/094632 .
mmmm!mgmugggyymmmnmm

STATES Nl

REPORT BY THE

OF THE UNITED

Decisive Government Action Needed
To Resolve Problems Of Community
Action Programs In Los Angeles

The Greater Los Angeles Community Action /DLé] 01903
Agency, a community nonprofit organization

supported primarily with Federal funds, had

serious management and fiscal difficulties for

most of its b-year existence. The absence of

clear guidance and decisive intervention by

the Community Services Administration con-

tributed to these problems.

In December 1978 the agency was dissolved.
Closedown audits and investigations will con-
tinue through the end of 1979, and perma-
nent sponsors for essential health, child edu-
cation, and social service programs have not
been selected.

The Community Services Administration /96‘600/77
should establish clear guidelines, reconciling

Federal agencies’ responsibilities to protect

Government funds with the maintenance of

local control. The Community Services

Administration should also consider obtaining

smaller community-based sponsors for com-

munity action programs in the Los Angeles W\
area.
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COMPTROLLER (GENERAL OF THE UNITED STATES
WAS JINGTON, D.C. 20848

B-130515

L.
The Honorable Cardiss Collins
Chairwoman, Subcommittee on
Manpower and Housing
Committee on Government Operations
House of Representatives

Dear Madam Chairwoman:

In response to your October 13, 1978, letter, this report
discusses the effectiveness of Federal and local initiatives
to correct management and financial problems of the Greater
Los Angeles Community Action Agency and the usefulness of
Federal procedures available to address identified issues of
mismanagement.

As arranged with your office, we are sending copies of
this report to Congressman Edward Roybal; the Director,
Office of Management and Budget; the Director, Community
Services Administration; the Secretary of Health, Education,
and Welfare; and other interested congressional offices.

Sincerely yours,

e .
Comptroller General
of the United States



REPORT BY THE DECISIVE GOVERNMENT ACTION NEEDED
COMPTROLLER GENERAL TO RESOLVE PROBLEMS OF COMMUNITY
OF THE UNITED STATES ACTION PROGRAMS IN LOS ANGELES

ékﬁu?ﬂ /The Greater Los Angeles Community Action
Agency, second largest in the country,

was terminated in December 1978. During

the 5 years of its existence, audits and

investigative and management reports dis-
closed continuing problems./,

exercise effective control. Management
reports and Community Services Administra-
tion (CSA) investigations found ineffective
decisionmaking by the board, conflicts of
interest within the board, and management
influence over board members;/

Government attempts to resolve the many
problems were unsuccessful because

qﬂﬂ/ The Agency's board of directors did not

-—questioned audit costs were not resolved
promptly;

--timely, aggressive action was not taken
on the results of investigations;

--weaknesses identified in management
audits were not corrected; and

--program evaluations provided little in-
sight into Agency effectiveness.

The Greater Los Angeles Community Action
Agency was created as an independent agency
in 1973 under the Economic Opportunity Act
of 1964, as amended, and pursuant to a

Joint Powers Agreement between the City

and County of Los Angeles. During 1977

and 1978 it administered over $30 million
annually through about 90 delegate agencies.

Tear Sheet. Upon removal, the report .
cover date shouid be noted hercon, 1 HRD-79-91



Audits and evaluations by the Federal Gov-
ernment and others revealed financial prob-
lems and management difficulties throughout
most of the Agency's existence. In January
1976, auditors from the City and County of
Los Angeles, after completing a joint man-
agement audit, recommended that the Agency
be dissolved and its programs assumed by
the city and county.

In response to the audit, the city and county
attempted to implement terms of the Joint
Powers Agreement that allow replacing the
Agency's board with an interim three-member
board. In June 1976, CSA's regional direc-
tor advised the Los Angeles city council
that CSA did not agree that invoking the
Joint Powers Agreement terms for an interim
three-member board was warranted at that
time. CSA's general counsel confirmed this
position in July 1976, advising the council
that the three-member board was illegal.

After receiving CSA's comments, the city and
county curtailed financial and administrative
support to the Agency. The Agency executive
director resigned in June 1976, and the

board of directors appointed a replacement

in January 1977.

During the following 7 months, board members
made allegations of wrongdoing on the part

of the new administration to CSA. In August
1977, a CSA investigation revealed weakened
fiscal controls, removal of the position of
internal auditor from reporting directly to
the Agency executive director, removal of key
supervisors without performance evaluations,
acquisition of large amounts of equipment
without required CSA approval, and direct
attempts by the Agency's new executive direc-
tor to remove board members who opposed him.

In December 1977, the City of Los Angeles
decided to withdraw from the Joint Powers
Agreement, and in April 1978, it requested
CSA assistance in forming a city-administered
community action agency. However, the city
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and county did not formally act to dissolve
the agreement, and in August 1978 CSA's
regional office notified the county that,
unless it acted to create a successor to the
Agency, CSA would discontinue funding it.

The city and county later developed separate
plans to designate themselves as community
action agencies. The Agency was terminated
as of December 31, 1978.

CLOSEDOWN AND TRANSITION TO
PUBLIC SPONSORS ENCOUNTER PROBLEMS

'/As of May 21, 1979, the organization and
responsibilities of future community action
program sponsors in Los Angeles were un-
certain., The city, acting for the Joint
Powers, in December 1978 hired a national
certified public accounting firm to close
the Agency's books and records, identify
all assets and liabilities, and determine
the status of all programs.,

CSA has provided funds to enable the city to
distribute the assets to successor organiza-
tions and liquidate the liabilities. During
the transition period, the county is acting
as a conduit of funds to CSA-funded delegates
of the Agency, and the city is acting as
interim sponsor to the Head Start program.

However, the closedown and transition have

encountered/%everal problems%abfggu%,,f%gd&ébmf%&hly/

e

--The closedown contract remains essentially
open ended,and audit plans and require-
ments have not been fully determined.

--CSA's planned fraud audit of the Agency has
not been made.

wzkesponsibility for Agency liabilities has
not been determined;”as a result, the sub-
mission and approval of plans by the city
and county on a successor community action
agency have been delayed.
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IMPLICATIONS OF PUBLIC CONVERSIONS
AND DEFUNDING ACTIONS =
&, 22

The authority for converting the Agency“ffdm
an 1ndependent nonprofit agency~regreség ting
the poor to a publlc program administered by
municipal ent1t1es is provided for in the
Economic Opportunlty Act of 1964  Public

Law 88~452) and CSA regulations. Of almost
900 commynity action agencies in the country,
81 haveEEndergone such conversions. Also,
during the last 5 years, 29 other agencies
have been terminated or are no longer funded
by CSA, and 19 have been voluntarily termi-
nated by local sponsors.

CSA is concerned about the impact these
actions will have on the future and integ-
rity of community action program operations.
Because publicly administered programs often
dilute participation of the poor in policy-
making, CSA's Director modified regulations
in May 1979 requiring the creation of commun-
ity action boards of directors for publicly
administered programs.

RECOMMENDATIONS

To further improve the selection and in-
tegrity of community action boards, the
Director of CSA should:

Z’—Develop safeguards in the selection
procedures of area councils for poverty
community representatives that preclude
large delegate agencies from unduly in-
fluencing the selection process.

v . . o

--Provide technical training for poverty
community representatives to make them
more effective board members.

-~Build safeqguards into the processes for
removing board members to insulate
them as much as possible from political
pressures and influence.

-~Provide for meaningful participation on
the board by public sector representatives.
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ﬁfﬁxpand conflict-of-interest definitions
to preclude from serving on community
action boardss not only representatives
of delegate agencies (as CSA's rules now
provide), but also immediate family members
of delegate agency officers and employees
and other persons with vested interests
in delegate agencies or services to be
provided to the poverty community.

The Direetor of CSA.should also:

\\‘

’f:Develop a code of conduct to govern the
actions of community action board members
and officers, and make it a part of CSA's
grant conditions.

~-Develop a clear set of guidelines recon-
ciling the Federal agencies' responsibil-
ity to protect Government fundse anhd the
maintenance of local control ovér com-
munity action agency use of these funds.

—--Develop a system for verifying grantee
program effectiveness self-evaluations.

--Make enough operating personnel avail-
able to effectively follow up on investi-
gative findings.

--Establish procedures for reviewing and
approving community action agency desig-
nation agreements to assure that terms
are viable and consistent with enabling
legislation.

-—Before adopting Los Angeles City and County
proposals for community action programs,
thoroughly explore the alternative of des-
ignating several smaller community action
agencies as possible successors to the
Greater Los Angeles Community Action Agency.

AGENCY COMMENTS

GAO discussed information in this report
with officials of CSA; the Department of
Health, Education, and Welfare; and the
City and County of Los Angeles and they
agreed with the findings and recommenda-
tions. Their views have been included in
appropriate sections of the report.
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CHAPTER 1

INTRODUCTION

The Greater Los Angeles Community Action Agency (GLACAA)
was established under the Economic Opportunity Act of 1964,
as amended (Public Law 88-452), pursuant to a Joint Powers
Agreement between the City and County of Los Angeles in Decem-
ber 1973. GLACAA replaced the Economic and Youth Opportuni-
ties Agency, which served as the community action agency from
1965 through 1973. 1/ GLACAA was the Nation's second largest
community action agency with a budget of $30 million annually
(see app. I) during its last operating years in 1977 and 1978.
GLACAA administered a number of health, education, labor, and
social service programs through over 90 delegate agencies.

ESTABLISHMENT AND ORGANIZATION OF GLACAA

Under the Joint Powers Agreement, GLACAA operated as a
nonprofit agency, separate from the parties to the agreement.
The GLACAA board of directors was vested with direction and
control to administer and execute the agreement. The agree-
ment allowed either of the parties to terminate the agreement
upon 30 days written notice and, in the event of termination,
discharge the obligations and dispose of the property inter-
ests of the agency and distribute the proceeds to the parties.
The agreement also exempted the city and county from any
liability, debt, or obligation incurred by the agency.

The agreement also established the Los Angeles city
controller as GLACAA controller with right of audit at all
times. As such, the city controller was required to make,
or contract with a certified public accountant to make, an
annual audit. A representative of the city controller was
located at GLACAA to match invoices against checks, approve
bills, and certify that underlying documentation was on hand.

GLACAA was headed by a board of directors consisting of
15 members: 5 appointed by the county and city governments,
5 representatives from private organizations, and 5 community
representatives of the poor. The board's authority, in ac-
cordance with the Economic Opportunity Act of 1964, included
the power to appoint persons to senior staff positions; to
determine major personnel, fiscal, and program policies; to

1/GLACAA was created by amending the Joint Powers Agreement
for the Economic and Youth Opportunities Agency. GLACAA
retained essentially the same operating organization, but
its board was reduced from 25 to 15 members. For ease of
expression, references to GLACAA in this report are in-
tended to encompass both GLACAA and its predecessor agency.

1



approve overall program plans and priorities; and to approve
proposals for and assure compliance with conditions of finan-

cial assistance agreements.

The region served by GLACAA was divided into 10 poverty
planning areas. The five representatives of the poverty
community on the GLACAA board of directors were to be demo-
cratically elected by paired poverty planning areas. Within
each poverty planning area, an area council was organized.
To be a voting council member, one had only to reside in the
area and to attend two consecutive monthly meetings. The
area councils were intended to be GLACAA's extension into
the community--the people's vehicle for expressing their
needs to the GLACAA administration. The councils were also
responsible for making funding recommendations to the board.
An organization chart of GLACAA follows.

GREATER LOS ANGELES COMMUNITY ACTION AGENCY ORGANIZATION, 1977 - 1978 Y

Los Angeles Joint Power Los Angeles
City Agreement County
Board

Los Angeles
S t
City Comptrollerf = — w GLACAA uppor
Board of Directors
(15 members)2/ = — = ~</10 Los Angeles Area

Advisory Councils
[—-—— —————  bmmwt oy —J
Personnel Executive Executive
Manager Director —l Assistant
[ )
f 1 i 1
Equal Deputy Public Affairs Legislative
Opportunity Director Officer Analyst
Officer
) - - &
Administrative Planning and Fiald
Services Development Operations
Accounting Business 0.C.D.3/ CSA
Services Contract Contract
Compliance Compliance
Audit4/
- Special
Programs

1/ Chart excerpted from the Technical Services Organization
Report on GLACAA of January 1978 (see page 37).

2/ The Board operated with six Standing Committees comprised of
three Board members each.

3/ Office of Child Development programs of HEW.
4/ Audit was a separate Bureau reporting directly to the Executive

Director until 1977 when the new Executive Director
placed it in the Administrative Services Department.

2



EVENTS LEADING TO THE CLOSEDOWN OF GLACAA

GLACAA had a history of financial and administrative
problems. As early as 1972 a combined Los Angeles City and
County audit team found administrative deficiencies in the
management of GLACAA's predecessor. In January 1976, a
similar team concluded that GLACAA was not performing accept-
ably and recommended that it be dissolved and its responsi-
bilities and program activities be assumed by the city and
county. (See app. II.) The Community Services Administra-
tion (CSA) and the Joint Powers considered alternatives to
dissolving GLACAA. In June 1976 the executive director re-
signed and in January 1977 a new director was appointed.

In October 1977, CSA voiced concern about GLACAA's perform-
ance and wrote to the board of directors indicating GLACAA
should take a hard look at what it was doing and be prepared
to change.

On December 15, 1977, the clerk of the City of Los
Angeles advised officials of the city, the county, and
GLACAA that the city council had passed a motion to withdraw
from GLACAA. The city council affirmed this position in
April 1978, and the mayor of Los Angeles requested CSA
assistance in forming a public community action agency using
organizational elements of the city government. However,
neither the city nor the county took formal action to dis-
solve the Joint Powers Agreement. On August 7, 1978, CSA
regional officials notified the chairman of the Los Angeles
County board of supervisors that CSA would terminate GLACAA's
funding unless the Joint Powers took definitive action toward
designating a successor. In December 1978 GLACAA was dis-
solved and its functions assumed on an interim basis by
the city and county.

IMPLICATIONS OF PUBLIC CONVERSIONS
AND DEFUNDING ACTIONS

The authority for converting GLACAA from an independent
nonprofit agency representing the poor to a public program
administered by municipal entities is provided for in the
Economic Opportunity Act of 1964 (Public Law 88-452) and CSA
regulations. (See app. III.) Of almost 900 community action
agencies in the country, 81 have undergone such conversions.
Most conversions occur with urban community action organiza-
tions, where substantial amounts of CSA and other Federal
resources are provided. Also, during the last 5 years,

29 other community action agencies have been terminated or

defunded by CSA, and 19 have been voluntarily terminated by
local sponsors.



CSA is concerned about the impact these actions will
have on the future and integrity of community action program
operations. Because publicly administered programs often
dilute participation of the poor in policymaking decisions,
the Director of CSA modified regqulations in May 1979 requir-
ing the creation of community action boards of directors for
publicly administered programs. Such boards would participate
jointly and concur formally in the selection of an agency's
executive director and senior staff.

SCOPE OF REVIEW

We reviewed the actions of Federal and local agencies
to resolve GLACAA's past problems and the status of GLACAA's
closedown and transition to public sponsors. Our work was
limited to examining prior audit, management, and investiga-
tive reports; assessing past program evaluations by Federal
funding sources; and monitoring ongoing activities of Fed-
eral agencies related to the closedown and establishment of
successor community action agencies. We also interviewed CSA,
Department of Health, Education, and Welfare (HEW), and Los
Angeles City and County officials and ex-GLACAA employees.
We discussed the information contained in this report with
CSA, HEW, and Los Angeles City and County officials, who
generally agreed with our findings and recommendations.



CHAPTER 2°

AUDITS AND INVESTIGATIONS DISCLOSED

MANY PROBLEMS AT GLACAA

Audit reports, investigative reports, and management
evaluations reveal a long history of fiscal and management
problems at GLACAA. However, costs questioned by audits
were not resolved in time to allow CSA to recover the funds
before GLACAA went out of business, and compliance and man-
agement problems persisted. 1In addition, CSA's response to
investigations of GLACAA was not prompt or aggressive enough
to overcome the continuing problems.

AUDIT FINDINGS AND QUESTIONED COSTS
ON CSA GRANTS WERE NOT RESOLVED

Since 1973, GLACAA's funds received from CSA had been
audited by the certified public accounting firm of Vasquez,
Quezada, and Navarro at a total cost of $209,000. Under the
Joint Powers Agreement, the Los Angeles city controller was
designated controller of GLACAA and thereby charged with
making, or causing to be made, an annual audit. However,
representatives of the city controller told us they had
never been charged with resolving deficiencies raised in
accounting firm audit reports of GLACAA and, in fact, were
precluded under California law from doing so. Until late
1977 they had neither received nor requested these audit
reports.

Questioned costs were
not resolved promptly

As of December 1978, Vasquez, Quezada, and Navarro had
completed four audits covering fiscal periods ended Decem-
ber 31, 1973, and June 30, 1975, 1976, and 1977. An audit
covering the period from July 1, 1977, through September 30,
1978, excluding issues of fraud, was essentially complete as
of May 14, 1979. The four completed Vasquez audits ques-
tioned a total of $2.6 million in costs. As of the end of
1978, only the 1973 audit, representing about $971,428 of
the questioned costs, had been resolved to the satisfaction
of CSA regional officials.

On November 30, 1976, CSA's regional auditor reviewed
settlements of questioned costs on selected audits. GLACAA's
1973 audit was one of the five settlements reviewed. The
region had allowed all but $15,073 of the $971,428 questioned,



but the regional auditor could not find support for $72,428
of the costs. He found that, although the regional office
had requested GLACAA to submit justification and/or documen=-
tation to its certified public accountant for these costs,
this was not done. The regional auditor took no corrective
action since the regional director had indicated that he
would reopen this matter with the grantee.

CSA intra-agency correspondence indicated that it had
historically had problems resolving questioned costs at
GLACAA. Regional officials advised us that the time required
to resolve questioned costs had been excessive and that the
process should not generally take over 60 days. CSA's deputy
regional director attributed the delay to a shortage of per-
sonnel performing the audit function. He said that, because
of such shortages, CSA was unable to visit grantees and had
to rely on desk reviews to resolve problems disclosed in
annual audits.

The audits for fiscal years 1975 through 1977 had not
been resolved by the end of 1978, To alleviate this problem
and to improve monitoring capabilities, late in 1978 the
financial management branch was created and one person was
added to the audit staff. The region plans to add another
person to the audit staff as soon as possible. It hopes
that, with these additions, most of the timeliness and in-
action problems will be resolved.

On November 22, 1978, CSA headquarters responded to the
problem of unresoclved audits. CSA's assistant director of
the Office of Community Action stated in his memorandum to
all regional directors that "The agency continues to have an
unacceptably high number of open audits" and that "extra-
ordinary steps are still needed to bring the number into
acceptable range." The assistant director ordered the
regional offices to resolve all audits up to and including
fiscal year 1976 by January 31, 1979. To expedite audit
resolution he directed the regions to:

-—Close all fiscal year 1977 or earlier audits that
remained open only because of noncost deficiencies.

--Administratively allow questioned costs when the
total of such costs is less than $5,000 and the
audit is from fiscal year 1977 or earlier.

-—-Allow any costs questioned on the basis of failure to
meet the non-Federal share, providing that at least
a 20-percent non-Federal share can be documented.



With GLACAA no longer in existence, CSA has no source from
which to recover funds spent inappropriately and may have
lost not only the amount of the questioned costs, but also
the related investment of time and costs in performing the
audits.

Compliance problems persisted

In addition to the questioned costs, recurring compliance
problems were identified in the annual audits. Vasquez,
Quezada, and Navarro audit reports repeatedly cited the
following recurring weaknesses in GLACAA disbursing proce-
dures:

--Payments were made without documentation of receipts
of goods and services.

--Documents used to support payments were not canceled
when paid.

--Payments were made based on reproductions of vendor
statements and other information which could easily
give rise to duplicate payments.

—-Payments were made without approval.

Incomplete personnel and payroll data were identified
as a deficiency as early as 1972. In their report dated
September 28, 1973, Vasquez auditors warned GLACAA that the
absence of concise checks and balances and incomplete per-
sonnel files at GLACAA might result in the hiring of employ-
ees with falsified previous employment histories, payrate
errors, and inclusion on the payroll of nonexistent employees.
Audit reports for the years ended June 30, 1976, and June 30,
1977, also cited incomplete personnel and payroll data as
a shortcoming. The report for the year ended June 30, 1977,
cited contracts for consultants and other services that either
lacked supporting documentation or were signed after the
services were rendered.

Other weaknesses included a lack of interfund and bank
reconciliations, a lack of reconciliation of various general
ledger accounts, and poorly maintained physical inventory
records. The audit covering July 1976 to June 1977 specifi-
cally noted that more care should be exercised in following
established procedures.

Regional CSA officials said they were not aware that
particular compliance problems had been recurring. They



agreed that something should have been done to stop these
problems once they surfaced in a second audit and it became

apparent that they were not being corrected.

CSA's deputy regional director stated that fiscal prob-
lems probably exist at most CSA grantees. Even with addi-
tional staff he believes that it will take a couple of years
to correct all of the grantees' problems. He hopes that
training can occur during this time so that community action
agencies can learn to correct these problems and manage their
fiscal responsibilities.

HEW AUDITS IDENTIFIED PROBLEMS

Audits of the HEW funding to GLACAA revealed similar
problems. HEW funding for the Head Start program has been
audited by the certified public accounting firm, Wilfong and
Company, since 1973 at a total cost of $176,000. The audits
have resulted in questioned costs of $3.1 million, of which
$347,000 was ultimately disallowed by HEW and the balance
resolved to HEW's satisfaction.

Wilfong's audits also identified several weaknesses in
GLACAA's internal control mechanisms. Controls were not
considered adequate in the areas of petty cash, equipment,
payroll preparation and payment, purchasing, records safe-
keeping, travel advances, advances to delegate agencies, and
food allowances for delegate agencies. The audits also iden-
tified the following problems: books of account not being
closed at the end of the program year, acquisitions of non-
expendable property and equipment being improperly accounted
for, advances to delegate agencies in excess of the prior
year's actual expenditures remaining outstanding, and some
modifications being made to GLACAA's and delegate agencies'
budgets after submission to HEW.

An HEW regional official said that HEW's standard re-
sponse to the Wilfong audits was to write a letter requesting
GLACAA to come into compliance and resolve questioned costs.
According to the official, this was accompanied by constant
followup and technical assistance.

In August 1978 the acting head of HEW's regional office
of administration for children, youth and families wrote
GLACAA's board chairman indicating that GLACAA's ability to
administer the Head Start program effectively and responsibly
had been cast into doubt. He noted GLACAA's fiscal perform-
ance over a period of time and the loss of fiscal resources
resulting from the State of California's cessation of a



$4.9 million grant for the State's preschool program as of
June 30, 1978. (See p. 27.) With the impending termination
of CSA's administrative funding of GLACAA, HEW began nego-
tiating with the City and County of Los Angeles and other
organizations to assume interim responsibility for all the
Head Start programs until a permanent grant award could be
made.

LOS ANGELES CITY CONTROLLER AUDITS
IDENTIFIED CIRCUMVENTION OF CONTROLS

The Los Angeles city controller's office made two audits
of GLACAA. In October 1975 the controller completed an exami-
nation of the accounting and related records of GLACAA's ad-
ministrative services department covering from January 1,
1973, to June 30, 1975. The examination included a study of
GLACAA's internal accounting controls and administrative con-
trol procedures. In the auditor's opinion, GLACAA's proce-
dures were adequate to safeguard its assets and to check the
accuracy and reliability of the accounting data. However,
the report did list several audit findings, including the
following:

--Several terminated grants for 1972 and 1973 had not
been closed out and the unexpended cash balances had
not been returned to the granting agencies.

--The last physical inventory of furniture and equip-
ment for GLACAA and for delegate agencies, taken in
November 1973, had not been reconciled to the records.

—-—-An annual combined balance sheet and a combined state-
ment of operation were not prepared.

—--Timecards claimed hours worked by some employees
before the date shown on their appointment document
and hours worked by others after their termination
date.

—--In one department unauthorized personnel were signing
off and receiving checks for employees.

The Los Angeles city controller's office began another
audit of GLACAA in December 1977 and released its report in
October 1978. The findings were summarized by the following
statement in the transmittal letter to the GLACAA board of
directors.



"Our audit has revealed what appears to be a
systematic effort, by your top level adminis-
trators, to avoid the scrutiny of your Board
by repeatedly circumventing checks and balances
established to safeguard your agency's assets."

Specifically, the audit determined that:

--Money was paid to various individuals for goods and
services for which there were no written contracts,
purchase orders, invoices, or delivery receipts.

--Competitive bidding requirements (for purchasing goods
and services in excess of $500) were almost univer-
sally ignored.

~-—-Most purchases of office supplies and equipment were
made from a single vendor.

--Office equipment far in excess of apparent need was
purchased (from the above-noted vendor) only to be
stored and unused.

--Office equipment in workable condition, or in need
of only minor repair, was stored or left idle,

--Expensive office equipment in apparently acceptable
condition was sold without prior written CSA approval
and unnecessarily replaced with new equipment. The
requirement of prior written CSA approval for the sale
of property and equipment was designed to prevent this
specific abuse.

-—-A member of the board of directors was overpaid ap-
proximately 80 percent for allowances for attending
meetings.

-—-The director and his executive assistant, while
allegedly traveling on official business, had occa-
sionally made side trips that appeared to be personal
in nature.

In addition to these two audits, the city controller
maintained a senior auditor at GLACAA to perform preaudit
and postaudit duties. This senior auditor was responsible
to the chief auditor of the city.
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This auditor's primary duties were

~-checking for authorized signatures on invoices, pur-
chase orders, and requisitions;

--checking invoice amounts and comparing them with the
amounts on vendor checks;

--test checking completed contracts; and
--test checking payments for payroll.

In March 1978 the senior auditor who had held this posi-
tion since 1973 was replaced. According to officials of the
controller's office, the auditor had not followed professional
accounting and auditing standards and principles in

--not verifying vendor payments to invoices or purchase
orders on some payments,

-—-approving some vendor payments based on timecards
instead of invoices, purchase orders, or contracts;
and

~--not thoroughly auditing timecards for completeness.

In October 1978 the senior auditor was suspended for 5 work-
ing days without pay.

The senior auditor admitted to us that he was lax during
his last year at GLACAA in allowing some payments to be made
to vendors without supporting invoices or purchase orders.
However, he said that, before doing this, he orally informed
the chief auditor about alleged improprieties at GLACAA--
specifically, purchases from one vendor that were made without
competitive bidding and allegations by GLACAA employees of
management impropriety.

The chief auditor said he had little contact with the
senior auditor at GLACAA. He maintained that the previous
chief deputy controller primarily supervised the senior
auditor at GLACAA. According to the chief auditor, he had
no idea of any improprieties at GLACAA until the city audit
that started in December 1977 and he received most of
his information about GLACAA from newspaper reports. He
stated that GLACAA received a very low priority and that his
main concern was meeting the needs of City Hall.
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CSA'S RESPONSE TO INVESTIGATIONS
OF GLACAA DELAYED

CSA's Inspection Division made five investigations at
GLACAA between 1976 and 1978. Two of these dealt with dele-
gate agencies; the other three were concerned with GLACAA.
However, the followup action on the results of investigations
was not timely or effective in correcting GLACAA's problems.

Investigation of the Media
Center for Community Action

The Media Center for Community Action, a GLACAA dele-
gate, was awarded a $73,422 grant for September 1, 1974, to
August 31, 1975, to produce and distribute five films to ac-
quaint low-income residents about availability of media re-
sources. Initially, the Media Center operated out of the
home of its director until GLACAA helped the Center find an
office in October 1974.

On October 6, 1976, CSA's general counsel, at the request
of the regional director, ordered an investigation of the
Media Center. An audit by GLACAA of this delegate agency had
questioned costs of $55,000 and identified the possibility
of fraud. The investigator noted the following findings in
the inspection report:

--A Media Center employee did not go to pick up her
paycheck at a GLACAA-conducted "payout" of Media
Center payroll checks. The Los Angeles district
attorney's office believed this person to be the
13-year-old stepdaughter of the Center director.

In addition, this person never reported for work at
the Center for 7 months of employment as a secretary
and graphic artist although she was paid more than
$2,300 during that period.

-~-No films were ever produced, although the Center
billed GLACAA for $14,800 for apparent filming ac-
tivities by Staddie Jackson Film Production Services.
GLACAA paid out $4,570 before gquestioning these costs.
GLACAA auditors could not locate Staddie Jackson or
Staddie Jackson Film Production Services, and the
Media Center's director would not respond to requests
for clarification.

-~GLACAA auditors found two separate sets of articles

of incorporation for the Center, each designating a
different group of directors although both sets had
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been filed on the same date. The corporate directors
listed in the first set of articles were the Center
director, his mother, and his wife. The second set
contained two additional names, one of which was a
former Media Center employee who said his name was
used without his knowledge.

Summarizing the results of this investigation, CSA's
general counsel stated in a memorandum to the regional
director that the Media Center director apparently accepted
a grant with the clear intention of diverting the moneys
obtained to other purposes.

The CSA investigator stated in the inspection report
that an assistant U.S, attorney in Los Angeles had advised
GLACAA by October 4, 1976, letter that there was insufficient
evidence to show that a crime had occurred. However, CSA's
general counsel recommended that the U.S. attorney's office
continue the investigation of this matter. The U.S5. attorney
later referred the investigative results to the Los Angeles
County district attorney for action.

On October 28, 1977, a CSA assistant director advised
CSA's general counsel that prosecution by the county appeared
doubtful. On December 15, the general counsel stated that
GLACAA had been instructed to take civil action against the
Media Center since Federal or local prosecution did not seem
probable. The director of CSA regional operations told
us he did not know whether GLACAA ever took civil action
against the Center. He explained that much of the informa-
tion regarding this investigation was passed directly back
and forth between the former regicnal director and CSA's
former general counsel without involving his office, and a
system to follow up on investigative reports was not in
existence at the time.

Based on the investigative findings outlined in the
inspection report, CSA's general counsel also recommended
that:

--The regional director disallow the cost of the Media
Center grant and require GLACAA to absorb the loss.

-~The regional director review GLACAA's procedures for

making grants to ascertain whether they were suffi-
cient to protect Federal funds from abuse.
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On January 14, 1977, in response to the recommendation
that the cost of the Media Center grant be disallowed, the
regional counsel stated that GLACAA would be given the
normal opportunity to justify the costs for the Center before
such costs were disallowed. On August 15, 1977, a CSA staff
attorney, in a memorandum to the general counsel, wrote that
the regional response to the Media Center problem had been
half hearted and that the region apparently did not accept
the recommendation for an evaluation of GLACAA's grant-making
process.

On December 15, 1977, the assistant director of the
Office of Community Action wrote that regional personnel had
begun reviewing GLACAA's contract award and monitoring sys-
tems. However, the director of regional operations in
Washington told us that at about this time the City of Los
Angeles had moved to withdraw from the Joint Powers Agree-
ment, and since closedown was inevitable, CSA shifted its
attention from resolving investigative issues to finding a
successor. He did not know whether the costs had ultimately
been recovered. The regional deputy director told us that
CSA had not recovered the costs. The matter is among the
unresolved questioned audit costs, and with GLACAA out of
business, the source for recovery by disposition of assets
will be limited.

1977 GLACAA inspection

Based on complaints, including those by two GLACAA board
members, the CSA regional director requested an investigation
of GLACAA. Two CSA investigators made the investigation from
July 14 to August 2, 1977. Key facts brought out by the CSA
investigators were that the new GLACAA administration had

--weakened fiscal controls,

—--ordered several hundred thousand dollars worth of
office equipment without bids or the required CSA
approval, and

--removed key supervisors without evaluation and
replaced them with acquaintances of the executive
director.

The investigations also noted that:

--The executive director made personal, direct attempts
to remove GLACAA board members who opposed him.
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~-The internal audit chief's position was removed from
reporting directly to the agency executive director.

--Purchase orders for office supplies were canceled and
the supplies were purchased from another firm at higher
prices.

In October 1977, CSA's general counsel transmitted the
inspection report to the assistant director of the Office of
Community Action, summarizing his comments and conclusions
and asking what action would be taken in regard to

—--monitoring the procedures used to process the griev-
ances filed by the dismissed GLACAA employees,

--recovering the funds spent on equipment purchases
without CSA approval,

——insuring that GLACAA's budget controls were adequate
to protect funds, and

--resolving the question of GLACAA's ability to function
efficiently.

In November 1977 the regional director indicated that the
following action would be taken in response to these points:

~--Procedures used to process grievances filed by the
dismissed GLACAA employees were to be monitored and

staff support needs to carry out the procedures were
to be assessed.

—--Two staff persons were dispatched from the property
unit to GLACAA to identify property transactions at
issue. The grantee's audit, in progress at the time,
was expected to highlight the property transactions
in question. A letter was to be sent to GLACAA's
board of directors advising them that any future pur-
chases made in violation of established procurement
procedures would be disallowed without benefit of
response.

-~-Because the inspection report disclosed a series of
intentional breaches of established controls, GLACAA
was to be placed on notice that continued breaches
would result in a denial of re-funding on the grounds
that it was incapable of administering its program.
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The regional director pointed out that he was not in
the position to respond to the guestion of GLACAA's ability
to function effectively (i.e., question of efficiency raised
by CSA's general council). He explained that the information
and evidencz outlined in the inspection report did not give
rise to the question and that resolving the question depended
on factors outside this investigation. According to the
regional director, this did not mean that the region was not
performing its technical assistance function or that it would
not move to deny re-funding if it concluded that the adminis-
tration for this particular grant was not in the best inter-
ests of the poor or of the Federal Government.

CSA's director of regional operations in Washington said
it was his understanding that, when the city council voted to
withdraw from the Joint Powers Agreement in December 1977, the
agreement would then automatically dissolve and Los Angeles
would be left without a community action agency. CSA there-
fore focused on finding a successor organization, not on re-
solving issues cited in the investigative report. He said
that, although CSA did look into some of the major items cited
in the report (for example, the property issues), it did not
follow up as intensively as it would have had it not been
under the impression that GLACAA was being closed.

Investigation of the
Neighborhood Adult Participation
Project employees trust fund

In 1969 and 1970, the Neighborhood Adult Participation
Project, a major GLACAA delegate, received a remittance from
the Internal Revenue Service of about $400,000, consisting
in part of $283,147 in employer Federal Insurance Contribu-
tion Act contributions, because the Project had been exempted
from the act's requirements. In late April 1972 the Project
established a trust fund with the $283,147, and it eventually
started using the trust income to fund a dental program for
Project employees and their families. The Project never
obtained CSA approval to use these funds for this or any
other purpose. In 1976, $328,000--which represented the
trust and accumulated interest--was deposited in a savings
account, and $75,000 of this amount was loaned to a small
electronics manufacturing company. In December 1977 another
loan was made to the same company for $250,000.

The Project's retention of the refunds remained a con-
tinual source of contention between the Project, GLACAA, and
CSA. From 1971 GLACAA continued to demand that the Project
refund the trust fund to CSA. The Project refused to do so,
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maintaining that the trust fund belonged to Project employees
and operated for their interests. 1In 1978, at the request of
the regional director, an investigation was made to verify
the use to which the funds had been put, to determine their
exact whereabouts, and to look for evidence that the funds
had been criminally converted. The inspector questioned:

--The good faith of the trustees during a time when the
legality of the trust was being gquestioned (the
trustees made the major portion of the trust unreach-
able for at least 5 and possibly 10 years).

—-The legality under California law of the trustee's
placing almost all the funds of the trust into one
investment.

However, the inspector found no evidence that the funds in
question were being fraudulently or otherwise illegally
converted,

In response to the investigative report, the Community
Action Office ordered that an amount of money equivalent to
that in the Project trust account be withheld from GLACAA
and that GLACAA recover the money from the Project. However,
after this action, CSA's general counsel determined that
Project employees might have rights to the trust fund.
Therefore, the general counsel contended that CSA could not
recover the funds by deobligation. Since GLACAA's grant had
already been reduced, the Community Action Office had to
make a special grant to restore the money to GLACAA.

CSA's Office of Legal Affairs and general counsel indi-
cated they would continue to work with the Office of Community
Action, the regional office, the Neighborhood Adult Partici-
pation Project, and GLACAA to reach an amicable settlement.
This issue had not been resolved by the end of December 1978,
when GLACAA went out of existence. On March 30, 1979, the
CSA general counsel completed an analysis of issues arising
out of creation of the trust fund and advised the Project's
attorney that CSA was planning to proceed with legal action
against the Project to recover the funds.

Investigation of alleged fraud involving
GLACAA's proposed weatherization program

In late February or March 1978, the regional director
received a packet of information from an anonymous source
alleging that a certain GLACAA employee had attempted to set
up an arrangement with other employees whereby a portion of
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GLACAA's weatherization funds from CSA could be diverted for
personal use. The regional director informally forwarded
the packet to the chief of CSA's Inspection Division.

About the same time, the packet of information was also
provided anonymously to the California State Economic Oppor-
tunity Office. The director of that office sent the packet
to the CSA regional director under a March 16, 1978, memo-
randum for the record, which contained additional informa-
tion based on discussions with an unnamed source at GLACAA.
The memorandum motivated the regional director to formally
request an inspection on March 23.

The investigator found that the GLACAA weatherization
project manager had stated in a letter dated February 7, 1978,
that GLACAA's acting director of business services tried to
recruit him as a participant in an alleged plot to defraud.
GLACAA's executive assistant generally corroborated the
assertions in a February 8, 1978, letter to GLACAA's execu-
tive director, stating that he, too, had been approached
by the acting director of business services regarding the
scheme. However, the allegations by the weatherization
project manager were not further substantiated by the CSA
investigator because the executive assistant would not speak
with the investigator and the acting director denied ever
making any such overtures to either person. All three in-
dividuals mentioned above terminated employment with GLACAA
shortly after this incident.

The investigator concluded that a scheme had not been
set up because not all of the necessary participants would
agree to take part.

CSA's general counsel determined that there was in-
sufficient evidence to conclude that an attempt had been
made to set up a fraudulent scheme and that the lack of
specificity and development in the alleged scheme would
render any criminal prosecution difficult, if not impossible.
The General Counsel added:

"Even if the alleged overtures were made, it
would have been impossible to bring the scheme
to fruition since the weatherization budget had
not been approved by CSA and [CSA's] Region IX.
No money was then available; therefore, no one
had a chance to steal it.,"

Accordingly, CSA took no further action on this matter.
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1978 GLACAA inspection

In October 1978 CSA initiated a preliminary investigation
of GLACAA as a result of a letter from "Concerned GLACAA
Employees" and the airing of the "60 Minutes" television
program on October 8, 1978. Both criticized GLACAA's opera-

tions and enumerated several allegations of fraud against
the Government,

Among the matters investigated were that:

-—-The former executive director had received $2,974 as
reimbursement for moving his household goods from
Arizona to Los Angeles without having moved.

--The former executive director worked only 2 or 3 days
each week yet submitted timecards reflecting a 40-hour
week with substantial overtime.

—-Insurance policies were obtained without competitive
bidding or Board approval.

-~GLACAA had ghost employees on the payroll.

--GLACAA received money for a Christmas party from
vendors the agency did business with.

--GLACAA entered into contracts for legal and other
professional services without appropriate approvals
or competitive bidding, where applicable.

The report on the results of this investigation was approved
by CSA's Office of Legal Affairs on December 14, 1978, and
was forwarded to Vasquez, Quezada, and Navarro for their
consideration in the fraud audit of GLACAA. (See p. 38.)

CSA revises inspection procedures

In January 1979 we discussed with CSA's general counsel
and director of regional operations GLACAA's problems and
the need for documenting actions on investigations, for tak-
ing more timely action in initiating work, and for acting on
the results of inspection reports. In April 1979 the Direc-

tor of CSA approved new inspection instructions adding the
following requirements.

--Within 5 days after receiving an original investigation
request, top CSA operating officials will prepare a
written evaluation of the request with recommendations
to the general counsel on initiating an inspection.
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--Within 15 days after the initial request, the general
counsel will notify responsible CSA operating offi-
cials and the original requestor in writing of his
decision on whether to make an investigation.

--Within 30 days after completing an investigation, the
general counsel will transmit copies of the inspection
report to affected operating officials with comments
and conclusions,

--Within 35 days after receiving the general counsel's
report, CSA operating officials will prepare a written
memorandum on actions planned or taken in response to
the report.

--The general counsel will review the memorandum and,
if he finds further action to be necessary, make
appropriate recommendations to responsible CSA
operating officials.

CSA's new procedures might have brought about more timely
action on some of GLACAA's problems if they had been in place
during the last 2 years. However, CSA's inspection force has
been expanded by almost 50 percent in conjunction with the
creation of an Office of Inspector General in CSA. With the
increased inspection efforts, CSA will need to assure that
sufficient operational personnel are available in its regions
to follow up on investigative findings.

WEAKNESSES IDENTIFIED IN MANAGEMENT
AUDITS WERE NOT CORRECTED

In 1972, the joint forces of the Los Angeles city admin-
istrative officer, the Los Angeles county chief administra-
tive officer, and the State Office of Economic Opportunity,
under the leadership of the city administrative officer,
made a management audit of GLACAA. The audit was made in
response to concerns of the Governor of California about
GLACAA operations and the belief that certain changes were
necessary to assure the State's continued support of program
funding. The management audit report indicated that

--the board of directors had not been an active and
responsible body;

--the community was divided in its views on how the
poverty programs should be directed;

~--sound, adequate fiscal operations and controls were
lacking;
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—-recent Labor Department action to withdraw $10.7 mil-
lion confirmed the severity of the management and
fiscal problems;

--present operation under th2 Joint Powers Agreement,
with almost total delegation of authority to the
agency, was highly unsatisfactory;

--evidence clearly indicated that the total community
within which the agency operated had lost confidence
in its operations; and

--legitimate questions could be asked about the agency's
size and its ability to relate to specific community
concerns.

The report contained 33 recommendations to improve operations.

In January 1976, a management audit of GLACAA was com-
pleted by joint forces of the City and County of Los Angeles.
(See app. II.) The joint forces found that GLACAA had sub-
stantially implemented all of the recommendations of the
1972 audit that were within its purview. The major excep-
tion was the recommendations relating to personnel operations,
and the joint forces found that lack of attention to this

critical area was reflected in problems found in the audit.
The audit also found that:

--Despite earlier recommendations and the recommendation
of numerous other audits and evaluations, GLACAA's
performance had deteriorated.

~-GLACAA was operating without clear policy direction
and strong administrative leadership and lacked sound
management practices.

--Critical decisions were not being made and staff
morale was poor.

—-The agency was not complying with some of the legal
requirements of the Federal, State, and local agencies
that had entrusted GLACAA to administer funds and
services for the economically disadvantaged.

The report stated that the many unresolved issues
raised by board members, employees, community members, dele-
gate agencies, auditors, grantor agencies, and elected offi~-
cials clearly indicated that GLACAA's performance was not
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acceptable. The prime responsibility for GLACAA operations
rested with the board of directors, which had the power and
authority to improve GLACAA's performance. However, the
report concluded the board was unable to address issues
expeditiously and that unresolved issues bounced back and
forth between the board, its committees, and the staff. The
board complained of inadequate information from the staff,
and the staff complained of inadequate budget resources to
provide adequate staff support.

The report pointed out that the board's preference for
maintaining program funding levels at the expense of admin-
istrative requirements raised the question: "How can the
City and County as joint sponsors of GLACAA assure that the
administrative deficiencies uncovered by an audit will be
corrected?” The report stated that all indications were that
the GLACAA board, its committees, and the administration had
materially contributed to the problems noted and would be
unable to correct GLACAA's deficiencies. For these reasons,
the joint forces recommended that GLACAA be dissolved and its
responsibilities be assumed by the city and county effective
July 1, 1976.

In the event that city and county executives decided to
continue GLACAA, the joint forces offered separate recommen-
dations. The joint forces pointed out that intergroup con-
flict permeated GLACAA and that it was manifested within the
board, between the board and the staff, between ethnic and
racial groups, between delegate agencies and GLACAA, and
between employees and administration.

According to the joint forces report, the present GLACAA
board did not include or represent all the interests the
agency must consider, included representatives from only
5 of the 10 designated poverty areas, and did not include
representation from the Head Start Policy Council. Eight
designated private agencies rotated their participation on
the GLACAA board among five seats. (See p. 29.)

The joint forces report also stated that the way in
which GLACAA received its grant funds from CSA, HEW, and the
Joint Powers created continuous uncertainty about the agency's
future existence. None of the grantors provided funds in
advance of the need to expend them, and the agency was un-
certain from day to day whether it would have enough cash
to operate. As a result, to continue operations, the agency
commingled funds from various grants.
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The joint forces report indicated that many matters had
to be addressed by the GLACAA board and administrative staff
if the agency was to ever meet its basic objectives. These
included the following:

--The lack of significant community participation in
the area council elections raised questions about
whether the councils actually represented the poor.

--GLACAA provided numerous services and much assistance
to delegate agencies, which placed them in a dependent
status. The delegate agencies were not satisfied
with assistance they were receiving, and GLACAA felt
it lacked the resources to fully service delegate
agencies.

~—~GLACAA needed to establish budget controls that would
assure a logical, rational expenditure program for
both administrative and programmatic concerns. The
use of program funds to pay for administrative over-
expenditures created considerable tension within the
agency.

--In spite of the 1972 management audit's detailed
recommendations concerning personnel administration,
the agency was still practicing erratic personnel
administration.

In summary, the joint forces report stated that GLACAA's
status as a viable and productive organization was in serious
doubt. Instead of progressing in its ability to administer
funds and services to the poor, the agency had fallen victim
to a bureaucratic tug of war, largely along racial and ethnic
lines. The joint forces believed that it was unlikely that
the agency could take the dramatic steps necessary to focus
upon its basic objectives and that unrest and uncertainty in
the delivery of services to the poor in the Los Angeles area
would continue. For these reasons, the joint forces recom-
mended that GLACAA be dissolved and its responsibilities and
program activities assumed by the city and county effective
July 1, 1976.

On January 26, 1976, the GLACAA executive director and
the board agreed to implement almost all of the joint forces'
recommendations, but indicated that technical assistance
from the Joint Powers and amendments to the Joint Powers
Agreement would be required. The response did not cite a
need for additional technical assistance or support from CSa,
its principal administrative funding source.
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JOINT POWERS THWARTED IN
EFFORT TO CLOSE GLACAA

In response to the management audit, the Joint Powers
attempted to invoke section XXIV of the Joint Powers Agree-
ment. Invoking this section would have permitted the Joint
Powers, subject to the written concurrence from the CSA re-
gional director, to appoint three people (one from each of
the three sectors: public agency, community, and organiza-
tion) to act as an interim board of GLACAA for up to 60 days.

However, in a February 12, 1976, letter to the Chairman
of the Los Angeles County board of supervisors, the CSA re-
gional director wrote that the Joint Powers would have to
obtain CSA written concurrence on the following before they
would be allowed to invoke section XXIV:

-~-The existence of sufficient cause to institute
emergency interim management procedures.

--The mission and powers of an interim board.
--The duration of the interim board's functioning.

--The composition and method of selection of the
interim board.

CSA also noted that locally elected officials had the
prerogative to determine the need for redesignation of a
community action agency. In the face of the Joint Powers
findings, CSA urged the city and county to undertake a con-
scientious, thorough fact-finding effort before acting to
change GLACAA's designation. CSA emphasized that, if the
redesignation alternative were selected, the board would have
to develop a transition plan, obtain public comment, and
secure CSA approval. CSA substantially agreed with the other
recommendations that anticipated continuation of GLACAA.

In a June 14, 1976, letter to the president of the
Los Angeles city council, the CSA regional director wrote
that, based on information received to that time, he would
not concur in the invocation of section XXIV. He wrote that
limiting participation by the poor and community organiza-
tional interests to one member each would not comply with
CSA regulations requiring maximum feasible participation.
He felt that the regional office had not been presented
evidence showing that sufficient cause existed to warrant
such an action,
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In a July 9, 1976, letter to the mayor, the president
of the city council, and the chairman of the county board of
supervisors, CSA's general counsel wrote that a three-member
governing board for GLACAA was illegal and that CSA had no
authority to concur in an action to establish such a board.
The deputy mayor advised us that, once city officials learned
that CSA would not concur in invoking section XXIV, they lost
interest in trying to correct GLACAA's problems.

In December 1977, the city advised CSA that it was
planning to withdraw from the Joint Powers Agreement. (See
pP. 3.) In January 1978, the Technical Services Institute,

a private consulting firm under contract to GLACAA, issued a
management audit report on GLACAA's operations. Among the
more significant findings were:

--GLACAA's personnel practices manual contained no pro-
visions concerning the rights of employees whose
positions were abolished.

—--Personnel records were not well organized or well
maintained.

--Established bidding and approval procedures for pur-
chases and contracts over $500 had been violated.

-—-Contrary to established procedures, purchases were
made and goods delivered before purchase orders were
processed.

-~-GLACAA lacked an adequate management information
system.

--Evaluative tools used to monitor delegate agencies
allowed too much variability and subjective judgment
on the part of monitors. No written qguidelines were
established setting forth criteria to be used in
scoring each item of performance. Also, the proce-
dure used to obtain data about the performance of
delegate agencies relied on the agencies themselves
to provide the information, and the data supplied
were not always valid.

--GLACAA's planning and funding process had not been
effective in helping it meet its objectives.

Despite these and several other findings of deficiencies
in GLACAA's management, Technical Services Institute did not
agree with the 1976 city-county management audit recommenda-
tions that GLACAA be dissolved. Instead the report concluded
that
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"x * * there are sufficient indications that a
new healthy and aggressive management approach
is now underway which * * * will result in a
revitalization of GLACAA * * * we have found
no tangible basis upon which to recommend the
dissolution of GLACAA, * * *»

On August 7, 1978, CSA regional officials notified the
chairman of the Los Angeles County board of supervisors that
CSA would terminate GLACAA's funding unless the Joint Powers
acted definitively to designate a successor to GLACAA. CSA
officials explained to us that they had been constrained from
taking action to correct managerial problems by two principal
factors: (1) the philosophy of local control and (2) poli-
tical infeasibility. The regional deputy director stated
that title II of the Economic Opportunity Act vests control
and initiative in the local community for planning and co-
ordinating Federal, State, and other assistance related to
eliminating poverty. He indicated that this statutory re-
quirement precluded CSA from intervening directly to correct
GLACAA's problems.

The main disciplinary measures available to CSA are
auditing, plus the later disallowance of questioned costs,
and defunding. The regional deputy director said that
political pressure hindered CSA from closing down GLACAA
without having a successor organization in place to continue
the flow of funds to the poor.

The only perceived recourse left to CSA officials, then,
was repeated warnings of financial repercussions. CSA con-
tinued to encourage local officials to bring GLACAA's prob-
lems under control and waited until GLACAA could be terminated
and its responsibilities transferred without interrupting or
interfering with program delivery.

HEW CORRECTIVE ACTIONS DELAYED

In September 1977 the CSA field representative wrote
that HEW's Office of Child Development community representa-
tive had informed him that HEW also had serious questions
about GLACAA's capacity to administer the Head Start program.
In early March 1978 CSA, HEW, and Los Angeles County offi-
cials met to discuss a county-proposed draft resolution to
pull Head Start out of GLACAA because of persistent com-~
plaints from Head Start delegate agencies about poor program
administration. County officials wanted HEW to tell them what
to do with the Head Start program. HEW and CSA officials
responded that the county was the program and they had to
decide what to do with it.
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In the meantime, California State officials had also
been reviewing their part of GLACAA's Head Start program.
On May 23, 1978, they decided to remove State funding from
GLACAA's central Head Start program; as of June 30, 1978,
the funding was terminated. On July 1, the State began to
provide funding directly to the delegate agencies. 1In con-
trast, the county board of supervisors never followed through
on the proposed resolution to take Head Start away from GLACAA,.

On August 8, 1978, HEW sent GLACAA a letter questioning
the financial viability of the program and asking for a
response by September 11. The letter stated that failure to
respond or show current and continued fiscal capability might
result in suspension, termination, or denial of refunding.
GLACAA's executive director responded in a 2l1-page. letter
generally disputing the charges, concluding that the situa-
tion did not warrant termination or denial of refunding, and
asking for more technical assistance.

HEW headquarters officials indicated that, although HEW
acted to resolve the problems at GLACAA, basically their re-
solution had to come through CSA because it had oversight
responsibilities for most of GLACAA's activities. Also, the
officials said HEW took no action to deny GLACAA's funding
because it believed CSA would defund before HEW could carry
out all the procedures necessary to do so. When ultimately
faced with the lack of a grantee due to the closedown of
GLACAA, HEW entered into a limited term agreement with the
City of Los Angeles to serve as the grantee of the Head
Start program.
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CHAPTER 3

PROGRAM EVALUATIONS PROVIDED LITTLE

INSIGHT INTO GLACAA EFFECTIVENESS

Title IX of the Community Services Act of 1974 (Public
Law 93-644) requires the Director of CSA, directly or through
grants or contracts, to measure and evaluate the impact of
community action and other programs authorized under the act.
Title V of the act provides similar authority for the Secre-
tary of Health, Education, and Welfare to evaluate the Head
Start program.

Through fiscal yvear 1979 limited funding has been avail-
able to implement title IX, and CSA has relied on a system
of grantee self-evaluation to assess the effectiveness of
community action programs such as GLACAA. HEW also relies
on grantee self-evaluation for assessing local Head Start
sponsors with provision for HEW validation.

GLACAA'S SELF-EVALUATIONS
DID NOT ASSESS EFFECTIVENESS

GLACAA community action evaluations of delegate agencies
were made at the end of each calendar quarter by the delegate
agencies' assigned representative from GLACAA; the fourth
quarter's evaluation summarized the entire year. The evalua-
tion was to be used as a way of both isolating and correcting
problems and areas of poor performance and as a basis on which
the area councils could make re-funding recommendations to
GLACAA's board.

GLACAA developed a five-part instrument to evaluate del-
egate agency compliance with GLACAA and Government require-
ments for administration, fiscal management and controls,
personnel, policymaking, and participants and program per-
formance. Only the last category was directed to program
performance. These evaluations were to be summarized annually
by GLACAA as its self-evaluation and submitted to CSA along
with other required grant renewal data as the basis for CSA
re-funding of GLACAA, CSA grantee self-evaluation procedures
do not provide for periodic CSA validation of grantee evalua-
tion reports.

According to GLACAA's last acting director, GLACAA did

not use the quarterly evaluations to make funding decisions
for delegate agencies during 1977 and 1978. Instead he said

28



that the board of directors routinely accepted the executive
director's funding recommendations and that, as a result,
GLACAA monitors did not bother to write critical evaluations
of delegate agencies because such evaluations did not in-
fluence their funding.

GLACAA area councils also performed evaluations in mak-
ing area funding recommendations to the GLACAA board. Evalua-
tion committees of approximately seven pecple were elected
by the area council membership to review delegate agency
funding proposals and interview delegate agency executives.
They completed standardized rating sheets, compiled scores,
and combined these scores with those prepared by the GLACAA
planning and grant development division. The composite score
was used to rank the delegate agencies and allocate the funds.
Funding recommendations had to be approved by the entire
council membership. The approved recommendations were then
submitted to the planning and grants development division,
which in turn submitted them to GLACAA's board of directors.

However, the GLACAA-area council liaison advised us of
three places where the objectivity of the process was inva-
lidated. First, at the evaluation committee level, conflicts
of interest, personal biases, and delegate agency employee
pressure sometimes affected the scoring. Second, at the gen-
eral council membership level, powerful delegate agencies
could influence voting to overturn a recommendation. Third,
if board members had personal biases toward certain delegate
agencies, area council recommendations could be overturned.

We discussed this evaluation process with two delegate
agency directors and an acting executive director who believed
that program performance, in many cases, had little to do with
the area council's funding recommendations. In an April 1978
letter to the GLACAA board of directors, one delegate agency
director wrote:

"Because of my concern and frustration at not
knowing what was behind the funding recom-~
mendations of GLACAA, I volunteered to be a
part of a committee that would review the
overall evaluations and ratings of the pro-
posals submitted by Area 5 delegate agencies.
What we found was unbelievable and an insult
to our intelligence. There was no visible
organized manner of an evaluations procedure,
nor was there any consistency throughout the
overall process. In addition, there wasn't
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any feasible rationale for some of the comments
entered into some of the proposals rating sheets.
For example, the comments contained terms such
as 'not creative,' and 'not innovative.' No
further explanations were given in regard to
these comments.”

This director told us he had submitted to GLACAA a
121-page funding proposal with detailed needs assessments for
various types of services. Although his assessments showed
changes from the prior year in the priorities of needs in the
community he was serving, his agency was re-funded at the
same level as the previous year in exactly the same budget
categories, as if his proposal had never been seen.

The CSA field representative to GLACAA, in his trip re-
port dated June 23, 1877, recognized the problems with
GLACAA's program evaluations. He said that CSA's top prior-
ity in its guidance to GLACAA for 1979 should be installing
a needs—-assessment capability and that political considera-
tions weighed more heavily than objective data in funding
decisions. In September 1977 he wrote again that GLACAA 4did
not have the planning or evaluation capacity to tell CSA any-
thing useful about whether the community action program was
reducing poverty levels, "notwithstanding the avalanche of
paper that tumbles out of it."

During fiscal year 1978, CSA began experimentally making
its own evaluations of about 10 percent of the community ac-
tion agency grantees. CSA's western region developed and
began testing two evaluation procedures, which it plans to
continue using experimentally. However, as of May 21, 1979,
the region had not made any experimental evaluations for fis-
cal year 1979 and had received no instructions from CSA head-
quarters about whether to continue the new evaluation tech-
niques.

GLACAA EVALUATIONS OF HEAD START
PROGRAM DELEGATES WERE NOT EFFECTIVE

In January 1973 HEW's Office of Child Development pub-
lished the Head Start Program Performance Standards to be
used by grantees such as GLACAA to make performance evalua-
tions of Head Start delegates. Based on the standards,
GLACAA's Head Start director proposed that a systematic self-
evaluation be undertaken jointly involving delegate agency
staff, parents, and central administration staff. GLACAA,
using the new performance standards, the Head Start Manual,
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and HEW policy issuances, developed an evaluation instrument
that it used between 1973 and 1975 to evaluate its Head Start
delegates.

In July 1976 HEW published a Federal Self-Assessment
Validation Instrument for Head Start program delegates. A
GLACAA official advised us that the information requested
on the HEW form was almost identical to that of the GLACAA
instrument except that it provided for validation of self-
assessment information by HEW and required 100-percent com-
pliance on each element, compared to GLACAA minimums, which
ranged from 60 to 79 percent.

GLACAA used the new form during 1976 and 1977 and under-
went a validation assessment by HEW. Fourteen delegates were
rated by GLACAA in six major categories: education, health,
mental health, nutrition, social services, and parent in-
volvement. On the average GLACAA found its delegates to be
97 percent in compliance with HEW requirements. GLACAA
evaluated over 60 percent of the rating categories for each
delegate to be 99 to 100 percent in compliance.

HEW's validation found GLACAA's delegates on the average
to be 81 percent in compliance; it evaluated less than 10
percent of the rating categories for each delegate at the 99-
to 100-percent level. HEW found several critical evaluation
items in each category to be in less than 60-percent compli-
ance, including the following:
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HEW
compliance

Item rating

Promotion of physical growth 57
by providing adequate in-
door and outdoor space, ma-
terials, eguipment, and time
for children to use large and
small muscles to increase
their physical skills

Ongoing observation, record- 36
ing, and evaluation of each
child's growth and development
for the purpose of planning
activities to suit individual
needs

Parent participation in planning 50
the education program and in
center, classroom, and home
program activities

Indoor and outdoor premises 50
kept clean and free on a daily
basis of undesirable and
hazardous material and
conditions

At the time of our review, GLACAA's Head Start program
delegates were working to resolve these problems.
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CHAPTER 4

GLACAA'S BOARD OF DIRECTORS DID NOT

EXERCISE EFFECTIVE CONTROL

The Economic Opportunity Act of 1964 requires that each
community action agency administer its program through a
community action board. In keeping with this reguirement,
the Joint Powers Agreement provided for a 1l5-member board of
directors charged with governing, directing, and controlling
GLACAA. However, several reports and other correspondence
criticized GLACAA's board for failing to take concerted, ef-
fective action when matters were brought to their attention.

REPORTS CRITICIZED
INEFFECTIVE DECISIONMAKING

In its 1976 report, the joint city/county audit team
stated that the GLACAA board was preoccupied with daily opera-
tions and unable to come to decisions on the many matters be-
fore it. On May 11, 1977, a CSA official wrote that the
board's refusal to involve itself in planning for the agency's
overall activities had resulted in lack of overall direction
and in lack of followup to insure that goals were achieved.

This situation appeared to persist. The CSA field re-
presentative to GLACAA, in a September 1977 trip report, wrote
that he told members of the GLACAA board and administration
that CSA would assist GLACAA through a guidance letter nego-
tiated jointly by the board and CSA. However, in his Feb-
ruary 1978 trip report, he wrote:

"% * * we are not satisfied with the progress
GLACAA is making in responding to our guidance
letter of October 14. Specifically, they are
headed in the same direction as before * * *,
that is, administering the program without
planning and innovation."

In January 1978, the Technical Services Institute, in
its management audit report,_ indicated that the board's in-
efficient decisionmaking processes were a serious problem.
The report criticized the board for not always dealing with
all agenda items before meetings were adjourned, which re-
sulted in some items being carried over for several months
before they were resolved or dropped. When board decisions
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were made, the evaluators reported, no mechanisms existed for
incorporating them into the agency's operating documents.

The CSA field representative to GLACAA described the
board's decisionmaking ability by stating that "Board meetings
were like a Tower of Babel, you might as well have pulled
people in off the streets to act as Board members." The Los
Angeles deputy mayor concurred in this opinion; he justified
the city's not appointing high-level people to the GLACAA
board by indicating that meetings were a waste of time.

The difficulties described below contributed to the
board's inability to exercise effective control.

CONFLICTS OF INTEREST REPORTED
WITHIN GLACAA'S BOARD

The Technical Services Institute report pointed out that
the conflict-of-interest definition used by GLACAA was too
narrow. Under GLACAA's rules, a conflict of interest was
considered to exist only when the board member voting would
directly benefit financially. They did not, for example, pro-
hibit individuals from voting against competing elements or
in favor of funds going to an agency where they might be em-
ployed, as long as their salary was paid from another source.

The city and county each allotted one of their appoint-
ments of public sector representatives to be filled by rep-
resentatives of city and county schools. However, as cited
in the 1976 joint city/county management audit report, "County
schools operated the largest Head Start Program and as such
was GLACAA's largest delegate agency." Because of this con-
flict of interest, city and county management auditors recom-
mended that the board not include representatives of the
schools if they were delegate agencies. The recommendation,
however, was never implemented, and the board continued to
have the city and county schools represented.

The five private sector board members representing busi-
ness, industry, labor, religion, welfare, or education groups
were chosen and appointed by five of eight commmunity organ-
izations listed in the Joint Powers Agreement. The eight
designated organizations were:

--California League of Cities, Los Angeles County
Division.

--United Way, Inc.
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-~-Los Angeles Federation of Labor, AFL-CIO.
--Los Angeles Chamber of Commerce.
--Welfare Planning Council, Los Angeles Region.

--Los Angeles County Federation of Community Coordinat-
ing Councils.

-~Indian Center, Inc.
-~Council of Oriental Organizations.

The last two organizations listed were GLACAA delegate agen-
cies.

GLACAA MANAGEMENT INFLUENCE
OVER BOARD MEMBERS

The former chairman of GLACAA's board, the secretary to
the board, former GLACAA employees, and an attorney who had
served as GLACAA counsel all told us that GLACAA's last ex-
ecutive director had enough influence to ensure eight board
member votes in support for his proposed actions. CSA inves-
tigative reports also indicated that board members had been
subjected to pressure by GLACAA's executive director, who had
made personal, direct attempts to remove board members who
opposed him.

The five public representatives to the GLACAA board were
appointed by the Joint Powers—--two by the county board of
supervisors, two by the mayor with confirmation of the city
council, and one jointly by the city and county. 1In a 1977
report CSA investigators referred to the testimony of a
former city representative on the board who said that she was
removed from the board in March 1977 when GLACAA's executive
director complained to the city councilman who had appointed
her about her opposition to the executive director's conduct.

During the same investigation, CSA looked into allega-
tions by another board member that the executive director had
approached a county supervisor to have the board member re-
placed. The county supervisor's testimony confirmed the
allegation. However, the supervisor stated that he was not
the one who had made that board appointment and referred the
executive director to the supervisor who had.
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An employee of the Indian Center, who had been the
Center's board representative in early 1977, advised us that
he had been removed from the board because he did not support
the executive director. He told us that he was responsible
for handling GLACAA employee grievances and that he had over-
turned most of the new executive director's termination ac-

tions.

CSA investigated these allegations in July and August
1977 based on confirming statements of another board member.
It reported that the Indian Center board representative had
been replaced in April 1977. The new board representative
told the investigator that his committee voted to sustain the
executive director's position on employee grievances in every
instance and that GLACAA employees should not expect to retain
their jobs year after year. He told CSA that he had applied
for employment at GLACAA and hoped to start working there
soon. Both the new board representative and the Indian Center
executive director indicated that there had been no pressure
applied in changing the board appointee.

Regarding attempts to influence the composition of the
GLACAA board, the CSA investigative report stated that, ac-
cording to CSA regional officials, no rule or regulation bars
the executive director of a community action agency from at-
tempting to influence those who select appointees to the
board. Rather it is a matter for the board itself to deal
with.

As GLACAA's organizing force within the community, area
councils played an important role in mobilizing voters during
elections of poverty representatives. But, as the Technical
Services Institute report and the 1976 city-county audit re-
port stated, the area councils were open to domination by
groups who had vested interests in the councils' activitieg--
the large delegate agencies. A delegate agency could use the
area councils to promote the election of board members who
would treat it well when final funding decisions were made.
Former area council organizers said that, once elected, board
members representing the poverty community rarely sought to
inform themselves about council activities; they had very
little contact with the organizers and rarely attended council
meetings.

NEED FOR A CODE OF CONDUCT

CSA's 1977 and 1978 audits and investigative reports de-
scribed systematic efforts to circumvent checks and balances
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and a loosening of fiscal controls by GLACAA officials. The
Director of CSA, commenting on these findings, has described
the wrongdoings uncovered as unethical, rather than criminal.
He indicated that CSA was hampered in taking action because
GLACAA's board, which had direct control over the agency,
supported the executive director and his staff.

CSA and its predecessor, the Office of Economic Oppor-
tunity, have issued many instructions concerning the conduct
of community action employees and board members. CSA has
been working to update some of these regulations, which span
an ll-year period. 1In May 1979 CSA issued a regulation re-
vising its policy statement on boards and committees of com-
munity action programs. The regulation, which supersedes
four previous instructions of the Office of Economic Oppor-
tunity, should prevent some future problems in selecting board
members by requiring community action agencies to submit to
CSA their plan for selecting poverty and private organ-
ization representatives.

CSA's regulation is broad in dealing with the appoint-
ment of public representatives, the only requirement being
that they be willing to serve. We believe that language of
the regulation could permit the same lack of meaningful
participation by public sector representatives to occur in
other community action agencies as that which occurred at
GLACAA.

Regarding the removal of board members, the regulation
requires the board to describe in its bylaws the grounds for
removal and the procedures to be followed in removing rep-
resentatives of the poor and of private organizations. Re-
garding public representatives, the regulation indicates
that they serve at the pleasure of the designating officials
and may be removed from the board by them. This language
may not prevent problems of pressures and influence that
existed at GLACAA from recurring.

CS8A's regulation includes new conflict-of-interest def-
initions that preclude officials of delegate agencies from
serving on community action boards. These guidelines do not
specifically exclude immediate family members of delegate
agency officers and employees and other individuals with
vested interests in the community action agency's programs.

Regarding the actions of community action agency em-
loyees, many instructions authored principally by the Office
of Economic Opportunity serve as CSA's requirements for local
program sponsors. These reqgulations are founded on amended
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personnel policies and procedures of the Office of Economic
Opportunity originally issued in 1966. These instructions
cover many of the conflict-of-interest issues and other
problem areas that were not acted upon by GLACAA, its board
of directors, or CSA. These instructions are generally
unclear about when and how CSA will act on violations of
its instructions in the event that community action boards
and employees do not correct recognized problems.

CSA's general counsel told us that the types of impro-
prieties identified at GLACAA actually involved matters of
basic honesty and that existing laws and regulations already
covered most of them. However, he felt it might be useful
to have ethical standards for community action grantees
codified in a single set of instructions.
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CHAPTER 5

GLACAA CLOSEDOWN AND TRANSITION

TO PUBLIC SPONSORS ENCOUNTER PROBLEMS

The City and County of Los Angeles intend to designate
themselves as successor community action agencies to GLACAA,
serving a 3,800-square-mile area with a pcpulation of 6 mil-
lion people, of whom more than 600,000 are below the poverty
level. The City of Los Angeles would serve areas within its
boundaries; the Los Angeles County Agency would serve the rest
of the county except the areas served by the city and other
communuity action agencies located within the county. When
GLACAA closed, the city and county continued to fund GLACAA's
delegates on an interim basis. However, the transition to
the city and county as public sponsors has run into several
difficulties.

TRANSITION TO PUBLIC SPONSORS DELAYED BY
PLANNING AND ADMINISTRATIVE PROBLEMS

In December 1978, CSA provided $165,000 to the city to
close down GLACAA; $100,000 was for contracting with a manage-
ment consulting firm to close GLACAA, and $65,000 was for
covering indirect costs that might be incurred. HEW agreed
to provide the city with another $51,000 for the closedown
of GLACAA. The city and county asked about 175 management
consulting firms if they would be interested in submitting
bids for the contract to close down GLACAA. Twelve of these
firms indicated interest in bidding on the contract, but only

four submitted proposals by the November 17, 1978, bid closing
date.

Closedown contract is "open ended"

Based on these bids, the city 1/ selected Arthur Young
and Company, in a joint venture with Moultrie and Simpson,
certified public accountants, at a bid price of $129,000.
However, the contract entered into by the city and the joint
venture on February 12, 1979, was not at the bid price. In-
stead, the contract provided that the joint venture would

1/Although the city and county are sharing responsibility
for GLACAA's closedown, the city is primarily responsible
for administering funds and letting the contract. Based
on reports of the consulting firm the city will distribute
assets to successor organizations and liquidate liabilities.
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spend $180,000 toward the closedown of GLACAA through
March 15, 1979, but all tasks incident to the closedown were
not expected to be completed by that time.

CSA, the city, and Arthur Young and Company initially
recognized that $180,000 would not be sufficient to accom-
plish the closedown. The contract provided that Arthur Young
and Moultrie and Simpson would perform required management
services until March 15, 1979, or until the money ran out,
whichever came first. CSA, in a December 14, 1978, letter
to the city, expressed its intention to make further money
available that was reasonable and necessary to accomplish an
orderly closedown. The contract was later amended with CSA
approval to extend completion to June 30, 1979, and to further
increase contract costs to $611,000.

A CSA regional official told us on May 18, 1979, that
CSA was not certain that this sum would cover the total cost
of the closedown. He indicated that the physical assessment
of GLACAA's assets was essentially complete and that the fi-
nancial closeout audit and related statements were yet to
be prepared.

Request for proposal provisions
were incomplete

An Arthur Young and Company partner also told us no
provision was made in the request for proposal for paying
ex-GLACAA employees to assist in the closedown. Arthur Young
had envisioned that GLACAA would still be in operation when
the management consulting firm took over, and that GLACAA
employees would be available to assist in the closedown.
However, GLACAA went out of business before the management
consulting contract was executed. As a result, provisions
had to be made to hire some ex-GLACAA employees. Arthur Young
did this by obtaining 15 ex~GLACAA employees as "temporary
help” from an employment agency. The salaries of these em-
ployees had to come out of the total amount provided for the
management consulting contract.

Similarly, Arthur Young found that no provisions were
made in the request for proposal for paying GLACAA expenses
(rent, utilities, security, etc.) and these costs had to
also be borne out of the amount provided for the management
contract. Taking these expenses into account, the contract,
as executed, left only $63,150 for management consulting fees.
CSA awarded a supplemental grant to cover these expenses and
to provide the consultant with $129,000 in fees for service.
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Audit plans and requirements have
not been fully determined

Another matter of concern is how the final audit of
GLACAA will be accomplished. The request for proposal stated
that the management consulting firm that was awarded the
contract to close down GLACAA would, in turn, contract for
a final audit of all GLACAA programs through the December 31,
1978, termination date. However, the request for proposal
indicated that the management consulting firm did not have
to subcontract with another firm if it had its own auditing
capability. As the successful bidder, Arthur Young, a na-
tional public accounting firm, indicated its intent to employ
an affiliate firm, Moultrie and Simpson, to avoid the poten-
tial appearance of conflict regarding independence of audit.

Los Angeles city officials told us that independence of
audit would be maintained by the Arthur Young affiliate in
the joint venture. However, a partner of Arthur Young told
us that Moultrie and Simpson would play an active part in the
closedown, performing all aspects of the closedown work re-
lated to property as well as other tasks. As of May 21, 1979,
CSA was planning to have Vasquez and Wilfong conduct the final
audit., (See p. 45.)

Delays in CSA approval of
new community action agencies

In October 1978 the County of Los Angeles received a
$75,000 grant from CSA to plan for a successor community ac-
tion agency. The board of supervisors approved a plan that
calls for it to serve as the community action agency govern=-
ing board with ultimate responsibility for policy decisions.
As required by CSA the board of supervisors plan provided for
establishing an administering board to advise the governing
board on program administration and operation. The adminis-
tering board was to be comprised of board of supervisors ap-
pointees, democratically selected representatives of the poor,
and representatives of other community interests.

Day-to-day administration of the program was to be del-
egated to the county department of community development,
which was to subcontract with delegate agencies, including
county departments, to operate programs. The organization
plan did not describe the organizational responsibility
planned within the county department of community develop-
ment. The county had earlier been reluctant to assume re-
sponsibility for Head Start programs. Below is the organ-
izational structure prepared by the county.
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LOS ANGELES COUNTY
PROPOSED COXMUNITY ACTION AGENCY

GOVERNING BOARD - BOARD OF SUPERVISORS

— 1

Department of | Administering
Community Development t Board
[

{

Delegate Agercies

However, in May 1979 a representative of the county's
chief administrative officer told us that the plan had not
yet been submitted to CSA for approval. The county does not
not intend to submit the plan until after resolution of the
issue of GLACAA's liabilities by the Federal courts (see
P. 45), which is scheduled for July 1, 1979.
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The City of Los Angeles received $39,000 from CSA to
plan for successor community action agency. The city ini-
tially planned to establish a nonprofit corporation to carry
out technical duties in planning, monitoring, and evaluating
the community action program. The city council was to
establish an administering board composed of representatives
of the poor, public officials, and other community interests;
this board's principal responsibility was to be to set pro-
gram priorities. The city's plan is shown below.

PROPOSED STRUCTURE OF CITY'S

COMMUNITY ACTION AGENCY

City Council
(Governing Board)

City Department Staff

Administering
Board
Bd. of Directors .
|
Non - Profit i‘
Corporation |
| |
i Citizens
|
|
|
l
1
|
|
|
{ | Delegate

Agencies
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However, in January 1979 Los Angeles City officials told
us that this plan has now been abandoned and a substitute plan
has not yet been developed. The city officials told us that
they now have their hands full planning for and overseeing
the closedown and that they would not submit a plan for a
successor community action agency until the issue of GLACAA's
liabilities has been resolved. (See p. 45.)

CSA's field representative for GLACAA had some reserva-
tions about city and county takeovers as successor community
action agencies. He said that, unless the city and county
changed their attitude about community action, the types of
problems experienced with GLACAA will persist and may worsen.
He cited the "hands off" attitude that the Joint Powers ex-
hibited with regard to GLACAA as a major reason for these
problems. According to him, local elected officials often
view community action programs as simply a funding vehicle
to placate constituents by distributing money to them through
delegate agencies.

Another matter of concern to CSA officials was that Los
Angeles County is too large an area with too many poor people
to be adequately served by a single community action agency.
They pointed out that the county is not truly a "community,"
but a combination of communities. The county's poverty
population is actually a combination of several poverty
populations, each with unique, and often conflicting, needs.
Evidence of the problems that can arise from attempting to
combine these incompatible groups into one "poverty popula-
tion" can be seen in GLACAA's past racial strife. The result
is that the interests of the various poverty factions are
placed in competition with each other and the program's im-
pact is diluted.

CSA regional officials said they would prefer to sponsor
several smaller community action agencies in the county, each
serving a smaller, more homogeneous population. However,
attempts to find alternative sponsors have so far been un-
successful.

In April 1979 the city controller completed an audit of
the city's community development department, the entity pro-
posed for future community action administrative responsi-
bility. The auditors concluded that the department had
failed to adequately protect public assets and indicated that
the deficiencies revealed were the most serious of any in
their memory. Federal and State grant funds for ongoing
projects administered by the department totaled $225 million.
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CSA FRAUD AUDIT OF GLACAA
NOT YET MADE

CSA has also planned a fraud audit as part of the over-
all investigation of GLACAA, Since CSA does not have the
necessary staff to make such an audit (it has only 3 external
auditors in region IX and 22 nationwide), it plans to contract
with the CPA firms of Vasquez and Wilfong to do the audit.

By the end of 1978, Vasquez and Wilfong were already
nearing completion of their periodic audits of GLACAA. How-
ever, CSA believed the firms would be unable to issue an
unqualified opinion on the financial position without re-
solving the charges of fraud and mismanagement. Accordingly,
the Vasquez and Wilfong audit work had to be expanded. The
CSA regional auditor said that the fraud audit, to be done
jointly by the two firms, would result in a combined report
covering essentially all of GLACAA's funding sources through
September 30, 1978. The scope of the audit had been deter-

mined and the estimated total cost was to be between $180,000
and $200,000.

CSA initially planned to contract for the expanded audit
using GLACAA funds. However, with the freezing of GLACAA
funding (see p. 46), money was no longer available to award
the contract. In March 1979 the regional director telegraphed
the CSA Community Action Office to ask for direct authority
to contract for the audits. As of May 14, the region had not
received that authority. Without approved funding a contract
for the audit cannot be awarded.

The regional auditor was hopeful that the funding problem
would be resolved quickly. If so, he expected that the fraud
audit could be completed by September 1979. Once that audit
is completed and the report issued, CSA plans to have Vasquez
and Wilfong audit GLACAA for the period from October 1, 1978,
until GLACAA went out of business on December 31, 1978. The
regional auditor anticipated that this audit could be com-
pleted by December 1979.

RESPONSIBILITY FOR GLACAA LIABILITIES
HAS NOT BEEN DETERMINED

Pervading CSA and Los Angeles City and County delibera-
tions about the closedown and takeover has been the central
issue of responsibility for GLACAA's liabilities. According
to CSA officials, Federal liability is limited to the amount
of the grant, and GLACAA's creditors would not be able to hold
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CSA responsible if insufficient funds remain in the GLACAA
grant to pay all its debts. The city and county contend that
they are not responsible for GLACAA's liabilities because sec-
tion XXI of the Joint Powers Agreement specifically provided
that neither GLACAA nor its board of directors had the power
to bind the parties to any debt, liability, or obligation.

A CSA attorney told us that such a liability escape clause

is permitted in joint powers arrangements under California
law.

Among GLACAA's liabilities are 20 employee grievance
actions for wrongful dismissal. Each of the grievances is
supported by either an arbitration award or a court judgment;
in all they represent about $840,000 in back pay and benefits
plus $45,000 per month in continuing damages which will ac-
crue until settlements are reached.

The employees' attorney said that, despite repeated at-
tempts on his part, GLACAA continually refused to settle the
grievances or even honor the court judgments; neither CSA,
the city, nor the county will accept responsibility for the
obligations. As a result, the employees filed suit in Fed-
eral district court in December 1978 seeking a court order
that GLACAA cannot be terminated until the obligations are
paid, an injunction against GLACAA's closure until a transi-
tion plan has been published, and damages of $1 million from
the city and county for breach of contract.

The lawsuit contends that CSA instructions require that,
incident to either a transition or a closedown, the city or
county must publish and approve a plan, providing for the
settlement of all liabilities and claims. CSA's answer to
the complaint contended that such a plan was not required in
the case of GLACAA because it was not a closedown per se, but
merely a denial of re-funding at the end of the grant period.
On February 13, 1979, the Federal district court judge (1)
ruled that a closedown plan must be filed by July 1, 1979,
providing for the settlement of GLACAA's liabilities as well
as the distribution of its assets and (2) prohibited expendi-
ture of any more GLACAA funds until the plan is filed.

CSA's officials advised us that they are planning to
modify regulations governing community action agency designa-
tions to clarify liability in joint powers situations to help
prevent similar problems from occurring. A footnote to CSA's
proposed regulations on community action boards on this issue
was deleted shortly before issuance. The footnote stated
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that a community action agency formed by two or more independ-

ent local governments will not be considered as
public agency unless its governing body has the
to bind all the governments jointly and without
by them.
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CHAPTER 6

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

Audit, investigative, and management reports disclosed
that GLACAA continually experienced weaknesses in and circum-
vention of fiscal and managerial controls. Costs questioned
in audit reports were not resolved promptly and management
deficiencies persisted over several years without correction.
CSA investigations did not result in corrective action because
they were not used effectively by CSA operational officials.
According to CSA operating officials, the philosophy of local
control embodied in the Economic Opportunity Act and limita-
tions in staff for followup constrained them from taking firm
action where community action boards did not effectively con-
trol programs. CSA did not have clear criteria to identify
when Federal action should be taken after grantee or board
actions were ineffective in correcting identified problems.

CSA needs to improve the handling of audit and investiga-
tive findings to provide better control and safequards over
CSA funds. The recent expansion of CSA's investigative force
under the newly created position of inspector general will
require increased operational staff support and improved pro-
cedures for followup and corrective action on findings.

Because GLACAA's problems were considered noncriminal,
CSA officials viewed them as a matter for GLACAA's board, not
the Federal Government, to rectify. CSA officials felt pre-
cluded from taking action when investigations disclosed that
GLACAA's executive director sought to influence or replace
members of the board. When unethical actions and improper
influence hamper the effectiveness and efficiency of a
program, CSA should have methods for correction and control
at its disposal.

CSA's new regulations should remedy some of the problems
regarding the selection and removal of private organization
and poverty area board representatives. However, CSA's
regulations covering public representatives could be improved
by requiring the board and the sponsoring governmental entity
to agree on procedures for appointing, evaluating, and remov-
ing public representatives. These procedures should then be
incorporated into the designation agreement.
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CSA's regulations require that board members not be em-
ployees or officials of delegate agencies. To be fully ef-
fective in precluding conflicts of interest, this requirement
should be expanded to include family members of delegate em-
ployees and other individuals with vested interests in the
community action agency's programs.

The responsibilities of the City and County of Los
Angeles regarding GLACAA were not properly defined in the
Joint Powers Agreement establishing GLACAA. CSA found that
provisions of the agreement appeared to be at odds with Fed-
eral regulations. In January 1976, when the Joint Powers
sought to assume responsibility for GLACAA under the terms
of the agreement, they were enjoined by CSA from doing so.

CSA needs procedures to assure that the terms of public
sponsor designation agreements and later amendments are viable
and consistent with enabling legislation.

The self-evaluation process CSA used for community ac-
tion grantees did not effectively measure the impact on al-
leviating poverty or help GLACCA make funding decisions.
GLACAA's evaluations of its delegate agencies focused pri-
marily on administrative matters rather than on assessing the
quality of the agencies' services to the poverty population.
The evaluation information that GLACCA provided to CSA did
not address issues that CSA needs to know about to effec-
tively fund and guide the agency.

GLACAA went out of business on December 31, 1978, but
several unresolved problems surround the closedown and transi-
tion process. Although the contract for the closedown has
been awarded, the ultimate cost has not been determined,
leaving the contract essentially open ended. In addition,
the provisions for final audit of GLACAA under the closedown
contract have not been fully resolved.

The issue of responsibility for GLACAA's liabilities
remains unresolved and could result in costs to the Federal
Government, the amounts of which have not been determined.
CSA should insure that responsibility, accountability, and
liability for community action programs and the actions of
their officials are clearly defined in Federal and grantee
regulations and procedures.

CSA's regulations governing community action boards
clarify liability in joint powers situations. CSA should
insure that liability is as clearly defined for other forms
of community action agencies.
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Although the City of Los Angeles initially developed
a plan for establishing a successor community action agency,
that plan has been abandoned and no substitute plan has been
developed. The county board adopted a plan for its community
action agency, but has not submitted it for CSA approval.
CSA regional officials have reservations about whether a city/
county takeover of GLACAA's community action program can ade-
quately serve the needs of the county's poor. Although
economies of scale would come into play, several smaller com-
munity action agencies could be more susceptible to local
control and more responsive to the needs of the poor.

RECOMMENDATIONS

To insure that community action boards are comprised in
a manner consistent with the spirit and intent of the law and
provide adequate representation, we recommend that the
Director of CSA

—--develop safeguards in the selection procedures of area
councils for poverty community representatives that
preclude large delegate agencies from unduly influenc-
ing the selection process;

--provide technical training for poverty community rep-
resentatives to make them more effective board mem-

bers;

--build safeguards into the processes for removing
board members to insulate them as much as possible
from political pressures and influence;

~--require the board of directors and sponsoring govern-
mental entity to adopt procedures acceptable to CSA
for appointing, evaluating, and removing public sector
representatives to the board; and

--expand conflict-of~-interest definitions to preclude
from serving on community action boards not only rep-
resentatives of delegate agencies (as CSA's rules now
provide), but also immediate family members of delegate
agency officers and employees and other persons with
vested interests in delegate agencies or services to
be provided to the poverty community.

We also recommend that the Director of CSA:

--Develop a code of conduct for community action board
members and officials. The code could be made a part
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APPENDIX I APPENDIX I

GREATER LOS ANGELES COMMUNITY

ACTION AGENCY FUNDING

PROGRAM YEAR 1977-78

Grant
Funding source amount (note a)
Community Services
Administration:
Administration and
General Community
Programing of GLACAA $10,352,000
Senior Opportunities 140,000
Community Food and
Nutritiion 223,744
Energy Conservation 440,602
Other Program Funds 187,234 $11,343,580
Department of Health,
Education, and Welfare:
Administration for
Children, Youth and
Families (Head Start) 10,233,519
National Council on
Aging 710,900
National Institute on
Alcohol and Alcoholism 127,276
National Institute on
Drug Abuse 885,276 11,957,188
State of California:
State Preschool Program 4,952,662
Department of Energy 26,300 4,978,962
County of Los Angeles:
Administration on Aging 714,753
CETA 220,179 934,932
City of Los Angeles:
CETA 1,114,142
$30,238,804

a/Data supplied by CSA regional staff.
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of CSA's grant conditions for all community action
agencies and provide meaningful consequences for
misconduct and for recovery of any costs associated
from the community action agency.

--Develop a system for verifying program effectiveness
self-evaluations performed by grantees and develop
procedures to incorporate the results of evaluation
verification into the funding decisionmaking process.

--Make enough operating personnel available to effec-
tively follow up on investigative findings. Also,
where an investigation reveals the potential for wide-
spread program abuse, as with GLACAA investigations,
CSA should institute, with its own funds, fraud-type
audits of community action grantees to identify the
scope and magnitude of abuse.

—-Develop a clear set of guidelines to reconcile the

conflict between a Federal agency's responsibility

to protect its funds and the maintenance of local con-
trol over the use of those funds. Criteria should be
established for taking actions with varying degrees of
severity, and these criteria should be clearly under-
stood and acknowledged by local authorities as well

as community action administrators and directors.

~--Establish procedures for reviewing and approving com-—
munity action agency designation agreements proposed
by sponsoring governmental entities to assure that
terms being adopted are viable and consistent with
enabling legislation.

We recommend also that the Director of CSA require re-
gional officials, before adopting Los Angeles City/County
proposals for community action programs, to thoroughly ex-
plore the alternative of designating several smaller com-
munity action agencies in the city and county as possible
successors to GLACAA.
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APPENDIX II APPENDIX II

CRRIEI ADMINISTRATIVHY OFFICER
COUNTY OI I.OS ANGHILES

THOHALLOFADMINISIPATION / LOS AMGFLES CALIFLRAIA 9002
974-1101
HARRY U HUFFORD I MEMBERS CF THE BOARD
CHIEF AOMINISTRATIVE OFFICER January 12, 1976 BAXTLH ViA6D
CHAIRMAL

PLTER F SCHABANY'Y
KENNETH ¢ AHY

HONORABLE BOARD OF SUPERVISORS WMﬁﬁéiﬁxﬁg
County of Los Angeles
383 Hall of Administration

Gentlemen:

MANAGEMENT AUDIT REPORT OF THE
GREATER LOS ANGELES COMMUNITY ACTION
AGENCY (GLACAA)

On Cctober 7, 1975, in reasponse to a request from the Los Angeles
City Administrative Officer, and on my recowmendation, your Boavd
instructed my office to participate in the conduct of & jecint
management audit with the City Administrative Officer of tne Greater
Los Angeles Community Action Agency (GLACALY. 7The tindings and
recommendations of that audit are contained in the attached report.

In brisf, we have found extensive management short-comings within
the agency. Critical decisions are not being made and sta2ff morale
is poor.

Through our management audit efforts, we have develcped a number of
reconmendations which would better define the role of the Board of
Directors and strengthen the ability of the Executive Director to
manage the affairs of the agency. These recommendations would help
the agency to overcome the problems it now faces. If GLACAA is to

be continued as an entity, it is essential that these recomnendations
be implemented. However, if GLACAA is unable to improve its psrfor-
mance, it should be abolished as aun entity.

As your Board is well aware, Federal funding suppoirt of poverty
programs has declined in rscent yezars and Federazl law changas are
requiring an increasing proportion of local support for such activi-
tice. CGiven the tensions within the agency, and the verv rea
financial problems it faces mow and in thz ruture, both Dr. Piper
and T feel that steps should be initiated to dissolve GLACAA sad tno
‘have the City'and the County take ovey operations of its programs on
July 1, 1976. ’
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APPENDIX I1I APPENDIX II

Both the City, through its Dewonstration Agency, and the County,
through its Department of Urban Affairs, have developed considerable
expertise in administering community programs. Creation of Depart-
ments of Community Development, now under congsideration in both the
City and the County would further strengthen their ability to manage
this kind of program activity.

To accomplish these objectives, I am proposing that your Board
approve the attached management audit report and request the GLACAA
Board of Directors to impiement the recommendations for improvement
in the agency immediately. Also, you should instruct the Chief
Administrative Officer to undertake actions necessary to dissolve
the Joint Powers Agreement and form the County as a community action
agency to be effective July 1, 1976, in the event the agency is
unable to resolve the issues facing it.

IT IS RECOMMENDED THAT YOUR BOARD:

Approve the recommendations contained in this
letter and the attached management audit report.

Very truly yours,

/)7’ N .
)q4£°t7 ! }%foyélzﬂ

HARRY L. HUFFORD
Chief Adminisctrative Officer

HLH:DRS: p
Attachment
cc: Each Supervisor
County Counsel
GLACAA Board of Directors
GLACAA Executive Director
Los Angeles City Administrative Officer
Auditor-Controller
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APPENDIX II

c.

CITY OF LOS ANGELES

. CALIFORNIA

r‘gh
TAWIN FIPER LH‘ i >}\

LCITY ADMINISTRATIVE OFFICENR

5

N
ey s

TOM BRADLEY
MAYOR

January 12, 1976

Honorable Mayor of the
City of Los Angeles

Honorable Council of the
City of Los Angeles

Gentlemen:

APPENDIX II

ROBERT £ CHASE
ROBERT O INGMAN
EUGENE F KIDDLR JR
MOBLRT £. © ORIEN

ASST. CITY ADMINISTRATIVE OFFICERS

Honorable Board of Supervisors
‘of the County of Los Angeles

Transmitted herewith is the joint Management Audit
Report of the Greater Los Angeles Community Action Agency.

. Bari D> YLty

C. Erwin Piper
City Administrative Officer
City of Los Angeles

HLH:CEP:gj
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APPENDIX III APPENDIX III

DESIGNATION, CONVERSION, AND OTHER CHANGES

IN COMMUNITY ACTION AGENCIES

The Economic Opportunity Act of 1964 provides that a
State or a political subdivision or combination of subdivi-
sions thereof may designate a community action agency. After
such designation, CSA must recognize that the agency meets
certain legislative and administrative requirements before
the designation takes effect. If a State or local subdivi-
sion does not designate an agency for an area, CSA may do so.

A State or local government wishing to designate a new
agency or change the designation of an agency may designate

--itself or a combination of subdivisions or

~—-another agency, which may be either a separate public
agency or a private nonprofit organization.

These two approaches differ basically in the degree to which
the State or local government becomes formally involved in
the agency's work.

When revoking the designation of an agency, the State
or the local subdivision may decide not to make a new desig-
nation. In this case CSA may designate an agency to serve
the community. A political subdivision may opt not to be
served by a designated agency. If the agency was designated
by a State or another subdivision, the opting-out subdivision
may designate a new or existing agency to serve it. If a
designation is not made, CSA may do so.

When CSA terminates all assistance to an agency for cause,
this constitutes a withdrawal of CSA's recognition of the
agency. CSA suspension, termination, or refusal to refund less
than all assistance to an agency may constitute withdrawal of
CSA recognition of an agency. However, CSA may continue to
fund the agency as a limited-purpose agency.

56



APPENDIX III APPENDIX III

During our review CSA provided us with information re-
garding changes among agencies. The following table summar-
izes some of this information:

Changes January 1973 through November 1978

Publicly controlled
agency as of November

Publicly controlled 1978 converted from

Refusal agencies converted to Voluntary privately controlled CAAs

CSA Regions Terminations to refund privately controlled dissolution Urban Rural Other
1 Boston 1 2 - 1 - - -
II  New York City 1 & 1 1 1 - 12
III Philadelphia 2 3 - 4 2 1 -
IV Atlanta 3 2 - 7 9 6 -
v Chic ago 1 - - - 5 1 -
VI Dallas 1 1 - - 8 7 -
VII Kansas City 3 - - 1 4 1 “b
VIII Denver - - 1 1 6 9 1
IX San Francisco 2 - 2 - 7 10 -
X Seattle - 3 - 4 2 - -
Totals 1 15 I 19 44 35 2

Notes:
a/unknown whether urban or rural
b/CAA was a State Economic Opportunity Office

(013920)
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