


LEGAL SERVICES CORPORATION
OFFICE OF INSPECTOR GENERAL

REPORT ON SELECTED INTERNAL
CONTROLS

LEGAL AID OF NORTHWEST TEXAS
RNO 744050

Report No. AUO09-06

August 2009

www.oig.Isc.gov



EXECUTIVE SUMMARY

Audit Process: The Legal Services Corporation (LSC) Office of Inspector
General (OIG) assessed the adequacy of selected internal controls in place at
Legal Aid of NorthWest Texas (grantee) related to specific grantee operations
and oversight. The audit was expanded to review two specific issues relating to
the construction of the grantee’s new building and a consulting contract entered
into by the grantee’s Board of Directors. Audit work was conducted at the
grantee’s main office in Fort Worth, TX and at LSC headquarters in
Washington, DC. The on-site fieldwork was conducted from February 23 through
February 27, 2009.

Results in Brief: The grantee incurred costs of over $188,000 to pay for
decorative stone imported from Italy that was used in the construction of its new
headquarters building. Three payments using LSC funds to a consultant totaling
over $41,000 were not fully supported. These costs are being questioned by the
OIG and are referred to LSC for action.

Internal controls need to be strengthened in some areas. The grantee’s
Accounting Manual needs to be updated to ensure that the requirements of the
Accounting Guide for LSC Recipients are included and adequately addressed.
These requirements include policies and procedures on internal management
reporting and budgeting, and contracting for consultants.

While members of the Board of Directors were receiving required financial
information, documentation provided to the members did not include sufficient
explanatory material that would help interpret the data received. As the grantee
could not provide written minutes of all the Board meetings and Audit Committee
meetings for 2008, we could not determine what Board members were told
during the meetings about the data received.

The OIG found that except for the payments of over $41,000 to one consultant,
other disbursements tested were adequately supported, allowable, and appeared
to be properly allocated to LSC funds.

Recommendations: The OIG is making the following recommendations and
guestioning costs totaling over $229,000. The OIG recommends that the grantee
ensure that no LSC funds are used for the decorative stone; establish LSC’s
interest in the new building; update the Accounting Manual to include policies
and procedures for internal reporting and budgeting as well as for contracting
with consultants; and adequately document Board of Director meetings.

Grantee’s Response: The grantee disagreed with the finding and
recommendation related to the imported Italian stone and stated that the OIG’s
qguestioning of the *“...reasonableness of the cost lacks foundation and is
unwarranted.” The grantee is working with LSC to establish LSC’s reversionary
interest in the building. A new policy on consulting contracts was developed.



However, the grantee disagreed that the expenditures for the consulting
contracts identified in the finding were not adequately supported and disagreed
with the associated questioned cost. The grantee has instituted a "narrative”
explanation that is included with monthly financial statements and budget
narratives will also be included in the adoption of budgets. The grantee stated
minutes have been transcribed for all board meetings in 2007 and 2008 and that
minutes for only three meetings were not available during the OIG’s visit. Finally,
the grantee, rather than developing and updating the program’s Accounting
Manual, indicated only that the Accounting Manual will be reviewed and updated
as necessary.

OIG’s Evaluation of Grantee’s Response: The grantee’s comments are mostly
nonresponsive to the issues raised in the report. The grantee provided no
detailed analysis or any cost information justifying the cost of imported Italian
stone. While the grantee provided a new written policy on consulting contracts,
the policy was not sufficiently detailed. The grantee did not provide any
additional documentation to support the billings of the consulting contracts
identified in the finding. The grantee stated that a narrative explanation is to be
included with monthly financial statements. There is no indication that this
process has been formalized in writing and included in the Accounting Manual.
The grantee did not develop a revised and updated Accounting Manual. These
issues, along with questioned costs of $188,522 for the imported Italian stone
and $41,195 for inadequately supported contract expenditures will be forwarded
to LSC management for action.

The grantee is working with LSC to establish LSC’s reversionary interest in the
new building. The grantee has also completed the transcription of minutes for all
meetings held in 2008. These two recommendations will remain open until
LSC’s reversionary interest is established and the OIG has received and
reviewed the final three sets of meeting minutes that were recently transcribed.
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INTRODUCTION

In accordance with the Legal Services Corporation (LSC) Accounting Guide for
LSC Recipients (August 1997) (Accounting Guide), an LSC grantee is required to
establish and maintain adequate accounting records and internal control
procedures. The Accounting Guide, Chapter 3, defines internal control as the
process put in place by the grantee designed to provide reasonable assurance of
achieving the following objectives:

safeguarding of assets against unauthorized use or disposition;
reliability of financial information and reporting; and

compliance with regulations and laws that have a direct and material
effect on the program.

The Accounting Guide further provides that each grantee must rely upon its
system of internal accounting controls and procedures to adequately address
concerns arising from such issues as defalcations and to meet the complete
financial information needs of its management.

BACKGROUND

During 2008, Legal Aid of Northwest Texas experienced a severe financial crisis.
The crisis was partially related to the financing for the demolition of an old office
building and construction of a new office building at the same site. This financial
crisis resulted in personnel reductions and other cost saving measures that may
have impacted the level of service the grantee could provide. After being
informed of the severity of the financial crisis, the grantee’s Board of Directors
contracted with a firm to conduct a detailed study of the problem and to develop
solutions.

OBJECTIVE

The overall audit objective was to assess the adequacy of selected internal
controls in place at Legal Aid of NorthWest Texas as the controls related to
specific grantee operations and oversight, including program expenditures, fiscal
accountability, and compliance with selected LSC regulations. Specifically, the
audit evaluated selected financial areas and the related controls as they existed
subsequent to the fiscal crisis and the resulting intervention of the grantee’s
funding sources. In addition, the audit examined selected regulatory policies and
grantee processes to assess whether controls were operating in a manner
expected to ensure compliance with the LSC Act and selected LSC regulations.
Finally, as a result of discussions with grantee management during the course of



the audit, the audit was expanded to review specific issues relating to the
construction of the grantee’s new building and a consultant under contract with
the grantee’s Board of Directors.

SCOPE AND METHODOLOGY

In accomplishing the objective, the OIG reviewed controls over disbursements,
internal management reporting and budgeting, selected LSC regulations, and
employee benefits and reimbursements. To obtain an understanding of the
internal controls over these areas, grantee policies and procedures, including any
manuals, guidelines, memoranda, and directives setting forth current grantee
practices were reviewed. Grantee officials and staff were interviewed to obtain
an understanding of the internal control framework and their knowledge and
understanding of the processes in place. The grantee’s independent public
accountant was also interviewed. Computer generated data provided by the
grantee were relied on to determine whether entries recorded in computer
systems matched the information contained on the source documents. However,
the general or application controls over the computer system were not tested.

To test for the appropriateness of expenditures and the existence of adequate
supporting documentation, disbursements were reviewed from a judgmentally
selected sample of employee and vendor files. The sample represented 43% of
the over $3.6 million the grantee disbursed during fiscal year 2008 and consisted
of 508 transactions totaling approximately $1.5 million. To assess the
appropriateness of grantee expenditures, invoices, vendor lists, and general
ledger details were reviewed. The appropriateness of grantee expenditures was
evaluated on the basis of the grant agreements, applicable laws and regulations,
and LSC policy guidance.

In the OIG’s review of internal controls over internal management reporting and
budgeting, the grantee’s system and processes were compared to those detailed
in the Fundamental Criteria of an Accounting and Financial Reporting System
(Fundamental Criteria) contained in the Accounting Guide for LSC Recipients.

To review internal controls over compliance with specific LSC regulations,
(45 CFR Parts 1610, 1612, and 1617) we examined written compliance policies
and procedures, including applicable LSC mandated recordkeeping
requirements, to determine if the controls were designed in a manner to ensure
compliance with the provisions of the respective LSC regulation.

To assess internal controls over employee benefits and reimbursements, the
Collective Bargaining Agreement and written personnel policies and practices
were examined. Also, a judgmentally selected sample of employee
reimbursements was reviewed as part of the disbursements testing.



This review was limited in scope and was not sufficient for expressing an opinion
on the entire system of grantee internal controls over financial operations or
compliance with LSC regulations.

On-site fieldwork was conducted from February 23 through February 27, 2009.
Documents reviewed primarily pertained to the period January 1, 2008 through
February 20, 2009, but also included selected documents from 2006 and 2007.
Audit work was conducted at the grantee’s main office in Fort Worth, TX and at
LSC headquarters in Washington, DC.

This audit was conducted in accordance with generally accepted government
auditing standards. Those standards require that the audit be planned and
performed to obtain sufficient, appropriate evidence to provide a reasonable
basis for the findings and conclusions based on the audit objectives. The
evidence obtained provides a reasonable basis for the findings and conclusions
based on the audit objectives.

OVERALL EVALUATION

Selected internal controls reviewed at Legal Aid of Northwest Texas were
generally adequate as the controls related to specific grantee operations and
oversight, including program expenditures, fiscal accountability, and compliance
with LSC regulations, except as noted. Controls were operating in a manner
expected to ensure compliance with the LSC Act and selected LSC regulations.
Nevertheless, internal controls need to be strengthened.

Two significant issues relating to the construction of the grantee’s new
headquarters building in Fort Worth came to our attention. The grantee incurred
costs of over $188,000 to pay for decorative stone imported from lItaly that was
used in the construction of its new headquarters building. In addition, at the time
of the audit the grantee had not yet established LSC’s reversionary interest in its
new building.

Grantee disbursements tested were adequately supported, allowable, and
appeared to be properly allocated to LSC with one notable exception. Sufficient
documentation was not on file to support payments made to a consultant under
contract with the grantee’s Board of Directors during 2008.

The grantee’s explanation of the current practices involving internal management
reporting and budgeting appears to be in accordance with the Fundamental
Criteria contained in the Accounting Guide for LSC Recipients. However,
systems and processes need to be improved and strengthened, most specifically
the implementation of written policies and procedures and adequate
documentation of board oversight.




In addition, the grantee needs to update the organization’s Accounting Manual to
ensure that requirements of the Accounting Guide for LSC Recipients are
included and adequately addressed. These requirements include written policies
and procedures governing internal management reporting and budgeting and
consulting contracting.

Internal controls over compliance with specific LSC regulations, 45 CFR Parts
1612 and 1617 were adequate. Written compliance policies and procedures,
including applicable recordkeeping requirements, complied with the respective
LSC regulation. However, with regard to 45 CFR Section 1610.8 and submission
of the Certification of Program Integrity, the Director of Administration stated that
contrary to LSC requirements, the required written report to the Board of
Directors had not been previously provided and that only oral reports had been
presented.

Finally, the OIG is referring a total of $229,717 in questioned costs to LSC
management for action in accordance with 45 CFR § 1630.7. The OIG is
guestioning specific construction costs and payments to one contractor for which
the supporting documentation was not adequate.

AUDIT FINDINGS

BUILDING ISSUES

During the course of the audit, the following issues associated with the
construction of the new building came to the OIG’s attention.

e Construction Costs. Approximately 5% ($188,522) of the total building
construction cost was used for decorative stone imported from Italy. At
the entrance conference, the Director of Administration disclosed to the
OIG that stone from lItaly was used in the construction, stating that
approximately $200,000 was spent on stone from ltaly for the entryway. A
review of invoices and payment documentation revealed that the cost of
the stone and related installation amounted to $188,522. The stone was
used at the entrance of the building (three stories high) both inside and
outside of the building. Under LSC regulation 45 C.F.R. 8 1630.3(b) costs
may be questioned if they are not reasonable and necessary for the
performance of the grant:

A cost is reasonable if [among other factors] in its nature or
amount, it does not exceed that which would be incurred
by a prudent person under the same or similar
circumstances prevailing at the time the decision was
made to incur the cost.



Due to the cost of the stone and because it appears to be only decorative
in nature we question whether any of the cost for the stone is a
reasonable and necessary use of LSC funds pursuant to LSC regulation
45 CFR § 1630.3.

Board minutes provided to the OIG revealed that grantee Board members
were aware of the purchase of the stone. In the minutes of the Fort Worth
Building Committee Meeting conducted on June 17, 2008, the chairman of
the committee asked if the stone that was being shipped from Italy had
arrived. However, nothing came to the OIG’s attention in the Board
minutes or in the grantee’s vendor files that explained the rationale for the
expenditure. The OIG notes that making large expenditures for decorative
items may result in fewer funds being available to provide legal services to
clients.

The cost of construction for the new building has been paid for with funds
from two sources, funds on hand and proceeds from a loan with a financial
institution that the grantee plans to repay in large part with LSC funds.
Since some if not most of the funds used to purchase the building and pay
off the loan were or will be LSC funds, the OIG is questioning the entire
amount of $188,522 spent on the stone and will refer this issue to LSC
management for action in accordance with 45 CFR 8§ 1630.7.

Recommendation 1. The Chief Executive Officer should ensure that the
costs related to the stone are not charged to LSC funds including any LSC
funds used as a down payment for the building and any principal and
interest payments associated with the building loan repayment. A system
of recordkeeping should also be developed to support that no LSC funds
were used to pay for the stone.

Grantee Comments. The grantee disagreed with the finding and
recommendation and stated their belief that “...the conclusion made by the
Inspector General to question the reasonableness of the cost lacks
foundation and is unwarranted.” The grantee provided a history of the
project and a letter from the project manager providing information on the
consideration given to the selection of the material used. The grantee
based the justification for the stone on the extensive amount of time
invested in the project, the need to meet the new Fort Worth Urban Design
Standards, savings realized over mortgage payments, and the expert
advice received. The full text of grantee’s comments can be found at
Appendix I.

OIG Evaluation of Grantee Comments.

Grantee comments do not change the OIG’s recommendation that the
grantee develop a system of recordkeeping to document that no LSC



funds are used to pay for the stone. The grantee provided no detailed
information to support the cost of the stone as a reasonable and
necessary expenditure. Other than general comments about the color of
other stone options, grantee comments provided no information on the
cost of the other options or if options other than stone were even
considered for the building.

Even though expert advice was obtained, the ultimate decision rests with
the grantee. The expert's recommendation may not be based on all the
factors that the grantee must consider before reaching a decision,
including among others, the impact on service to the client community, the
best use of the funds provided, whose money is being spent, and how the
action will be perceived by funding sources and others. The files provided
for review to the OIG team during the on-site visit as well as the
information contained in the grantee comments do not provide a detailed
analysis of the building material options considered at the time. The letter
dated July 15, 2009 from the architecture firm and provided as part of the
grantee’s comments listed options that were considered but included no
cost figures. The reasons provided as to why options were rejected
appeared aesthetic in nature. The grantee provided no specific
information as to whether the options rejected were less expensive than
the one selected or if other less expensive options were considered and if
so, whether the difference in cost was justified by more than aesthetic
appeal.

The OIG questions the reasonableness and necessity to spend $188,522
on a stone wall. Grantee comments do not provide any specific
information on cost of alternatives that were considered or if there were
other viable alternatives that were less expensive than the stone wall. As
a result, fewer LSC dollars may be available to provide direct services to
those in need. The OIG is referring this disagreement and questioned
cost to LSC management for action and resolution.

LSC's Reversionary Interest. The grantee had not updated LSC’s interest
in the newly constructed building. According to the letter from LSC’s
Office of Compliance and Enforcement (OCE) approving the construction
of the new building, the grantee was to enter into a new property
agreement with LSC to reflect LSC’s interest in the new building. A
footnote to the approval letter indicated that LSC had a property
agreement with West Texas Legal Services (the predecessor of the
grantee and now out of existence) on the old building that was still valid
with the grantee. Grantee personnel stated that a reversionary interest
was supposed to be established but did not know if in fact it had been.
During the audit, the grantee determined that action had not been taken to
establish LSC’s interest in the building. The grantee did indicate that
action would be taken to establish such an interest now that the




construction was complete. The Property Acquisition and Management
Manual (PAMM), Section 4(e) requires that LSC and the grantee enter into
a written LSC property agreement at the time LSC approves the grantee’s
use of funds to acquire real property. Since the grantee management
official who was involved with the approval process was no longer with the
grantee, we could not determine why LSC'’s interest had not been updated
at the time of approval. However, the Director of Administration stated
that actions were being taken to establish LSC’s interest in the property.
The interests of LSC are not properly protected unless formal agreements
are entered into and properly recorded.

Recommendation 2. The Chief Executive Officer should ensure that all
actions are completed to document and record LSC’s property interests in
the new building as required by PAMM Section 4 (e).

Grantee Comments.

In response to the OIG’s recommendation, the grantee stated as follows:

The LSC's property interests are protected. West Texas
Legal Services purchased the original building with the
approval of the LSC and entered into a property
agreement. The property agreement reflects the interest of
the LSC in the real property records using its legal
description. West Texas Legal Services was the surviving
corporation in the merger with Legal Services of North
Texas. The name change did not affect the validity of the
instrument. This was the conclusion reached by both the
LSC and LANWT. Nevertheless, LANWT is merely waiting
for the LSC to provide a revised property agreement to
execute and file with the deed. We will do so upon receipt
of the instrument, which is routinely prepared by the LSC,
not the grantee.

OIG Evaluation of Grantee Comments.

Grantee comments are responsive. However, the recommendation will
remain open until LANWT executes the property agreement with LSC and
files the executed agreement with the deed records.



CONSULTING CONTRACTS

Payments to one contractor were not fully supported. The grantee’s Board of
Directors contracted with a consultant in 2008 to perform an initial assessment of
the critical issues the grantee faced with respect to its cash constraints. The
contract was signed by the Chairman of the Board of Directors and had an
estimated cost of $25,000 to $30,000 for the first of three phases. However,
there are no procedures in the grantee’s Accounting Manual describing the
process the Board uses to enter into consulting contracts. The grantee’s
Accounting Manual has limited policies on contracting. The section that covered
purchasing was generally geared to purchasing supplies and did not address
contracts for consultants. Two payments were made under this contract to the
contractor totaling $31,500, yet no documentation was on file supporting the
price increase or showing that the charges were in accordance with contract
provisions. The contract had specific hourly rates for the different levels of staff
involved in the project plus a 10% discount off of the standard rates. The two
invoices paid did not provide any information on the hours worked, by whom, or
at what rate. As such, the grantee could not determine if the invoices were in
accordance with the contract terms and whether the payments were required
under the contract.

In September 2008, another payment was made to the same contractor for
$9,695. Since there was no additional contract or contract extension on file, the
OIG could not determine from the information on file why that amount was paid.
The grantee was able to provide documentation that, when questioned by
accounting personnel, a Board member authorized the payment via email stating
that the payment was approved and that the Board member had spoken to a
grantor other than LSC about the payment.

A review of the vendor file and accounting records disclosed that all three
payments were charged to LSC funds. Because the payments were not fully
supported, the OIG is questioning the $41,195 in LSC funds paid to the
contractor, and will refer this issue to LSC for review in accordance with 45 CFR
§ 1630.7.

Recommendation 3. The Chief Executive Officer should develop written
policies and procedures in the Accounting Manual specifically addressing
consulting contracts.  The written procedures should identify the
documentation required to support payments to consultants and the
process the grantee should use in obtaining contracted services. Such
procedures should apply to the Board of Directors as well as
management.




Grantee Comments.

The grantee agreed with the recommendation and provided written
procedures for consulting contracts. The grantee disagreed that the costs
of the consulting contracts identified in the finding should be questioned.

Grantee comments indicated the contracts were justified because of “...a
recommendation by the Chief Executive Officer that a reduction in force of
60 to 70 members of the staff be immediately implemented due to a cash
flow shortage.” Grantee comments described the efforts of the Board of
Directors, its officers, and the Executive Committee in addressing and
correcting the serious financial situation. Grantee comments also
indicated that the invoices were not required by the contract to be
supported by specific time billing statements. The full text of grantee
comments can be found at Appendix I.

OIG Evaluation of Grantee Comments.

Grantee actions are responsive to part of the recommendation. While the
new procedures implemented for Client Matters may be adequate
because of the small dollar amounts involved, the procedures do not
sufficiently establish controls over consulting contracts for LANWT
Matters. For example, the procedures do not establish dollar thresholds
for obtaining competitive bids and do not give any indication as to what
documentation or justification would be necessary for sole source
contracts. The procedures do not indicate when the LANWT Board of
Directors should be involved or when Board approval is needed. The
Board bylaws have some guidance on what requires Board approval, but
these requirements are not incorporated into the new procedures. The
OIG considers grantee comments not fully responsive and will forward this
issue to LSC management for action and resolution.

The OIG did not question the use of a contractor, but whether or not the
payments were properly supported. A questioned cost is a cost that,
among other things, is not adequately documented. The documentation
on hand did not contain sufficient information to make a determination as
to whether or not the invoice was in accordance with the contract
provisions. The contract set forth rates of hourly pay depending on the
position of consultant staff that worked on the contract. In addition, the
contract provided for a 10% discount from the normal hourly rates. The
invoice from the contractor did not disclose the position of the staff
member who worked on the project, the hours worked, or the discount
given. Thus the billing is not supported under the terms of the contract.
For the third payment, the grantee provided no additional documentation
to support the expenditure.



The OIG is questioning the $41,195 cost of the contracts because the
expenditure is not adequately supported.

INTERNAL MANAGEMENT REPORTING AND BUDGETING

Internal management reporting and budgeting needs to be improved and the
process strengthened. Although the practice currently in place appears to be
generally in accordance with the Fundamental Criteria contained in the
Accounting Guide for LSC Recipients, the grantee does not have written policies
and procedures for its accounting and fiscal practices involving internal
management reporting nor does the grantee detail the duties and responsibilities
of accounting personnel for report preparation. In accordance with the
Fundamental Ciriteria, policies, procedures and requirements for all report
preparation should be determined and documented in an accounting manual.

While it appears that the Board of Directors is receiving the required information,
the review of a sample of documentation provided to the Board of Directors
indicated that Board members receive a large amount of data that did not include
any explanatory material that would help interpret the data for the Board
members. Also, the grantee could not provide written minutes of all the Board of
Directors meetings and Audit Committee meetings for 2008, indicating that
written minutes for all meetings did not exist. Therefore, we could not determine
what Board members were told during Board and committee meetings about the
data received. The Board may not be completely and fully informed by
management of vital information necessary for the Board to adequately fulfill its
oversight responsibilities. Furthermore, this lack of documentation in the minutes
may result in misunderstandings between the Board and management on what
was communicated and may impair effective board governance and oversight.

Recommendation 4. The Chief Executive Officer should develop written
policies and procedures describing the grantee’s current internal
management and budgeting processes. These policies should take into
consideration effective board oversight requiring that critical information be
provided to the Board in a clear and complete manner.

Grantee Comments.

In response to the OIG’s recommendation, the grantee stated as follows:

It is important to point out that the Report indicates
that the Board of Directors is receiving required
information. It also states that the program's practice
that is currently in place is generally in accordance
with the Fundamental Criteria contained in the
Accounting Guide for LSC Recipients. This is also the
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finding of our independent financial auditors. The OIG
suggests that Board members receive explanatory
material that would help interpret the budget and
other data. The Director and the Chief Financial
Officer have already instituted a "narrative"
explanation that is included with monthly financial
statements and budget narratives will also be
included in the adoption of budgets. We believe the
program's Accounting Manual is extensive and
provides the guidance for accounting personnel in the
preparation of the reports. We will continue to review
same to determine whether refinement is required.

OIG Evaluation of Grantee Comments.

Grantee comments are not fully responsive to the recommendation.
Although the grantee has instituted a narrative explanation in its monthly
financial statements and the budget process, there is no indication that the
internal reporting and budgeting processes have been formally
documented and included in the Accounting Manual. In accordance with
the Fundamental Criteria, policies, procedures and requirements for all
report preparation should be determined and documented in an
accounting manual. The resolution of this recommendation will be
forwarded to LSC management for action.

Recommendation 5. The Chief Executive Officer should ensure that all
Board of Directors meetings and committee meetings are properly
documented in order to demonstrate that the governing body had
adequately discharged its fiduciary responsibilities.

Grantee Comments.

In response to the OIG’s recommendation, the grantee stated as follows:

This is a non existent problem. During the visit, the OIG
was provided all minutes of all meetings in 2007 and
2008, save and except three meetings. We also provided
minutes of selected meetings in 2006. The only minutes
that were unavailable when the visit occurred were two
committee meetings and one Board meeting in
December 2008. These minutes had not yet been
transcribed, i.e. reduced to writing. They were available
on tape during the visit, as all meetings are recorded.
They have since been reduced to writing. All meetings
are well documented and reduced to writing in a timely

11



fashion for subsequent meetings. They clearly
demonstrate that the Board is discharging its fiduciary
responsibilities.

OIG Evaluation of Grantee Comments.

The grantee represents that all Board and Committee meetings have now
been documented. The comments state that the only minutes that were
unavailable during the visit were those that had not yet been transcribed.
During the visit, the grantee represented to the OIG team that other Board
meetings had been held during 2008 but had not been formally
documented. Recommendation 5 will remain open pending receipt of the
aforementioned minutes.

ACCOUNTING MANUAL

The grantee’s Accounting Manual was not complete or currently updated. The
Accounting Manual appeared to be a collection of policies and procedures that
had been in place at the predecessor grantee. The Accounting Manual did have
many required sections such as sections on Cash Receipts, Petty Cash,
Purchasing, Training/Travel, Payroll, Property, Cost Allocation, and Check
Policies, but lacked policies or sections dealing with items such as internal
management reports, budgeting, or contracting for services. While the
Accounting Manual required three bids for certain purchases of supplies and
equipment, there was no such requirement documented for services.

In establishing an adequate internal control structure, each grantee must develop
a written accounting manual that describes the specific procedures to be followed
to comply with the Fundamental Criteria contained in the Accounting Guide for
LSC Recipients. Having a current and complete accounting manual helps
ensure that proper controls are developed, documented and followed. The
accounting manual also serves as a vehicle to communicate controls to all staff
and ensures that staff members understand their roles and responsibilities.

Recommendation 6. The Chief Executive Officer should develop a
revised and updated Accounting Manual that incorporates all essential
policies and processes as required by the Accounting Guide for LSC
Recipients and good management.

12



Grantee Comments.

In response to the OIG’s recommendation, the grantee stated as follows:
This recommendation is merely a re-recital of
Recommendations 3 and 4 to which we have responded.

We will continue to review and update as necessary.

OIG Evaluation of Grantee Comments.

Grantee comments are not responsive. While implementing appropriate
policies in accordance with recommendations 3 and 4 would improve the
existing manual, it does not address the overall issue of having a complete
and current Accounting Manual. In accordance with the Accounting Guide
for LSC Recipients, in establishing an adequate internal control structure,
each grantee must develop a written accounting manual that describes the
specific procedures to be followed by the recipient in complying with the
Fundamental Criteria. At a minimum, the grantee should be able to
demonstrate that it has reviewed its Accounting Manual in conjunction with
the recommendation and has documented its conclusion on why it
believes that the current Accounting Manual is satisfactory. The resolution
of this recommendation will be forwarded to LSC management for action.

CONTROLS OVER COMPLIANCE

LSC regulation 45 CFR Section 1610.8 requires the Board of Directors to
annually certify to LSC the grantee’s compliance with LSC’s program integrity
requirements. An LSC program letter requires the grantee’s executive director to
submit a written report to the Board on the grantee’s compliance.® Until 2008,
these written reports had not been provided to the governing body for its
preparation of the Certification of Program Integrity.

In the OIG’s initial document request, the OIG requested the following: “A copy
of the Executive Director’s written reports to the governing body supporting the
recipient’s annual Certification of Program Integrity to LSC for the years 2007
and 2008.” At the entrance conference, the Director of Administration explained
that for the years preceding 2008, no written reports had been submitted to the
governing body. He stated that during that period of time the reports were
always given orally. He further explained that he had prepared a written report
for 2008 for submission to the Board, which was provided to the team, and that
the grantee would adhere to the requirement in the future.

! Memorandum from John A. Tull, Director, Office of Program Operations, to all LSC Program
Directors and Board Chairs regarding "Certification of Program Integrity" (Oct. 30, 1997).
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Since the proper submission of the report in the future will adequately address
the OIG’s concern relating to the requirement, no recommendation is necessary
at this time and the issue is considered closed.

PENALTIES

Penalties are not recognized as ordinary and necessary expenditures for the
performance of LSC grants. A good financial management system should
prevent the incurrence of unnecessary and unreasonable expenses such as
penalties or late fees. Under LSC regulation 45 CFR 8§ 1630.3 costs may be
guestioned if they are not reasonable and necessary for the performance of the
grant. “A cost is reasonable if [among other factors] in its nature or amount, it
does not exceed that which would be incurred by a prudent person under the
same or similar circumstances.” (See also the LSC Management Advisory?
issued this past year.)

In preparing for this audit, it came to the OIG’s attention that the grantee had
used LSC funds to pay IRS penalties for excess contributions to a defined benefit
pension plan. According to the grantee, the plan had not been previously
adhered to and so the grantee had been assessed with IRS penalties totaling
$5,000.

Subsequent to our discussion with grantee management, the grantee reallocated
the expense to non-LSC funds. Since this adequately addresses the OIG’s
concern relating to a questioned cost involving the use of LSC funds, and since
the OIG has already recommended that the Accounting Manual be updated to
include all essential policies (see Recommendation 6), no further
recommendation is necessary at this time and the issue is considered closed.

2 Advisory from the President, Legal Services Corporation, to all LSC Executive Directors
regarding “Fiscal Management and Use of LSC Funds” (March 20, 2008)
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