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LEGAL SERVICES CORPORATION 
 OFFICE OF INSPECTOR GENERAL 
 USE OF FUNDS FOR PROHIBITED OR RESTRICTED ACTIVITIES 

FINANCIAL RELATED AUDIT 
PROJECT NO. 96-064 

 
 
GRANTEE:  Community Legal Services, Inc. (805301) 

San Jose, California 
 
INTRODUCTION 
 

In Public Law 104-134 1, 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 within the grantee organization or 
through alternative organizations.  This report presents the results of the financial related audit 
of Community Legal Services, Inc. (CLS). 
 
BACKGROUND 
 

CLS received $723,705 in Fiscal Year 1996.  The office is located in San Jose, 
California.  As of the date of field work, CLS employed, in addition to the Executive Director,  
approximately three attorneys, three paralegals, and four other staff.  CLS is a new entity, having 
been created in January 1996 to handle cases permissible under LSC laws and regulations. 
 
 
 

                                                 
1 110 Stat. 1321 (1996) 
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OBJECTIVES 
 

The specific objectives of the financial related audit were to determine whether: 
 
 CLS used funds to pay other organizations to handle prohibited or restricted cases; 
 
 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; 

 
 timekeeping records indicated continued involvement in restricted or prohibited cases. 
 
SCOPE AND METHODOLOGY 
 

The financial related audit of CLS was conducted in accordance with generally accepted 
government auditing standards.  Field work was performed in the main office in San Jose from 
December 4-6, 1996.  Audit procedures included interviews with LSC and CLS personnel, 
review of policies and procedures, and examination of CLS records. 
 

The revised regulation 45 CFR 1610 became effective on June 20, 1997.  A component 
of this rule addresses program integrity as it relates to independence from another entity.  This 
new rule and its application were beyond the scope of this audit. 
 
FINDINGS AND RECOMMENDATIONS 
 

With regard to the specific objectives detailed above, we provide the following findings. 
 
 We found no evidence that CLS used funds to pay other organizations to handle 

prohibited or restricted cases.  However, as described below, during the course of our 
fieldwork, we came across a condition that we believe to be a weakness in the internal 
control system.  

 
FINDING 1 — CLS did not have a written policy and procedure governing consultant contracts. 
 

A properly designed and implemented internal control system over disbursements ensures 
proper expenditures and would include written procedures to be adhered to in contracting out for 
services.  
 
RECOMMENDATION 
 
CLS should develop and implement a written policy and procedure to govern consultant 
contracts. 
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 We found no evidence that 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. 

 
 As described below, CLS’ timekeeping system did not comply with LSC regulations.  

Because CLS was unable to summarize all time by employee, case, matter, activity, legal 
problem type or time period, we could not determine from the timekeeping records that 
CLS had no involvement in restricted or prohibited cases. 

 
FINDING 2 — CLS’s timekeeping system did not comply with LSC regulations. 
 

 Time records were maintained on three separate systems: a manual time sheet for 
payroll, an automated scheduling calendar that was used inconsistently, and a client management 
system that has not been fully implemented.  None of the systems, individually or collectively, 
was capable of producing “…aggregate time record information from the time of implementation 
on both closed and pending cases by legal problem type…” as required by 45 CFR Part 1635. 
 

CLS indicated that employees had been having difficulty getting the client management 
system components to work on CLS’ computers.  Some staff were also apparently having 
difficulty converting from other timekeeping systems to the client management system. Although 
attorneys reportedly recorded time in case files and could reconstruct time per case when 
necessary, CLS could not easily compile the information required by the LSC regulation and 
would not be able to summarize all time by employee, case, matter, activity, legal problem type, 
or time period. 
 
RECOMMENDATION 
 

A single timekeeping system should be used to capture and store time distribution 
information and support payroll.  Until CLS is able to implement this single timekeeping system 
via computer, employees should immediately begin to record the required information manually 
(i.e., date, hours worked by case number, matter number, activity number). 
 
GRANTEE MANAGEMENT RESPONSE TO DRAFT AUDIT REPORTS 
 

Grantee management agreed with the finding concerning timekeeping contained in the 
first draft audit report.  After the audit field work, the grantee retroactively entered time 
information into the client management system for all cases opened in 1996.  CLS also obtained 
upgraded software.  A senior CLS attorney has also been assigned to track timekeeping weekly.  
The complete text of the response is included in Appendix I. 
 

In response to the second draft audit report, grantee management provided a copy of CLS’ 
consultant contract policy.  The policy requires that all contracts for consultants be subject to a 
bidding process and approval by the executive director. The policy also identified certain types of 
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contracts that require the approval of the board of directors and the Legal Services Corporation.  
The complete text of the response is included in Appendix II. 
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Co LEGAL SERVICES, INC. 
4'0N. FlRST St. P.O. Box 114(), s..NJDS!. CA 95109-IIMO ·c40tl 113-371)0 FAX(•Ol):ul-3750 

MAtdl 20, 1997 

FAX to JU¢o1ld Btoekingham 
Oflico oflhe Inspe<:tor ()Q)tdl 
Lepl Serrice.I Cmpotatlon 
150 1• Street NE 
to"Flcor 
Wul!.inpg. D.C. 20002-42SO 

~~ .. Pas. 
TAX-VAbl.'P. E:m:. Da 

CLS t, ill~ oftbe draft audit report. CI.S ·~s wi1b the findines outlinod on Paae l lllldcr 
PlndinJ!i and Rocol1IJllOlldariol. m rep.rd ID ".Manai!=t Can!tola Plndins ! -Cl.S's 
111Mbocping •f'b>m did not oomply wllh LSC "'gullriom" CLS sWff 11atc• the fbllowing: 

!. Subsequent to the OIO iwdit, CLS staff-Clivcly cal4lred ~ iDf<>nDl!ioll JeCOldcd 
m1111111lly for all cases opcoccl in 1996 ill!O lhe CLIENTS $Oflwlre. Slll1f e<>11tmllC to rcCOld 
rime sheets manually. 

2. CLS conbdcd the "l!lldor of Ibo CLIEN'IS soflwuc ad~ your «>nOl<llS to llim. Ho 
bu provided CLS with upgndcd ••~ In additioo, ~is~ with a Silicon V.Uey 
campu= expel o.o dalabun 10 crem a s)'S!&ll "'11lch pvvidcs a sia&l• timebeplng sy!!aD 
to C3pllUe aad nm: time di£lrihution ond »lpport pl)'IOll. The CLIENTS vendor bas 
iodieated 1bsl bis ')'.stem mccta oil the LSC SIUld8rds as reqund by 4S CFR part 1635. 

S. A 11Cnio1 al!ooley hos be<a ut!pod to trW: "'8 timekoeping Oil a WDd<ly basis. 

Thd you. for tbe opporow<y to mpood to yow quay. 
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Atlelttioo: Alal$ M. Stowe 
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Dear Mr. Stowe: 

~!\M llMt\ IDC. Dea.. 

CLS iJ in receipt of die '""oud draft of Ille audit iepon cowdng the finandal-rclsled audlL 
Please fuu! eacloscd a copy of Ibo CQll!lllr1111t contract policy of CJ.S. ~ adoi9C me if this 
polJcy from !he Policiu and Prot<dures lll!lllUll is what )'OU rcqw:swl. 

Pleuo oonlll:t xne if')'Ollneod addlrioM! lnfonnlllion. 



CJONTRACT BMPLOYEESICONSULTANT CONTRACTS 

~ to die UDC<>1i<imy Of l\JMillg, aJ1 ~ me ~l!ject 1lO COllllW:IS fur a deliJ1od toml 
ltDCMble al~~ of!he e=Wv0 and 1he boatdof clirac:ton of CLli. 

In addidon, mBl:\Y seMC<l& whicl1 p10gram mtf would ardillarily handle will be OOllduc:ted tlirough 
COll£ll1timt C01lll'8CI! or :short term canlncts for m\liccs. Al! conDact!I fhr CODJU!tlllllll to tho: pmgrain 
8liall be nil!iect to a search wl bidillg J:llO<"'S, as Mil as, an lmcrvicw with tbe executive ditcctor 
plior to approval md ~I af 'Miik. lu addilimi, c:ertlin con!ncts tilr =vil:05 require 
~ of fhe 1xmd of dim::""' am! die Legal Set111CC>J Oorponlllon. Thclie Include CIOlllraCl9 fl>< 
alldit :tor<>ius, compuret SCl<'ices, WephollC sylltcms, es ~11 as, 8"f contrSCa fot am<Jlll1lS i4 
eJ<CCSS of ssooo. 
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