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INTRODUCTION

In Public Law 104-134 [110 Stat. 1321 (1996)], the 1996 appropriation for the Legal Services
Corporation (LSC), Congress imposed restrictions and prohibitions on the types of services LSC
grantees may provide to clients and on the methods they may employ in providing those services.
The law required the grantees to discontinue servicing certain types of cases immediately. It also
required grantees to divest of three other types of cases (class actions, prisoner litigation, and
alien representation) no later than July 31, 1996. Congress required LSC to report whether
grantees had divested of these cases within the time allotted.

In order to provide the LSC Board of Directors, management, and Congress with an independent
assessment of the grantees' compliance with the new law, the LSC Office of Inspector General
(OIG) initiated two types of limited scope audits covering 12 grantees. A performance audit
tested: (1) whether grantees had divested of the prohibited cases and were providing only those
legal services permitted in restricted cases; and (2) whether the selected grantees had
implemented the policies and procedures to ensure that case-related activities were within the
new law. A financial related audit was designed to determine whether selected grantees were
supporting prohibited or restricted activities through the grantee or alternative organizations.
Legal Assistance Foundation of Chicago (LAFC) was included in both the performance and the
financial related audits. This report presents the results of the financial related audit of LAFC.

BACKGROUND

LAFC received $4,599,771 in Fiscal Year 1996. LAFC's main office is located in Chicago,
Illinois, and there are four branch office and four satellite office locations. As of the date of field



work, LAFC employed, in addition to the Executive Director, approximately 55 attorneys, 35
paralegals, and 49 other staff.

OBJECTIVES
The specific objectives of the financial related audit were to determine whether:

e LAFC used funds to pay other legal organizations to handle prohibited or restricted cases;

o current employees, terminated employees, or consultants continued to work on restricted
or prohibited cases and received LSC funds for their services after restrictions and
prohibitions took effect; and

o timekeeping records indicated continued involvement in restricted or prohibited cases
after LAFC ceased official involvement with the cases.

SCOPE AND METHODOLOGY

The financial related audit of LAFC was conducted in accordance with generally accepted
government auditing standards. Field work was performed during two visits to the office in
Chicago, Illinois from December 9-11, 1996 and from January 27-31, 1997. Audit procedures
included interviews with LSC and LAFC personnel, review of LAFC policies and procedures,
and examination of LAFC records.

FINDINGS, RECOMMENDATIONS AND CONCLUSIONS
With regard to the specific objectives detailed above, we provide the following findings.

e We found no evidence that LAFC used funds to pay other organizations to handle
prohibited or restricted cases. However, we did note that LAFC made an allowable
transfer of non-LSC funds during the transition period immediately following the
enactment of Public Law 104-134.

e We found no evidence that terminated employees or consultants continued to work on
restricted or prohibited cases and received LSC funds for their services after restrictions
and prohibitions took effect.

« We found no evidence in the timekeeping records to indicate that current employees
continued involvement in restricted or prohibited cases after LAFC was required to cease
official involvement with the cases, except for those instances identified in the
performance audit report.

GRANTEE MANAGEMENT RESPONSE TO DRAFT AUDIT REPORTS

LAFC did not provide any written comments on the first draft financial related audit report.
LAFC provided written comments on both the second draft performance audit report and the
second draft financial related audit report in one combined response, but the response did not
include any comments on the second draft financial related audit report. The complete text of the
response to the second draft financial related audit report is included in Appendix |.
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Nlexig M. Ytowe
Asst Inspector General

Fer Audit
Leqgal Services Corporation
TED Firat Streat, NE
Washington, DO 20002

Divwar M. STowe :

In resporse Lo your letter dated HNovember 24, 1287, and
the Znd DraZt of the DPrrformance Aadit and Financial
Audit, 1 have the tollowiny omments:

I With remard to the Drafl Prrformance Audit,
there i3 a tvpo an page 2 in cthe last
raragraph. It should oo Januaxy 30, 1997,
inatead of January 30, 1996.

s We continus= to brlieve chat cur activilies in
the Bell and Hill cascs were nermigsiole undeyr
various LSC class acliom requlations that had
been premaloated.

Witz regard Cc¢ the PBell oase, there was not an
adverzarial discussiorn concerning the dolluar amount of
the sattlement as you state cn page 5. Inatead, the
par-ies had alroady agrzged Lo iLhe amount each member of
thz class would zeceive and when i~ was determinsd Shoro
were more memberg of tke class than previouely
undsrscood, the amount ©f the zectloment increaserl
proporticnately.  AlLachenr is o letter [rom teEe Tlawyer
tor the defendants which states as [ollows:

iou have regquoested that L contirm
that our digcussions regardiswg the
Joint Motion to Approve Kevigad
Notice and Stipulacion, rCiled on
Oolobwer 16, 1996, in th= akove-
Caph 1oned loweuirt, W e non-
adversarial in natwre, I agree. As
we utatod in Lhe Joint Mocicn,
"[rlaiging of the tfloor and Ceilimg
ot the Fund correspends to the
undsrlving formula erbodiec i toe



Alexis M. S5Lowe OoTGg
Uescewper 8, 1957
rage Twe

Ssttlement Anreement Lecween
Plaintiffs and vescc. " iMol.lon, at
2] I bpelieve this statemcul
appearIng in the Joint Mooion
iteslE, illustrates that (L
figcudplions were non-advarsarial amd
that the Ceourt, in granting Eheo
Joint ¥oklon, confirms that
conclugion.

Tn the d4ill case, we filed "rlainliffs’ Statemcnt on the
Status of the ftatus of the Two-Year Report en October 3,
1996 Cur report was merely to iaform tae Court whether
tke provisions of Lhe consent decree wers being mek. We
did not vicw this document as adversarial. We withdrew
from the case on Docenber 3, 1Y%%E6. Our good £aith
interpretation of the regulation does not seem worthy of
further review, espeeially in light of tur withdrawal on
December 3, 1996,

Wir believe that LS50 maznagemsnt should not toke  any
vourrective action with regard to these Cwo nanoen.

Vesy trulyv wours, !
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JONATHAN IN. LEDSHY
(D LDy 38 L-ve40

December 5, 1997

¥

VIA TELECOPYER

Vivian R, Hessel

Leswal Assistance Fourdarion of Chicago
345 South Dearborn Street

Chicago, Tllincis 60607

Re: Dol and Waads v. Commercial Credit Loape, Ine. and Weson Insuranre Cn
No. 93 CH 5943

Dear Vivian:

You have requested that [ confirm that aor discussions rezarding the Jolnt Motion to
Approve Revised Notice and Stipuladon, filed on October 16, 199, in the above<captioped
awsait, were non-adversarial in nature. {agree. As we stated in the Joint Mation, ji?fisi:lg
ot the floor and csiling of the Fund corresponds tc the undiilying formula embodsed 1a the
Serclemen ent between Plantifle and Wesco.™ {Motion, az 2). J believe thic srarement.

appearing in the Joint Mation tself, flustrates that our discussions were noo-adversacial and
:ﬁut the Court, in graniing the Joint Motion, confirms chat conelusion,

Vedy vuly yours,
__ﬂﬁf/f

Jonathan I 1 ad<ky

. dln
Yaroods jal
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