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PROCEEDI NGS

CHAI R ROGERS: Let the record reflect that all of
t he menbers of the finance commttee are here. And in
addition, a nmenmber -- our ex-officio, Doug Eakeley, is here,
and ot her board menbers, Edna Fairbanks-WIIlianms, Ernestine
Watl i ngton, Tom Snegal, Maria Luisa Mercado, Bill MCal pin,
and our president, John MKay.

MOTI ON

CHAIR ROCERS: The first itemis approval of the
agenda. 1Is there a notion for approval ?

MS. BATTLE: So noved.

MR. ERLENBORN:  Second.

CHAI R ROCERS: In favor?

(Chorus of ayes.)

CHAI R ROGERS: | wunderstand, David Ri chardson, that
the first itemfor us to consider is to consider and act on
the staff recommendation to change the pension provider.

M5. DI CKERSON: Thank you, Madam Chair person
nmenbers of the committee. For the record, nmy nanme is Alice
D ckerson, and |I'mdirector of human resources for Legal

Servi ces Corporation.
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As you're aware, staff has made a recomrendati on
that we change the -- transfer the assets and the
adm ni stration of the pension plan fromour current carrier,
Mutual of America, to Diversified |Investnent Advisors.

So that you can know a little bit about the process
we followed in arriving at this decision, I'll go through
some of that with you now, and then we'll have the
present ati on.

First of all, we have reviewed -- we review all of
our benefits periodically, in order to nake sure that we are
remai ni ng conpetitive, in order to attract and retain the
hi ghest quality enpl oyees for the corporation.

To that end, we reviewed various aspects of the
403(b) thrift plan. W have had concerns on an ongoi ng basis
with the adm nistration of the plan. There have been a
nunber of adm nistrative problens, and we have had concerns
related to the reliability of the responses that we get from
Mut ual of American when we have inquiries.

W' ve al so been concerned about the |imted nunber
of investnment choices that are offered, and we are

know edgeabl e that enpl oyees need significantly nore



10

11

12

13

14

15

16

17

18

19

20

21

i nvestment counseling than is currently provided.

W're also aware that many tinmes, plan participants
try to sue their enployers on the basis that they were not
provi ded sufficient educational information as far as how to
i nvest wi sely.

To that end, we would like to be able to adopt
section 404(c) of the IRS code. However, we've been unable
to do that, because we don't get the sufficient anmount of the
adm ni strative support from our current provider.

We believe that this would help to protect LSC and
offer sone liability fromsonme plan participants, if they
make unwi se investnents.

As a result of our concerns, we got proposals and
guotes from several other pension adm nistration providers to
ascertain the cost that would be involved, and to determ ne
the |l evel of services provided, as well as to |look at the
nunber of investnent choices that woul d be offered by other
provi ders.

We then narrowed those choices down to four
possibilities. They were Diversified Investnent Advisors,

Mut ual of Anerica, Lincoln National, and Principal Financial.
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Then we began to further narrow t hem down.

Princi pal Financial was determ ned to be the nbst expensive
of the four. They were followed by Miutual of Anerica, then
Lincoln, and Diversified cane in as the | east expensive.

Then of the final two contenders, Diversified, and
Li ncoln National, we determi ned that Diversified offered the
best overall reliable service at the nbst reasonabl e cost,
along with a wde array of investnent options and an
excel | ent education and comruni cati ons program

Once that determ nation was made, Carolyn Harrison
the vice president of Diversified Investnment Advisors,
conducted a presentation for David R chardson and |, after
whi ch we then recomrended to the vice president for
adm ni stration that we consi der making this change.

There was then, this second presentation for
menbers of senior managenent, to which we also invited John
Er |l enborn, and he was kind enough to join us.

After that presentation, everyone who attended was
sufficiently inpressed. W then held a tel ephone conference
consul tation, of which M. Erlenborn also participated. And

at that tinme, decided we would nake this recomrendati on to
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t he board.

So at this tinme, | would |like to introduce to you
Calvin Harrel son, the vice president of Diversified
| nvest nent Advi sors, who will provide you information on the
significant benefits to LSC, to nmake this change. Calvin?

CHAI R ROGERS: Wl cone.

MR. HARRELSON: Hi, I'mCalvin Harrelson, with
Diversified Investnent Advisors, and | have prepared today an
executive summary of materials to give you sone sense of who
we are, and what we're about in the retirenent plan area.

In front of you today is a copy of the
presentation. W also have another kit that is very
conplete, with an awful lot of information, and | will refer
you to sonme of that as we go through this.

|"ve been with the firmabout 10 years, and |'m out
of the Charlotte, North Carolina regional office. And just
to give you sonme sense of what we wanted to cover today, just
who we are, and our phil osophy on doing business in the
retirement plan market, our institutional investnent
approach, how we comruni cate to both the enpl oyer, as well as

to the participants in a program the conprehensive
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adm ni stration and techni cal guidance that we bring to plan
sponsors, and then why Diversified?

As a m ssion, our conpany is dedicated to hel ping
participants to save and invest wisely for retirenent. All
of you all also have a retirenment savings kit that |I'm goi ng
to | eave behind for you to take a | ook at that gives you sone
sense of the type of workshop environment that we take
partici pants through to make certain that they are well
educat ed, and meke informed decisions about how to invest
their retirenment dollars.

Just to give you a sense of our organization, the
two red stars up here represent operations centers. W're
actual |y headquartered in Purchase, New York. W also have a
maj or operations center in Cedar Rapids, lowa. W also house
two different call center there, so that if we have weat her
conditions, or what have you, that would shut one down, we
nove all of the call center activity to the other.

The only business that we're in is retirenent. W
don't retail stocks and bonds, we don't have any ot her
benefit business like health and welfare, it's strictly 700

peopl e dedicated day in and day out to serving plan sponsors
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and their participants.

W have over $35 billion in assets, we're very
proud of long tenured client relationships. |In fact,

i ndustry averages around seven years, and we average about
double that. And nost of the people in our organization are
very seasoned and have been in the retirement and investnent
world for quite some tinmne.

We have over 550,000 participants country-w de that
are calling our call center or logging on to our website to
get information about their accounts on a daily basis. And
the bl ack dots that you see featured on the map represent the
various regional offices that we have to be close to our
various clients.

This is just nerely a representative client list.
Qur particular market niche is taking over plans that are in
exi stence. W're not in the start-up plan market. So we
work with plans that have gotten off the ground, they've
per haps outgrown their provider, and they're | ooking for nore
conprehensive, high-quality services. And this, again, gives
you sone sense of that client base.

W have a nore extensive listing of our clients in
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the blue kit on your table. It's probably about four or five
items into the right-hand side of that particular booklet, if
you'd like to take a | ook at that.

We are a part of a very large global financial
servi ces organi zation by the name of Aegon. Aegon enjoys
about 2.5 percent of the worldw de private pension market.
The benefit to our clients is that this is an organi zation
with very deep pockets.

And in our business, being able to have the deep
pockets of an Aegon to invest in systens and technology is
really what it boils down to, and we've invested sone $100
mllion over the |last eight years on systens alone. And
that, of course, is a benefit to participants that, today,
really do want tinely and accurate information, and we'l|
talk a little bit nore about what's avail able to people
t hrough our technol ogy center.

|"mgoing to transition now and give you just a
qui ck sense of what our investnent approach and phil osophy
is, and refer you to sone information in your kits, with
regard to perfornmance.

W are a registered investnment advisory firm and
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these are the four tenets of our organization as it pertains
to an investnent philosophy. This is nothing new, in terns
of what the first two bullets are saying, which is to say
that asset allocation is the key determ nant to investnent
returns.

And secondly, in order to be able to do that,
everybody understands today that you have to have a rather
broad array that is a style-specific array of investnent
options for people to be diversified.

The second two bullets are where we're a little bit
uni que to sone of our conpetition, in that we believe that
that's best acconplished by the selection and nonitoring of
outside institutional managers that have a proven track
record in a given discipline. And when we believe they're
either style-drifting or not perform ng, or key people in the
firmleave, we have a seanl ess process in place to dism ss
t hat manager and bring anot her advi sor in.

We do that on behalf of our clients as a registered
i nvestment advisory firm and it is part of fiduciary
protection, in that we are a co-fiduciary in the investnent

process.
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Many of the things that we talk about with
participants has a lot to do with investnent diversification,
and that style does matter, and this chart sinply gives you
sone i dea of what happens. These are several different
styles in the equity markets over the | ast several years,
dating back to 1993 through the end of 2000.

And one of the things that |I'm sure many of you are
aware of is that you'll find a particular style that has its
day in the sun, like large cap growth conpanies in 1998 and
1999, and then sonmeone sonmewhere flips a switch, and the
mar ket goes into something el se.

So the thing that was |l eading us up has its falling
out, it often falls to the bottom of the chart, which was
exactly what happened in the year 2000, and sonething that
had been conpletely out of favor, |ike value stocks of 1999
beconme the top | eader in 2000.

What this really illustrates is the need and the
necessity that we all have to be well diversified, because
none of us know when to bet on which style being next year's
| eader .

This gives you a sense of the broad array of style-
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defined investnent options that we offer to plan sponsors.
It's starting fromthe | east risky, |least potential return on
the bottom noney market, noving out to your nore risky asset
cl asses, up to international equity.

You al so see five blocks above that |ine, and
they're strategic allocation funds. The industry sonetines
refers to themas lifestyle funds, and we nane them by their
time horizon, short horizon out to long. And part of our
comuni cations effort is to stratify the investnents to give
people that really have three different areas of experience
in the markets some choi ces.

And one person that m ght be very inexperienced and
unconfortabl e maki ng their own investnent decisions mght be
led to go toward the lifestyle strategies, where the
portfolios are pre-m xed, and they re-bal ance for that
particul ar partici pant.

There will be others that are confortabl e making
their own investnment decisions and putting together their own
portfolios, and they'll pick and choose anpongst the core
[ i neup.

And in the box belowthat, it says, "Schwab
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personal choice retirenment account,” is -- represents a third
option for, typically, people that seemto be nore
experienced and savvy. And that has to do with offering a

wi ndow, if you will, into the world of nutual funds.

And what that boils down to is back in 1995, we
were one of the first providers to begin an alliance with
Charl es Schwab, the | argest discount brokerage firm And
when plan sponsors offer this as an option, a participant
really has the ability to really have access to sonme 3, 000
different nutual funds. So it does give people that are very
experienced and want nore investnent autonony the opportunity
to actually have that.

This just gives you a quick sense of sone of the
various institutional noney managers of the various funds.
Nanes |i ke Sanford Bernstein, Putnam | nvestnents, MKinl ey,
ol dman, Sachs should junmp out at you. But again, these are
managers that often have m ni nuns of anywhere from 10 to 100
mllion, and because we're a firmwith sone $35 billion in
assets, we can nmeet their mninmumrequirenents for
i nvestnment, and bring that to our m d-market client base.

This gives you sone sense of some that we currently
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have in place. They manage over 1.4 trillion in assets, and
t hey al so manage noney for clients directly. 1It's a Wo's
Who of the not-for-profit world in corporate Anerica.

This just gives you a quick picture, and tinme wn't
permt to go into what we're doing as a regi stered investnent
advisory firm but this is the part where we're serving as
co-fiduciary in doing the nonitoring of the managers that are
in place. And when necessary, naking a seam ess change from
one nmanager to anot her.

"' mgoing to nove quickly into the area of enpl oyee
education and what we do to keep the enployer well inforned.

One of the things that we -- in the past, the
i ndustry really had not been able to do what | woul d consi der
to be a credible job of educating people about retirenent
savi ngs, setting goals, and how to get there.

What we' ve been able to do over the |ast couple of
years is to really help guide people to understand the
enornous responsibility they have to accunmul ate a credible
retirement.

When we get through with a workshop, an enrol | nent

and education session, we really want participants to be able
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to answer these four questions. And basically, what we're
saying is, "How much do you think you will need in
retirenment?"

And nost financial planners will tell you that if
you can replace 75 percent of what you' re accustoned to
earning in your work days, during retirenent you should be
able to live that same standard of living in retirenent.

So if we understand that's the goal, then how much
shoul d you, as a participant in one of these plans, be saving
on a pre-tax basis? Wat rate of return should you start to
think is a likely target for you to get that 75 percent
repl acenent goal? And if you understand rate of return, then
what is the appropriate asset allocation to get you that?

So, we help participants through a host of things
to understand what their responsibilities are, and we have a
variety of tools. And again, one of the things that |'ve
placed in front of you is a kit that has defer estinator
wills and worksheets and things that we go through when we're
i n person.

We al so have a host of materials that are avail able

over the Web, and we have a call center that's staffed with
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very know edgeabl e, well-trained, |icensed people to deal
with participant inquiries. And that particular area is open
7 days a week, 24 hours a day.

We send out quarterly statenents that have an awf ul
| ot of good information, including a personalized rate of
return at quarter's end. And we have sonme proactive
strategies that we see |listed over here, that are
Enrol | xpress, On-Track, and sone others, and that is
basically our attenpt to go, really, above and beyond what
Alice had to referred to a mnute ago in the area of 404(c).

That's actually a Departnment of Labor regulation.
And what they're asking, or trying to pronote here, is the
ability for participants to have ongoi ng access to
information, and the ability to make changes when they deem
it to be fit to nake a change and have access to reasonabl e
amounts of education

Al'l of the things that you see here really go above
and beyond the sphere of 404(c), and I will hand out a piece
for you to take a |l ook at that gives you sone sense of what
relief fromliability you get as fiduciaries, and al so the

type of letter that acconpani es our education and enrol | nent
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mat eri al .

Yes, both of those would be great. Thank you. So,
Dave is going to hand those out to give you sone sense of
what the reg says, and sone of the comuni cati ons we have
with participants.

This just profiles those targeted conmuni cati ons.
When people are habitually not participating in a plan, we
will do a custom zed target, called Enroll xpress, to make
sure they understand the nerits of the plan, and give them
sonme type of gane plan to join and to receive the benefits of
being a participant in your retirenent plan.

For the people that are already in it, annually
we' ve put together a piece called On-Track. And that is to
hel p people understand if they're saving at the appropriate
rate, based on their years until retirenment, and do they have
an appropriate investment strategy to accunul ate that 75
percent replacenent ratio.

For folks that are nearing retirenent, we've
desi gned a program cal | ed Countdown, and that hel ps them get
in touch with sone various retirenent philosophies and

approaches. And then Retire is designed to comunicate with
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peopl e that are drawi ng their pension, but want to stay

i nformed about their retirenent.

As a total quality managenent organi zation, we like

to survey both you, the sponsor, as well as your
participants. And just to give you sone sense, of over
100, 000 enpl oyees that we had educational sessions wth,
al rost 100 percent of themfelt |ike they had enough
information to create an effective retirenent strategy.

Ei ght-three percent of the people that |istened
that were not in the plan actually decided to join a program
based on those efforts that we've made.

And 57 percent of current participants, after
under standi ng better using the tools, decide to increase
their savings rates, so that they can get on track to
accurrul ate the 75 percent replacenment ratio.

And over 70 percent of participants nmake a change
in their asset allocation. And so we're pleased that the
materials and the delivery of this education is making an
i mpact and people find it useful and are acting on it.

There is one other piece, before we go to

adm nistration -- and I will pass this around in just a
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nmonment -- that we do for the plan sponsor. At the end of
each year, we do what's known as an annual plan review And
the annual plan review is designed to be a diagnostic tool to
| ook at your plan versus other not-for-profits, and help you
understand if it's a conpetitive plan, in terns of its plan
design, matching features, vesting, and those types of

t hi ngs.

That hel ps people like Alice understand if the plan
is going to be a good programto help retain and recruit
enpl oyees.

Then we nove into other areas, like trying to
understand the diversification of the plan, loan utilization,
how many tines people are calling the call center, or |ogging
onto the Internet, and what is it they do when they actually
make those contacts to the organization?

So you have an awful lot of technology, and the
guestion is, is it being utilized? And, howis it being
utilized?

And then at the end of this particular docunent, we
of fer recomendations. Anything that we're doing that we

of fer that you may or may not have taken us up on, how we can
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i nprove the plan to nake it a nore recruiting and retention
tool for you

|"mgoing to nove into the area of plan
adm ni stration and cover a few things here. Wen you | ook at
i ndustry statistics, what you find today is that the nunber
one reason that people nove plan providers is because of an
area of adm nistration, where they're either not being
timely, or accurate, or responsive. And a lot of tines it
has everything to do with a |l ack of investnent in technol ogy
and their human resources.

Qur particul ar operation, we do own and operate our
record-keeping platform we don't outsource that. Therefore,
we're in control of it. It is a very flexible system W
have over 150 of the 700 peopl e dedicated to progranm ng and
keepi ng that particular systemup to speed, and it's al ways
an effort to nake it be able to do nore faster and nore
accurately.

We can do consolidated record-keeping on both the
thrift and 403(b) program uniform comruni cations for both
prograns, and the sane investnent options.

From an area of technical and trustee services, we
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have five ERISA attorneys at Diversified, and 50 technical
consultants. And we do things |ike your plan review at the
onset, when we're taking over a program to nmake sure that
t he plan has been in conpliance. If it hasn't, that's the
time where we want to make sure we get everything in good
shape during a transition.

W also offer a variety of updates to the plan
sponsor throughout the year, meking you aware of any
| egislative things that may inpact a retirenent plan, going
forward, and we have the ability online for you to run a
variety of different reports about your plan and sinply print
on demand, so that you can stay very informed: how many | oans
are outstanding, what's the last thing that went in that
you're waiting for, in terns of the distribution, and where
isit in the work flow

So, great ways for you to stay infornmed of what's
going on with the plan, and what's happening, technically, in
t he i ndustry.

W al so provide all the docunents, all of the
testing, the maxi num excl usion allowances that are required

for 403(b)'s, and signature-ready 5500's, and we al so offer
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the trustee services through our partner, Investor's Bank and
Trust.

Many organi zati ons are concerned, when they go
through a transition, about how will they be guided through
that, and how much work is going to fall on their personnel.

We devel oped the client integration team back in 1989, and
the whole goal is to help our new clients to nake that
transition as seanm ess as possi bl e.

And we begin with a conplete plan review, we talk
about mapping strategi es out of the current investnent
options to the new ones, we talk about the interface with
your payroll, whether it's in-house, or you have an outside
payrol |l adm nistrator, if you' re doing any planned nergers,
or any of those types of consolidations, and then we
custoni ze a conmuni cati on program for your particul ar
enpl oyees, and we determ ne dates and materials and those
types of things, and then roll that out to the enpl oyees.

Cenerally speaking, it's generally about a 60-day
process, fromstart to finish

| have nentioned the annual plan review. W also,

when statenments go out to participants, we have quarterly
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statenents that go out to the enployer, so that they' re well
i nformed of what's going on, and we also do a quarterly
i nvestment report to keep you informed, as fiduciaries.

The customer contact center is actually in Cedar
Rapi ds. That's where our systens are |located. And the goal
again there, is to be able to outsource as many things as
possi ble so that you don't have to go through sonebody at
Legal Services, so that we can be an extension of your human
resource departnment. People can direct a lot of inquiries to
us, they can be handled, in many instances, in a paperless
envi ronment .

MS. BATTLE: Do you get a person, or do you get a
conmput er when you use the tel ephone nunber?

MR. HARRELSON:. You can get either. So we have a
VRU and we al so have people on the line. |f soneone goes in
and they' ve decided they don't want to just hear account
bal ances and those types of things, they go to our
partici pant advisory services, and those people are well -
trained and |icensed, and they can help them do any type of
transaction, or just give them good information about their

account .
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M5. FAI RBANKS-W LLIAMS: In the portfolio that you
may have -- four or five list -- can anybody opt out if they
don't want to raise Col unbian henp, or sonething that hurts
the environnment? Can they pick and choose?

MR. HARRELSON. They can. And just on cue of what
you just asked, a lot of different people are there to
assist. W also have bilingual capabilities, Spanish and we
have an AT&T line with over 140 | anguages avail abl e.

M5. BATTLE: If | wanted to get an update on
account bal ances, but wasn't talking a quarterly report, can
| get that?

MR. HARRELSON: You can. You can call toll-free or
the Internet, see your account bal ance --

M5. BATTLE: See it?

MR. HARRELSON:. Yes, yes, sure can. And in fact,
one of the pieces that is being introduced as free is a piece
called Retire Tech. And Retire Tech is designed to be able
to go onto our website and go onto sone software, and it
i mredi ately popul ates the fields and gives the participant a
picture of their asset allocation, their current savings

rate, their years until retirement, and gives themthe
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ability to incorporate their spouse's retirenment plan, a
pensi on plan, and a host of other things.

So, we're excited about that, and that's going to
be sonething that will be very visual, and very user-
friendly.

Let me turn now, to give you a quick sense of the
fees. Wien we went through this process a few years ago from
that particular time to now, a couple of things have changed
in the industry.

Nunber one is that nost organi zations distributed
the investnents in a 403(b) plan in the formof a variable
annuity. And in just a few years, the conmmon currency in the
retirement plan market is mutual funds. And the difference
between a variable annuity, which is the type of investnent
t he enpl oyees currently have and a nutual fund, is that a
vari able annuity has a risk and nortality charge and then a
mut ual fund expense, if you wll.

And so it's a little bit nore of an expensive way
to make investnments today. And so we are offering nmutua
funds, not variable annuities, so there's going to be cost

savings at the participant level. There will also not be any
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adm ni strative charges to the organi zation

There could be a charge if sonmeone wanted to
generate a |l oan, and that charge would be a set-up fee of
$75. Qur fund expenses range from4/10 of 1 percent to 1.25
percent, and these funds have no | oads or transaction fees to
nove in and out of them

| f someone did nake an option to go into the Schwab
wi ndow, and have sonme 3,000 funds as a choice, they would pay
a fee of $50 to have that type of investnent autonony, and
then they literally have the $3, 000-sonme funds, and that
nunber tends to grow right at their disposal.

And this just gives you a picture of the funds and
the net expense ratios, over on the right. And that's -- you
can probably see that better in your particular piece.

In summary, just wanted to hit on a couple of
things that we've covered today. This is our only business,
the institutional retirenment plan nmarket. W're very proud
of what we are bringing to the market place. The not-for-
profit here happens to be our |argest enphasis, in terms of
types of enployers that we work with

W do bring an ERI SA-based i nvestment approach to
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pl an sponsors, as a registered investnment advisor doing a
very deliberate selection and then nonitoring process of the
managers, a very diverse array of investnent options that are
styl e-specific that keep you in conpliance with 404(c), and
again, a communication strategy that's fromyour -- fromthe
i nexperienced to the nost savvy type of investor.

W do own and operate this record-keeping, and it
is state-of-the-art, and it produces sone fantastic
out sourcing capabilities, for both you and your participants.

And as a firm we're known to be both high-tech,
but we're also high-touch. W like to be in front of the
partici pants, and educating them And with our organization,
you do not have to outsource any source of your retirenent
plan. All of it is handled by us.

So | would pause at this point, and see if | can
answer any questions. You do have a lot of material in front
of you, and I'mcertainly available to answer any questions
you m ght have.

CHAI R ROCERS: Thank you, M. Harrelson. Are there
any questions? You have before you, | think, a

recormendation fromAlice and the staff, and a resol ution,
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vot e?

(No response.)

CHAI R ROCERS:

Any di scussion before we take a

MOTI1 ON

s there a notion to adopt the

resolution that's before us, a resolution regardi ng change

the corporation's 403 thrift plan that woul d change the

thrift plan,

or the plan,

from Mutual of Anerica Life

| nsurance Conpany to Diversified Investnents Advisors of

Pur chase,

shoul d be to recomend that the board adopt the resol ution.

New Yor k?

MR, ERLENBORN

CHAI R ROCERS:

|'d make the notion, but | think

| stand corrected.

MR SMEGAL: Second. | can't second, |'mnot on

this commttee.

CHAIR ROGERS: All those in favor?
MS. BATTLE: ['ll second it.
CHAIR ROGERS: All those in favor?

(Chorus of ayes.)

CHAI R ROGERS

(No response.)

Opposed?

30

in

it
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CHAI R ROCERS: Thank you very rnuch, M. Harrel son
t hank you, Alice, very nuch

| think we're ready for itemthree on the agenda,
which is the office of inspector general's presentation of
the corporation's fiscal 2000 annual audit. M. Koczur,
wel cone.

MR. KOCZUR: Thank you. For the record, |I'm Len
Koczur, the acting inspector general. M/ purpose today is to
present the annual financial audit, the annual financi al
audit report of the corporation.

This year, again, as for the |last several years,
the -- our auditors, the independent auditors, have issued an
unqual i fi ed opinion, which neans that the statenents fairly
and accurately present the results of the corporation's
financial operations for the year just passed, that we've
conplied with |aws and regul ations, and that there are
adequate internal controls in place to protect the
corporation's asset.

This is, as | indicated, something that's becone
kind of standard, that every year we get this kind of opinion

that -- Dave and his staff, particularly this year, with the
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operation of the new accounting system mnade the auditors’
j ob much easier.

Last year, there were sone mnor internal control-
type problens that the auditor reported in a nmanagenent
letter. Generally, they're just mnor things that didn't
have any major effect on the financial statenents. Those

have been corrected this year, there is no managenent letter.

The auditor that we had this year was Burt Smith
and Conpany, and we had themfor the last two years. They
were sel ected through a conpetitive process, and we had a
t hree-year contract, which is now over. W're going to go
t hrough anot her conpetitive selection to screen and sel ect a
new auditor for next year. Burt Smith will be one of the
conpetitors, |I'msure, but we tend not to sel ect them again,
unl ess they cone in at a very, very |ow price.

And that pretty rmuch covers ny presentation of the
audit report.

CHAI R ROCERS: Thank you, M. Koczur. Are there
any questions? Any comments from nenbers of the commttee or

boar d?
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MR. ERLENBORN: A question. The auditor that you
menti oned who did the year-end audit, does that sane audit
conpany provide the quarterly information?

MR. KOCZUR: |I'msorry? The --

MR. ERLENBORN:. Quarterly information, or is it
just --

MR. KOCZUR: No, they just do the financial
statenent audit at the end of the year. The other
information --

MR. RICHARDSON: That's correct. The quarterly or
monthly information, it is reported fromny office.

MR. ERLENBORN:  Through your office?

MR. RI CHARDSON: Yes, sir.

MR. ERLENBORN:. | see. And you' ve suggested that
the job of doing the annual audit will be left for bid again

MR. RI CHARDSON: Yes, this spring.

MR. ERLENBORN: And you' ve suggested that it would
be unlikely the sane auditor would be chosen?

MR KOCZUR: Yes. Wen Ed was the IG he

established an informal policy, and | think it's good to keep
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that up, that -- of changing the auditor every few years.
And three years seens to be a natural cycle, and we're going
to continue that.

MR. ERLENBORN: It's a very good policy and I'm
glad to hear that you have it, and it's being foll owed.

M5. BATTLE: | was also glad to hear that it was a
cl ean audit, and no managenent letter this year.

CHAIR ROCERS: | think we should congratul ate David
and Len and others who are involved. John? That sounds |ike
a good year.

MR. EAKELEY: 1'd also like to congratulate M.
Koczur on a remarkably succinct and successful debut as
acting inspector general.

MR. KOCZUR  Thank you.

CHAI R ROGERS: Thank you very much, M. Koczur.
Nunber four is review and adoption of the Fiscal Year 2001
operating budget for the corporation. W have an
appropriation. David R chardson's at the table.

And so, in -- attached to your agenda for the
finance conmttee is the report and attached to the report is

hi s proposed agenda. David -- or, proposed budget.
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MR. RI CHARDSON: And again, for the record, ny nane
is David Richardson, I'mthe treasurer of the corporation

There is a meno in your book, starting on page 65,

t hat goes through to page 68, that gives the key el enents of
t he budget. O course, you passed a tenporary operating
budget in Septenber, and we did not have an appropriation.

W had estimated what our appropriation would be,
and since we now have that, we have our carry-over, we have
an estimate of revenues for the year for interest inconme, we
are comng to you with a proposed budget of $333, 100, 226.

There is a breakdown of that, as far as all the
sources of funds that are available on page 69. And | wll
go back through and explain sone of the things that are in
the meno. But as far as the source of funds avail able, we
did receive an appropriation of $333 mllion, and that was
subject to a recision. And that recision was .22 percent of
the total anount.

Last year there was a recision, we had an
opportunity to put 15 percent of that recision against one
budget line. This year we do not. The instructions from OVB

was that it was .22 percent on every |line that was funded.
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So you'll see on attachnment A-69, that that works
out to a reduction of the basic field funding of $682,00 from
grant funds of $310 million, our technology initiative had a
reci sion of $15,400 agai nst a budget, or our original
appropriation of $700, 000.

Managenent and admi ni stration was $10, 800, 000, with
a recision of $23,760, and then the inspector general was
given a budget of $2.2 nmillion and a recision of 4640. So
it's purely a mathemati cal cal culation at that point.

This also provides to you a breakdown of the
restricted revenues and the deferred revenues that we've had.

This all matches the audit report that was just presented to
you. The deferred revenue, the $1.599 mllion was nade up of
funds fromthe technol ogy grant.

W have nade the majority of those grants at this
point, fromlast years funding. There's a few outstanding
that | understand will be nade very shortly, so all of that
nmoney wi || be taken care of.

The U. S. Court of Veteran's Appeals, we had noney
that is a -- for that particular program There's an anount

of $46,617 that was remaining fromlast year. You'll see
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al so that we have a new appropriation fromthe Court of
Veteran's Appeal s of $895,000. That fundi ng was not subject
to recision, and we've confirmed that this week with the
court.

MS. BATTLE: David, do your sixes |look |ike eights?

The nunber | have is $46,817 for U S. Court of Appeals.

MR. RICHARDSON: Yes, I'msorry, it is. In
addition to that, we did have sone carryover, as far as it
was designated or undesignated for specific prograns. The
undesi gnat ed anmount for grants -- the $1,374 there -- is a
grant recovery that canme in late in the year, so we're adding
that back to the grants fromother funds available that wll
hel p support special initiatives, emergencies, and to that
like. And that will be added to the $54, 380 there.

There was $99, 387 as far as designated funds that
were contracts and itens that had already been -- their
services were not conpletely concluded, we were not billed
for them but the contracting procedure had been conpl et ed.
So that noney is set aside from 2001, is added that
particular office's budget for this year, so that those

initiatives will be conpl eted.



10

11

12

13

14

15

16

17

18

19

20

21

38

MS. FAI RBANKS- W LLI AMS:  Does that account for the
carry-over in the IGoffice and the consultant in the IG
of fi ce, independent accountants, or sonething?

MR. RICHARDSON: No, that is just noney that was
not spent at year-end, and was not earnarked at year-end, so
t hat $92, 686 was noney that was not spent during the year.
And of course, in the headquarters, we had $758,568 that was
not spent. That rolls into this year's budget and hel ps
support this year's spending.

On page 70, there's a matrix of the proposed budget
that we have. And you'll see all the different el enments of
the appropriation, the recision, the allocation of carry-
over, the Court of Veteran's Appeals and the adjustnent, the
one adjustnment fee, the interest fromthis year's revenue,
and it's broken out by appropriate line, or budget |ine that
we do use.

M5. FAI RBANKS-W LLI AMS: The other question | had
to ask was on increase in accrued vacation, and other
liabilities, how long can they accrue vacation?

MR. RI CHARDSON: W have currently two vacation

pools. One was established in 1993. And when this board
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came in, we suspended the use of accrued vacation, we were
counsel ed at that point that that noney bel onged to the
enpl oyees, and therefore was left in a pool.

Two years ago we went back to accrued vacation. In
that time period, it was a use-or-lose situation. Wat we do
have now is you can have up to 240 hours of vacation in the
pool .

Mysel f, for instance, | have, | think it's 200 --
it's over 240 hours. So this year, |'maccruing vacation,
but yet it will not be on the books, because I"monly vested
up to 240 hours. W do have a nunber of enployees |ike that
who will not be paid, basically, the full anount of the
accrued vacation that they do have. Yes, sir?

MR. EAKELEY: Just to kind of read this com ng down
to -- and trying to see how well we're doing in re-allocating
resources to neet the priorities articulated in the strategic
di recti ons.

MR, RI CHARDSON:  Mmt hmm

MR. EAKELEY: And | understand the congressional
suggestion that we hire seven conpliance and enforcenent

program officers, and also note that that is part of our
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strategic directions, as well. And also, | was pleased to
see the additional hires projected for the office of
pr ogr ans.

But | can't -- it's hard, once | get past those
particular factoids, to see where we're going, and it may not
matter, or we may not have a | ot of discretion.

But | see that there are 10 full-tine-equival ent
enpl oyees in finance and admi nistration, and yet financi al
and adm nistrative services has a $10,548,000 line. So
obviously, there's some -- a lot nore than sinply personnel
involved in that. Could you just address that for a nonment,
Davi d, pl ease?

MR. RI CHARDSON: Sure. As you say, there are 10
people in this particular budget. But the main part of the
budget is the rent for the building and facilities that we
use.

Also included in admnistration is the mgjority of
the cost of the supplies of paper, pencils, the corporate
i nsurance plans that we have, to include comerci al
l[iability, directors and officers' liability --

MR. EAKELEY: | thought that was in legal affairs.
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MR. RICHARDSON: No, sir, that is in
adm ni strati on.

MR. EAKELEY: Ch, okay.

MR. RI CHARDSON: That figure this year, by the way,
is $72,000.

M5. FAI RBANKS- W LLIAMS:  And is that -- does that
go to all the offices, like so much is allocated to the IG
so much is allocated to adm nistration, and so on, or does
just one category take it all?

MR. RI CHARDSON: One category -- one office takes
it all, and that's the way we have continued for the budget
for the corporation.

You'll see, for instance, in the managenent and
adm ni stration, that the occupancy cost is $1.345 mllion.
The rest of the offices, when you see, for instance, a board
of directors, we've got to pay for the use of these
facilities today, that's the nmeeting roomcost. The
executive office has a very small anmount.

Legal affairs has a small amount, but that's
because if they have to have a neeting outside the office

where they've got to have a hotel roomto hold a nediation
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conference -- and we've had in the |last couple of years --
t hat provi des noney for them

Sane thing with the -- when you | ook at the $1, 000
in conpliance and enforcenent. When they go out on a trip,
occasionally they will have to set aside a hotel roomto have
a neeting with the people who are traveling to go over what
t hey have found, and whatever events that they need to go
back with, so it's, as you see, $1,000 there. |It's very
little, but it's just a matter of setting aside some nobney so
we have the resources to do that.

The rest of the administrative budget there was --
we do have one tenporary enployee now. Usually during the
surmer we have a couple of interns that we bring in, so
there's the anmount of $32,000 there.

Consulting is $4,000, and basically that noney w |l
be spent this week, as we prepare to get the 1099s out to the
board, and to our different consultants, there is a changing
of the programthat needs to occur each year, and our
consultants will conme in and conplete that. They're com ng
Monday so that that noney will then be spent so that we can

get the 1099s out and get the tax filings conpleted by the
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end of January, get the 1099s out and then the other tax
filings next nonth.

M5. BATTLE: Wiile we're on that issue of
consultants, do we have a policy about how we -- that's an
annual occurrence, |'msure, that you're tal king about, in
terms of getting the 1099's out. Do you have a policy, or
does the corporation have a policy as to how it goes about
obt ai ni ng professional services that are an annual event, or
those that are intermttent, do you know?

MR. RI CHARDSON: This particular one, of course, is
ongoi ng. W do have purchasing policies that we do foll ow.
This particular noney is noney that is paid to the provider -
- the people that we purchased our financial systemfrom

We have | ooked at other providers of this type of
service, and we have found that this ends up being a sole
source contract, because the others don't have the expertise
with their system

But as far as other contracting, we do have
procedures that are in place that we're currently review ng.

Basically, we bid out contracts over $10, 000, except for

some service contracts that there is an ongoing nature with
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MS. BATTLE: Yes, | guess the question | have --
know about personal services, and | do understand sole
sourci ng when you have specialized expertise that you're
| ooking for that you can only get effectively from one
source, as you mentioned, when you're getting that fromthe
peopl e that provided you with the software, so therefore,

t hey' ve got specialized know edge about how to provi de what
you need on the systemthat you have.

|s there any policy that woul d address professional
services beyond that kind of sole source? | guess that's
what you're saying, is under review?

MR. RICHARDSON: Right. Qur current system
provi des anyt hing over $10,000 for the purchases of equi prment
and furniture to be bid out to three bidders. W usually to
to the GSA contract, or if, for instance, we have furniture,
we woul d normal |y contact the supplier that we've used in the
past, a couple of those, and ask themto cone in with a bid
on the different material s.

W're getting ready to do sone construction in the
facility. Wth the new hiring of new personnel, we've had to

basically have a reading roominstead of the full library
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that we've had in the past. W went to the building
managenent, and they have provided us a nane of someone who
will do that construction, and |I think that was, |ike,

$15, 000.

So, we have sources that go to to get the bidders
that we're using, nost of the tine.

MS. BATTLE: Sure. | guess ny question goes nore
to the policy rather than the procedure, and whether or not
we have a policy in place that woul d address the particul ar
issue that | raised.

|"msorry, did you hear the |ast statenment? kay,
all right, I"ll try to speak into the mc.

MR. RICHARDSON: There is currently a policy in
pl ace, and as | said earlier, we are |ooking at it, review ng
it further.

Al'l of our policies under review, many of them have
not been updated since sone in the late eighties, sonme in the
early nineties. So we are |ooking at those at this point to
revise and update them and get themnore in tune to the way
we are operating and maeke sure that we're foll ow ng good

gui dance.
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MR. EAKELEY: |s that sonething that goes to ops
and regs, or this commttee?

MR. RI CHARDSON: That is sonething that has never
cone to the board. Those are usually procedures that are
revi ewed on the nmanagenent |evel. The adm nistrative manual
has never cone to the board, to ny knowl edge. Only the
per sonnel rmanual .

M5. BATTLE: Madanme Chairperson, | think -- | don't
know which commttee it should go to, but I think a policy of
that nature is sonething that should be reviewed at sone
| evel by the board, because it does set a standard that would
allow for the board to at | east have an understanding as to
how t hose particul ar measures are bei ng addressed.

So | would urge, if there is sonme sort of review
that's bei ng undertaken right now, that that review get
pl aced on the appropriate agenda for review by sone conmttee
of the board, so that the board can ultinmately approve how we
handl e that particul ar piece.

CHAI R ROCERS: So the proposal is -- and | wonder
if there is sone discussion -- is it a notion?

M5. BATTLE: Yes, I'd like to -- | guess | could
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nove that. |It's come up because we've got a whole array of
consulting services in all the various different places, and
my question relates to what our underlying policy is as to
how we address it. So --

MR. EAKELEY: | don't think we need a notion, but I
think -- | don't know, | don't want to say there's a
consensus when none has been expressed, but it seenms to ne
that if the adm nistrative manual has never been revi ewed by
the board, or come up to the board, it m ght nake sense for
the board to take a ook at it and for managenent to use the
board as a sounding board, as it were, in this area, at |east
once.

And consequently, | would just suggest, if there is
no opposition, that we just ask David to conme back, or John,
or whatever, just with a report on where that is at the next
nmeeting, or interact with the finance conmttee chair, and
t hen decide how to go fromthere.

M5. BATTLE: Well, | guess what |'msaying is the
actual policy, whatever it is, | think needs to be adopted by
the board, so it does need to be ferreted out to soneone, and

| don't know where the nost appropriate place woul d be.
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CHAI R ROGERS: For a careful exam nation?

MS. BATTLE: Yes.

MR EAKELEY: Well, we'll have to see whether we
need to do it, but | certainly -- sone oversight woul d be not
only appropriate, but wel cone.

M5. BATTLE: It's --

M5. MERCADO. Madane Chair, | know that when we
were setting up the audit appropriation guidelines in the
book, that was several years ago, and prepared both by
managenent and the 1G that one of the policies that was in
there was dealing with the issue of contracting with
i ndependent contractors.

And | thought, or at least in nmy nenory |
remenbered that we usually bid out, you know, at |east three
bi dders, and | guess whoever the | owest bidder is, or -- |
guess has a -- they may not be the |owest bidder, it may be
for other factors. | think one of the things that the O G
| ooked at was whether it was a mnority contractor in one
particul ar aspect, | think, if | recall, especially in the
audi ti ng services.

So, we have discussed it, | know, in the finance
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committee before. And it was dealing with the issue of

consul ting, because there were sone carry-overs that |
recollect. | think it was the Cotton Report, and there was a
guestion about whether or not those were bid out, and who the
| onest bi dder was, and whether or not they were the best
appropriation.

So we dealt with it, and it was incorporated in the
guidelines. But the question is, do we review that or
formally reviewit, as a coormittee, | guess, or as a board?

CHAIR ROCERS: Well, | think | hear sentinent or at
| east our board chair thinks that he hears sentinment -- and
you should correct himif he's wong -- that this ought to be
referred to a conmttee, that the policies ought to be
referred to a conmttee, and then considered by the board.

So, | guess | should ask you, M. Chair, what
commttee you would refer this to?

MR. EAKELEY: | defer, and refer to the chair of
the finance comm ttee.

CHAIR ROCGERS: All right, we accept. John?

MR. MCKAY: Thank you, Madanme Chair, just

indicating that we'd be very happy to pull together the
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materials that we have and to summari ze the current policies
that we're acting on, as well as update you.

There are sone specific contracts that are under
review, and that we will present those to the board as you
wish. And in particular, |I'mhearing here, at finance. So
we w il prepare a report for the next board neeting for your
revi ew.

M5. BATTLE: The only thing, fromwhat you said,
that you're -- when you say you're acting on, do you nmean the
ones that you're traveling under now? Because | understand
that they're under review, and what | would like to see is
before a final decision is made in that review, that the
board have an opportunity for input.

MR MCKAY: Well, I'mnot sure what you nean by
t hat .

M5. BATTLE: Do you --

MR. MCKAY: | mean, the policies -- excuse nme --
but I nmean, we have been engaging in consulting contracts for
gquite sone time. Most of them are personal service-type
contracts, | think, at all levels, including the inspector

general's office. Some are ongoing, sone are on as-billed
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basi s.

So | would not want to make the statenment to the
board that we woul dn't engage in consulting services unti
the next neeting. W have ongoing consulting arrangenents
across the corporation, as you can see in the line itens.

MR. EAKELEY: But we also -- just for further
clarification -- we will be entertaining the proposal, or at
| east a briefing and proposal tonorrow, with respect to a
specific contract, and we will have the ability to decide
what to do about that contract at that tinme.

MR. MCKAY: Absolutely, and that contract is --
and we're tal king about the perfornmance neasures issue -- is
bei ng presented to the board tonorrow.

But |I'm concerned, LaVeeda, because there are a
nunber of ongoing contracts. For exanple, our state planning
consultants, as | understand it, would be within the purview
of your comments.

M5. BATTLE: Yes, let me see if | can make it
cl ear.

MR, MCKAY: Ckay.

M5. BATTLE: Wsat |I'msaying is | know that you



10

11

12

13

14

15

16

17

18

19

20

21

52

have a policy right now that you're operating under, and |
understand that. And you're examning it to see whether it
needs to stay as it is, or whether it needs to change.

Wiile it is as it is, you continue to operate under
it. But before it changes to sonething else, that is what |
am requesting, that the board have an opportunity to review
so when that change is nade, we are involved in the process.

MR. MCKAY: Absolutely, and thank you for the
clarification.

CHAI R ROGERS: | wonder, though, whether -- if --
thisis a$l.4 mllionitem so it is a big part of the
budget. Were the decision made before the next board neeting
to tighten up the consulting policies, I"'mnot sure | would
want to delay the inplenentation of that until the next board
neeti ng.

On the other hand, if the decision were nmade --
and | can't imagine it would be -- to | oosen themup, then
woul d want to consider it.

So | guess I'mthrowing that out, |I'mnot sure what
direction that takes us, but maybe throw it out and see if

soneone el se has an i dea.
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MR. EAKELEY: Well, ny understanding is that the
one large -- | don't even -- is it a consulting contract,
John, or is it a procurenment for consulting services and
sof t war e?

MR. MCKAY: | think it's nore accurately a
consul ting contract.

MR. EAKELEY: But | think the one -- correct me if
|"mwong, but -- or, I'll ook at Jimand David on this,

t oo, JimHogan and David Ri chardson -- but there is one |arge
contract under consideration that will be presented to the
board tonorrow,

MR, MCKAY: Yes.

MR. EAKELEY: But there is not anything el se on the
hori zon between now and the next board neeting that woul d
fall into the category of tightening up or |oosening up on
consulting. O, is --

MR. MCKAY: No, | think what | heard LaVeeda say is
that we would continue -- other than the major contract
that's before the board tonorrow, that before we made any
change, we would bring that to the board in the policy.

And | guess further, | would just suggest that if
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there were an interpretation of the policy that were to be
made between now and then, that | ought to just share that
with Nancy in the interi mbetween now and the next board
nmeeting, so there's no m sunderstandi ng, and then seek the
gui dance of the chair of this conmttee and then prepare a
full report on our consulting line and policies and conmttee
at the next board neeting.

M5. BATTLE: That woul d work.

CHAIR ROCERS: So | think we, as the commttee,
have just received a referral fromthe chair, in general, to
revi ew any changes in the policy, perhaps at our next -- and
also to receive a report and review the current policies at
our next finance commttee neeting, in connection with the
next board neeti ng.

|s there anything further on that point? W have -

MS. MERCADC:  Madam Chai r?

CHAI R ROCERS: Mm hmt?

M5. MERCADO (Okay. | just had a question for M.
Ri chardson, because | wasn't real clear on this paragraph on

page 66. The bullet point that deals with the 3 program
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performance staff nenbers, basically tal king about specific
itens that you're pointing out, that it's going to require a
total of $803,992 added to the program performance office
because of these three additional people with these projects.

And | guess | was just a little curious as to how
that much noney -- maybe |I'm not seeing exactly how t hat
works. | mean, are you having other individuals,
consul tants, travel, what? Because it tal ks about three
program performance staff nmenbers added, but yet the budget
line is $803,000. And | wasn't real clear as to how that
woul d be spent.

MR. RI CHARDSON: Ckay. There are three additional
staff menbers, as you state, but there's also the other
initiatives here, the gender in |eadership initiative is two
itens that Ms. Youells spoke to you about earlier. W have
set aside $100,000 for those two particular studies. There
will be sone travel involved, there will also be sone
consul tants brought in to help review the different
information that's gathered, and conme back with some
recomendat i ons.

Al so, performance nmeasures, you're going to have a
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presentation tonorrow in regards to a programthat is being
proposed, and there is travel involved there, there is three
states that are being used to gather case service
information, matters that the prograns are handling. So,
there's not only consulting work here, but there's al so sone
travel

So when that programwas originally adopted, we
| ooked and said, "Ckay, we're going to need sone additional
travel costs for consulting, for staff, and the additional
consul ting."

It's -- the $800,000 is the amount that we added
fromthe tenporary budget, and it goes into all these
particular initiatives. Just the three staff were also
included in it.

M5. MERCADO Well, let ne tell you what my other
point is comng to.

MR RI CHARDSON: Ckay.

M5. MERCADO The state planning initiative -- and
|"mnot sure exactly what it would enconpass, and you nay
tell me -- but part of what | was hearing this norning, and |

think that we have heard in other board neetings when we've
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gone out to the field, to the grantees, is that while
Congress and Legal Services, thorough programletters and
regul ati ons, have tal ked about state planning initiatives and
creating a nore effective delivery of |egal services, that by
its very nature it has required an additional anount of work
fromthose state grantees, |ocal grantees to do.

And so just my curiosity is, in the state planning
initiatives, does that include noney that goes to the
grantees for that additional expense that they're incurring,
or isit for sonething different that only deals wth MA?
|*mnot real clear on that.

MR. RI CHARDSON: The noney is going to
facilitators, people who are helping in the states of --
peopl e who are hired by the corporation to help with a
particular state to figure out the best configuration.

M5. MERCADO So there would be some providing sone
assistance to those states in the state planning? | nean,
sonme additional resources and staff people?

MR. RI CHARDSON: That's correct.

M5. FAI RBANKS- W LLIAMS: On a, like, a consulting

basi s?
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MR. RI CHARDSON: That's correct.

MR. EAKELEY: Like the presenter we saw today in
t he second section, Joe Dailing.

M5. MERCADO  Joe?

CHAI R ROCERS: kay, | think that Randi Youells is
comng to the table -- welconme, Randi -- to respond in a
little nore detail on the state planning and possible funds.

M5. YOUELLS: | have to be honest, Maria, | wasn't
paying a lot of attention. Could you rephrase your question,
and I'll try this tine -- | was dosing out.

CHAI R ROCERS: Refreshing honesty.

M5. MERCADO Ckay. No, it's just that when | read
this paragraph, it stood out in ny mnd, because | guess the
introducer is that there is three people that are going to be
hired, and yet we have a budget l|ine of $803,000 with these
projects that are going to be done, | assune, by these
peopl e.

And | just couldn't figure it out, how that noney
was going to be spent with those three additional folks, and
what they were going to be doing. And so | wanted sone sort

of a breakdown into exactly what that neant.
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But in particular, in the state planning
initiatives, whether that actually meant assisting the states
with additional staff and resources to do the state planning
that's necessary, because we are adding to the already heavy
| oad that they have. And so | just wanted to know whet her,
in fact, that included sone of that.

MS. YOUELLS: You actually asked two questions, so

MS. MERCADC. Yes, | did.

M5. YOUELLS: -- let ne try and take themin order.

The first answer that | will give is very simlar
to what David gave. Wen you | ook at the anpbunt that's shown
here, it is -- would be inaccurate to associate those costs
with the addition of the three staff.

So the three staff you are -- we are addi ng,
actually, two people to OPP Main -- when | talked this
nmor ni ng about OPP Main -- we are adding one additional person
at this tine to OPP State Planning, and we are going to fill
Carolyn Worrell's slot and assign that to the team

So we are adding a total of three staff to OPP to
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do all of the functions that | tal ked about this norning.

W are also, as | talked this norning, rolling out
several major initiatives that have costs associated with
those initiatives. So for exanple, the |eadership
initiative, which I discussed this norning, would be to
create a |l eadership institute, or sone sort of program that
woul d be used by the field to train, l|argely, wonen and
peopl e who are racial mnorities to becone |eaders within the
| egal services novenent. And we have $50, 000 budgeted for
that initiative.

Simlarly, as we roll out a gender task force,
there are going to be costs associated with that task force.

As David nentioned, travel costs, we'll probably want to
hire a researcher to gather sone data and statistics, so
that's there.

Then there is approximately, | think, $300,000 that
has been put in that line item-- $300,000, $350,000 -- for
t he performance neasure project that | discussed today, the
repl acenent of the CSR program That's in that line item and
we'll be discussing that in nore detail tonorrow.

So that would be ny first answer, Maria. M second
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answer is that you're absolutely correct. One of the things
we' ve had the npbst success with in the |last year is the
ability to give technical assistance grants to states and to
our grantees to help themw th the costs associated with
stat e pl anni ng.

And in fact, we do have sone dollars that are
al l ocated for those types of consulting costs, to help states
who are bearing those extra expenses as a result of our
efforts, to underwite those expenses.

Wien | had a neeting earlier this week with David
and with JimHogan, | discussed the fact that that line item
probably needs to be increased at sone point.

We're certainly going to see in the OPP slots --
we're not going to see those filled imediately, it's going
to be hard to fill some of those slots in a time of
transition -- so we're going to actually have sone savings
that we accrue as those slots are not filled.

So | was suggesting that, as those becone real
nunbers down the line, that those be reallocated to technica
assi stance and to hel p support costs associated with state

pl anni ng.
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| agree with you. One of the things that | have
| earned as a result of ny involvenment with state planning
since 1998 is that although the benefits are trenmendous, the
costs are real

And this year, we figure that we will have at | east
12 states in which there wll be active nergers. And when
you engage in active mergers, you are going to have costs
associated with bringing in consultants to help with those
nmergers, bringing in consultants to help with sonme of the
| egal questions associated with those nergers, and perhaps
even at sone point, some norale, sonme work that needs to be
done to hel p people adopt new cultures in an organization.

W' re conscious of that, and it's sonething that we
have been urged by our grantees to plug in nore dollars for,
and we' re watching that.

M5. MERCADO Ckay. Well, and one of the things
that I wouldn't want to see overlooked is that while we bring
in alot of consultants, still the big bulk of the work in
these states is being done by the stakehol ders in those
states. | mean, in particular I'mthinking about the

grant ees t hensel ves.
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And | think that was sort of nore the side that |
was a little bit nore concerned about, that we're already
aski ng over-tasked people to do this additional work, and so
what, if anything, is being done to assist themin there?

| understand we bring consultants, but --

M5. YOUELLS: Well, we've given -- we have given a
| ot consulting contracts in the last two years, that -- two
states who actually have allowed themto hire staff to handl e
sone of these tasks.

So, for exanple, grants have been nade to states
who have then hired their own consultant to provide sonme sort

of service to the state through the state planning activity.

So it's -- when we tal k about consultants, | guess
| can see where you get sonewhat confused, because it is
confusing. W have consultants who work for LSC, that assist
us with our state planning initiative.

We al so, LSC, also has a pattern in practice of
freeing up dollars, giving those dollars out to states so
that they can hire consultants to take care of sone of those

tasks that occur as a result of what's going on in their
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program
| think that I -- it would be great if we had al

of the budget of LSC allocated to that. You know, |'d take

the entire budget of LSC and allocate it to state planning,

if soneone would give it to me. The reality is that's not

going to happen, so we're never really going to have the

noney that we need to underwite all of the costs.

M5. MERCADO It hasn't happened to all the states,
necessarily, right? | nmean, it's sort of dependi ng on what
they had in their own state.

M5. YOUELLS: ©h, absolutely. State planning in
person and situation-specific, and there are certain states,
i ke Chio, where the Chio Legal Assistance Foundation did
have resources, and they were able to contribute additional
resources to state planning. M chigan has done that.

Then there are other states, as we heard today in
Al abama, where they are very dependent on federal funds, they
don't have those dollars available, and it is inportant that
LSCtry to find ways to nake those dollars available to them
or help themwite grants to other foundations or other

organi zations. So it is -- we are acutely aware of the fact
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that it's a very costly endeavor.

M5. MERCADO  Ckay.

CHAI R ROGERS: Thanks, Randi .

M5. MERCADO  Good, thank you

CHAI R ROCERS: Any ot her discussion, before we take
up the resolution, which is on page 72?

(No response.)

MOTI ON

CHAIR ROCERS: |Is there anyone who would like to
nove a reconmendation that the board adopt the resol ution
whi ch is nunber 2001-001, to adopt the Legal Services
Cor poration's consolidated operating budget for Fiscal Year
20017

M5. BATTLE: | would so nove.

MR EAKELEY: Second.

CHAIR ROGERS: Al those in favor?

(Chorus of ayes.)

CHAI R ROCERS: (Opposed?

(No response.)

CHAI R ROGERS: The notion carries. W have a

report, | think, David, on the expenditures?
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MR. RI CHARDSON: Actually, the report in your book
is made on the tenporary operating budget that was in effect
as of Novenber. And at that point, we had only spent about
13 percent of the budget. W are now adding to that budget.

| have brought with me, which I'Il nake avail abl e
at the end of this neeting, the expenses through Decenber,
and it will give you a better shot as to where -- a better
| ook at where we stand right now within the budget.

Everything that is in the budget is all the
expenses that have been paid to date, are well within the
gui del ines that we have, we're basically 25 percent through
the year, and | don't recall the exact percent, but we're
wel | under that for the spending through Decenber.

And if you need any additional information -- |
know you have not had tinme to look at that, it was just
conpleted this week, with the closing of January, but of
course -- or, excuse ne, the closing of Decenber -- but
because of getting the information to you and the board book,
it could not be put into the board book prior to the
di ssem nation, but I'll make that infornmation available to

you at the end of this neeting.
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CHAIR ROGERS: And that will be avail able at the
end of the neeting today? |I'msorry --

MR. RI CHARDSON: Today, yes.

CHAI R ROCERS: (kay, so that we could review it
before the board neeting tonorrow.

M5. FAI RBANKS-W LLI AMS: The ot her question that |
was going to ask, there's been sone court cases that the | GA
has had and so on and so forth. Have we made any recovery
fromany of these that would go back into the |edgers?

MR. RI CHARDSON: Actual ly, when you | ook at
Decenber, we have reflected some nonies that were recovered
fromour insurance carrier, because we've paid out attorneys
fees. And we have collected, to date, $32,000, which will go
back into the | egal affairs budget.

CHAI R ROCERS: Anything further?

(No response.)

CHAI R ROGERS: Thank you very much. Any ot her
busi ness?

(No response.)

CHAI R ROGERS: Any public comment ?

(No response.)
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M5. BATTLE:

MR. EAKELEY:

MOTI1 ON

So noved. I

Second.

CHAI R ROCERS: Al right,

MR. EAKELEY:
comittee.
(Wher eupon,

adj our ned.)

Fi ve-m nute break, and then revi ews

at 4:49 p.m,

*x * * % *

Any notion to adjourn?

nove we adj ourn.

we stand adj our ned.

t he neeting was

68



69



