So, I intend to continue on those paths of
making the LSC a much more efficient and effective
operation, and to have a much more robust field
presence with the grantees. GAO demands that, Congress
has been demanding it, and the board is demanding it,
and 1 need to be responsive to those.

So, my request has not been modified at all,
which I certainly appreciate, but that"s my authority
by law.

So, the 3.5 is what the IG needs to continue
its operations and to build, ever so slightly, our

infrastructure in 2010.
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Thank you, and I*1l entertain any questions.

MR. McKAY: Thank you.

Any questions for our Inspector General?

Sarah?

MR. JEFFRESS: Mr. Chairman, John Constance
has comments, too.

MR. MckKAY: We will do that, but I think we
will have some questions for the 1G, and then we"ll go
to Mr. Constance.

MS. SINGLETON: We received the August
11-month period financials from the treasurer just
shortly before we left, I think, and the Office of
Inspector General shows that it has under-spent the
budget through 11 months by over $750,000. Given that
you have that kind of a positive variance from your
budget, why do you think you need an increase like
you"ve asked for?

MR. SCHANZ: Well, 1 inherited that carryover
with some vacancies. Those vacancies have not yet been
filled. What 1 have done since I"ve been on-board for
almost six months now is I"ve restructured the audit

staff to two teams. | believe very strongly in
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teamwork. So, we have two teams, headed up by a senior
auditor, that will reduce our span of control to one to
four, so that we can really identify who is doing what
in a timely manner.

There have been reports that have not been
issued in a timely manner prior to my arrival, and to
me, that"s untenable. |If we do the work, the grantees
and management and the board should be able to see our
information.

So, that we"re going to use in 2009, the
carryover surplus, in hiring those individuals in 2010.

Based on workload and based on fraud
indicators that we have developed, we see a need for an
additional investigator to round out the Assistant
Inspector General for Investigations, where they could
also have a two-person, two-team staff.

I don"t believe anybody should be doing
reviews as an individual. 1 think you need at least
two people to constitute a team, and with those funds
that are being rolled over into "09, 1 intend to
increase, once again, production and professionalism,

with very specified training in contracts, very
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specified training in grant auditing, and to take it
the next step further, which would be, if we could, get
some statisticians on staff, so we could project our
findings.

2010 is the -- 3.5 million is the amount that
was recommended by this board last year, and 1 believe
it"s a consistent amount for what I intend to do with
the 1G"s office.

MR. McKAY: Thank you.

Any other questions for our Inspector General?

Mr. Constance?

MS. BeVIER: Mr. Chairman, I have a question.

MR. McKAY: Please.

MS. BeVIER: |1 want to know, Jeff, whether
your budget request includes or takes account of
possible increases in the kinds of activities that the
IPAs are going to have to do in order to bring the
whole corporation completely into compliance with the
kinds of safeguards that we need to have in place.

MR. SCHANZ: Well, we certainly will need to
budget for that, and that will be part of the increase.

We just heard earlier today that the chairman of the
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Finance Committee wanted to see if our corporate
auditor, Nancy Davis, could do some additional work to
follow up on some of the things that Mr. Richardson had
talked about, and of course they can, but it costs, and
we" Il talk --

MR. McKAY: Does that come out of your budget?

MR. SCHANZ: VYes, it does.

MR. McKAY: Well, that"s all the better, then.

(Laughter.)

MR. SCHANZ: Well, then we will change this to
a $3.8 million request for 2010.

(Laughter.)

MR. SCHANZ: But yes -- yes, Jonann, anything
that we ask the IPAs or the corporate auditor to do
must be funded. They are capable of doing it through
the AICPA standards. They have the skill sets and
experience to do it, but they will cost and bill us
additional money.

MS. BeVIER: This is Lillian again. | take it
it will mean some additional oversight or review of the
IPA reports on the part of your office. Is that not

correct?
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MR. SCHANZ: 1"m sorry. Could you repeat
that, Lillian?

MS. BeVIER: Certainly. 1 take it that it"s
not only that the IPAs have to do more but also that
you"re going to have to do more by way of reviewing
what the IPAs do and making sure that they have -- the
higher level of compliance that we are interested iIn
achieving.

MR. SCHANZ: That"s correct. That"s also one
of my initiatives that 1 didn"t mention. We call them
audit suitability reviews, where we actually take a
look at the CPAs, the IPAs, working papers, and the
work that they produce, and make sure that there is
documented evidence for the work that they say that
they"ve completed of the grantees.

I intend to add a -- initially -- a temporary
or a student to start taking a harder look at that from
our perspective in the 1G"s shop, because we see 137
audit reports, and based on those audit reports, that"s
a major component of our risk assessment plan, because
those i1dentify what I call red flags, and yes, we will

pursue those, but everything, like I said, comes with a
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cost, and in order to get the field presence that 1
need with the IG, 1 need to have, well, 3.5 million,
and possibly more, as time goes by and I expand my
activities.

MS. SINGLETON: Perhaps 1 misunderstood your
prior answer, but it sounded as though you were
intending to pay IPAs out of your budget, and I don"t
believe that"s what happens. 1 think the local
programs pay for the IPAs.

MR. SCHANZ: Yes, they do. 1 stand corrected.
I confused that with the corporate auditor. Thank you.

MR. McKAY: Any other questions for Jeff?

(No response.)

MR. McKAY: Mr. Constance.

MR. CONSTANCE: Thank you.

MR. McKAY: I understand there have been some
intervening events up on the Hill that may affect our
budget request, so perhaps you could fill us in on your
assessment.

MR. CONSTANCE: Well, anticipating some of
those questions, | wanted to make some comments

regarding the process, but before | do, the one thing
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that 1 did want to say -- and this is a more minor
point but one that | wanted to mention in passing. As
far as the change of one budget category from
Management and Administration to Management and Grants
Oversight, it is something that we have discussed with
the Appropriations Committee, majority and minority
staff, House and Senate, and their only comment was
what took you so long, quite frankly.

I mean, there is a real understanding up there
that that -- that the term "administration” provides
somewhat of a knee-jerk reaction, 1 think, and it takes
a long time to explain -- for them to explain, up the
line, that it really is not overhead, 1t"s In fact
oversight, and it"s something that"s an important
element of the program.

So, | have gotten feedback of a lot of support
for that change.

As to the overall process going forward,
uncertain would be the best way that I could certainly
describe 1t. As you"re well aware, we have a
continuing resolution in place that"s effective through

March the 6th of next year, that holds us at 2008
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funding levels until the 2009 process is completed, and
I would say this. 1 mean, no one, obviously, has all
the cards right now. There is speculation all the way
from a Ffull year continuing resolution at current
levels to a completion of the 2008 process, and
depending upon which experts you talk to, there is a
full range of opinion about that.

Obviously, it all has -- much of it has to do
with the election, much of it has to do with what
we"re —-- the country is going through right now in
terms of the financial crisis, and so, uncertain would
be the best way to describe it.

All we know is that we"re at current levels
until 2008, until March 6th of next year.

The other thing that 1 would say, though, in
the context of coming forward with a proposal for 2010,
and one that maintains the principle approach that this
board has taken up to this point about actually looking
at the need and focusing on the need and making
requests that are associated with that need, that we"ve
had, certainly, other very, very uncertain times in

recent years.
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We don"t have to go back any further than
September 11, 2001, when it was clear the country was
going to war and that there was going to be a major
shift in domestic spending priorities, that 1 recall
going through a similar process in my former life, and
we and everyone that | was associated with at that
time, as well as all the other departments and agencies
around town, realized that their job didn"t change.

Their job was to look at the needs of their
client, the needs of their mission, and focus on that,
and come forward with a recommendation that responsibly
addressed that, and that"s what we did then, and that"s
what 1 certainly hope we do now.

I would only say that we feel very, very
confident in the rationale behind the proposal that"s
before you today. My staff and 1 are ready and anxious
to go forward and to advocate for this, and we stand
ready to answer any questions that you might have as we
do so.

MR. McKAY: Questions?

MS. SINGLETON: I have questions, but 1 would

prefer to ask them after we hear from the public.
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MR. McKAY: Okay. 1"m nervous about the $18
million number, and I guess I will start by
asking -- and I know we asked for 17 million last year.
What"s the difference between that request of last year
and the request this year?

MR. JEFFRESS: The difference is even more
increases for the Office of Compliance and Enforcement,
and the Office of Program Performance.

Followed the continued review of our oversight
operations, continued questions | think the Ad Hoc
Committee is pursuing, and expectations that we"re
hearing from Capitol Hill, it would appear the
corporation needs to invest more heavily in that area.
So, the only increase -- the only difference from last
year is the additional iIncreases for OCE and OPP.

MR. McKAY: And in your memo, on page 5, you
address that by talking about beefing up the compliance
shop and program performance shop such that compliance
visits would be -- if we got the -- received the full
amount -- would be cut from six years to three years.

That would be visits out to grantees, would be

cut in half, and the program performance visits would
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be cut from four years -- once every four years to once
every two-and-a-half years.

I"m wondering why we wouldn®"t work -- a little
closer for parity here, that it would be the same
amount of time for each one, compliance and program
performance, not necessarily that one is more important
than the other, but 1"m just a little concerned about
the optics.

You know, all things being equal, of course,
program performance is more important, but if we don"t
maintain the confidence of Congress that we are doing
our very best to enforce the restrictions and
everything else that needs to be enforced, that the
program performance side might not receive the funding
that we need, and so, I"m just wondering -- 1"m just a
little concerned about the optics, as well as, really,
just the reality.

MR. JEFFRESS: The answer, 1 think, Mr.
Chairman, is in the nature of the visits. These things
mean special things to folks within the offices. So,
let me clarify some of that for you.

With respect to OCE, when we say a compliance
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review, we are talking -- a full team, on site,
typically for a week, visiting each of the offices, and
again, one grantee might have multiple offices around
the state.

So, we"re talking about an extended visit to
check on compliance, and those are the visits that we
call here our compliance review, and trying to reduce
the cycle to once every three years.

The Office of Program Performance mentions two
kinds of visits. We mention a program engagement visit
and we mention a program quality review. A program
engagement visit might be as simple as one person going
out for a day or two. It"s engaging the program on a
specific issue, but it is not a team of people
evaluating the program from top to bottom, whereas a
program quality review is a team of people going out
and engaging a program.

IT you wanted to have comparables, 1 would
suggest that we compare the program quality visits done
by OPP with the compliance reviews conducted by OCE.
The program quality visits, even at this rate, are not

going to be as frequent as one every three years, and
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1*d have to go back to the staff and get you more
information as to what it"s likely to be, but we
included program engagement visits here, because it is
some contact with the program, and we are speaking to
them about an issue, or more than one issue. But to
suggest that there are more frequent in-depth reviews
by OPP than there are by OCE would be inappropriate,
because we really are talking apples and oranges in
terms of the types of visits.

MR. McKAY: Okay. Any other questions before
we get comments from the outside?

David?

MR. HALL: Just one small one, and it refers
to the loan deferral and forgiveness. Your philosophy
seems to be different than some of the public
comment -- 1 can"t recall whether it was the ABA or the
NLADA -- which seems to suggest that there may be a
need for LSC having a program even after we clarify
what the Federal program is, because the Federal
program may not cover some of the needs we have.

Is your thinking that the Federal program

will, or is it that you -- because it doesn"t appear
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that you"re taking a wait-and-see approach. It"s more
that, once the Federal program is in place, we"ll phase
ours out.

So, to me, that seems to suggest that you"re
confident that the Federal program will address all of
the needs that you would have or our program would
have.

MR. JEFFRESS: 1 think there are two parts to
the response. First, the Federal program, once
established, will be much more generous than ours. We
limit -- three years is the limit. At the moment, we
are reimbursing up to $5,600 of law school debt. So,
under our program, In three years, 16,800 is the most
you can get.

The Federal program has a $6,000 per year
limit and up to $40,000. So, if an attorney out there
who i1s seeking to work for a legal services program has
the option, they certainly would choose a Federal
program over the limits of our program.

Secondly, our program was designed as a pilot.
It was designed to prove a point, and to demonstrate

that it would make a difference, and we believe,
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through the first two years of evaluations, it has
demonstrated that, it has proven that. It does make a
difference, and it was cited by the members of the
Congress in voting to endorse the Higher Education Act
program.

So, we believe we have proven our point, and
would be happy to hand it off to someone who is more
experienced and has a system for running these programs
on a regular basis, particularly since it"s a more
generous program.

This issue did come up in the last meeting of
the board, when you were talking about the
reprogramming and whether we really wanted to continue
it on an permanent basis.

Management considered that view, because our
initially our view -- our thinking was, you know, we
set a three-year pilot, it"s been three years, maybe
it"s -- and we"ve proven our point, Congress has acted,
maybe it"s time to let this die, but because another
program isn"t set up yet, we are recommending one more
year.

As to the view that, even with the Federal
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program in place, there might still be a need for an
additional program, | guess we can assess that

during -- during the upcoming year, but 1°d say our
assessment at this point is we"ve proven our point, the
Feds are more generous, not clear that it"s
advantageous to us to continue beyond next year.

MR. McKAY: Bernice, then Herb.

MS. PHILLIPS-JACKSON: 1 just -- I"m trying to
understand why you"re asking for 18 million instead of
working with the 17 again. |Is it because we"re
visiting programs more or we have more staff that we
have to accommodate or what? [1"m not sure why.

MR. JEFFRESS: 1It"s not because of anything we
are currently doing. We are currently spending, as you
know, everything we have, and perhaps a little beyond.
This is a recommendation that, in fact, the corporation
add staff, so that we can do more visits.

I think the expectation on us is that we do
more grants oversight. We are doing everything we can
with the existing money.

We recommend increasing the funds, so we can

hire more staff to do more of what we"re currently
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doing.

MS. PHILLIPS-JACKSON: So, it"s a combination
of more staff and more visits.

MR. JEFFRESS: More staff and more visits,
that"s right, and it"s not -- It"s not just to support
existing operations; it is, in fact, to expand
operations substantially.

MR. McKAY: Herb.

MR. GARTEN: This particular question is
directed both to you, Charles, and to Jeff. First, to
you.

IT you read the description of what you"re
attempting to accomplish, both areas, you point out, in
the case of -- for the Management and Grants Oversight,
more effective oversight of programs and grants. Then
the 01G, in his report, request, talks about Improving
LSC grant oversight.

To what extent is there overlapping or
duplication of efforts, and if funds are tight, how can
we adjust what each of you are trying to accomplish?

MR. JEFFRESS: Well, clearly, funds are tight.

We know that.
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The way the statute is set out and the way the
Inspector General Act is set out, the Inspector General
is not supposed to assume responsibility for program
operations.

As mentioned in the GAO report repeatedly,
grants oversight is a management function. We cannot
delegate to the IG We cannot assume that the 1G"s work
is going some way substitute for work that management
should do for overseeing grants.

Therefore, it"s our obligation as management
to do the grants oversight, to do these program visits.

I will add, in addition to it being our
responsibility, our staff does a -- when they go
on-site, they send a team, they spend a week, they do a
very thorough review of the grantee®s compliance with
the regulations and with the restrictions.

The IG"s work is more in the nature of a spot
check, following up complaints, looking at the IPA"s
work and determining if there are problems as
identified by the IPA, but they don"t have routine
visits to grantees for the purpose of monitoring for

compliance and enforcement, unless things change. That
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has not been a part of their work in the past.

MR. SCHANZ: And as much as I want to be
pro-active in this area, the reality is that an
Inspector General shop is primarily reactive once
issues have surfaced, either through OCE reviews -- but
it"s very important to distinguish, is we have
oversight over the corporation itself.

That"s the internal functions of an Inspector
General"s office, is to make sure that the corporation
is being run as efficiently and effectively as
practicable.

In addition, we do have responsibility for any
issues that surface in the field that may be indicative
of fraud, waste, or abuse.

So, I will present to the board in October, in
Salt Lake City -- 11l present our potential work plan
for the Inspector General®s office, but that doesn"t
involve what we may get from GAO to take a look at the
corporation itself or to take a look at specific
programs that the corporation funds, examples being
possibly LRAP.

Congress is not happy with the fact that
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monies were syphoned off from that, and we"ve
never -- 1 can never anticipate what Congress will ask
me to do, but 1 need to be responsive to that.

So, there®"s not really an overlap.

I look at what OCE and OPE does, and | can be
corrected if I"m wrong here, because they don"t report
to me, is they"re an in-house review process. The IG
is taking a look at the larger process, not grantee by
grantee but, potentially, issue by issue, that may be
endemic within certain grantees.

So, | have a macro view of what"s going on in
the field, and I can build on -- and in fact, the GAO
Yellow Book requires us to build on the work of others.
It"s called reliance on the work of others.

So, that"s part of Helaine and my
communication, is | can build on the work that OPP and
OCE are doing, and see if there are any systemic
weaknesses from the corporate point of view that could
make these grantees more efficient.

MR. GARTEN: So, is it the position of both of
you that there®s no duplication of efforts or

overlapping of responsibilities which you are proposing
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in your budget request?

MR. JEFFRESS: 1 would say in the budget
request, there is not. It is important to note that
Congress, in the Appropriations Act, has given the
Office of Inspector General certain responsibility for
some grants oversight, and to that extent, there is
some duplication in law, it being required of the
corporation and it being assigned by that Appropriation
Act to the Inspector General, but that is duplication
in the law. It is required of each of us.

I think, to the extent we can coordinate our
work, which is what the Ad Hoc Committee has been
working with us on a lot this past year, to the extent
we can coordinate that work, we can make the activity
not be duplicated, even though there is some duplicate
responsibility.

MR. GARTEN: Do you agree with that, Jeff?

MR. SCHANZ: Yes, | do.

MR. GARTEN: Good. Thank you very much.

MR. McKAY: Any other questions or comments?

Ms. Singleton has suggested that we receive

public comment and then get back to management. Unless
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I hear an objection, we will do that, and leave item
number 3 open, and turn back to management if anyone on
the committee would like to do that, but let"s open
this up to public comment, and 1 would propose that we
Ffirst hear from those who made written submissions, and
then open it up for anyone else who wanted to speak
today, and I know Mr. Stein from SCLAID is here.

I wonder if you could come forward and speak.

MR. STEIN: Thank you, Mr. Chairman. My name
is Bob Stein. As a member of SCLAID, 1 appreciate the
opportunity to appear before the committee this year to
explain the American Bar Association®s recommendation
on FY 2010 LSC appropriation request, and before 1 go
into that, 1°d like to extend the regrets of SCLAID"s
chair, Deborah Hankinson, who has appeared before you
before, who could not be here today.

SCLAID and the ABA thank the members of
Finance Committee, and all the members of the LSC
board, for their strong leadership on appropriations
over the past, and using that set of circumstances as a
yardstick, we"ve calculated that the appropriation of

LSC should be approximately doubled to permit LSC
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recipients to serve all eligible applicants. So, our
short-term goal was clear, that LSC needs an
appropriation of approximately 662 million.

While we have urged you to set that amount as
a near-term goal, we also recognize that it would be
impossible to reach that funding level immediately, so
we"ve recommended an incremental approach whereby the
662 million goal would be reached over the course of 5
years.

Now, in the fourth year of that incremental
approach, if we were to use that same theory, it would
mean an appropriation of almost 600,596,000, which is
4/5ths of the difference between 331 and the 662.
However, in view of the realities of the Federal
budget, this would be an unrealistic goal to recommend.

Therefore -- and 1 think it"s
reluctantly -- we again recommend that you seek 530
million for FY 2010. The economic crisis facing the
country make this compromise goal even more difficult
to achieve.

However -- and 1 think Mr. Jeffress said this,

too -- we should not lose sight of the fact that the
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crisis will increase the need for LSC services, and we
do this bearing in mind the LSC"s Justice Gap study,
which has showed that grantees are so resource-starved
that they are turning away over one-half of those who
apply, and many people in need don"t even need to
bother to apply, because they know it"s fruitless, and
LSC, in our view, should make it a top priority to
serve those -- all those who apply.

And again, going back to the LSC concerns with
the economic times that we are now facing, the ABA"s
view is that we are lawyers and we must look at the
legal needs, in addition to what the economic stresses
are, and we continue to believe that those needs are
enormous, pressing, and growing.

Your challenge is to seek an amount that moves
LSC closer to the goal of meeting at least the current
demand for its services, but that also is one that is
also sufficiently realistic.

IT we are optimistic, and we continue to be,
and assume an FY 2009 result in the $400 million range,
then we believe that our suggestion of 530 million for

FY 2010 would not be inappropriate, and we realize that
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our approach to developing a budget number is very
inexact. We don"t mean to be cavalier in our approach,
but merely to recognize that this an inexact science
and to suggest that sometimes, for purposes of
conveying a message, which we are trying to do, simpler
is better.

Our core recommendation is that you continue
to convey the important message that the current
appropriation, even with the significant increase we
hope will be achieved for 2009, is simply not enough to
let LSC do its job.

LSC has been starved for funds for many years.
Poor people in this country who are in desperate
straits because of legal problems are turned away every
day, because Congress hasn"t provided enough funding.
People remain homeless because they lack an advocate to
deal with their legal problems.

LSC is not asking for funding for some
theoretical level of legal need, and you®ve documented
that more than a million people are turned away each
year. So, while we are all grateful for the strides

that have been made in closing the funding gap, there
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is still a long way to go.

And since it has been raised, 1°d like to
spend a few minutes talking about LRAP, and the ABA has
been very pleased that our 2001 recommendation that LSC
consider a program of loan repayment assistance for
lawyers employed by its grantees resulted in the
creation of just such a program, albeit on a pilot
basis, and we believe it"s vitally important that the
entire legal aid community take every step possible to
continue recruitment of bright and committed new
lawyers, and also find ways to retain those young
lawyers once they begin their public service careers.

Newspapers increasingly carry stories of legal
service lawyers who are working other jobs in order to
make ends meet. We need to do all that"s possible to
obtain and retain the next generation of advocates for
the poor, and Jim and Frank Strickland and Helaine
know, I have a personal interest in this, in that my
daughter-in-law has, for about seven or eight years,
been a member of the staff of Pine Tree Legal
Assistance in Maine, and I"m very pleased and proud of

the work that she i1s doing.
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So, we are pleased that you have decided to
continue funding for an LSC loan repayment program, at
least for this year. We realize that Congress has
recently enacted legislation that also promises to
relieve some of the burden of educational debt for
legal aid lawyers, but even with this, the LSC program,
we believe, should continue.

Because the LSC is a well-known entity which
is respected by other legal aid funding entities, both
national and state, as well as local, and it is known
as a leader, the actions of LSC are often interpreted
as worthy of emulation by other actors in the arena,
and therefore, we believe that, while we have worked
diligently over the last seven years to create a broad
network of LRAP programs to bring more bright lawyers
into the field, and to retain them, we are concerned
that if the LSC eliminates is LRAP program, it could
begin to unravel the network supporting these lawyers
and that each of the LRAPs, those offered by LSC, by
states, the Federal Government, I0OLTA programs, and law
school is a piece of a larger puzzle, and we believe

that the loss of any one of them would be unfortunate.
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We are not asking LSC or Congress to be the
sole resource to ensure access to justice. As you
know, the ABA has been working very hard to create a
stable access-to-justice infrastructure that will draw
in bar leaders, judges, and others in each state. We
are doing our utmost to stimulate other sources of
funding, and to make sure that programs are in place to
provide service to all types of cases and clients.

LSC is the central player in the
access-to-justice system, and the piece that catalyzes
and knits them all together. It should remain the
cornerstone and have funding to at least be able to
serve all eligible applicants.

As In the past, the ABA will work closely with
you to advocate for an increase in LSC funding. Our
governmental affairs staff will coordinate with you,
your staff, and the staff and members of NLADA in this
lobbying effort. We will continue to make LSC funding
a key focus when bar leaders come to Washington next
April 21 to 23 for our annual ABA day in Washington.
Hundreds of ABA members come and advocate with their

state Congressional delegations for key association
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legislative priorities, of which this is one of the
most important.

So, thank you again for this opportunity to
speak about the FY 2010 appropriate request. 1 thank
you for your bold leadership in the past.

I think an institution could get into trouble
if its supporters recommend less than the institution
itself does. It is a testament to your work and our
view of the importance of your work that we have
recommended a bit more than the internal
recommendation, with an appropriation that we hope will
further expand the ability of LSC to serve the many
eligible clients who are currently turned away by your
grantees.

Thank you.

MR. McKAY: Thank you, sir.

Any questions for Mr. Stein?

Herb.

MR. GARTEN: Bob, of course the ABA has
recognized that I0LTA funding is going to be
substantially reduced, and we"re going to be hit on

that front, also, making it much more important that
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Legal Services Corporation obtained its funding.

MR. STEIN: Well, 1 agree, and I think that"s
why we -- we were trying to be as optimistic and
realistic as we felt we could be, and that"s why we
hoped that 530 was the number. What you"ve come in is
a little bit less than that, and we will work with
whatever we can to get it as high as possible.

MR. McKAY: Any other questions or comments?

(No response.)

MR. McKAY: Thank you, sir.

I wonder if we could hear from Mr. Saunders at
NLADA?

MR. SAUNDERS: Thank you, Mr. Chairman, and
good morning.

My name is Don Saunders. 1°m the director of
civil legal services for the National Legal Aid and
Defender Association. 1 want to thank you, Mr.
Chairman, the committee, and the board for the
invitation to comment upon this most important function
of the LSC board. 1 would also like to take just a
moment, on behalf of the thousands of members of NLADA,

the many more thousands of attorneys and staff who
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labor in the fields of equal justice, to thank you,
this board, for many years of steadfast support for the
concept of equal justice.

You have dealt in difficult times,
financially, in the Congress, and you have been a
beacon and a light for justice, and 1 think the field
recognizes that, and on their behalf, | want to thank
you for your past support, and certainly very strongly
support the recommendation that management presents you
today.

As Bob said, we, too, think that the strategy
of closing the justice gap over five years is a sound
one, and we even take a broader view than the ABA,
because the Justice Gap found 55 percent of the folks
were turned away. Therefore, the number that we seek
is a little higher than the ABA, and that is $578.9
million for 2010, recognizing, however, that it"'s a
very strong statement from management, and we would
urge you to at least support that level.

Following Charles and Bob, it"s very hard to
articulate anymore the need that you all know is there,

and 1 am not going to spend much time on that. 1 might
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budget items, but as you recognize, behind those
justice gap numbers are real human needs and real human
stories. Certainly, the problems of domestic violence,
the problems facing elderly veterans, all of those
issues are very real and serious to the lives of the
people that your grantees represent.

I would su