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PROCEEDTINGS

MR. WALLACE: We will convene the
Caommittee at this point. Yes, before I convene the
Committee, let me tell evervbody what’s going on.

We’re going to start the Committee meeting on
operations and regulations. I understand there are
some sentiments an the Board to interrupt it for a
Board meeting when it becomes convenient to do so and
I will adjourn as soon as Clark tells me to do
S0...0r recess.,.and then we can get to the Board
with its business and back on the road.

But in any event, we got enough for a meeting
here and we’re going to start doing some work.

Mr. Houseman has given the members of the Board
a draft that he and 1 have been working on over a
long distance and we’ll talk about that as it goes
on.

For members of the Board, there are some
canfidential documents that, I think, are in a box
over there. Those are not for public views but they
are for the education of the members of the Board as
we work on this subject and you may want to éet your
hands on those before we start.

With thaty let me call to order the meeting of

the Operations and Regulations CLommittee of the Board
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of Directors of the Legal Services Corporation,
pursuant to notice duiy given in the Federal
Register.

The first item of business is the adoption of
the agendas which is contained in your Board Book and
yvoaur Committee Book and basically all we’re doing is
approving minutes and working on lobbying
regulations.

Let me ask unanimous consent the agenda be
adopted as printed in the Board Book.

Hearing no dissenty so ordered.

We do not have minutes of ocur last Committee
meeting which was held December 15th, I think. They
haven’t got the transcript back and minutes have not
been put together.

We do have minutes of the April 10th Committee
meetings which I did not attend in New Orleans
because my baby was born a couple days later and at
the last meeting we asked the staff to go over them

to make sure that we had various citations correct.

At this point 1711 defer to the Secretary of the

Board, Mr. Baker, to tell us the status of the April
10th minutes.
MR. BAKER: The April 10th minutes

were drafted by Tom Brevard. wha no longer works for
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the corporation. He has assured us that the
citations in the minutes are correct.

CHAIRMAN WALLACE: OQOkay. I think
all members of the Committee had a chance to look
over these minutes at the last meeting and I think
except for the citations there are no problems with
any of the minutes at the last meeting.

S0, at this point let me ask unanimous consent
that the minutes of the meeting be adopted as printed
in the Committee Book?

Hearing no dissent, so ordered.

We are now prepared to proceed with the }obbying
regulation, Part 16.12. At the close of the last
meeting, we asked our staff to prepare information
for us based on their experience in enforcing the
lobbying regulation and I don’t know where we want to
begin an this. I guess Mr. Williams and...Mr.
Williams primarily, 1 don’t know if Mr. Bayvly has got
anvything to say at this point.

Po yvous Mr. General Counsel?

MR. BAYLY: Not at this point no,
Mr. Chairman.

CHAIRMAN WALLACE: All right, thank
you.

Mr. Williams, if you’d come forward.
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Mr. Williamss we appreciate the work that’s gone
into this presentation.

At this point let me say one thing before 1 do,
because I don’t think I did it at the last Committee
meeting and something Mr. Baker said jogged my
attention. |

Tom Brevard who has been staff worker for this
Committee is no longer with the corporation. He has
gone over to the Civil Division of the Justice
Department to get back into litigating and lawyering
up a storm and, it I neglected at the last Committee
meeting to express my own appreciation of Mr.
Brevard’s wark, then it was very thoughtless of me to
do s0., And I don’t want to do it twice.

Tom Brevard did a very good job for this
Committee, He was a very great help to me. This
Committee misses him and I appreciate his willingness
to continue to help us from long distance in tﬁe
Justice Deparitment as we tie up same loose ends.

Having said that...

MR. MENDEZ: Mr., Chairman, I would
like to echo vour :omments concerning Mr. Brevard and
I would encourage the staff and Mr. Baker to send a
note telling Mr. Brevard that fact is nur_positiOﬁa

that he did an excellent job under trying
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circumstances.

CHAIRMAN WALLACE: I’m not sure
that I see Mr. Bakers; but I think that the
unanimous. ..

MR. MENDEZ: Mr. Bayly, will you
relate that to Mr. Baker to have that done?

CHAIRMAN WALLACE: 1 think it is
the unanminous sentiment of this Committee that the

|
Secretary of the corporation ought to write Mr.
Brevard in appreciation of the services that he
pefformed, because he did a yeoman task, putting a
lot of regulations together for us.

Anvways let me get back to yvou, Mr, Williams,
hecause you’ve also done a yeoman task in putting
this presentation together.

Let me ask you to proceed however you would
like. Bive us an overview and introduce the people
who are going to talk to us, because what we want to
hear from you is about the corporation’s experience
in actually enforcing the lobbying regulation which
we have before us.

MR, WILLIAMS: VYes,y sir. Thank
you. And I think I can speak for the whole staff in

expressing the staff’s regard for Mr. Brevard and his

work in supporting the corporation.
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OFF THE RECORD

MR. WILLIAMS: As you can tell, as
the Chairman and I discussed and as the other Board
members can seey, Mr. Wallace asked that we present
several exchange monitors who could give their direct
experiences in attempting to deal with the issue of
the use of non-public funds, whether they are
restricted or unrestricted and their use, in
particular, for matters related toc 14612,

We have prepared a written report which is in
two versions, as Mr. Wallace indicated. One version
does not reveal confidential information, and that
version is avallable to the public at large.

Another version has been given toc each of the
members present.

CHAIRMAN WALLACE: Now, when we say
confidential information, we’re not talking
attorney/client privilege information. It is simply
sensitive material whicﬁ the corporation is entitled
to know about, but which we don’t want to reveal to
the world at large, is that correct?

MR. WILLIAMS: That’s right sir.

MR. MENDEZ: Let’s further clarify
that.

CHAIRMAN WALLACE: Okay.
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MR. MENDEZ: This is because the
final drafts of the monitoring reports are not
completed and the individuals have the right to make
comments and corrections.

Is that a fair summary?

MR, WILLIAMS: VYes.

MR, MENDEZ: And as socon as that is
completed then those reports can be released.

MR. WILLIAMS: VYes, sir, though...I
think the corporation should exercise some sound
discretion in terms of information that’s released
that a grantee says they have proprietary interest
and it’s an asset to their grantee...to them.

MR, MENDEZ: We understand that,
but I...

MR. WILLIAMS: We shouldn’t have a
flat rule one way or the other to anything the# say
they have a proprietary interest in we should keep
confidential, but we should take that into serious
consideration and give deference to it.

1’d like to make one general statement before 1
go on and let the members of this panel give their
direct infaormation, which they know much better than
I, since they have been out in the field and

attempted te enforce these regulations and I’ve been
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10
sitting in Washington and I haven’t the direct
experience that they have.

We have a lot less information than we would
like to have to énswer the Committee’s needs for
information to base regulations upon, for three
principal reasons.

One, that many recipients do not keep the kinds
of records that we believe a responsible Drganizatiaﬁ
that has restricted and unrestricted money should
keep in order to demonstrate to all of the relevant
parties that all of the money is being spent the way
of the grantees and within all legal reguirements.

Seconds a few recipients have denied access to
highly relevant documents that they admitted
possessing, even though those recordss they do not
allege as subject to attorney/client privilege.

This general kind of...we have a proprietary

interest in thig and it’s not your money, so you

don’t have a right to look at it, That general kind

of thing. We have had that several times and people
here can speak te that question.

The third iz just a general pressure of time
during monitoring visits with whatever problems may
come up during that visit. Every question may not be

pursued as thoroughly and as well as we would like,
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11
especially when we look back at a particular visit
that raises a particular issue, but that is not
thoroughly resolved and sometimes we have to have
follow—up visits and sometimes that can’t always be
done.

And just a similar kind of thing, that in
drawing together 811 the infermation we have and
analyzing it to put it into this kind of format, the
more time one has to prepare it, the better job one
can do,

During the Holiday Season it’s been hard to get
thig kind of thing done as thoroughly as I would have
liked.

Rather than attempting to summarize each
person’s statements, I think the best way we can
proceed is simply to let each of the members of this
panel introduce themselves, describe their
credentials and their experience in a very summary
way and then tell us what experiences they have had
and how they relate to the issues the Board has
raised.

CHATIRMAN WALLACE: All right.
Befnre vou do that, let me ask each of the panel
members, in conjunction about what we’ve said ahout

canfidentialitys I think a lot of the documents that
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i
back up some of the things vou’re going to say are
available to the Board, but not to anybody else, so
if you?ll just_keep pecple’s names, organizations
names out of your testimonys but refer to Exhibit 4,
@s 10 or whatever, so we’ll know where you ares we
would appreciate it and we’ll try to move as
egpaditiously a5 we can.

With that, Mr. Williams, who is your first
witness?

MR. WILLIAMS: Mr. Bruce McDonald.

CHAIRMAN WALLACE: Mr. McDonald?

MR, McDONALD: Thank yous, Mr.
Williams. Mr. Chairman, Members of the Committee.

I am Bruce McDonald. I have been asscciated
with the Legal Services Corporation since March of
1986, 1 served as a consuliant for six months and
for the past four months 1 have been serving as a
temporary employee.

During this period I have monitored 11 LSC
grantees, three National Support Centers, one State
Support Center and seven field programs,

During that period I served as Team Leader at
two National Support Centers and two field programs
and 1 also served as the management consultant at

seven other programs, as a member of the team.
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Prior to my asscciation with LSC I spent 10
years as an independent management consultant in both
the private and the public sectors.

Over the last four months, during my temporary
employee status with L8C,y, I have assisted in the
analysis of data gathered from the field and 1 was
asked to present to vou the following information
from part of this affort.

The 1986 LSC refunding applications collected
information for the first time about non-LSC funds
being subject to Section 1010C of the Act.

Based on the information received on the 1986
applications, monitors began collecting non-LSC grant
documents where the programs had outside funds.,

| The second phase of gathering infermation about
outside funds began with the 1987 refunding
application which contained a more detailed form, Fl,
which you will find in vour materials under Exhibits
2 and 4. And this Form Fl included for the 1987
refunding application in addition to the recipient’s
name, it asked the recipient to list the source of
the funds, the amount awarded, the date awarded, the
date last monitered. It asked the recipient to check
off characteristics of the funds, whether they were

public, non-public or tribal.
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It also asked the recipient to indicate whether
or not the funds were subject to the provisions of
10100 and finally, the form requested that the
recipient list the purpose of the funds.

The LSC staff prepared an analysis of these F1
farms that had begen submitted to the corporation and
found that among the field programs, approximately 24
percent of the private outside funds received by the
field programs was characterized by them as being
unrestricted.

In contrast, among the National Support Centers,
more than 80 percent of the outside private funds
received by them were characterized by the National
Support Centers as being unrestricted.

To repeat; the field programs had about 24
percent unrestricted private funds and the National
Support Centers ad 81 percent, actually, unrestricted
private funds among all the non-LSC private funds
received.

During my own monitoring of field programs, 1
saw two programs using private funds consistent with
the LSC Act and the requlations.

In one situation, the field program...

MR, MENDEZ: Consistent or

inconsistent?
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MR. McDONALD: Consistent.

In one situation the field program had lost its
United Way funding. They went out and hired a
professional fund raiser with non-L8C funds and they
received in funds from the local legal community
about double the money they had been getting from the
United Way.

All monies that they received from this fund
raising drive, after paving the expenses of the fund
raiser from rnon-L.8C funds, all of the funds received
are being used to maintain and to expand their legal
services to the poor.

And a second program which contained a fund
working component, fund raising of a slightly
different sort was done. The fund raising was done
by: again, a fund raiser with non-LE8C funds, but the
main object of the fund raising was from church
related groups and the specific purpose for which the
funds were raised was for the representation of
aliens by the Farm Work and Migrant Unit, which is
allowed under 1626.3B3. And, from what we could
ascertain during the monitorings the funds were
indeed used for that purpose.

In contrast, while monitoring National Support

Centers, we found language in various successful
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grant proposals that should be brought to your
attention and are brought to your attention in these
exhibits.

And, I would prefer to paraphrase, if it’s all

right with you, as opposed to quoting directly.

CHAIRMAN WALLACE: Okays that’s
fine. Can you tell us what exhibit ypu’re talking
about as you go through it?

MR. McDONALD: One moment please.
That would be F1 in Exhibit 4, I think.

MR. MENDEZ: Fi was the form...

CHAIRMAN WALLACE: He’s talking
about grant applications, I think, which is something
elsa.

MR. McDONALD: If you’ll give me
one momenty [711 give you...

CHAIRMAN WALLACE: Sure. We just
want tq stay with vyou.

MR. MENDEZ: May I ask a guestion?

CHAIRMAN WALLACE: Yes, go ahead,
Mr. Mendez. |

MR. MENDEZ: As long as we’re
talking about these Fl...or as long as I’m talking
about it, you’re talking about something else...l

would like to know how successful or how useful it
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bas been for yag, this F1 form. Are there any other
changes that ought to be done that would make it more
useful to you?

MR. McDONALD: I think, Mr. Mendez,
that the most intelligent answer could be given to
vou aftter we’ve gone out into the field to verify
what’s on the form. I think it’s a little early yet
to...for us to give you an opinion. I don’t know.

CHAIRMAN WALLACE: These are the
forms that came in this fall?

MR. McDOMALDP: That’s corrvect.

This fall and up until January 20th, I
believe...January 20th, 1 believe was the submission
date.

MR. MENDEZ: How soon do you think
that you could give me a preliminary answer as to
how...do you think you could do that by July?

MR. McDONALD: I would say that in
terms of a...I can’t speak for the corporation. but
in terms of my own personal opinions 1 would say that
by July we probably would have an initial feel, yes.

CHAIRMAN WALLACE: Mr. Mendez is
trying to sneak some information for the Audit
Cammittee here., That’s perfectly well appreciated..

MR, McDONALD: 1I’°m going to be
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referving to Exhibits 3 and ii.
CHAIRMAN WALLACE: Okay, S and 11.
MR. McDONALD: And let me
reemphasize, the grant proposals I°m going to be
talking about were successful.

In the firgst instances the grant proposal is
ongoing. That is, it has not been completed. The
second to which I am dgoing to refer has been
completed.

In the first one, there was language to the
effect that change will not be brought about if the
debate is defined...or confined, excuse me...to the
realm of policy makers, pension industry sales
persons and Washington based advocacy groups.

It is critical to reach aut to the people who
are being hurt by the system and explain tp them what
is happening and why.

This‘particular grant has, as a purpose, the
addressing of the failure of the private pension
system to play an adequate role in contributing to
the retirement income of older women.

At this particular locationy at this National
Support Center, we had requested as a monitoring
team, copies of the work plans of all the attorneys

and the only attorney whose work plan we were denied
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was the attorney who was administering this Qrant.

At the same National Support Center they had
recently successfully completed a private foundation
grant where they had activity in two states. The
grant proposal for the monies received said that a
large part of the project involved public cpalition
buildings which state administrators are not
empowered to fund.

One of the project purposes was to build a
foundation of public support for state participation
and a waiver program under Medicare.

Two problems surfaced here and at other...during
nther monitoring trips that limited our ability to
verify how the monies were spenty, specifically in the
areas of time record keeping and overhead charges.

When time records were kepts they lacked
specificity and they appeared to charge time based
solely on the proportion of non-L8C funds received,
not actually on time spent.

In some of the programs,s either no overhead or
very little program overhead was charged to non-LSC
grant funds, Thus LBC picked up all or almost zll
overhead cosis.

In programs such as these, on examining the

grant documents, there was no indication in the grant
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documents forbidding the charging of overhead.

I’d like to intreduce, if 1 may, Miss Ellen
Smead, on my right: who has further information.

MRS. BERNSTEIN: Before you go on,
let me ask you, have you had experience, vourself, in
any sort of...have you been in any nonprofit
organization that may have received restricted or
unrestricted funds. You knaw, in dealing with
private funding sources, I think it would be helpful
if vou...do you have any experience in that area, to
kniow whether or not these are typical responses
OF.eee?

MR. McDONALD: I’ve served as
executive director, president or board member of four
different kinds of nonprofit organizations and three
of them, we were getting money from many sources,
public and private.

Primarily, where I had the responsibility of
watching over time records, was serving as executive
director. And in those situations, just in terms of
good management policy, aside from the restrictions
that we were facing,; I insisted that the time records
of all the people, professional and fhe support
staff, show not only what project the money was being

charged to, but also the type of activity during that




HEE e 0 it cteri ey i ctant 2doemiab
(T et evem 3T waeuboadnr od w9dil bty

Wi emy0 . et rr 2ed ol cFripl o e no o Deamd

030 R oy ornTatt tHIATEME | UFM
ol e Tima oy o8 wta i ague berl poy avacd suoy Maes on dal
FTFOQror s Nt oased oy aveii.se . To dFrioe vy
T Bl nirteas hovignet everl veam decit poldncinso
friw prriinab (L sword weY  Labnwet bedod cdewan
Susvagleard ad bivow To o drreid T e2mavroe oI s FsvE g
1 vi®rs tedd ol o 9nnaIiTeaxe vre Svesd ooy ob. . ooy T

panriogansy feniagy? 2vs apand doo cin sidarhs waod

o1 bovras oyt T s QA0 aM o H M

tunY o asdmar bheod 1o fnsbiazeng e devib wavidonaxs
sognrid e wreordesineptn Frrougaon Yo 2bold drmreiroh
LW TR yaegm mont arom poidiep eval dw emarlt o
Satsviong bite i fdog

o vidilitdrernoneay sy perd oaveniw oD remi
av L Fnen s 26 DLV iad PN y2bnonsy snid vavo pridatew
Fop oa#moead o ot es3noldsutie azordd it bR oot oaab
arrofbd s dear add morYd abies voilog fnsmupsnonm hoop
abyoowsy smid add fecdd batzgieci o pnioet 9vmw oaw Jand
Joreiua ot hoas lemgtezeotoig calagesg ant (e Yo
nrrad sew ssirom ard Foaiony Fede vioo born o wods Fiadfs

L

Jeat oper iut wiiveion to ugydt wdd ocls tud o bhapasds



20

2]

22

23

24

25

21
time period that was carried on on behalf of that
projéct.

Nowsy I would say...l would tell you that I have
not seen that any...I think I can honestly say that
of all the places l’ve visited so far that are
receiving outside funds, I have not seen that type of
record keeping yet at an LSC affiliate. 1 shouldn’t
say affiliate, I’m sorry, recipient.

MR, MENDEZ: Leafnne, was that the
aquestion you were asking or concerning the grants?

MRS, BERNSTEIN: I was asking about
his experience, you know, to caompare, you knows in a
lot of different nonprofit organizations, not just
legal . services arganizations, but a lot of different
nenprofit organizations receive bpth public and
private funds and I just think it’s important to put
in context what the general practice is.

MR, McDONALD: Well, basically the
practice that I followed with a nonprofit
organization was that recommended by the American
Society of Association Executives, which is the
professional organization for nonprofit association
executives.

CHAIRMAN WALLACE: All rights Miss

Shead?
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MISS SMEAD: My name is Ellen Smead
and I am an attorney_licensed to practice in the
District of Columbia. I have been a3 consultant to
Legal Services Corporation for approximately 15
months., During that time I have monitored 20
programs. Of those I served as Team bLeader on six
monitoring visits and on the rest I was a team member
and a legal consultant.

The programs which I have monitored have
included two National Support Centers, two State
Support Centers and one Regional Training Center. I
was also retained by the corporation to help the
staff analyze and finalize reports written by other
monitors.

Prior to becoming a legal consultant I was a
paralegal and then an associate attorney in a private
law firm for five years and I was a legislative aid
to a United States Congressman for four years,

Several of the LSC grantees that I have
monitored for the past 15 months have had both public
and non-public alternative sources of funding.

I usually try to review all the grant documents
and grant award letters so I can ascertain the
purpose for which these funds were provided., 1 also

interviewed staff about the type of work that they
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have performed under these grants.

At one of the programs I monitored 1 was denied
access to any of their non-LSC grant documents.

I also monitored a State Support Center that had
received private funds. These funds were used to
support the Center’s efforts to develop an
alternative means of financing low income housing.

In the grant award letter that 1 was provided, the
public funding...the private funding source
stipulated that none of the funds were to be used for
lobbying.

The grant proposaly which had been drafted by
the Center, stated that one of the meaéures for
evaluating whether the project had been successful or
riots was whether any bill had been introduced into
the legislature and with what success.

The proposal also noted that the Center had
extensive political ties, political allies that would
enhance success of this praoject.

1t alse noted that L5C funds would be used as
matching funds te this private grant. Asg it turned
out, during the first 11 months of the project, all
staff time on the project was charged to the LSC
fund.

During another monitoring visit I reviewed
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several grant proposals submitted by a National
Support Center to private foundations.

As to requests for outside funding, this
National Support Center emphasized its effectiveness
at monitoring Congress and federal agencies...

CHAIRMAN WALLACE: Let me just ask
vau before you get off that state support. Have we
got any exhibits in here related to that state
support project vou were talking about?

MISS SMEAD: No sir, ] don’t
believe you do.

CHAIRMAN WALLACE: All right. And
do we have any exhibits reliating to what you’re about
to go to now?

MISS SMEAD: Yes, you do.

CHAIRMAN WALLACE: Which one is
that?

MISS MEAD: We have Exhibit #6 and
Exhibit #10.

CHAIRMAN WALLACE: All right, thank
yvou very much. BGo ahead.

MISS SMEAD: In the Center’s
reguest for this outside fundings the Center
emphasized that the effectiveness at monitoring

Congress and Tederal agencies, the effectiveness of
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providing service to advocacy organizations and its
effectiveness at furthering a social reform agenda,

For example, in one proposal the National
Sugport Center said, at least as important as any
administrative proceeding would bhe undertaken would
be the assistance we’ll give state and local advocacy
groups wishing to propose rules.

We can offer a vast experience in both
formulation and drafting of regulations and we are
experts,; not only in lobbying for their adoption, but
in teaching others to lobby effectively.

In another grant proposal, to another party
source, the same Center discussed the broad impact aof
those activities over a 18 vyear period and the
limitations that it bhad to operate under.

In.the proposal it stated, where the use of
federal funds is restricted to direct service on
relatively limited issues, private contributions to
this Center’s support research, administrative
advocacys demonsiration projects and media campaigns,
all aimed at rectifying or alleviating in the long
term the problems of the poor.

The executive director of this other Center,
stated the Center does attempt to secure private

funds which have as few restrictions attached to them
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as poszibley, so they can use the funds in the manner
that they see fit, with the least restrictions.

MR. MENDEZ: Well, let me ask
yvyou this gquestion. If you were that executive
director,; wouldn’t you do the same thing?

MISE SMEAD: Probably [ would.

MR. MENDEZ: Tell me, 1 think
that that’s fairly appropriate to ask for as few
restrictions as possible, I know on all the bhoards
that I ever sat on, that was the favor we asked for
all the time, was let us make the choice. You’re
giving the grant, give us the discretion,

Nows 1 understand that sometimes there’s not
appropriate oversight exercised, but in and of
itself, I don’t see anvthing wrong with that
particular item.

MR. WALLACE: And let me make
it clear, Mr. Mendez that if ] were an executive
director I’d probably do business the same way and
all we’re trying to do here is to get a picture of
how the business is actually done and then the
Committee and Board can apply our own judgments to
what’s appropriate and what isn’t.

Mr. Williams, do you need to inter ject something

at this point?
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MR. WILLIAMS: I°d just like
to inter ject that I’ve asked thése monitors to
provide facts and I haven’t asked them to color the
facts, if you will. Because they’ve stated fact
doesn’t mean that tﬁey believe there’s something
wrong with what they?’re describing.

MR. WALLACE: Okay. #As Mr.
McDonald said when he started his testimonys I think
he went over & couple of programs that hads in fact,
been fully faorthcoming about what they were doing
with their money and that’s part of the facts that we
need to know.

But anyway, Miss Smead, we appreciate it and go
on ahead.

MR. MENDEZ: 1I’m sorry I
interrupted.

MISE SMEAD: This same Center
does engage in some lobbying and it stated to the
monitors that itse legislative advocacy activities are
charged to non-LSD funding sources.

The difficulty in monitoring this representation
was in defining the scope of legislative advacacy.
The Centerg that registered lobbyists ligted the
following as components of legislative advocacy.

One, preparing testimony and fact sheets.
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Twos meeting with Congressmen and their staff.

Threesy testifying on Capitol Hill.

And Four, answering reguests from members of
Congress.

The lobbyists did state that legislation was
pssential to preparing for an effective legislative
advocacy scheme. However, the time that was spent on
monitering legiélation was charged to LSC funds as
opposed to non—-private funds. Only direct advocacy
was charged to those private funds.

The other difficulty that we had in monitoring
was that sometimes the emplnyee‘did not know to which
funding source their work was being charged.

At this point I°d like to introduce David
Schneier who has some additional comments to make.

CHAIRMAN WALLACE: David
Schneider?

MR. SCHNEIER: Bchneier.

CHAIRMAN WALLACE: Schneier.
Thank you, Mr. Schneier, go ahead.

" MR. SCHNEIER: Mr. Chaivrman,
members of the Committee. My name is David Schneier.
I am an attorney in private practice, in my own
practice for six years and licensed in the States of

Maryland, Pennsylvania and the District of Columbia.




- Peia et

CiEREa Yttt (5] I o Feam e owd
AEih Loy iaeld o priviitend .astl
Ty & vedunam ot stsaoupat el romanis o« o bod
o HEBILMNGU
wiw meldeleipal daddd wisat: bhib ateivddol sl
avidalEEpst aviid ool Te s 1T poitsgetg b lef trvmass
e Jieane 2AW Jdamd o amid a9t . revaeoid ceneriae vosaovbhe
i 2hbiast D80 ol bagaccn 2sw rotteisopal piciod orsam
voakusovhe Foattib vicndd  Lz2bout stoviver-oon od b otgo
St T oateviig axodld ofr bapasil Ssw
pri e ed froam ot bed sw hacdd o vdlonetrih ardd o e
toalche it oworrsd doa bib evvolgma andd zemidanoa darlt 28w
cBepasarn pworad ssw o roadd sovegs periboiu
piveld aouborvdrd 03 wmHil DUl o dorog 2ind
Cativan wd e drnemmon (st ihbs emoe ped orlw raband ol
iwved e HOAL e WS T AR
Vovgabs g it ol
o Earreiant e UEMHTEY JHM
Cotieargtad AR IAK MAMMTAM
heords up evndenctl M o pnay Heeddl
evigm e il ST LIS L HR
ciabaradn bived 21 oasnsn vM Jesldimnel a9t o zvadmam
P ym ol el apdiey wdavirg ol vanrod e né me T
Yy vartadd @t ot beaaenil bos @asay Hi& Yal @il s

casdmole) Yo Foradarld edd boe sreavivanrna® bes Dy et



16

17

18

20

21

22

23

24

25

a9

For the past year and a half to two years, I
have had an oppertunity to take part in monitoring
visitsy, most of the time as a Team Leader. I would
gstimate I have heen on 12 to 15 monitoring visits,
two of which were at MNational Support Centers.

1’d like to address ane visit at a Natiognal
Support Center under some references on Page 18 in
the section marked Board Section.

At that time ] was & consultant on that
monitoring visit. 1 was assigned to discuss and
axplore the private funding grant requests for the
Support Center and any approvals or restrictions on
those grants that were received by the LSC grant fee.

I was initially told that my reguest for
documentation would have to be reviewed with the
director of the program and at the exit conference I
was informed that we would not receive that
information because of trade secrets.

I requesteq an expianation because 1 was rnot
quite sure what that meant and was told that it would
be an impossibility of other organizations or
grantees to, by the Freedom of Information Act,
request to get the types of grant packages that the
grantee was putting together or their sources of

funding and they were trving to protect their, I
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guess, proprietary interests in the types of the
grant packages they put together or those sources and
that instance is one I would like to provide.

CHAIRMAN WALLACE: Well, I
appreciate it, Mr. Schneier.

MR. SCHNEIER: I would like to
introduce Mr. Mike Bush who has additional comments.

CHAIRMAN WALLACE: All right. Mr.
Bush?

MR. BUSH: Good afternoon, Mr.
Chairman and members of the Committee.

My name is Michael Bush...

CHAIRMAN WALLACE: Try again, Mr.
Bush.

MR, BUSH: My name is Michael
Bush and I’m a senior auditor in Legal Services
Corporation in the Audit Division., I’ve been with
the corporation for approximately three years.

Among my regponsibilities is the performance of
fiscal monitoring of LSC grantees to determine
caompliance with the LSC Act, regulations and LSC
audit and accounting guides.

1 have monitored approximately 19 LBC grantees,
of which threge are National Support Centers. On most

of these visits I was the Team Leader responsible for
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fiscal compliance.,

Many of these grantees receive significant
funding from sources other than LSC. As you know,
the Act, regulations and the audit guide require that
funds received by any recipient from a source other
than the corporation must be accounted for and
recorded as receipts and disbursements separate and
distinct from federal funds,.

It has been my experience that ascertaining an
accurate division of a grantees efforts and costs
towardg LSC activities versus private funded
activities has been somewhat difficult.

Generally, we have been unable to adequately
assure that particular activity is actually funded by
the appropriate private source.

One grantee that I monitored received in excess
of %200,000 in private funding. In monitoring this
grantee, ane of my responsibilities included
ascertaining and verifying whether activities
performed by the grantees employees were properly
charged to the correct funding source.

The most appropriate manmmer in which this
information can be verified is through ones the
examination of grant documents where we set forth

time and effort recording requirements.
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Twos employees time records approved by
supervisors or project managers, decumenting their
efforts spent for LSD funding activities versus
private funded activities and three, examining
payrall distribution reports or financial reports
which show the distribution of labor and fringe
benefit coats between funding sources.

In order for this verification to have any
validity or credibility, time records must be
maintained contemporaneously by the grantee. These
time records must be accurate and complete and
readily,idehtified labor efforts among funding
souUrces.

This was not the case at this particular
grantee. For this grantee, I was unable to assure
that an activity was actually funded by the
appropriate sourcey due to the absence of reliable,
contemporaneocus time and effort records.

As a result, I could not determine whether LSC
funds were being used to finance activities
prohibited by the L5C Act.

CHAIRMAN WALLACE: Mr. Mendez has a
question.
MR. MENDEZ: I’m sorry, I didn’t

pick this up. Was this group that you audited, were
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they performing any activities restricted by the Act?

MR. BUSH: Restricted by the Act?

MR. MENDEZ: Yes. Outside funding
sgurces.

MR, BUSH: I wasn’t able to
determine that because the records that they provided
were incomplete.

CHAIRMAN WALLACE: I think the
question is not what were the activities charged to,
I think what Mr. Mendez is saying, were they doing
any grassroots lobbying or organizing or lobbying
that would be prohibited with our funds?

MR, SMEGAL.: Excuse me, Mr.
Chairman, that?’s the answer he just gave. That they
were not.

CHAIRMAN WALLACE: I think his
answer was he couldn’t tell.

MR. SMEGAL: He couldn’t tell.
Well, define it.

MR. BUSH: I couldn’t tell based on
the records that I examined whether...you knows they
weren’t...I couldn’t tell whether they were reporting
that activity or whether they were charging
activities to LBC funds.

CHAIRMAN WALLACE: Was that
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activity being conducted by the recipient at all. 1
mean, that’s what Mr. Mendez’s question iss not just
how can you tell who paid for it, but were they, in
fact, doing some things that were illegal to do with
our money?

MR. BUSH: 1 believe that there is
an example...Exhibits 7, 8, 2 and 12.

CHAIRMAN WALLACE: All right.

MR. SMEGAL: I’m sorry, what was
your name?

MR. BUSH: Michael Bush.

MR. SMEGAL: Mr. Bush, Exhibit 7 is
a grant proposal. Can you advise if that proposal
was ever the result of...ever resulted in any
funding?

MRS, BERNSTEIN: Tom, before vyou
came in, Mr. Williams made clear that all...

MR. SMEGAL: 1 understand that, I
just said grant prqposal, LeafAnne, [ didn’t identify
anything.

MR, BERNSTEIN: I understand...no,
no. What I’m trying to say, Tom, is that he
clarified that though these show that they are
proposals, all of them were, in fact, awarded.

MR. HOUSEMAN: All of them were
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what? I couldn’t hear.

CHAIRMAN WALLACE: In fact awarded.

MR. SMEGAL: All right, excuse me.
So go ahead. Let’s talk about 7. Which other ones 7
and what else?

MR. HOUSEMAN: 7, By ? and 11, 1
thought he said.

MR. SMEGAL: Those are examples
of...if we looked at those closely we would find in
those examples of private funds being spent for
restricted political lobbying and similar activities,
is that what you’re saying? ,

CHAIRMAN WALLACE: Mr. Smegal, I
know 7 is a document that we had last weekend in a
smaller package that was given to everybhody at the
Board. Nows, this is a document that I know we’ve
seen before. While I haven’t vellow highlighted
mine, I read it at the time and I know there is
information in here that involved lobbying,
grassroots lobbying and...

MRS, BERNSTEIN: Organizing.

CHAIRMAN WALLACE: ...organizing and
it’s...and if they actuﬁlly did this, I think they
pretty clearly fell outside our regulations.

The question is, whose money?




d I
MR -RETR!

Chobriaes o) ol o 3IA AW MAMET AN

oo @rl s hip ke IO g el EME AR

grariry rsiito N oduade Hist &

Powd i L @0 2 N rWAMTIIDNH L HM
S b Ol g earlt L JARDEMT LM

ol by i bl e viagola asorit te

T s v iad @Dt obev iy

rimbbiv it oe s imie bre privddol e

TIWERL Y RE
. il

A AN MAMA LA

e e

o i hesdsan Yaasl hed aw

it 4o vbhodvieve ot asvip 2ew to
Gt wmw weonrd Lottt foamunob s @i
Padvdne baprrl wollay 4 navart | oa

o

wy arld

cpireydiiol vesvioval Fend

£ 1
PR S TR T

SRk v el fWTTITERRIE (il

Bt DS EABR T« W M T AMD

vartd Aniad T .20t Lib vilewlss

cartaidaiupey wiao abhiadon i

TSt 2ol s&r

dedd Foamiiooh

wored [ brie amid add de 3o

Gty acio

FrimbTwon 0 gt

e Jreerrie g il

ook brig

Ygnia

SBiae @i Hdpeodd

RBevenl 9w Y1, ..t0

to o cmlonesxa azanidd

Bt iiog aioirtoss

ity el tedd 20

B oL Y owortd

it apednsy wliens

il Wl bt

il Larioran e

besy L -aniim

f
*

Hard il rpidemorotn

Y o RN

cartd Yy brs...2 it
iat yviasala vidtarg

rrol deaup onT



Y

16

17

18

20

21

22

23

24

25

36

MR. SMEGAL: That’s my question.

MR. MENDEZ: Now, let’s make sure
that we’re clear. In each one of these documents,
even though we haven’t had a chance to review them,
but you’ve told us someplace in them it says thats is
that a fair statement?

MR. BUSH: I think so, yes.

MR, MENDEZ: So, if we just take
the time to look through them, we’ll he able to find
that?

MR. HOUSEMAN: What will vou he
able to find?

MR. MENDEZ: That there are
language to the effect that there is grassroots
lobbying.

CHAIRMAN WALLACE: One restricted
activity or anothey under this regulation is proposed
in these grant proposals. That’s the point, |

MR, HOUSEMAN: They don’t tell you
whether anything was done, right?

CHAIRMAN WALLACE: You can’t tell
it from & proposal.

MR. HOUSEMAN: I mean, I don’t have
it.

CHAIRMAN WALLACE: I know you don’t
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and that’s why...

MR. MENDEZ: That’s the reason I'm
asking the question that I’m asking.

CHAIRMAN WALLACE: All right now,
let’s take 75 Mr. Bush.

We can see the proposal, we know they got money
for it. And the question is, did they...could you
tell what money was assigned to these activities and
what was it.

And Mr. Williams, go ahead and inter ject what
vou have.

MR. WILLIAMG: Yes. I just wanted
to point out that there are excerpts from each of
those exhibits starting on Page 13 of the public and
Board version of the memoranda.

CHAIRMAN WALLACE: Okay.

MR. WILLIAMS: And those excerpts
highlight the areas that relate to the restricted
area.

MR, SMEGAL: I°’m trying to focus on
what vou’re doing here.

Now let me just go back and let’s go over any
exhibit you want, whatever one vou want to pick.

CHAIRMAN WALLACE: All right, let’s

stick with 7.
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MR. SMEGAL: Let’s stick with 7,
okay.

CHAIRMAN WALLACE: That’s one the
Board has had for a week now.

MR. SMEGAL: {kay now, what ?ou’re
saying is that proposal that was submitted to some
foundation or whatever source it was, requested
funding for various activities and the next thing you
tell us is that funding was received.

Had you given us the document by which the
funding was provided? The response from the
foundation as to what the money should be used for?

MR, BUSH: The foundation’s
response was rather general. There were some...

MR. SMEGAL: But there were
responses’?

MR. BUSH: There were responses.

MR. SMEGAL: Do we have those in
this material? You can ask for lots of things on a
Christmas list and maybe you don’t get them all.
Maybe Santa Claus just doesn’t come through for vyou,
S50, ynu got the letter from Santa telling us what the
money was for?

MR. BUSH: No. In this exhibit

it’s just the proposals of what they intended to do.
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MR. SMEGAL: Okay. 8o what vau’re
telling us, here’s a proposal, some money was
received in response to that proposal being submitted
from that particular foundation. 7To the extent that
vou were able to check in your monitoring activities,
you were unable to identify any funds that were spent
in the restricted manners that are set forth on the
outside of this document?

Iz that what you told Mr. Mendez?

MR. BUSH: The records that are
maintained by the Center do net detail...

MR. SMEGAL: That’s what I'm
saying. You found nothing in the records you
examined?

MR. BUSH: Right.

MR. MENDEZ: But, what he said
aiso...correct me if I’'m wrong...was that the records
were kept in such a general manner that you were
unable to identify them.

MR. BUSH: Right.

MR. MENDEZ: And that you would
like to have more explicit record keeping in order to
verify these activities,.

MR. BUSH: Yess in order for us to

determine what the Center is doing, they have to
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document what they’re doing and they have to show
some effort in their time charts to charge the cost
to.

MR. MENDEZ: Very laudable goal.

CHAIRMAN WALLACE: Mr., Bush, you
were interrupted for about five minutes of questions
and I have no idea where you were going at the time,
but if you remember, please proceed.

MR. BUSH: I think 1 would have to
review my staﬁement.

CHAIRMAN WALLACE: Thank you, Mr.
Bush. 1 appreciate that.

Mr. Williamas, do you have any closing comments
and then I°m just going to...the Board has not been
shy in asking questions as we’ve gone along, but I
want to give them a chanﬁe in a2 minute to ask any
questions they may generally have, so have you got
any closing comments before we open it up?

MR. WILLIAMS: I°’d just like to
make a general statement that this is another example
of staff suddenly having to get ready to do something’
and a lot of peaple doing a 1ot of hard work and I'm
always amazed at how gquickly something can be put
together and I’m proud of these people for, on very

short notice, being called in and getting this
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information together far you.

I hope it’s been heipful to the Committee.

CHAIRMAN WALLACE: 1 asppreciate
that, Mr. Williams, And 1’d like toc express the
Committee’s thanks to all of you. As I said, at the
iast Committee meetings we’re working at a very
awkward circumstance. We have a regulation that
people have to follow that we don’t have any funds to
enforce. And we need to regularize things as fast as
Wwe Can.

And even if we pass a new regulation this month,
it?’11 probably be May befare it goes intoc effect.

S0, we kept pecple working pretty hard over the
Halidays and we appreciate that.

Let me ask one question to whoever can answer it
and maybe nobody can, but in the report there are
some assertions that programs have said to you that
we can spend private funds on suth matters as
lobbving because thaose funds were not provided for
the purpose of legislative assistance.

And as I look at Exhibit 4, they don’t tell you
what those funds went for, but they certainly say no,
we don’t have to tell you about this grant because
it’s not provided for the purpose of

legislative...for the purpose of legal assistance.
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Is there somebody on this panel that has run
into that particular assertion in the monitoring
business that can tell me about it? DBecause it seems
pretty strange to me that lobbying would be described
as not being legal assistance after we’ve besen
strugaling with it for the last two years.

.Anybndy have any firsthand experience with that
argument?

MR. BUSH: Although...I went to a
Center where we discussed whether or not the funds
were used for legal assistance. There is really a
reluctance on the part of the program to really
provide the fact of accountability that we need to
dete;mine that our money is being spent properly.

The director was...he cooperated in every way
that he could, but he really said he failed to see
the need for all this accountability and
documentation.

CHAIRMAN WALLACE: For instance,
I’m looking at an item in Exhibit 4. 1It’s the third
page iﬁ.Exhibit 4, for the benefit of Board members
that have these documents, and it says these
documents aren’t for the provision of legal
assistance. They’re specifically designated as

general support funding.
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And that would concern me. That sounds like
overhead. If you’re paying the light bill in a
lawyer’s office, 1 think vou’re providing legal
assistance and we ought to be able to know where
those funds came from and what that lawyer is doing
while the light is on in his office.

Mows I don’t know how widespread a problem this
isy but I can certainly see some evidence of it in
the documents before us.

Mr. Mendez?

MR. MENDEZ: 1 wanted to follow
that up. We have various methods of asking similar
questions over that issue.

When we have putside funding sources and they
give a general grant, is there an allocation between
overhead and general overhead or is it specifically,
for instance renty lights and electricity or is it
strictly to lawyer’s salaries or these types of
things?

I know different agrants have different subject
matter and different answers. But when you go in and
monitor these financial documents, do they attempt to
divide out the overhead for these grants?

MR. BUSH: Generallys the

overhead...they attempt to allocate the overhead on a
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certain formula. A formula that they say, may be
based on the rent,y it might be allocated based on the
square footage or maybe the number of rooms to the
office and which office is doing the non-LSC work.

But it’s not done on a current basis.
Generally, I think, end of the year where they try to
figure out and make sure that they haven’t
overcharged LSC,

MR. MENDEZ: So, is it fair to say
that they are combining all the funds in one account?

MR, BUSH: During the year
accounting, yes, at the Center that I visited. And
then the allocations were made at the end of the
vear.

MR. MENDEZ: They were all done out
of one...do you understand my question that 1 asked
you?

MR. BUSH: Yes.

MR. MENDEZ: They were all put in
one general account...

MR. BUSH: The bank atcount?

MR. MENDEZ: Bank account.

MR. BUSH: Right. The funds were
paid out of one account and then vou make the

distributions to the various funds in the accounting
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system, yes.

MR. MENDEZ: Okay.

CHAIRMAN WALLACE: Are there any
other questions that members of the Committee and the
Board members who are with us have of this panel on
their monitoring experience with this regulation?

MR, SMEGBAL: Did I understand that
we are going tﬁ get the documents that 1 asked for?

The response from the foundations to these
proposals that indicates what the money was provided
to do.

MR. MENDEZ: You didn?’t ask for it,
but I1...

MR. SMEGAL: I°m sorry. Well, I°m
asking for it, now.

I don’t want it now. I mean, I1°d just like to
have them. I think if we’re going to locok at this
material and try to evaluate it, we should have a
littie more information provided.

MR, WILLIAMS: #11 does start out
with that kind of document.

MR. SMEGAL: 11 does, Well, I want
it for 7, By 9y 11 and 12, so0 as toc the extent it’s
not there for all of them, I’°d appreciate having it

for all.
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CHAIRMAN WALLACE: All right, if
you would get that to members of the Committees we
would appreciate it.

Let me ask this before I let you go and I know
where, Mr., Williams, I know where we were on this
last night.

Earlier this week we informéd some of the
Centers in this material we have before us, that the
Committee wanted to look at their work and invited
them to be present to discuss any...to shed any light
on the issue they might want to.

Nows as of last night I understood nobody was
going to be here. Has that changed? Can vyou
describe the response we’ve gotten to our invitation
for the benefit of the Committee?

Did John Bayly leave?

MR. HOUSEMAN: He didn’t do it.

CHAIRMAN WALLACE: John Bayly
didn’t do it?7 Is it Mr. Gomes?

MR. GOMES: 1 spoke with...

CHAIRMAN WALLACE: {et’s not name
the people, but...

You’d better come up...we need you at a
micraophone, Mr. Gomes.

MR. GOMES: My name is Anthony
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Gomes. I’m the manager of the Monitoring Division
and I spoke with two Centers at your request. They
were bath informed aof the time of the meeting. 1
understand that one executive director indicated in
writing that he would not be here at all today.

The other did not tell me vesterday whether or
not he would be.

CHAIRMAN WALLACE: All right. Let
me just ask, without identifying them, because ]
won’t know them if I see them, is there anybody here
that is prepérad...did we have contact...that is
prepared to speak to the subject before the
Committee?

Mr . Houseman?

MR. HOUSEMAN: Na, no, I°m not...

CHOIRMAN WALLACE: 1 know.

MR. HOUSEMAN: Let me just say I
know that both directors sent a letter Federal
Express to yon and to Mr. Gomes saying they could not
come.

CHAIRMAN WALLACE: I got one and 1
didn’t get the other, but...and I appreciate that.

It is my hope that the Committee is going to
vote on this regulation today. The Beard, of course,

will not vote on it until the end of the month and I
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am sure that the Board will be happy to receive any
comments in writing or in person from the affected
organizations before we take final action gn this
regulation.

Is it not the desire of this Chairman or this
Committee to legislate in the dark. That’s why [°ve
asked the Monitoring Office to explain their
experience. The Monitoring Office has been careful -
about not releasing information to the public
prematurely, 80 it’s a little difficult for us to
engage in a public discussion of thinags that have not
been reduced to final monitoring reports.

But that’s why we told the Centers in question
and we want to get their input on it and it’s going
to be another three weeks before we act finally, so
1’d be delighted to hear what they have to say before
the PBoard finally acts.

Mrs. Bernstein?

MRS, BERNSTEIN: When did thisg
draft, the draft that’s here on the table, the draft
that you’re proposing that we vote on today, when was
that finished?

CHAIRMAN WALLACE: Oh, I think it
was finished about 6:00 0’clock last night. I°m

happy to talk about that in a minute, but [ wanted to
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gét these...I wanted to get the esvidence from this
panel taken care of. |

MR. MENDEZ: One of these is
Ellen’s.

CHAIRMAN WALLACE: I will talk
about that as soon as we finish with this panel
because ] think it’s a fair guestion, but let me see
if we’ve got any more questions for the panel on
their experience with monitoring, that they’ve come
to share with us today.

If there are no further gquestions, we thank you
all for the work you’ve dohe and we appreciate the
materi&l vou’ve gathered for us and we’ll let yau
clear out from the table because I want to ask for
public comment bhefore we get into voting.

MRS. BERNSTEIN: Well, before we
even get close to getting into voting, let me ask if
it is your proposal that we work from this draft or
we work from the draft that we have in ocur book?

CHAIRMAN WALLACE: It is my
proposal that we work from the regulation as it
existes and any amendments will be made to the
regulation...

MR. BERNSTEIN: So anything that

is a change would have to be voted on affirmatively?
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CHAIRMAN WALLACE: That’s right.
Tie goes to the regulation as it exists,
MRS. BERNSTEIN: 1’1} take planted
rules to a point.
CHAIRMAN WALLACE: No, no, no. I
mean that’s guite clear.

Mr. Houseman, before I recognize you, you and I
talked...you talked substance before this Committee
extensively at the last meeting and I see Mr. Ursky
here who 1 know was at the meeting. He may have some
comments and there may be other people who have
comments before we get down to the nuts and bolts of
writing a regulation.

So, before we do that, let me ask if there are
any members of the public that want to talk before we
get down to regulating?

MR. HOUSEMAN: T just wanted to
make four guick comments about the presentation.

CHAIRMAN WALLACE: All right, 1
think that’s fair.

MR. HOUSEMAN: 1 don’t have to aqo
first,

CHAIRMAN WALLACE: Tell you what.
Why don’t you comment on the presentation and then

1’11 ask for other comments and we’ll probably take a
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short break before we come back to start to write.

Mr. Houseman.

MR. HOUSEMAN: Without getting...l
just got this about 1:15 today and s0 it’s hard to
quickly respond to evervything that I just heard,.

Let me make four points. First, a very minor
point, but the Form Fil was confusing. 1t read funds
subject to provisions of 10100 and virtually every
fund is subject to the provisions of 1010C. Go it
wasn’t clear in answering the form what yvou were
supposed to answer.

And the only reason 1 raise that is when we get
into characterizing what people are sayings there may
be some difficulties with it because of the Form F1
statement, which should have read funds subject to
the restrictions of 1010C., But it didn’t.

Secondly, more basis., The old 1412, the 1984
reg, which is where virtually all of the monitoring
was done that this report refers to, was completely
uncleaf as to what restrictions applied to private
funds. The reqg didn’t indicate which were private and
public because of the appropriation rider provisions
and others.

There was substantial ambiguity among a number

of people about which applied to private and LSC
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funds., Whether all of the reg did, whether only
parts of it did, whether none of it did, the reg
started and was written and it’s introductory lines
were always none of the funds made available by the
corporation shall be used.

Obviously, one of the things we’ve been working
on is to try to clarify that explicitiy, both in the
‘86 reg which did so and in the things you and I have
been discussing.

But I want to point out that in terms of
evaluating whether there were in fact viclations or
nots whether programs engaged in activities that may
have bheen vialations, there is substantial doubt
about what the rules were with regard to private
funds.

Third, in this bverhead isgsue, I want to make
two comments about ity but the most important is that
the new regulation part 1630 in large part deals with
it.

And one of the debates around 1630 which we
engaged in was...and some of the specific provisions
of 1630 require now that you charge accurately
overhead expenses from various funding sources,
whether they’re private or public or LSC.

And so, I think to the degree that prior to
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1630y which also just came into effect as you know in
September,y it couldn’t really be effective in any
real sense until this grant period that is starting
nows in terms of programs, accounting systems, et
cetera, that 1 think most of the difficulties with
the overhead issue ares at least in part if not
completely resclved by it. Prior to 1630 there was
no specific reguirement in either the audit guide or
elsewhere as to allocation of funds among various
funding scurces for overhead activities. And varinus
programs did various things with that, but there was
ng explicit guidance or restrictions and accountants
applying generally accepted accounting practices
engaged in a variety of different methods by which
ocverhead was raised.

I’ve had accountants at my organization, which
is not LSC funded, but which in the past bhas received
federal funds, and three of the big eight, three
separate acceountants through the period that 1, not
necessarily while 1 was theres but over the vears
that I’ve looked at audits and each of the three
separate big eight firms approached the accounting of
everhead completely different and came out with
different conclusions in some sense that had some

impact on our funding sources.
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My paint is simply that there is not, in fact, a
generally éccepted view of how you deal with overhead
from various funding sources and 1630 goes a long
ways at least in my judgment as well as in the audit
gaide to make it clear what the rules are for LSC.

and finally, there was some reference to LSC
funds being used for fund raising. At least up until
now, there has never been any restriction which the |
corporation or anybody else has imposed that said
that L5C funds couldn’t be used for private fund
raising or to hire private.fund raisers.

And that the money from that has always been up
until now, at leasts treated not as LSC derivative
incame, but as private funds or whatever they
are...public funds.

Soy I’m not saying that that’s the right policy
for the future. I’m saying when you evaluate the
statement that LSC funds were used to hire a fund
raiser which then went out and raised private or
public funds, that has never been a questioned issue
up until now. There is nothing in the regulations,
audit guide or anywhere else that prohibits that.

CHAIRMAN WALLACE: Mr. Mender was
trying to jump in in his capacity as Audit Chairman.

MR. MENDEZ: I don’t consider that
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a problem. I just wanted to see...this is one of
those guestions thet I was tossing out to see where
they came...] think the rest of the Board was doing
that.
May I ask one question of Mr. Houseman?

MR. HOUSEMAN: Yes, sir.,

CHAIRMAN WALLACE: Go ahead.

MR. MENDEZ: I recently heard
several statements about’sume ma jor garants being
given to our groups, relying on us to do the
oversight and we don’t have the authority to do that
oversight.

MR. HOUSEMAN: I bave no idéa.

MR. MENDEZ: Well, we don’t.

MR, HOUSEMAN: Well, wait a minute,
wait a minute. 1 don’t know anything about the grant
vou’re talking about.

MR. MENDEZ: Well, that’s fine.

CHAIRMAN WALLACE: I think it was
something that happened to be discussed in Executive
Session a week agoy if I know what you’ré relating
to.

MR, MENDEZ: Make the assumption
that that is a fact in the case. Make thg assumption

that,y, in feact, they rely on us to do the oversight.
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Now, tell me how we’re suppased to get that job
done.

MR. HOUSEMAN: Well, it seems 0o me
first of all...

MR. MENDEZ: They do not do any of
the oversight...

MR. HOUSEMAN: No, I understand, I
understand.

MR. MENDEZ: .« sthe grant says that
LSC will do the oversight.

MR. HOUSEMAN: Well, it seems to me
that Section 1010, as I understand it and I would‘
interpret it, indicates that private funds received
for the provisional legal assistance...we can talk
about that phrase in a second...let’s assume these
were received for the provisional legal assistance,
just for the sake of our assumptions, that the
corporation has an obligation to make sure that those
funds were used consistent with the...well, the
statutory language is that you can’t use them for a
prohibited purpose.

The corporation has defined prohibited purpose
in Part 1610, It seems to me that the corporation
has an obligation to review the private funds, the

expenditures of those private funds to make sure that
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they were...the activities conducted with those
private funds were carried out consistent with the
restrictions that are outlined in Section 14610, which
is where you define prohibitive purpose, essentially,
in the regulations.

MR. MENDEZ: Let me just...

MR. HOUSEMAN: Nows I don’t know.

I don’t think there’s any broader authority myself,
for the corporations but 1 think in...I will bet that
in virtually every situation we’re talking about that
is sufficient authority for the corporation to track
the funds and toc make sure that the private funds, if
there were private funds, were used consistent with
the LSC restrictions that apply.

Not all LSC restrictions apply.

MR. MENBDEZ: Here’s the point,
though. There’s no auditing done on it.

MR. HOUSEMAN: That’s not correct.
Every audit separates out private, public and other
funding sources.

MR. MENDEZ: That’'s correct, but
they don’t really run the audit on the private
sources. A lot of them don’t.

MR. HOUSEMAN: Well, I can’t answer

that, I don’t know that for a fact one way or the
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other.

MR. MENDEZ: If the grant relies on
us, do you think that that is an appropriate guestion
to put in F1 to see whether or not...when the audits
are done on a private or, if they’'re relying on us to
do it and ify in fact, they are relyving on us to
ensure compliance, that we put that as a provision of
our LSC grant, that we have a right to do that, even
though generally we don’t.

MR. HOUSEMAN: 1’d have to think
about the answer to that. I’m not sure.

MR, MENDEZ: Well, I want you to
think about it and come back with the answer when the
Board votes on it as a whole.

MR. HOUSEMAN: This issue? 1 don’t
know if this issue is really in effect, but I can say
vou have the right to ask the question.

CHAIRMAN WALLACE: iLet me
respond. ..

MR. HOUSEMAN: Get the
information...

MR, MENDEZ: I°m sorry. ¢1
appreciate that.

CHATIRMAN WALLACE: We’re in the

audit business as well as in the regulating business,
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aon this regulation.

Mr . Houseman, let me respond to your general
comments., There is no implication on the part of
this Committee or this corporation in examining these
documents, that any of these documents violated any
regulation, whatever the interpretation of that
regulation might be.

As Mr., Mendez said, if he were project director,
he would want as free a hand as he could possibly get
and the purpose of this presentation is to determine
how free that hand has been and how free that hand
ought to he.

So I*m not looking at these for signs of
viplations, I’m using them as a basis to make
judgments for the future and that’s all I’m trying to
get here, as Mr, Williams says, is true facts without
color, as best we can.

Has anybody got any...

MR. HOUSEMAN: I have one mare.

On Page 10 of the public document which is

apparently the first thing in your...

CHATRMAN WALLACE: Right.

MR. HOUSEMAN: There is a statement
about what the foundatien grants may not be used for..

Without going into every word of it, let me just say
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there are a series of IRE regulations under S501C3
which define every one of the terms that are used in
A and B and this language comes directly out of the
IRS regulations.

So that in understanding what a grantee of a
private Toundation can do with private funds, vou
have to understand what the regulations, which are 30
and 40 pages long, permit and don’t permit.

This is boiler plate language. It appears in
every grant !’ve ever gotten from private funds, from
every foundation I’ve ever received a grant from and
the Center has received 150 grants over its history,
has contained something like this, if not this very
identical provision. It’s a common provisions but it
has a meaning that can’t be flushed out just by
reading it., You have to look at the IRS regulations.

CHAIRMAN WALLACE: Okay. Let me do
this at this point. Let me explain, before we
recesss how we’ve gotten to where we are...and we may
be nowhere.

At the request of the Chairman of the Board, Mr.
Houseman and 1 have spent six or seven hours on the
phone over the course of the last week in an attempt
to work out as close to a compromise version of this

regulation as we possibly can.
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There are some broad outlines that I°m fairly
satisfied with, There are some details that are
still up in the air, subject to hearing from the
staff as to how they would actualiy work in practice
and, of course, all of it iz subject to the majority
vote of this Committee.

But what Mr. Houseman put together in this
document titled Draft, which I saw at the same time
everyhody else did when.we came in here today, is the
language that we’ve discussed in those six or seven
hours worth of phone calls.

Nows to get the procedure straight, the document
before the Board for a vote is the regulation aé it
exists., In order to do anything that anvybody
proposes to change the existing regulation, it’s
going to take a majority vote of the Committee. A
two, two votes fails.

50 we work from the original document. 1

certainly intend to be working from the language that

Mr. Houseman and I have spent all week discussing,

but you’ve got to have a majority vote to do anything
with it and obviously there will be zsome changes in
the language, because neither Mr., Bayly, our General
Counsely, nor Mr. Williams, who will have to work on

this in monitoring, has seen this language.
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That’s why they’re here and we’re going to have
some, I hope, fairly technical, but fairly productive
discussions in a little bit.

Nows that’s how we got where we are and hefore
we get down to section by section...let me say this.

Iis there anybody else that has public comment
before we take a break and come hack to legislate?

No comment? At this point, let’s let the
Committes declare a recess and we’ll be back, [ hope,
in about ten minutes and start plowing ahead.
(WHEREUPON, a brief recess was taken.)

CHAIRMAN WALLACE: This Committee,
I think is prepared to be here for guite a while, but
there are Board memberz who have to leave for western
parts of the United States around S5:30 or 6:00, so
this Committee is going to break in the not too
distant future and let the Board have its meeting and
then the Committee is going to come back.

I apologize to evervbody here, but that’s a
problem with a2 nationwide Board. As soon as Mr.
Bayly gets here, we’ll start talking. |

We’ll call the Committee back to order and the
Vice Chairman may take. the room away from me at any
time he deems necessary.

We’re going to begin working through the
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regulation. The main...the document from which we’re
working is the regulation as it exists which is
printed, I believe, beginning at Page 38 of the
Committee Book.

, Unless some member of the Committee has any
amendments ta propose on A through Fy 1°d like to go
directly to Gy 1°m going te propose an amendment on
legislative activities,

Let me explain...we’ll be working back and forth
from the Board Book which has the existing regulation
and the part I’m looking at now is G. It’s on the
top of Page 41. The propnsad amendment is on Page 3
of the document labeled Draft that was handed to
everybody and let me explain what it does.

Throughout this requlation we have prohibited
people from engaging in legislative activity.
Legigslative activities include leobbying the
legislature, lobbying an administrative agency on a
regulation. It includes grassrootg lobbvying and it
includes liaison activities, which are activities
intended to make you a better lobbyist.

The definition as we have previously adopted it,
also includes agency adjudicatory proceedings and as
we worked through this document last time we carved

out various and sundry exceptions for adjudicatory
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proceedings.

It is my proposal simply to take adjudicatory
proceedings and their attendant negotiations out of
the definition of legisiative activities so that we
are not...we are not trying to regulate those items
through this regulation.

And that’s what this would do. Legislative
activities will include lobbying on regulations,
lobbying legislators, grassroots lobbhying and all the
attendant liaison activities, but if we adopt this
amendment, we will be stating that we are not
attempting to regulate adjudicatory proceedings such
as Social Security hearings, Veterans Administration
hearings, various eligibility hearings and the
negotiations that go along with a particular client’s
problem before an agency, a client’s legal rights and
responsibilities with respect to a particular
application claim or case. That language comes
directly ocut of the legislative rider that we are
working with.

Now, that narrows the scope of the regulatién.
It narrows it in a way that several of the
Appropriations Committee people have suggested it
ought to be narrowed and in a spirit of compromise I

think we ought to narrow it.
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Sos it would he my motion at this time, the
motion of the Chair, that we amend Definition & as
printed on Page 3 of the draft.
Anvbhody willing to second that?

MRS, BERNSTEIN: 1’11 second it for
the purpose of the discussion. Let me just ask if
there is any other word...and I'm just...1’m not
campletely comfortable with the word negotiations,
but I see what you’re trying to get at and I don’t
have any problems with what you're trving to get at.

But I’m just not completely comfortable with
that. I just wondered whether...l don’t know whether
vous Fred, or John has had a chance to look at this
longer than I have and whether that’s giving you
any...whether you have any other suggestions or
whether you don’t think that word is going to cause
us any trouble.

CHAIRMAN WALLACE: Mr. General
Counsel?

MR. BAyYLY: I suppose in this
context it should not have an unduly inflated or
expanded meaning.

MRS, BERNSTEIN: Okay. I don’t
have a problem with this change.

CHAIRMAN WALLACE: 1Is there any
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further discussion of this change?
All right. In that case, all in favor of the
proposed amendment say Ave.

(Chorus pf Aves,)

CHAIRMAN WALLACE: Opposed?
Adopted.

I want to talk abhcout publicity and propaganda.
I haven’t got anything to move right now, but as 1
said, Mr. Houseman and I have discussed language. He
has prepared this draft and rather than me talking
about this language, Mr. Houseman, 1°d appreciate it
vou’d go through, briefly, what vou think the
language that we have on Page 3 of the draft, what
vou think it does and what you think it doesn’t do,
%0 we can all make sure we’re playing off the same
score cards.

MR, HOUSEMAN: Let me be clear that
the key is the last two sentences...it might even
need some stylistic work here...but what I°m tryving
to do here is to set out what can and cannot be done
in as clear a2 Tashion as ppssible.

What this would permit would be a communication
which described the content, the status and pending
or proposed legislation or the effect that such

legislation may have, but could npt provide
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information in the communication about how to support
;r oppose such pending or proposed legislation.

Thuss yvou could do a reporting or descriptive
analysis, but in no way imply in the communication
information about how to support or oppose.

For example, you could nat include information
about where to send comments, you couldn’t include
information about what the comments would say and you
just...here is, pending your proposed legisliation,
here is what it does and doesn’t do, that kind of
thing.

This proposal is an effort tec address concerns

which the existing regulation raises because of its

vagueness and because of what the statutory

restrictions are.

The statdtnry restrictions are for publicity or

propaganda, those have been defined over a period of

_years by the General Accounting Office as to what

they mean and don’t mean. The General Accounting
Office has always taken the position that information
put out by federal agencies or by grantees which is
limited to describing in an accurate and factual
mannmer the content or status of legislation or
regulations...actually it’s only dealt with the GAO

apinions and have only dealt with the legislation, of
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courses but out of the rider applies the restriction
to administrative rule making, as well.

That you can state the content of that. You can
gescribe it. Actually GAD goes even farther and says
vyou can state your opinion on ity but 1 haven’t gone
that far here, but you can’t urge others to take
action on it.

And what this does, is tries to take existing
language and the existing restrictions and give some
clarity as to what you can do. 1 think the above
indicates quite clearly what you can’t do.

You cannat, under this. put out a publication
which would, in fact, be a publication urging people
to comment on something and telling them how to
comment and where to send the comments to.

That’s what this attempts to do.

CHAIRMAN WALLACE: Let me give
examples of what I understand to be covered and not
to be covered by the discussion we’ve had, whether or
not this lanquage does it or not.

The last time this Committee met, we got a
series of publications that were handed to us as
examples of publicity and propsganda. Just looking
at Tab One is a memorandum from the Center on Social

Welfare Policy and Law., It is an analysis of a
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proposed Social Security regulation.

Nows my view ig the first five pages of this
publication are just fine. They tell you section by
section what this regulation is going to do. When
vou get to Page 4, it says this is how you Tile a
comment with the Social Security Administration and
this is whe yvou send it to and this is how you go
about doing it. Page 6 is not fine. That’s
publicity and propaganda, it seems to me and I think
Mr. Houseman’s lanquage, whether it does it or not,
is saying that it can’t provide information about haow
to support or oppose such pending or proposed
legisliation.

1 think that would cut out Page &. If Page &6 is
in here it’s publicity and propaganda. If Page &
isn’t in here it’s not publicity or propaganda.

That kind of analysis, it seems to me, is
something that can be done, telling people how to go
about influencing proposed regulations can’t be done.

I went back through some of the other documents
that we don’t have before us, that were before
Congress. Some other documents have political
cartoons., They’ve got addresses of Congressmen,
they’ve got all kinds of great stuff in them that’e

absolutely wonderful with somebody else’s money and
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not having to do with legal services, but, that’s
publicity and propaganda.

The kind of analvsis we’ve got on the first five
pages of Tab One from last time isn’t publicity and
propaganda, it seems to me, And I’m reasonably
satisfied that the language Mr. Houseman proposes
here at the end will draw that distinction. It will
permit legitimate analysis without permitting
drumming Qp stuff.

Let me pass this down so you can see what I'm
talking about,
| MRS. BERNSTEIN: We’ve got it.

EHATRMAN WALLACE: You’ve all got
it with you? All right, Mra. Bernstein?

NRS; BERNSTEIN: I’ve got an
pbjection to this for a couple of reasons.

Grnes I don’t think we need it. I think that the
language that we have is clear on what’s not to be
done and also, I think that the language that Mr,
Houseman has proposed is deficient in that it doesn’t
recognize some of the more recent interpretstions by
the IRS and some of the courts, that you don’t just
look at whether or not what is being saild is
informative, yoﬁ also have to look at who it is being

mailed to or who it is being dispersed to are all of
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the same philosophical persuasion to begin with.

And 1 think then we get into a question of do we
examine mailing lists to find out whether or not only
people who have traditionally wanted expanded welfare
rights get this information or is it sent to take an
issue that Legal Services is not even supposed to
deal with, but it is a clear cut example, and 1 think
one of the examples of one of the IRS cases involved
was if you send information about pro choice
legislation only to people who are oppozed to
constraints on abortion, isn’t that really
encouraging them to become active politically,
because you don’t send them to pro life groups, as
well?

In other words, to make clearer to both sides of
the issue that this debate is out there. And
frankly, I would rather see a more general
definition, leaving out these specific...the lines
Mr. Houseman wants to argue...rather than not having
te get into the question of what the philosophy is of
svery recipient on the mailing list.

CHAIRMAN WALLACE: Let me ask you
this,

I notice that our Board Chairman has arrived and

I promised I would adjourn...recess for the benefit
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af the whole Board,.

Let me ask Mr. Houseman, Mr. Bayly and Mr.
Williams, unless Mr. Bayly and Mr. Williams are
required elsewhere, to consult during ocur recess and
talk about language that is in this document and
maybe you can solve...specifically talk about the
concerns Mrs. Bernstein has just raised and see if
vou all have any commentsz to bring uz when we get
back,

Mr. Houseman and I have been through this in
great detail. You gentlemen have not.

And since 1 promigsed we would recess when the
Chairman arrived, I want to recess. Why don’t vou
all go out in the hall and get to work and when this
Committee gets back to work we may be able to go
faster.

I apalogize to those here for the Committee, but
we’ve got Board members that need to go west.

With that, we’ll recess subject to call of the
Chair.

{WHEREUPON, the proceedings were recessed at 2150
p.m.)
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