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. EVALUATION OF COMPREHENSIVE
EMPLOYMENT AND TRAINING PROGRAMS, 1981

TUESDAY, OCTOBER 20, 1981

; U.S. SENATE,
ComMMrTTEE ON LABOR AND HUMAN RESOURCES,
s «. | Washington, D.C.
The committee met, t to notice, at 9 a.m., in room 4232,
ansenS&nateOﬁer , Senator Orrin G. Hatch (chairman

remdmg
Present: Senators Hatch, Quayle, Kennedy, and Pell.

OPENING STATEMENT OF SENATOR HATCH

The CHAIRMAN. Today the Senate Labor and Human Resources
Committee opens its hearings into the selection, performance, and
evaluations of grant and contract awardees under the Comprehen-
sive Employment Training Act of 1973, often called CETA.

Weamalsogomgtoexammehowcertamawardsweremadeto
contractors in the closing days of the last administration. There is
special concern for how discretionary funds are utilized and spent
in such situations, and we hope to cast some light on this entire
area.

The CETA legislation established a framework in which pro-
grams could be set up to provide for the employment and
of underemployed and economically disadvantaged persons aroun
the country. Most such undertakings are carried out by prime
sponsors such as State and local governments.

Congress ted special consideration in this legislation to per-
sons struggling against excessive disadvantages or for labor mar-
kets rated as extremely depressed. These programs were to be
overseen and administered by and through the Office of National
Programs of the Labor Department in Washington.

A good many of these programs have been eﬂ'iclently adminis-
tered and have, to a certain extent, fulfilled the expectations of the
sponsors of the act. Regrettably, this is not true across the board,
as the committee’s inquiry has established.

While the administration has announced its intent to terminate
the CETA program, there are billions of dollars outstanding at this
time in its various elements around the Nation. Also, the abuses in
the program have been publicized often and consistently. Our
review of the audits of these ventures, plus the fine work of the
GAO in these areas, leads the committee to feel that some public
airing of the situation is required; hence this h :

Our review efforts, whic have had the full cooperatwn of the
Labor Department, have uncovered one serious situation after an-

(1)

of the committee)
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other. Waste and abuse of many kinds have emerged. The audits of
the program conducted by contract auditors around the country
reveal that the abuses are widespread, that the Department was
being informed on a regular basis of these findings, and that noth-
ing was done to correct the situation. _

As a result, many programs fell far short of tions, sub-
stantial sums of money were lost, and many people the program
was designed to assist were deprived of the intended assistance.

The committee is especially concerned bﬁ evidence that ific
Federal rules and regulations governing how Federal funds are
committed to grantees and contractors have been violated often
and with impunity. Such requirements are put in place not to
hinder benign attempts to aid people but to insure that the under-
takings are carried out as in

There is a need for certain , and I shall continue to

port such efforts, but on a selected basis. -
E“T‘od.a,z.rwealm]ltaxal:l:n'.mal'lcwll'sl,u:hai:lumasdltl1:alnteplamcem:tdhmilur
CETA was in many ways brought into disrepute. )

In March of this year, after hearing numerous allegations of
serious deficiencies, I asked the General Accounting ce in my
capacity as chairman to review the Labor Department’s Office of
National Programs award selection process and to report their
findings to the committee. Several such reports have been received
adﬂ have been released. Copies of them are being made available

y.

The Washington Post, among other papers, in a March 9 article,
reported on further findi concerning ‘last minute” or ‘“mid-
night” contract awards ed by lame duck administrations in the
closing days of the last administration.

Speci y, these involved: one, overcommitment of appropri-
ated funding; two, absence of negotiations with, or evaluations of,
prospective contractors; three, authorization of several additional
contracts contrary to the inform“;ogg:ggm(mts of the Department’s
representatives; and, four, unjusti sole source awards which
ignored rules governing competition.

In the March 9 “Washington Post” article, the former Assistant
Secretary of Labor for Employment and Training explained away
such last minute funding commitments with this quote: “My view
of the job was to see that these organizations could continue to
operate long after we left office,” because it was clear to him that
the philosophﬁlgf the new administration was not one of support
fqered the new kinds of training and job programs that minorities
n s A

It could be argued and perhamexcused if a contractor or grantee
up for funding renewal could be granted a one-time exception in
the form of a telegram authorizing them to temporarily continue a
project, if all negotiations had been completed and documented, if
the Department’s program representatives had given some formal,
documented seal of approval, or if it were merely a matter of
preventing paperwork rguirements from severely disrupting a pro-
Ject with an unquestioned positive record of performance.

It is quite another matter when, as GAO discovered, required
negotiations had not even begun, let alone been completed. This
was found in many cases. It is still another matter when, as GAO
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found, negotiations had actually occurred and specific recommen-
dations by the Department’s program representatives were totally
ignored or specifically mntragicted by higher-ups. This was found
to be the case in numerous instances.

And it is again another matter entirely when it is discovered
that the performance records of many contract awardees were
ignored when certain awards were made. In each of these man
situations large sums of public monies were awarded. The GA
contends that the office involved would have ovar?eut its CETA
budget by at least $42 million, which of course would be a violation
of the law.

ing the last 4 months of the last administration, GAO found
that training grants and contracts were awarded worth more
than $115 million. During that time period, at least 70 telegrams
were sent to potential contractors telling.them to go ahead and
start spending money on CETA contracts that would be negotiated
later.s'ﬁﬁs compares with only 20 such telegrams sent during all
the fiscal year of 1979, according to the GAO findings.

For exnmgle, on Jan 15, 1981, Mr. Green'’s office notified Dr.
Benson E. Penick, a Washington researcher, that he could spend
an initial $20,000 on a proposal to study the job prospects of disad-
vantaged teenaged mothers. But the Labor Department’s own con-
tracting officer had recommended against the award, GAO said,
because the proposal was deemed too and the objectives
found to be a “mishmash * * * of services.” GAO also stated that
Penick had submitted bills to Labor that were highly questionable.

Similarly, on January 5 Green personally ordered a $150,000
contract renewal for the National Association for the Southern
Poor in Roanoke, GAO said. Green’s subordinates had reported
that the job training p was having a negligible impact on
youth unen{?loyment and could not properly supervise its young
trainees in Virginia and North Carolina.

GAO, saying that Labor officials rarely monitored the financial
performance of these contractors, called for more inspections and
written assessments. Labor also handed out noncompetitive con-
tracts without justification in nearly half the cases they surveyed,
according to GAO. ;

One such contract, for $199,000, went to Southern Vocational
College in Tuskegee, Ala., on January 19, even though Labor audi-
tors had accused the college of improperly spending $550,000.

The list could go on and on, but the GAO reports will speak for
themselves. The committee used the GAO in order to obtain an
objective evaluation and avoid any accusations of nonobjectivity.

As the GAO work went on, the committee began to review all
appropriate materials, in the process interviewing Labor Depart-
ment personnel who possessed first-hand knowl of what had
transpired. Thousands of documents were examined. Several other
Federal agencies and their officials rendered assistance. Today we
will make public many of the findings of our inquiry.

We will hear today from the GAO; the current Assistant Secre-
tary of Labor for the Employment and Training Administration,
Mr. Albert Angrisani; a panel of Labor officials with first-hand
knowledge of the situation under review; the Inspector General of

the Labor Department, Mr. Tom McBride; a former Assistant In-
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spector General for Audit at Labor who presently occupies the
same position at the Agriculture De ent, Mr. Gerald Peterson;
the former Assistant Secretary of Labor for Employment and
Training, Mr. Ernest Green; and the former Director of the Office
of National Mr. Lamond Godwin.

GAO will elaborate on their findings, which I have alluded to
already. The current Assistant Secretary of Labor will report on
the situation he inherited when he assumed office on January 20 of
this year, the immediate actions he was required to take, and the
directive he recently issued to deal with GAO’s findings and those
of his own in task force. He will also answer questions on
new guidelines and procedures he will be implementing designed to

ign responsibility and guarantee accountability. .

%emalngoingto lore with Mr. Angrisani certain m
ies of grant termination. of immediate interest involves a
$20-million grant to PUSH For Excellence of Chicago.

As we found out in our inquiry into the National Cancer Insti-
tute, Federal grants, unlike contracts, cannot be unilaterally termi-
nated at the Government's convenience. To terminate, detailed
negotiations are required, culminating in the grantee agreeing to
termination. -

Since this April, Labor has sought just such a in a diligent
manner in regard to this particular grant to PUSH For Excellence.
All to no avail until the committee wrote that organization on
September 24, 1981. The committee received a response from Chica-
go, dated October 2, 1981, informing the committee that PUSH
had, on its own, terminated the grant on September 29, 1981. A
salutory conclusion. :

What makes this conclusion so unique is that committee staff,
after receipt of this letter from PUSH, was informed by the Labor
De ent’s Solicitor’s Office that termination negotiations were
still going on. Evidently PUSH notified the committee but had
perhaps forgotten to notify the Department of Labor that no fur-
ther reason existed for itional neg;ﬁaa};ions.

Our panel of Labor Department officials will be representative of
all levels of the I&:mgram office, including the acting administrator
of the Office of National Programs, program directors, and Govern-
ment authorized representatives frequently referred to as “pro-
gram reps.” Their evaluations are the only effective link to provide
vital day-to-day assessments on an awardee’s capabilities or past
performance. y in this way can we assure that allocated public
funds go to those who have shown a ‘“‘demonstrated effective-
ness’'—a phrase we will certainly hear more about as this hearing

progresses.

It is vital to underscore this criterion, established by the Labor
Department and reinforced by its Solicitor's Office in an opinion to
the General Aoooununfa(ggice—page 3, HRD81-145.

We will hear from r's Inspector General regarding certain
criminal inquiries his office is presently pursuing.

We will also hear from a former Assistant Inspector General of
Labor for Audit, now with the Agriculture Department, concerning
hisdleﬁ'orts. begun m& to icrlnplement t?u system of surmaf illance
auditing to target, discover, and prevent the very type of program
deficiencies we will be discussing.
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His efforts, at first praised by a former Inspector General, were
cut short without substantive justification when he announced his
first test example—an example, by the way, which had already
received substantial notoriety here in Washington—Pride, Inc. He
was told to halt and kill his professional work for fear that it
would embarrass and expose political allies of higher-ups.

~Finally, we will hear from two former Labor Department offi-
cials, Mr. Ernest Green, former Assistant Secretary for Employ-
ment and Training, and Mr. Lamond Godwin, former Director of
the Office of National Programs.

We wish to inquire of them about their professional roles and
specific actions as Government officials concerning selection of con-
tract awardees. We are especially concerned about sole source con-
tracting. We wish to hear their views on the General Accounting
Office’s findings regarding last-minute contracting.

As chairman of the committee, I have already asked the General
Accounting Office, the Inspector General’s Office, and the current
Assistant Secretary to continue their scrutiny of several specific
cases. Also, I have asked them to provide additional evaluations of
work performed by a number of current awardees.

This brings me to a most disturbing area of our inquiry. At 9
a.m., on January 20, 1981, articles of incorporation filed with the
Office of the Recorder of Deeds in Washington were filed, forming
a corporation under laws of the State of Delaware, for Green-
Herman & Associates, for the purposes of conducting business as a
consultant and marketing analysis service.

In a letter dated June 23 of this year, I asked Mr. Green to
provide the committee with a list of any and all contracts, grants,
or subgrants that his firm had received since its incorporation. To
avoid any misunderstanding, I further asked Mr. Green to provide
an accounting of all funds received from prime contractors, subcon-
tractors, or special projects utilizing Labor Department funds, di-
rectly or indirectly.

This letter was hand-delivered by the professional staff of the
committee to Mr. James Christian, attorney for Green-Herman &
Associates. Mr. Christian, authorized to respond for Green-Herman
& Associates replied in a letter dated July 2, 1981, with regard to
Green-Herman, that: one, “It has not received any contracts, sub-
contracts, grants or subgrants from the U.S. Department of Labor
under the Comprehensive Employment Training Act;” two, “It has
not received any funds from prime or subcontractors under any
other Federal grant or contract program;”’ and, three, “It has not
set up any service projects utilizing Labor Department funds di-
rectly or indirectly.” The letter goes on to say, “We trust that the
foregoing is responsive to your request.”

However, the committee has discovered in its review of Labor
Department files that a prime sponsor, Mobile County Consortium
in Mobile, Ala., had awarded a subcontract to Mel Harris Asso-
ciates, a management consultant firm of Crystal, Minn.

Mel Harris, in its turn, executed a consultant subcontract on
April 6, 1981, with Green-Herman & Associates for the sum of
$75,000. This seems to contradict the contents of Mr. Christian’s
July 2 communication to the committee.
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Naturally, this gives rise to certain questions in the mind of any
reasonable person. These include: one, are there any other such
contracts that may have accrued to Mr. Green and his firm that we
still know nothing about? two, if so, in what amounts of money?
and, three, does the Green-Herman firm possess any other con-
tracts of any kind, with any organizations which to their knowl-
edgzs g:e the recipients of Labor Department CETA contracts and
funds? ‘

Unfortunately, the Employment and Training Administration
has no way of retrieving such information at this time, except by
asking awardees themselves. We will have to await complete audits
that itemize each subcontractor’s accounts, and until such time as
the Inspector General can complete his investigation and report to

us.

Finally, we must at least address the principle of stewardship.
The worst abuses in govérnment are almost always done in the
name of altruism and with an a].leadly benign intent. Everyone
wants to do the right things and often views the Government as
the appointed tool with which to do the job.

I am not seeking out any special program, group, or contract to
make an example of in a hearing situation. Rather, the committee
is attempting to show that even the most altruistic, sincere efforts
can run afoul of the legitimate institutional safeguards the Govern-
ment must erect to protect itself and the public. That is what we
are seeking to highlight today.

Because of the nature of thi in_qu.ig,ewe will place all witnesses
under oath with regard to questions committee members have.

We will now turn to Senator Kennedy, the ranking minority

member.

OPENING STATEMENT OF SENATOR KENNEDY

Senator KENNEDY. Thank you very much, Mr. Chairman.

One of the hallmarks of employment and training policies over
the decades has been a bipartisan cooperation. All of us recognize
that a healthy economy requires a trained and productive work
force. There has also been consensus that the Federal Government
has a special responsibility to assist disadvantaged youth and
adults who have missed out on other opportunities to become
skilled and employed.

I know Senator Hatch has been a strong supporter of Job Corps;
and I have often heard him express his high regard for the pro-
gram run by OCI, RTP, and SER. We are continuing this. biparti-
san effort as we consider the reauthorization of 'A and voca-
tional education.

Because of the importance of these P , it is essential that
they be administered efficiently and airiy, with full public confi-
dence. Today’s hearing will cast serious doubt as to whether the
administration of these programs during the Carter administration
met this test.

Serious allegations will be made about the conduct of senior
Federal officials in the last days of the Carter administration. The
charges imply that millions of Federal dollars were squandered on
hundreds of last minute contracts with organizations of question-
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able merit. There is the even more troubling report that the indi-
viduals responsible for these contracts have benefited personally
from these awards since leaving the Government. .

In addition, we will hear allegations that program audits were
blocked or discontinued for political reasons, in spite of evidence of
wrongdoing. - )

If these allegations are true, they represent the most serious
possible betrayal of the public trust.

This committee has an obligation to determine where the truth
lies, to hear from all sides—the accused as well as the accusers. To
do less would be a betrayal of our public trust and might perma-
nently damatﬁthe reputation of innocent individuals.
flllbelieve _committee needs to determine the answers to the
X "

Were i&.'audiia and reviews blocked for political reasons; and, if
80, who blocked them, and why? : -

Were millions of dollars inappropriately committed during the
final days of the Carter administration? If they were, who was

ible, and what chain of command was involved?
"m anyone benefit personally and improperly from these end-of-
year awards?

To what extent were the problems identified by GAO institution-
e i e i b
ca in acting ina

Mr.Chairman.Ibelieveweoughttota.Egramtimenmryto
" get to the truth. We ought to hear from all those who may be

accused today. We ought to hear from the Secretary of Labor at-

that time, Mr. Marshall. And we ought to pursue this expeditious-
ly, so that the record can be complete.

Finally, Mr. Chairman, whatever we find, I hope we will not lose
sight of the real goals and objectives of the CETA program. As we
meet here today, unemploiyment stands at 7.5 percent. Only 2 days
ago the President acknowledged that the country is in a recession.
g‘ or the disadvantaged youth and adults whom CETA serves, it is a

epression.

Bart of making Government work requires rooting out corrup-
tion wherever it is found. Equally important is the need for Gov-
ernment to respond compassionately and effectively to those in
most distress. Today in America, that requires getting people back

;.il wc:lrk. I hope we will pursue both goals vigorously in the weeks
ead.

The CHAIRMAN. Thank you, Senator Kennedy.

We will now turn to Senator Quayle, who is chairman’ of the
Employment Subcommittee and who has done a tremendous job as
chairman and certainly is responsible for stopping the funds until
we can get a handle on where we are. I agree with Senator Kenne-
dy, we have to look at this matter as objectively as we possibly can.

Senator Quayle?

OPENING STATEMENT OF SENATOR QUAYLE

Senator QUAYLE. Thank you very much, Mr. Chairman.
I certainly want to compliment you for having these oversight
hearings. I think one of the most important functions of a commit-

+
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tee in the Congress is to have these types of hearings and an airing
in public of concerns that you have and that others have.

I would also like to compliment Senator Kennedy on his state-
ment, particularly on the bipartisan appro that we have had in
the past in employment and training policies. )

As Chairman gmch pointed out, it is my subcommittee that has
been dealing with the CETA reauthorization. We have had a
number of hearings here in Washington and some around the
country.

It isrymy intent to be able to produce a bipartisan package that
will be introduced in December or January. We can have hearings
on that systems delivery. I do not think it should be wrhmn

I certainly commend your comments in that direction. We have
worked together, and our staffs have worked together. Senator
Hatch, who i8 an active and sgsporﬁve memiber of my subcommit-
tee, has been very, very helpful in this. His past experience with
Job Cog and some of the other training programs should not go
unnoticed. .

I guess the question, Mr. Chairman, is: Where do we go from
here? Based on conversations I have had with Mr. Angrisani and
others I expect that we are going to get better management in the
Employment and Training Administration, I fully expect that a
number of the irregularities that will be and have been identified
will be studied and corrective action will be taken.

I assume that we will ask the question: How did we get into this
mess, and how are we going to get out of it? I think that is the
challenge that lies before this committee.

I do not think anyone wants to do away with the Federal role of -

employment and programs. I think it is vital, particularly
with the economic considerations that we have and, more particu-
larly, for the youth and minority youth that have this disastrous
unemployment rate.

Mr. i ,- we need to take a long, hard look at what has
happened in CETA, what works, what did not work, and why. This
certainly provides a backdrop for both the Congress and the admin-
istration to go ahead and make the necessary changes to see that
the problems and mistakes are not repeated.

I assure you of my full cooperation, and I look forward to work-
ing with other members of this committee—both the majority and
minority—in producing a bipartisan package that will enhance the
availability of employment and training policies in this country.

The CHAIRMAN. &‘hank you, Senator Quayle. :

Without objection, we will insert at this point the statement of
Senator Gordon Humphrey.

[The prepared statement of Senator Humphrey follows:]

PREPARED STATEMENT OF SENATOR HUMPHREY

_ Senator HumpHrey. Mr. Chairman, I'm sorry that other committee responsibil-
ities will prevent me from, attending the hearing on the oversight of CETA. I have
had a ionfnm ing concern with problems connected with 'A and have found
particularly troublesome the many complaints concerning the administration of
CETA grants and programs. I applaud the efforts of this administration to correct

the errors of the past and commend the committee for its investigations of allega- -

tions of wrongdoing by CETA administrators. I will look forward to reading the
testimony of the witnesses who will testify at today’s hearing.

£
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The CHAmRMAN. Our first witness is Mr. Gerald Peterson, a
former Inspector General for Audit at Labor and currently in the
same capacity at the De t of Agriculture.

Mr. Peterson, we are happy to have you with us today.

Would you prepare to be sworn? Do you swear to tell the truth,
the whole truth, and nothing but the truth, so help you God?

-Mr. PeTERSON. I do. : -

The CHAIRMAN. Thank you, Mr. Peterson. Please go ahead.

STATEMENT OF GERALD PETERSON, ASSISTANT INSPECTOR
GENERAL FOR AUDIT, DEPARTMENT OF AGRICULTURE;
FORMER ASSISTANT INSPECTOR GENERAL FOR AUDIT, DE-
PARTMENT OF LABOR

Mr. PerErsoN. Mr. Chairman, I have no prepared statement. I
would like just to answer the questions the committee may have.
The CHAIRMAN. Mr. Peterson, in your position as Assistant 1.G.,
Audit, at the Department of Labor, what was your reaction in 1979
when the forming of the LG. Office appeared to make the auditor’s

role si tly different?
Mr%?lmdimppoinhd.tosaythnlmst.Wewerejmt

at that point in time trying to get the LG. concept implemented,

and of course the fact that I was almost immediate off the

J;gb of auditing Youth Pride was a source of great di intment
me.

The CHAIRMAN. What was her reaction?

Mr. PerERsON. Well, maybe I should just set the stage a bit.

Senator KenNepy. Can we find out who “her” is, please? .
KnMr'l PeTERSON. Yes. The LG. at that time was Ms. Marjorie

owles.

For about a year prior to this the audit organization within the
Department of Labor had been working on a new audit guide. To
that point, auditors had not been much involved in fraud. The
typical audit statement is the verification of a financial statement,
and as such it did not involve itself in fraud or had not involved
itself in fraud.

For about a year we had been working on a new instrument that
would I?-Efi.ﬁc‘\all 'look at fraud, and we had referred to it as a
“surveillance audit guide.”

Ms. Knowles came into the Department of Labor; and on May 18,
I, in a memorandum, notified Ms. Knowles of the surveillance
guide and our intention to use it, and to use it in the Washington,
D.C. area. I spelled out to her in that memorandum the reason for
using it in the Washington, D.C. area was that I wanted to be able
to personally supervise the first usage of that guide.

en on June 11 I specifically spelled out to Ms. Knowles the
specific auditee that we were going to be testing this on, and this
was Youth Pride, for a number of reasons—No. 1, it was a large,
nonprofit known to have management as well as accounting prob-
lems; and No. 2—and maybe equally important—it was in the
Washi.n?to , D.C. area where I could personally supervise the

Al g W lected basically. a Washington, D.C

e CHAIRMAN. you se! y. a n, D.C.
CETA program as your first audit?

Mr. PETERSON. That is correct.
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The CHAmrMAN. Did you have any other reasons for selecting
CETA? '
Mr. PetErsoN. No, I think those were the primary reasons, Mr.

The CHAIRMAN. What was that organization you decided to inves-
igate?
ugﬁr. PeTERsON. Youth Pride. o

The CHAIRMAN. This is a CETA-funded organization?

Mr. PerERsoN. That is correct. )

The CHAmRMAN. Did Ms. Knowles approve your suggestion to
audit Youth Pride?

Mr. PerersoN. She did not. As a matter of fact, I have the
origi memo. She did not respond to that memo but instead
me into her office and—— .

The CuamMAN. Did she give any reasons why she did not re-

spond to that memo? . ;

Mr. PerERsoN. She called me into her office and told me it was
not very smart selecting Youth Pride and that in fact Mayor Wash-
infton’s inauguration initiated from Youth Pride and that I should
" select another grantee for the purposes of testing the guide.

The CHAIRMAN. Did she explain any reasons why?

Mr. PerersoN. No, she would not explain mheyond—

Senator KENNEDY. Are you talking about ashington?

Mr. PerERSON. Yes, that 1s correct.

Senator KeNNEDY. On Youth Pride? '

Mr. PeTERSON. Yes, that is correct.

The’CnAmuAN.Didyoutrytoexpla.inhoherwhyyouwantedto
do this?

Mr. PerERsON. I had explained in memos. She fully understood -

why we wanted to.

Senator KeNNEDY. Could I interruf:t? Just so we get the names,
because these accusations are terribly important—are you talking
about Mayor Washington or Mayor ﬁmy” Mayor Barry was the
one who was involved initially in Youth Pride.

Mr. PeTERSON. I am sorry. It was Mayor Barry.

Senator KeNNEDY. I think it is ibly important, now, that we
be very careful about people’s names t we are using and the
facts that surround them. These are sérious allegations; we want to
come to grips with them; but you have just mentioned a person’s
name now—Mayor Washington—and that was a mistake. I think it
is very important.

There is a lot of attention being given to these accusations. They
are extremely serious. If we are going to conduct these hearings,
they are going to be done with fairness and equity with regard to
all of these people. B : :

I just want to caution the witness. If you want us to give cre-
dence to your testimony, be very careful about whose names you
mention and the circumstances that surround them.

Thank you.

TheQCH.AmMAN. Fine. So we are clear then that it was Mayor

Mr. PETERSON. Yes, it was Mayor Barry.
The CHAIRMAN. What did she say? Did she give you any reason
at all why she did not want you to look into this?

Fy
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Mr. PereRsoN. No, she would not go beyond that. When I tried to
discuss it in terms of management requirements and the require-
ment to test this new guide locally, she simply told me that the
case was closed and that I should select another target for the
surveillance audit guide.

The CHAIRMAN. What did you do?

‘Mr. PerersoN. What did I do?

The CuamrMAN. What did you do about that?

Mr. PerersoN. Well, I went back, and we selected another non-
profit in Milwaukee to test the guide on. We were unable to find
another nonprofit activity in the Washington area that was suit-
able for testing.the guide.

The CHAIRMAN. It is my understanding that you left your posi-
tion during that very same year. Is that correct?

Mr. PerERsON. Yes, I did.

The CHAIRMAN. When was that?

Mr. PeTErsoN. I think I actually left the pomtmn in September of
that year, but I believe I accepted the job in the Department of
Agriculture in July of that year.

The CHAIRMAN. Did Ms. Knowles or officials in the Department
of Labor pressure you to leave in any way?

Mr. PeTERSON. No, they did not pressure me to leave. That was
my decision. _

The CHAIRMAN. Did their restrictions on your activities as an I.G.
auditor have any influence on your leaving at all?

Mr. PerERsON. They very definitely did.

The CHAIRMAN. Would you explain that to us?

Mr. PeTERSON. I just did not believe that I could be an active
participant in installing and implementing the I.G. concept with
that type of supervision. I felt that I needed to move to another
agency if I was going to be effective.

The CHAIRMAN. When Ms. Knowles turned you down on your
request to audit Pride, Inc., did she do so—what actually did she
say to you?

Mr. PeTERSON. I have a statement that I made to an investigator
sometime after that. Maybe I should just read it.

The CHAIRMAN. Go ahead.

Mr. PeTERsON. She said, “This is not too smart,” referring to the
memorandum of June 11, 1979, to her, from both myself and a Paul
Lehrman, concerning the proposed audit of Youth Pride within the
District of Columbia.

When I questioned her as to what she meant, she rephed “Don’t
you know that the mayor’s (Marion Barry) inauguration parade
started at Pride?”’” When I expressed ignorance to the fact that it
did, and if so what poss:lble effect it could have on the mayor, she
advmecl me that, we're not going to do it.

I responded to the effect that we were only going to audit within
the last year or two and it should have no effect on Mayor Barry.
She then stated that, “He’s still closely related to it ('Pnde] " and
t}ll:en advised me that we would have to come up with something
else.

That was the gist of the entire conversation.



12

The CHAIRMAN. Was it your impression that Ms. Knowles’ deci-
sion was judgmental—was a judgment decision—or was it a politi-
cal decision, in your beli ) )

Mr. Pererson. I did not at that point in time and have not since
made that judgment. I do not know the reason for the comment. I
just knew that I could not work in that environment.

The CHAIRMAN. Do you believe it was a management decision
made from the top down? _

Mr. PeTERSON. She was the , and ahgol;ade gedecm' ion.
It was not based on management information, use the manage-
ment information that was on hand would have suggested, as it did
to me, that Youth Pride was an appropriate place to test the guide.
But I do not know the considerations that were in Ms. Knowles’
mind when she made that decision. -

The CHAIRMAN. I see.

At the Department of Agriculture, it is my understanding that
Thomas McBride was your immediate superior as Inspector Gener-

al. .

Mr. PerersoN. That is correct. _

The CHAIRMAN. He is the same individual who is now the Inspec-
tor General of the Department of Labor. Is that correct?

Mr. PeTERsoN. That is correct.

The CHAIRMAN. Did Mr. McBride allow you to work without
interference at that time in that position? . : :

Mr. PeETERSON. He certainly did, yes.

The CHAIRMAN. Senator Kennedy? :

Senator KENNEDY. You are telling this committee that you were
blocked from conducting investigations in areas you considered
critical for political reasons?

Mr. PETERSON. I am not telling them, Senator, that it was for
political reasons. As I have said, I did not make that judgment. All
I can do is relate to this committee the facts and circumstances
surrounding it.

Senator KENNEDY. Do you have any reason to believe that the
order came from higher up?

Mr. PETERSON. I have no reason to believe that at all.

Senator KENNEDY. Do you have any knowledge whether other
audits were being conducted in the D.C. area at that time?

Mr. PeTERSON. There were no audits being conducted in the D.C.
area to my knowledge at that particular time. There was one audit
scheduled for later in the summer of the summer youth employ-
ment program, but it was not in any way involved in Pride. Pride
was not one of the targets of that audit.

Senator KenNNEDY. As I understand, these allegations first
became public in an article in the Washington Post of December 5,
1979. Is that correct?

Mr. PeTERsSON. That is correct.

Senator KENNEDY. Were investigations conducted then?

Mr. PETERSON. Yes, they were.

Senator KENNEDY. What is the nature of those investigations,
and who conducted them? '

_ Mr. PETERSON. I am not totally sure, sir, what the nature of the
investigation is. ,
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Senator KeNNEDY. Do you know, from your own knowledge, if
the Justice Department looked into these allegations?

Mr. PerersoN. Yes, I do know that the Justice Department
looked into it.

Senator KENNEDY. Then tell us what you know about that.

Mr. PerersoN. What I know is that the Justice Department did
look into the allegations and did take a statement from me.
wds:n;tor KennEpY. The allegations that you are making here

y

Mr. PerersoN. That is correct.

Sg}nator Kennepy. OK. What do you know about that investiga-
tion?

Mr. PeETERSON. And the Justice Department concluded from that
investigation that no criminal activity had taken place.

Senator KENNEDY. Do you have that information, Mr. Chairman?

The CHAIRMAN. I am , 1 missed that, Senator Kennedy.

Senator KenNEpy. That the Justice Department looked into
these allegations that first came out in the newspaper some time
ago, and that the witness is saying that the Justice Department
looked into them, and that the Justice Department made a judg-
ment about it that there was not an adequate basis for investiga-
tion, or they did not believe there was sufficient information for
investigation.

The CHAIRMAN. We are aware of that, but the authority, of
course, really goes right to Ms. Mmjlghr‘i‘e Knowles to make the
gheclm' ion for the Justice Department. t is what is wrong over

ere. :

Be that as it may, please go ahead.

Senator KENNEDY. She worked for the Labor Department.

The CHAIRMAN. I understand, but she worked in conjunction
with the Justice Department, as I understand it.

Senator KENNEDY. They were investigating her. They were inves-
tigating her.

I would like to know, since these allegations have been made
against her, if she has been invited to this hearing.

The CHAIRMAN. No, but we will be happy to do it.

Senator KENNEDY. We will be happy to do it? You mean we are
going to hear allegations and c es that jorie Knowles was
involved in a coverup—serious allegations and charges directed
?%m;d?st ttl.ell; e‘:'d an intgimual, whom I go not k?lg: and whose aﬁame

no un t evening and again this morning—allega-
tions and charges that she was involved in some kind of a coverup,
as has been stated here by Mr. Peterson? We have not invited her
to come before this committee after an allegation or charge as
serious as that has been made, with all of these cameras focusing
on Mr. Peterson, and all of the tables full of the press sitting out
here before us?

I have just been handed the notes here this morning that the
Justice Department—and I just found this out 5 minutes ago—had
done a review. Mr. Keeney, the Deputy Assistant Attorney for the
Criminal Division of the Bepartment of Justice, said today, ‘“The
allegations by Gerald Peterson against Marjorie Knowles have
been investigated by the Department of Justice.” Mr. Keeney said
the information provided did not give adequate basis for further

B7-811 O—82——2
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consideration and the case was closed. A letter was sent to Ms.
Knowles to that effect by the Justice Department.

It just seems to me when we are laying this case out—and I am
interested in rooting out the corruption as well as the chairman is,
but I am also interested in being fair to Mr. Peterson, to Marjorie
Knowles, and to the programs. ‘ .

If*we are going to conduct an investigation that is going to be
fair and just and have any credibility, it is imperative that we hear
from those who are going to be accused and that we make a
complete and full record of the allegations and )

I think that is the only way this committee is going to maintain
anycredibilityandwemllhaveanykindofimpactintermsofthe
legitimate interests with which this hearing has been developed;
and that is to try and find out if there is corruption within that
particular Agency, the nature of it, what camtbe done to root it out,
and what steps have to be taken, whether legislatively or through
m Department of Justice, to prosecute those who have violated

t trust. :

I would like to find out, again, why we have not asked jorie
Knowles to testify—when we are gohlp;:g to charges anmo
tions as serious as this—so that she could defend herself, not 3
months from now, 3 weeks from now, or 8 days from now.

The CHAIRMAN. We may very well do that, Senator.

Senator KENNEDY. “May very well do it"?

The CHAIRMAN. Yes. We may not. But what is called into ques-
tion here is her judgment on making that decision, when the
Inspector General wants to go forward with an investigation.

Senator KENNEDY. You do not think she is entitled to be heard?

The CHAIRMAN. I do not doubt her right to be heard, and we will
certaihnaly—if you want her called, we will call her; we would be
ve PPy to.

dgrg question is l::lot: w:nether sh&lc;overed it uphbut. whether her
judgment was right in allowing this to go on when an Inspector
General wanted to investigate this matter. That is what we
lc)arfluﬁht this out for. If you want her called, we will be happy to

er.

Senator KENNEDY. I would suggest, quite frankly, Mr. Chair-
man—and I know you are very concerned about the ion of
the people and their rights. I think all of us are. But when we have
allegations and charges about the coverup or halting audits and
whether it has political implications, and what all of that means in
terms of those individuals' basic integrity and their lifelong ca-
reers, it seems to me that we have some responsibility.

When we know from our own information that Justice De-l

ent has reviewed it, an individual is entitled to appear and
ace the accusers with a basic sense of fairness and equity in this.
As [ said, I want to cooperate with the committee in getting to the
basic root of it.
Do you have information about what the Justice Department’s
investigation of these kinds of charges have been?
The CHAIRMAN. I do not have that information. What we are
uestioning is the manai;ment decision. We are not saying Ms.
owles tried to cover thi u.Wearesayingthisiaamnn_agle-
ment decision that is typical of management decisions made at the

F
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Department of Labor during this period of time. I think that is all
he said.

You did not accuse her of covering it up, did you?

Mr. PeTERsoN. I did not. .

The CHAIRMAN. I did not hear it that way. If you heard it that
way, I think you heard it wrong. But he did accuse her of stopping
an Inspector :General’s investigation, and I think that is pretty

The CHAIRMAN. If you want her called, we will hold subsequent

- hearings and call her; and we will find out whether she covered it

up. Maybe that is worthy of an investigation. We did not choose to
Reink B ovas o, this peiny, becatse that 1s the testimony, Bat ff you
want her called as ranking minority member ,mthmﬂbohappym

smack of is political coverup. :
CaAIRMAN. Without objection, they will be put in the record
at this point.
[Material to be supplied follows:]
[From the Washington Post, Dec. 5, 1979)

Ex-Lamor Ame Says Prmz Auprr Veroxn

tures. ;

Auditors ining a $2,561,470 contract with Youth Pride reported on Oct. 4,
1971 that 5 notluuuabudgutpmtbi%,i;:detaﬂmmthndpur-
poses for which federal funds were made available.” said they found, however,
‘lack of control over advances,” “failure to reconcile bank accounts on a
curr::’:'thuis."nnd“' inventory control over federal property and equip-
men

Two private accounting firms attempting to a

contract with Youth Pride found the records in such disorder that the audit could

Labor Depirtment auditors questioned $85,379.66 in Youth Pride expenditures out
of federal funds including W.JE for 29 employes to attend the Congress of African



Thuwumeuekdmpmm%mdaz'l tion by Peterson and Lehrman that
Youth Pride be audited starting June 21. )
qu'WechooePnde' because, based on past audits, we believed there was something
mm@."m-ﬁmmm«mmm'-m

ion, they added
that would inform Barry's office and the D.C. t of and
incluggynlcuuofnotiﬁuﬁpnt&mmthehud Pride, for Knowles to sign.

:
g
g
=

One of Knowles’ special assistants, Sheldon D. Repp, implied that Peterson had a
personal ax to grind in charging that the Pride audit was vetoed for political
o

who didn't get the top audit job” on a permanent
basis, he said. “You can mmwﬁm" *

t appointment to the job a month after propesing the Pride investigation.
Emmwmmmnuﬁmummmwmmwm

§

another month that he learned he was being passed over as chief auditor,” one of
these staff members said.

Wendy Rhea, a former analyst on Knowles' staff, said in an interview
that Knowles was extremely sensitive.”

“The auditors already been in touch with Marion Barry,” Rhea said. “He was

because of a case about i hiring by the City Council. Then
we Youth Pride and we were by Knowles ‘it looks like you're
picking on Marion Barry and we're trying to work with him.’ .

“Atthntpoint.&n?m well with Congress and the [Carter] administra-
tion and Knowles didn’t want to come up him,” Rhea said.

Peterson, contacted by The Post, declined to go beyond his affidavit regarding the
Pride audit.

Senator KeNNEDY. When we are talking about the kinds of state-
ments that are being made here today—“Did I want to audit?”
“Yes, I wanted to audit.” “Were you permitted to audit?” “No, I
wasn't ﬁ_ermtted to audit?”’ “Why not?”’—and the record will speak
for itself in terms of correspondence—that smacks to me as politi-
cal coverup. Others can make their own judgments. I think, very
frankly, that that is the way it is going to go out on the airwaves
and in the press reports. :

When we have an investigation that was initiated as a result of
that newspaper article by the Justice Department, that is related
to that kind of incident, I think we have some responsibility to
make that a part of the record at this point. ,

I also think that when we have that kind of allegation and
charge against an individual, who has spent some period of her
life—I have no idea, but some period of her life—in an enforcement
and auditing career, she is entitled to be heard at the time when
individuals are accusing her.

The CHAIRMAN. Senator Quayle?

Senator QUAYLE. Thank you, Mr. Chairman.

Let me try to get this in summary for myself. You were the
Pept.:ty Inspector General in the Department of Labor for how
ong’

1
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Mr. PerersoN. I was the Assistant Inspector General for Audits
at that time.
" Senator QUAYLE. And your boss was Marjorie Knowles?

Mr. PerERsoN. That is correct.

Senator QUAYLE. She was the Inspector General?

Mr. PerersoN. That is correct.

‘Senator QUAYLE. How long was she Inspector General?

Mr. PerErsoN. I am not sure of the exact dates, but I believe she
became Inspector General sometime either in February or March
of 1979—early in 1979.

Senator QUAYLE. February of 1979?

Mr. PerERsoN. I believe s0.

Senator QuayLE. How long was she in that position?

Mr. Perz=soN. I left in September 1979, and she continued in
that position until, I believe, sometime in 1980; but I am not sure
of those dates.

Senator QUAYLE. When in 1979 did you recommend to her that
we ought to have an audit of Youth Pride?

Mr. PeTERSON. In June—June 11, 1979.

Senator QUAYLE. You recommended that we have an audit of
Youth Pride. When did she say no?

Mr. PeTERSON. My memory is that it was within a week of the
recommendation, although she did not respond to my written
memorandum in writing; she simply called me into the office.
- Senator QUAYLE. Within a week said no.

What is the procedure when you request an audit? Does it just go
to the Inspector General, and that individual makes the determina-
beture? We th °°“"°“°m"“;e B the s o e Thatars

ore? Was there any c in the ure of prior
General before Ms. Knowles?

Mr. PeTERSON. On a normal audit I would not even have notified
the Inspector General; but because we were in fact developing a
new tool and it was rather sensitive in terms of the surveillance
part of it, I thought she needed to know that we were going to be
using it and where we were going to be using that instrument.
That was the reason for my notifying her that we were about to
start this audit in Youth Pride. _ '

Senator QuUAYLE. How long were you with the Department of
Gehbor’al t.l’id you say? How long were you the Assistant Inspector

neral’

Mr. PeTERsON. I was the Director of Audit for about 10 years.
You have to understand, however, that the Inspector Gen con-
cept was only initiated in 1978 or 1979. I was only in the Ins r
General’s office from the time of its inception, but I was the Direc-
tor of Audit for almost 10 years.

4 Seq’ator QuAYLE. How many other requests for audit were turned
own’

Mr. PETERSON. | have never had a request for audit turned down.

Senator QUAYLE. This is the only case where an audit was ever
turned down?

Mr. PeTERsoN. That is right.

Senator QUAYLE. Why did you want to audit Youth Pride?

Mr. PeTeErsOoN. As | said, we had developed a new approach to
audit. The approach was specifically designed to look for fraud. The
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typical audit did not specifically look for fraud. This particular
instrument was designed to look specifically for fraud. It was de-
signed to be used in a CETA subrecipient setting.

Pride was a known problem subrecipient with a large amount of
money from the Department of Labor, and Pride was here in
Washington, D.C., where I could pay particular attention to that
ongoing audit. -

Senator QuAYLE. Was there a subsequent audit of Youth Pnde by
the Department of Labor?

PerERSON. Not while I was at the Department of Labor.

Senator QuAyLE. Has there been a subsequent audit?

Mr. PerERsSON. I do not know.

Senator QUAYLE. You do not know?

Mr. PeTERSON. No.

The CHAIRMAN. I do not think there has been, but we would like
to know.

Senator QuUAYLE. OK. This was not any special case; it was just a
mechanism for detecting fraud and abuse; and you decided that
Youth Pride, for local reasons—I mean there was not one particu-
lar fact or an hnowledgeyouhadonwhymwouldmttofocus
in on Youth at this time?

Mr. PerersoN. No specific knowledge. I had knowledge of Youth
Pride. We had other reports where CPA firms had that
Youth Pride was unauditable—that is to say that the books
and records would not reconcile to the financial statements. I knew
that Youth Pride was a K:ob sponsor of Department of Labor
programs, but I did n thing that I wanted to
look at. We wanted to on the total of that entity. -

Senator QUAYLE. Dld u t.his information with Marjorie
Knowles that Youth Pride was a problem?

Mr. PerErsoN. Yes, I did.

Senator QuAYLE. Thank you, Mr. Chairman.

The CHAIRMAN. Letme,)ust.ﬁmahwzththm.Youarenotnccus-
ing Ms. Knowles of any impropriety here, are you?

Mr. PeETERSON. I am not accusing Ms. Knowles of any impropri-
ety, nor have I at any point in time. _

The CHAIRMAN. You did question her judgment?

Mr. PeTERsON. I did question her judgment—yes, sir—and I
would continue to question her judgment today.

The CHAIRMAN. In other words, you felt that Youth Pride should
have been investigated and you should have been allowed to go in
and investigate it without quest:lon?

Mr. PETERSON. Yes, that is correct.

The CHAIRMAN. That is all I have. Thank you.

Our next witness will be Thomas F. McBride, Inspector General
at the Department of Labor.

Mr. McBride, would you raise your right hand? Do you solemnly
swear to tell the truth, the whole truth, and nothing but the truth,
so help you God?

Mr. McBripe. I do.

The CHAIRMAN. Thank you. I will turn the time over to you.
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STATEMENT OF HON. THOMAS F. McBRIDE, INSPECTOR
' GENERAL, DEPARTMENT OF LABOR

Mr. McBrmE. Mr. Chairman and members, it is a pleasure to be
here today. . .

As this committee is aware, earlier this year numerous allega-
tions began to surface regarding contracts awarded in the months
immediately preceding January 20, 1981. As soon as these allega-
tions came to the attention of the Office of Inspector General, we
reviewed all of the Office of National Programs contract files for
the contracts during that period and interviewed most of the Office
of National Programs employees who had responsibility for the
contracts in question.

As a result of those initial reviews, we scheduled several areas
for further inventiintion. In April 1981, certain of these matters
were discussed with the U.S. Attorney’s Office for the District of
Columbia, and grand jury investigation is continuing.

Aggouknow. matters fmjmndjurympmtectedby;ule
6(e) of the Federal Rules of Criminal Procedure—that is, grand jury
proceedings are secret, and as a result I am not at liberty to di
matters under grand jury consideration.

Et:dm 2 asked whethe{o weh;h&d any information u::;_
re to grand jury inquiry as to whether any Department
Labor contractor or grantee had any business relationship with
Green-Herman & Associates subsequent to Mr. Green’s resignation
as Assistant y

We have learned of two such instances. One of those instances
involves the Mel Harris contract which was referred to earlier;
%other, a small contract with the National Council of Negro

omen.

I have also been advised that the committee was particularl
concerned with our audit coverage of two grantees—Green Thum
and Southern Vocational Community College.

First on Green Thumb—we have issued since 1973 11 audit re-

rts covering about $200 million in grant or contract expenditures

y Green Thumb. Generally these basically financial audits have
disclosed only minor discrepancies, with one exception.

Green Thumb had established what was called a “Green Thumb
Employees’ Non-Fraudulent Errors and Omissions Self-Insurance
Fund’ i , this fund was established by Green Thumb to
%otect them m uncollectable losses resulting from Green

umb employee errors and omissions.

What they did was take grant funds and put them into a special
self-insurance fund, if you will, and also retained the. interest
earned on that fund. Our most recent audit, as of December 31,
1979, showed that the fund had a balance of about $1.1 million.

We called that to the attention of the Office of National Pro-
grams, and they wrote Green Thumb in January 1979 and said
that this p. ure was—] forget the exact word—‘“improper” or
“inappropriate” and also said that all interest earned on those
moneys should be refunded to the Department of Labor.

The CHAIRMAN. That was January 17, 1979?

Mr. McBripE. That is correct.

We checked up on it later and found that no further action had
been taken to carry out the directions of that letter but that in
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June 1981 another letter was sent, basically with the same instruc-
tion. _
; 'It‘lhe CHAIRMAN. Has the interest been refunded?
Mr. McBrmE. It has not, as of this date. o
The CHAIRMAN. Why would they put the funds in an interest-
bearing account rather than utilizing it for the purpose of their

re t? ; .

’ mcﬁéx. They treated it as an insurance fund. Just as they
would insurance premiums, they paid them into a special imprest
or separated fund. :

The CHAIRMAN. What do you mean by that?

Mr. McBrmEe. The notion would be that they would set up a
seﬁgmte bank account in a separate fund. )

we audited and we found, let us say, $800,000 in disallowed
costs due to error—not fraud; administrative errors of various
kinds—then they would use that fund to pay back the Department
of Labor for the management or employee errors resulting in that
audit finding.

Obviously, our problem with it was that they were using our
grant funds to pay costs incurred as a result of maladministration
of our grant funds.

I should note that the Employment and Training Administration
recently issued a memo um to all its regional administrators
and through them to all prime sponsors and grantees advising
‘them that costs for premium payments or these self-insurance
payments would not be an eligible grant expenditure.

e CHAIRMAN. To your knowledge, as of today, have the costs
been refunded to the Department? ‘
Mr. McBrmbe. They have not. Funding continues to Green
Thumb, and we are initiating an audit this week of Green Thumb.
Obviously, any interest earned on that fund and the question of the
separate maintenance of that fund will be dealt with again in that
audit report, and I think ultimately the Government’s interest will

be protected, from unexpended grant balances.

e CHAIRMAN. Let me askmthis. I am having a little bit of
difficulty understanding this. First of all, why should they not be
allowed to put that money at interest if they are not utilizing that
money? Would that not be an appropriate way of utilizing the
funds during the interim while they are gradually drawu;i down
on those funds? Should they not put it at interest? And if they do,
why can they not keep the interest?

Mr. McBripE. Basically, the grant is set at a dollar figure after
whatever negotiation or competitive process in the case of con-
tracts occurs. That is the figure that is to fund the activity de-
scribed in the t or contract. Interest earned on those moneys
belongs to the Government. Otherwise, by excess drawing down, let
us say, on a letter of credit, a grantee could accumulate millions of
dollars and use it for nongrant purposes.

The CHAIRMAN. That is what they had been doing then. In other
words, the interest they had been using to pay insurance premi-
ums.

Mr. McBriDe. No, they did not pay premiums; what they did was
set up their own self-insurance fund, and the interest on that fund
simply reverted into the fund itself and then accumulated.
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The CHAIRMAN. And they have been informed that that is not

ight?
nng. McBrmEe. They have been informed to cut it out.
The CHAIRMAN. d have been informed to refund the

funds after January 17, 1979, and then again on Jume 1, 1981—
almost 3 years later—and they still have not done it?

Mr. McBrmk. That is correct.

The second grantee that the committee had particular interest in
was Southern Vocational College. We very recently—yesterday, I
believe—issued an audit report to ETA on Southern Vocational
College in which we noted their demonstrated inability to properly
administer an $870,000 Labor Department grant for the period
ending March 31, 1980.

This grant was basically a grant to provide classroom training
and services o migrant workers in three Southern States.

We took exception—of the $870,000—to about $628,000, of which
$280,000 was costs recommended for disallowance. In other words,
that is a fairly firm auditor finding that those costs should simply
be disallowed—that they were not appropriately charged to the
grant. That is about one-third of the total grant funds.

In addition, we guestioned $242,000—about 29 percent of the
grant. “Questioned” may mean that some will be disallowed; it
may mean that inadequate documentation has been provided to
support the expenditure. It is a somewhat gray area which, after
review and negotiation, will probably result in some disallowance
short of that total of $242,000. '

Finally, we noted that they had charged the participants in the
program $105,000 in tuition and other fees for books, and so forth, -
and did not report this as program income. In effect, we paid for
that tuition and book money, and then they charged the partici-
pants. So they obtained a profit, if you will, equivalent to $105,000.

The CHAIRMAN. And that was not part of the grant approach
that were obligated to follow?

Mr. McBrine. The grant would have to have been clear one way
or the other. Any income of that sort generated for services to be
provided under the grant would be treated as income and offset the
grant expen‘;]litures, thus reducing the Federal Government total
grant nditure.

I should note that in March 1979, because of the audit problems
we found, one of our audit staff actually went to Southern Voca-
tional with a member of the ETA staff and did an onsite assess-
ment of the fiscal integrity of the grantee and its administrative
ability under the grant. L

We reported to the head of the migrant program in ETA that the
financial management system was very Poor, and frankly we be-
lieved that the tee was incapable of administering the DOL
grant and that ETA should suspend funding or, more accurately,
consider suspending funding.

ETA was at the same time made aware of similar findi bxthe
Alabama State Department of Education, by the udit
Office—the 1.G.’s Audit Office—and by certain allegations that had
been comrelw;ed to ETA by the Federal Bureau of Investigation.

ETA, rather than cutting off the grant, simply revoked their
letter of credit but put them on a cost«-rei.mbumgle basis, which
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really made little difference because they were still being paid in
response to their own vouchers as to costs incurred under the

ant.
lg'TThe CHAIRMAN. When did ETA do that?

Mr. McBrmE. That was, I believe, in mid-1979. I do not have the
exact date.

~We are, as I mentioned, undertaking an additional audit right
now of Southern Vocational College, and we will be looking at the
expenditures under the continuing grant. There is also a fairly
serious indirect cost question which we will directly be addressing
in that audit. ) S

Those are the areas in which the committee expressed particular
interest. ] am quite willing to answer any questions you or the
members may have, Mr. Chairman. . . )

The Cmg:un 3& McBride, we apgr'umte your posxrt:ln md:h
res to grand j proceeding an areas covered under
thepfet‘t::tlea of Cnmnniug;ocedum ' ;

Upon completion of the grand jury consideration or whenever
appropriate, would you be kind enough to forward to the commit-
tee a complete on these matters? %

Mr. McBrme. We certainly would—on the disposition of what-
ever criminal action ensues.

The CHAIRMAN. Thank you. -

Can you identify those two instances oignnt or contract rela-
tionships that your office has learned of independent of the grand
jury investigation?

Mr. McBrme. The two that we are aware of are the Mel Harris
Associates—as I understand it, Mel Harris Associates, which is a
consulting firm ializing in the employment and training area,
was retained by Mobile, Ala., prime sponsor to help the phase-
out of the public service employment program in that area. _

They retained, in turn, en-Herman & Associates at a fee of
approximately $75,000 to assist them in that public service employ-
ment phaseout contract. :

The CHAIRMAN. Do you attribute the $75,000 as an indirect pay-
ment as a result of ETA funds baing id to Mel Harris?

Mr. McBrmE. Yes. Those woul directly supported by the
Federal grant to the CETA prime sponsor.

The CHAIRMAN. Then I take iiiJou would disagree with the
attorney’s letter which we received from Green-Herman stating
that there were no funds directly or indirectly given to Green-
Herman from any grantee?

Mr. McBripe. It appears to me to be a case of indirect Federal
funding, passing through to Green-Herman & Associates.

The CHAIRMAN. In your ergrience do you know of any other
vl.:r:y itc'.l cou:}d be characterized, having done the audit work that you

ve done?

Mr. McBripe. We have not audited the particular Mobile or Mel
Harris contract; but based on what I understand as I have just
described, I know no other way to characterize it than as an
indirect payment of Federal grant funds.

'I'he? CHAIRMAN. Are you planning on auditing those two con-
tracts”

Mr. McBRIDE. Yes, we will.
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The CHAIRMAN. Then at that point you will report to us and let
us know—confirm or unconfirm—whatever your findings are?

Mr. McBrmEe. Certainly, Mr. Chairman.

. The CHAIRMAN. But your present belief is that literally that was
an indirect payment as a result of contract award?

Mr. McBRIDE. Yes.

The CHAIRMAN. Infumeas.mlttruethatthmtwomathem—
MalHnrmAmuam,andIbehmyoumentmnedtheNahonal
Council of Negro Women?

Mr. McBrmE. Yes. That was a small training contract.

TheClumn In-all fairness, is it not true that these are not

Mpteemtlybemgconndemdbythemndjury?
cBrme. Oh, no; they are not. They are totally separate,
mthe oftﬂtl'f&Attwnoy'
coverage s Office

The CHAIRMAN. With to the Greem Thumb self-insurance
fund to cover future ed costs, you have stated that the
Office of National Programs informed the grantee in January 1979
that this was improper and that this June—1981—ETA reiterated
this point. So I assume, as you have said today, even t.Eet.ot'.c«'i.ay
the practice is still continuing and they have ignored letters.

Mr. McBrmz. We verified it as of yesterday. It is still continuing.

The CHAIRMAN. What does the Department expect to do about
this

andIhavehndtheoppom.lmtytoworkqmte wi
ant Secretary Angrisani—will take affirmative steps, one, to oollect
the interest on that account; and, two, to make sure that an

Sincetheyarememwngeuntmmngfundmgatafmrlysubatan
tial level, I do not that the Government will have lost any
money when we y do the close-out audit, and any interest
eamedonthataccountwﬂ]beo{fsetagainstgrantfunds.

The CHAIRMAN. I see.

With regard to Southern Vocational College—and we will be
exploring this in more detail later—you stated that this audit,
although released as a final report yesterday, covers the period of
Se&t:mber 1978 through March 1980. Is that nght?

The mﬁf - liminary re will be discussing la

rt we i ter,
datt.el;dthMarch 29, 1979, thf;om Gexi:‘lalm Peterao; tgould be concerned
w1l e same grant, same ding, an e same allegations
now confirmed in your final repo

Mr. McBripE. It would be dealmg with the same grantee, but it
woulocé be dealing with a different grant period—an earlier grant

ri

The problem is that the financial mismanagement practices obvi-
ously began under a £nor grant and continued during the grants
which we recently au

The Would it be fair to say that the indirect cost
question in your final report lacks document and support to thls
day—all $116,000?
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Mr. McBnmx.Themdxrectooutmue,whxchmreallythesmaH
est dollar issue—we had much more serious dollar findings—is a
somewhat technical issue. -Every tee has an indirect cost per-
mMm&m&l&ﬂ&emofSou&eme

tional. That is initially audited in this case by HEW, which is

ther Federal funding agency.
ﬁn.%efadmomqumutowhetherthebamonwhmhthat

indirect cost rate was set were accurate. We are going back in
thatgmnteetoeomthemd:rectmdemmtuweuastheother
financial management issues we dealt with before.

The CHAIRMAN. You have stated that as a result of the March
1979 visit to office—this was Gerald Peterson’s memo to Lind-
aayCun head of the Migrant Office in ONP—you recom-

of funding, but ETA chose only to put the
mmmm reimbursable system requiring monthly re-
porunndinvom—hothdmﬂad.bythom.enhmlybythegrant-

Your office never sen report prior to April 1980
wthedamtorofONPwmmthemmMmmdthat
in essence the were not true?

mlgnmm %ledw::rdnpmw reporting to the

e com-
mttaeontheﬁnalupdnboftheSSWOOOspent&omMmhmBO

&cBm We will certainly do that.-

J.?’:a"“‘“““m il gtk e a0 eomi. A6 tra
to grantee, you questioned some _percent
grant..29pemant characterized as “questioned,” and 83 percent

for disallowance. And there is some question
about the $108,000 for tuition and book fees.

Mr. McBrDE. It is up to 70 percent almost.

The CHAIRMAN. That you seriously question?

s Mﬂﬁﬁ . personal h

e appreciate your appearance here
today. We may have some further written requests of you. We
understand the grand jury problem and will of course try to under-
stand it in the future.

Senator Kennedy?

Senator KENNEDY. I have no question.

The CHAIRMAN. Senator yle?

Senator QUAYLE. I would li to back up to the prevmus testimo-
ny. Were there any subsequent audits of Youth Pride after the one
turned down?

Mr. McBrme. There was what 1 would characterize as a some-
what routine subsequent audit. That is, the prime sponsor—in this
case the D.C. prime sponsor—under contract had audits conducted
of Youth Pride, which was a subgrantee.

More importantly, however, as tﬁe are probably aware, a fau'l'y
}%e-eca.le investigation under aegis of the U.S. Attorney's

ice for the District of Columbia was conducted of Youth Pride.

g understanding is that the records, such as they were—unaudi-
table, as characterized by Mr. Peterson—have been very thorough-
ly examined in the course of that investigation; and that is still
ongoing.

g |
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Basically for that reason, we have not conducted any subsequent
audit. That is, the U.S. Attorney really has taken over the matter
and is thoroughly auditing and investigating all the Youth Pride
operations. ‘

Senator QuUAYLE. So the investigation is still ongoing by the

I ien Thiet My
Senator QuavLE. You said, “The Empmmont and Training Ad-
advising th thntﬂym forapromum' ts for Errors and
em
Oﬂmmwﬂdwhmomtmdim."

mm.hﬁmwﬂm-ﬂmlhaveahttar
dated Apr. 3, lwl,dﬁdgwﬁmhfaﬂ,ithmedby
ﬁ;ﬂs rman and Mel is. It is to Mel Harris, and it says
This document serves as & formal letter of agreement between Mel Harris &
Associates, Inc., and Green-Herman & Inc. Green-Herman & Aasociates
Tt e M 4 s s
and the administrative and close-out technical assistance for the Onpt::ty
Consortium * * °.

Are you aware of this letter?

Mr. McBrme. Yes, ] am, We have that in our investigative files.

The CHAIRMAN. Itdouhapﬂanwdowiththeuobﬂecounty
Consortium, and I take it that is the reason that you have tied this
in—the $75,000—as an indirect payment out of grantee funds?

Mr. McBrmE. Yes.

The CHAIRMAN [reading].
ufﬂeu in iz' lm;qmlng r:lﬁmhlp: R e -

In the transition phase Green-Herman & Associates, Inc, will:
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(IJM?WWMMu'mMWmmwM

J}Wumumm”mmmam
employers;

(8) Asmist EOPP in developing a feedbeck mechanism of participant information

staff;
4) Assist in convening & mesting of the PIC, ES, other employment and training
n:_g)nu n-m.&mn&mmh&mmmm

- termination of PSE participants.
In the administrative and clossout technical amsistance phase Gresn-Herman &

(1) Asxist in the closs-out of the administrative structure and staff,
(2) Conduct an evalustion of the Mobile project;

uation .
Associates, Inc., understands that the time framework for the

Are veferring to this contract that you were referring to?
.mlmt.‘[n.tha would be the subcontract.
CHAIRMAN. So that is how you tie it in, then?
es.

McBamz. Y
CuaamMan. OK. Is it that Mel Harris & Associates
ual.ly-hndoth-rmonm uothq‘l' gave to Green-Herman, other

LL gmemntractor whom did thnymunthere?
That would be the Mobile consortium.

The CiamMAN. Which they name earlier in this letter?

Mr. McBrme. Yes.

The Cuamman. OK.

Green-Herman & Associates, Inc., is to enter into this subcontracting
agreement with Hal!hrﬁl&mmgm effective this date.

So that is one of the reasons that you have come to the conclu-
gion that they have had at least induwt funds knowingly from the
contractee?

Mr. McBrioe. That is correct.

The CHARMAN. Thank you, Mr. McBride. We appreciate your
appearance here today. We would appreciate your following up and

sen any followu matanah you
Md:uMcBlmn We ce p ml you, 'Mr. Chairman.
The CHAIRMAN. 'l‘ha.nk

you
[The prepared statement of Mr. McBride and additional material
supplied follow:)

PAGE: 81
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STATEMENT OF THOMAS F. McBRIDE
INSPECTOR GENERAL FOR THE
DEPARTKENT OF LABOR
BEPORE THE

COHH!TTEE ON LABOR AND HUMAN RESOURCES
~ - UNITED STATES SENATE

October 20, 1981

Mr. Chairman and Members of the Committee:

1 appreciate the opportunity to appear before vou todny
to testify céncerninq certain contracts awarded by the
Emplo;ment and Training Administration in khe final months
of the prior Administration.

As this Committee is aware, earlier this year numerous
allegations began to surface regarding these contracts
shortly after January 20, 198l. As soon as the allegations
came to the attention of the Office of Inspector cgﬂeral
an investigation was begun. Numerous contract files
administered by the Office of National Programs (ONP) and
all of the BA contract files were reviewed by the Office
of Inspector General agents. Most of the ONP employees
with administrative responsibility for the contracts in
question ha;e been interviewed. As a result of these
interviews and file examinations several arecas were
identified for further investigation.

In April 1981 we discussed certain of these matters with
the Office of the United States Attorney for the District of

Columbia. A grand jury investigation is presently underway..



As you know, matters before the grand jury are required

by the Federal Rules of Criminal Procedure to be kept

secret and I am therefore precluded from discussing those
matters. ' Committee staff asked whether we had any

evidence, which we could disclose, as to whether any DOL
contractors or grantees had any business rélntionlhip with
Green-Herman Associates subsequent to Mr. Green's resignation
as Assistant Secretary of Labor. We have learned, independent
of the g:;nd jury inveatigltion, of tu; such instances.,

I cannot predict how much longer thig investigation will
take since the length of the invaltigltibn will be determined
by results of the work prasently unduruqy.

1 have also been advised that the Committee was
particularly concerned with our audit ef!o:t:.pertuininé to
two grantees, Green Thumb and Southern Vocational Community
College. |

Pirst, Green Thumb. The Office of znnpactgrlscne:al
has issued 1l audit reports on Green Thumb covering over $200
million in expenditures since 1973. Generally only miner
exceptions were noted. For axampli. in our last report,
issued in Sehtamhs: 1980, we covered the expenditure of $62
million and only guestioned $34,000. ETA subsequently
disallowed $16,000.



-1

29

Each of the last four audit reports, however, noted
that the Grantee, with DOL approval, established a "Green Thumb
Employees Non-Fraudulent Errors and Omission Self Insurance
Pund." This fund was established by Green Thumb to protect
the Grantee from uncollectible losses resulting from non-
fraudulent errors and omissions of Green Thumb employees.

The fund's assets are generated entirely from charges to DOL
grants/contracts and from interest earned on the fund
balance. = ) L.

Our audit report showed that as of December 31, 1979,
the fund had a balance of $1.1 million. The audit report
étates that the Director of the Office of National Programs
for Older Workers, in a letter dated January 17, 1979,
advised Green Thumb that this procedure was improper. The
letter further stated that all interest earned on DOL monies
should be refunded to the Department. These directions
were reiterated in a June 1, 1981 letter from ETA to the
grantee.

Recently, several CETA Prime Sponsors reguestec the
Department to allow CETA funds to be used to purchase "errors
and omissions insurance."™ This type of insurance is
similar to the Green Thumb Errors and Omission Fund in that it

provides indemnification to cover the grantees' liability to

87-811 0—82—3
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the Department for audit disallowances. We took strong
exception to the use of pooled grant funds in the form

of premiums to pay back disallowed costs to the Federal
Government. Errors and Omissions Insurance and similar
reserve funds do not represent sound government financial
management practices as it would permit grantees to do
indirectly what cannot be done directly under the Act and
regulations. .

The Employment and Training Administration recently
issued a memorandum to Prime Sponsors advising them that
costs for premium payments for Errors and Omissions
Insurance would not be an eligible grant expenditure.

We recently awarded a contract to a CPA firm to audit
$172 million in DOL grant funds provided to Green Thumb since
the period covered by our prior audits. This financial and
compliance audit is just beginning. The audit will take
exception to any current or past charges for reserves for audit
disallowances. The report will also reguire that all interest
earned on the fund be treated as program income and offset
against grant costs.

Lastly, Southern Vocational College. Yesterday, we

issued a very critical audit report to ETA concerning Southern
Vocational Community College's inability to properly administer
an $870,000 DOL grant for the period September 1, 1978 through

March 31, 19B0. The primary purpose of this CETA Title III
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Section 303 grant was to provide classroom training and
services to migrant and seasonally employed farmworkers

in the States of Alabama, Georgia and Mississippi who
suffered chronic seasonal unemployment and underemployment
in the agriculture industry. The objective was to train the
participants in health occupations and place them in gainful
employment in the health-care industry.

The auditors took exception to $628,000, or about 75%
of the grant expenditures. The financial management
weaknesses noted were of such severity that it is clear
that this grantee did not have the capability to administer
Federal funds. The audit disclosed $280,000 in costs
recommended for disallowance (33% of total reported costs)
and $242,000 of questioned costs (29% of total repofted costs).
In addition; the auditofs noted that the grantee improperly
charged $103,000 in tuition and book fees to participants
yet failed to report this as program income and offset this
against the costs charged to the grant.

The disallowed costs (clear violation of the grant

requirements) resulted from such findings as the grantee having
ineligible participants, making improper allowance -payments,
and charging instructors salaries to the grant when CETA
participants were not in the instructors' classes.

The major cause of the questioned costs included costs

charged to the grant without sufficient documentation and the
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questioning of all $116,000 in indirect costs. All indirect
costs were questioned as a result of indications of the
unsupportability of the established indirect cost rate of
46% of direct salaries and wages. This rate was previously
negotiated by HEW, the Grantee's cognizant Federal agency,
and used as the basis for the indirect costs charged under
this contract.

Mr. Chairman, in March of 1979, a representative of the
Office of Inspector General, along with an ETA representative,
visited Southern Vocational Community College to assess the
fiscal integrity of this grantee and its ability to
administer the DOL grant. We reported to the head of the
Migrant program that the financial management system at the
College was extremely poor and we believed that the College
was incapable of administering the DOL grant. Furthermore,
we recoﬁmended that ETA consider suspending funding pending
the results of an audit. :

The file shows that ETA was aware that similar findings
were noted by the staff of the Alabama State Department of
Ecducation, the FBI, and the HEW Regional Aﬁdit Office.

The file further shows that HEW froze all funds but that ETA
chose, instead, only to revoke the College's letter-of-credit
and put the College on a cost reimbursable basis.

Finally, the CPA that performed the audit just discussed

will shortly start an audit specifically directed to the
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indirect cost guestion as well as an audit of the costs
expended by Southern Vocational Eollage under a $697,000
Youth Employment and Training Grant during the period April
1980 to September 1981l.

Mr. Chairman, I would be pleased to respond to any

guestions you or the Committee members have.
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June 23, 1981

Mr. Erncst Gresn

Creen-Herman and Associates, Inc.
1120 Connecticut Avenue, N.W.
10th Floor

Washington, D.C. 20036

Dear Mr. Green:

The Committee on Labor and Human Resources is currently con-
ducting an oversight inquiry into Labor Department contracts and
rants let under the Comprehensive Employment Training Act since
une 30, 1980. To assist us in' this inquiry, I would appreciate
your providing the committee a lisc of any and all contraccs, sub-
contracts, grants or subgrants that your firm has received since
its incorporation in January, 1981. ere subcontracts or subgrants
are involved, please specify the prime contractor or prime grantee:;
also specify the dace that contracts or subcontracts, grants or
subgrants were received and list the dollar amount of each.

In addicrion, please provide the committee with an accounting
of all funds received from prime or subcontractors under any and
all other federal grant or contract programs, i.e., Social Security,
Smull Business nisctration, Department of Education, et al. 1If
your {irm has set up any service projects utilizing Labor Department
funds, directly or indirectly, please specify.

1 hope to receive your response by the close of business Thurs-
day, July 2. Any inquiry regarding this request should be directed
to Mr. Dan Gill of the committee staff at 224-928S,

Your cooperation is greatly appreciated.

Sincerely,

Eni LR

Orrin C. Hateh
Chairman

OCH/dge
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FINLEY, KUMBLE, WAGNER, HEINE, UNDERBERO & CASEY
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The Honorable Orrin G. Hatch
Chairman

Senate Cosmittee on Labor
Human Resources 8
302 Senate Courts Building

United States Genate
Washington, D.C. 20510

Dear Senator Match:

As Counsal for Green-Herman and Associates, Inc.
(*Green-Herman®) we are authorized to respond to
letter request to Green-Herman asking that the Committee
on Labor and Human Resources ("Committee”) be provided
with (1) "a list of any and all contracts, subcontracts,
grants or subgrants that [the] firm has received since
its incorporation in January, 1981" from the U.S. Depart-
ment of Labor under the Comprehensive Esmployment Training
Acty; (2) "An accounting of all funds received from prime
or subcontractors der any and all other federal grant
or contract programs;* and (3) an enumeration of “"an
service projects utilizing Labor Department funds, directly
or indirectly.*”

Green-Herman is most willing to be of whatever .
' assistance it can to the Committee as it conducts an over-
sight inquiry into the Labor Department's letting .“ con-
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FUOLY, KUMBLE WAONER. SEINE, UNDERRERO & CASEY

The Honorable Orrin G. Hatch
July 2, 1981
Page M

f..ruu under the Cosprehensive Employment I'nlntlg Act.

In keeping with this willingness, Green-Herman has con-
ducted a thorough review of all its contractual undertakings
since January, 1981 and can state unequivocally that:

(1) it has not received any contracts, suboontracts, grants
z" from the U.S. Department of Labor under the
ive Employment Training Acts; (2) it has not re-
e..lm any funds from prime or subcontractors under any
other federal grant or coatract program; and (3) it has

not set up any service ects utiliz Labor Department
funds, di y or M:::thy. e

We trust that the fore is responsive to your
requast. Green-Herman will gladly provide any additional
appropriate information that the Committee might require.
If you or your staff have any further questions regarding
any aspect of this matter please contact ma.

Sincerely,

For the .ri.:-
JMC/alg

o
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¢t GERMIAN R ATNGUIA LN, e,
ld‘lf ool b, MW,
; s SR .
1 -r‘.u..f;-...t_).t.m‘ - E* T B
P '
hpril 3, 1980, - .. R i
Mel Karris. . - iy,
Mel Harris & J\m.ciues. '.Inc._ P .
3220 Wivada Ayenue Kodth - : R
Crystal, Ei

ola’ 55427 Y
Diar Mel:

erves as a formal letter.of ag
Associates, Inc., and Grecn-Herman & Associates, .Green-Heran &
Associates will tnter into a subcontracting arrangclent with Kol Harsis &
Assucicles Lo assist with the Lremsitioning of /00 1OI'P Public Sorvice
Enployscnt (PSE) participants and the administrative and closc-cut tedlinical
assislance for the Fobile County Consortium.

;bctneen Vel Harris &

Specifically, Green-liervan & Associates, Inc., agrces to prw'ldc the follew-
ing services in fits subeontracting re'lationship'

In the transition phese Eﬁ.'en-llcmn & lssociurs. lnc.. will:

(1) Assist EOPP in implcweniing mcessary procedures to
acctmaodate smooth transitioning of participants;

(2) Coordinate &n advertising campaign directed to the
general public and potential employers;

(3) hAssist LOPP in developing a feedback mechanism of
,.articvaant inforiation from the varlous sites and
sanioct. ﬁl.aff‘

(4) Fssist in cenvening a ueting of the PIC, ES, other
vuployscnt and training progrems such as KWIN, Job Coros,
iitle 111 projects, business and labor groups to write
the Tocal re capleye-:nt plang

(5) Assist with docu.cnting the terimination of PSC participants.

In tha clainistraiive omd clése-out Lochnical essistance plese Groen o,
sl iets, IIIC-‘. h"l]‘l_:

(1) FSesistoin the clese-out o the adainistralive structure and «f i
(2) Cunduct an cvaluation of the Fobile project;

(3) Submit a written ev2luation veport.
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Green-Herman & Associates, Inc., understands that the time framework for

the prime and subcontracts is April 2, 1981-September 30, 1981. Green-herman
& Associates, Inc., will accomplish all of the listed tasks during this tine
period. Green-llervman & Associates, Inc., will require 2,380 hours of staff
and=consultant time at a total fixed personnel cost of $63,070. The evalua-
tion and report will be a fixed cost of $11,930. Thus, the total fixed cost
of Green-Herman & Associates, Inc., subcontract with Mal Harris & Associates,
Inc., is $75,000.

Green-Herman & Associates, Inc., will require one-third ($25,000) of the
$75,000 subcontract in.a single advance payment, due upon sianing of this
agreement. The remainder of the fixed cost contract ($50,000) will be invoiced
in accordance with the billing process of the prime contractor over the life
of ‘the contract.

Green-Hervian & Associates, Inc., is pleased to enter fato this subcontracting
agreement with Mel Harris & Associates, Inc., effective this date.

HARRTS ™ —
Mel Harris & Associates, Inc.
April 6, 1981 '

He
Rpril 6, 1981
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®ffice of Brrorder of Breds
CORPORATION DIVISION

Tliis {5 1o rertifl] thet the pages attached hevate sonstifute o full, tru,
ond complcts copy of CIRTIVICATE AND APPLICATION GP CERTIVICATE OF AUTSORTYY
OP CREXN-EEBUN & ASSOCIATES, IC., AS KECEIVED AXD FILED FENWUANY 17, 1981,
mmmaﬂmm‘

the some appeors of record in this ofice.

In Testimony Ilrmnf.

I hows horeumio sel wy hond smd esused
the ssal of Bhis ofiee & be afised, Bl
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Sixth and D Bwesta, . W,
Waeshiagun, D. C. 89001

THIS 18 TO CERTITY thet all spplicable provisiens of Gw Distriet of Columbis Business Corperstisn

Act have bosn ssmplisd with and ACCORDDIGLY this Cortiests of . Authericy

1 haroby lomued to . CREDI-EERNAR & ASSOCIATES, TNC.
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L e wd Coepoesea
Green=Herman & Associates, Inc.
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229 South State Street
Dover, Delaware 19901
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Green-Merman & Associatss, Inc.
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- e Busen

1120 Conmecticut Avenue, M.W.
10th Ploor

Heshirasen, R.S- 20028
Representative Agency, Inc.

et b G e o e b o
Delawvare

b Ere o mre——
January 20, 1981

a Ten o oaees "rpt“‘&

V. A ol e o G b 8 o © S— S C—
Consulting and marketing analysis
service.

- vl
January 30, 1981

L Nheven Sl feehtees  Sideeeses  Saebie Seees wm Gumer 0f B oRSeTEsn el leum

aam v st
JErnest Creen e 21_'S' Street, . Washinoton, DC 20001
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Ernest Creen = See above
Alexis Rerman e o€ above
Alexis Nerman Sese above
Ernest Green = fee above
: FEB 17 181
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CERTIFICATE OF INCORPORATION

-.FIRET: The nams of the corporatiom (hereinaftar referred
to as the "Corporatioa®) is Green-Sarsan & Associatss, Isc.

SECOND: Its registared vffice ia the Stats of Dalaware
is to ba locatsd at 229 South Stats Strest, City of Dover,
County of Eent; and the name of the registarsd agent of the
Corporation in the Stats of Delaware at such address is The
Prantice-Sall Corporatioa Systam, Inc.

TEIRD: The period of its duratiom is parpetual.

FOORTE: The nature of the businass, and the objects and
WIMHHEMW.MMMMﬂs
are to do any or all of the things herein mentioned, as fully
and to the same axtent as natural persons might or could do, and
hlnrnnﬂm“illg_l_._u

Tha purpose of the Corporation is to engage in any lawful
act or activity for which corporations may bs organized under
the General Corporation Lawv of Delawars, iscluding but mot
limitsd to, the following:

{a) To owvn and operate a consulting and marketing
analysis service which will design for thoss in the field of
employment and training a productivity package which will provide

||broad-based marketing stratsgies, utiliszing predictive tools
[|such as economic forecasting and sconometric modals.

ree ) 7 EEl

F -EssessesesSaSd
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{b) To act as coasultant and advisar with respact to
the most baneficial oconfiguration ' of public/privats sacter
alliances to maximisze the wtilizatiom of the sarvices provided
Hnmumruuu_mtuum.

{e) To provide diagnostic services and isplemsntatiss
assistance with respect to labor rescurce Baxiamiszation by
desiguing and implementing work force training and retrainiang
programs.

(d) To act as comsultant and adviser with respsct to
labor relations, on=sits aad off=-site relocation assistaaca,
and oparating msthodology to improve the quality and efficisacy
of smployes work life.

{(s) To eatire into partnership aqresmants in furtherance
of the purposes of the Corporation and for the production of in-
coma and t0 promots its businass, and t0 be a general partasr in
such partnershipe:

(f) To purchase, acquire, hold, improve, sall, coavey.
|| exchanga, assign, relsass., mortgege, encumbar, leass, hire and
dsal in real, fixed and personal property, of every nature and
description, wheresosver situatad, and any aad all rights thare=-
in, incleding, but without limitaticn, improved and unimproved
land, stocks, bonds, commsrcial paper, BOTtgAges and BOrtgage
notas, desds of trust and deed of trust motas, and other
sacuritiser

{y) To e=mploy such persons as it desms necessary or
proper to carry on the business of the Corporatioms
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(h) To engage in and carty on any othar business which may
Fonveniently be conducted in conjunction with any of the business
bf the Corporatioas

' (1) To soguire all or aay part of the good will, rights,
perty and busisess of any persom, firm, association or corpora
n haretofore or hersafter engaged in any business whether or
pimilar to any business which the Corporation has the power to
fluct , and to hold, utilisze, ujo.r m‘lh any manner dispose of

le or any part of the rights, proparty and business so acqui

i t© assume in comnectios therewith aay liabilities of any such
on, firm, association or corporatioms

(3) To apply for, obtain, purchase or otherwise acquire,
ny patents, copyrights, licenses, trademarks, trade names, rights,
sses, formulas, and t.h 1ika, which may seem capable of be
lused for any of the purposes of the Corporation; and to use, exer-
! ise, develop, grant licenses in respect of, sell and othervise
burn to account, the same;

(k) To acquire by purchase, subscription or in any other
+ taka, receive, bold, use, employ, sell, assign, transfer,
change, pledge, mortgage, lease, dispose of and otherwise deal
in and with, any shares of stock, shares, bonds, debentures, notes,
ortgages or other cbligations, and any certificates, receipts,

y ants or other instruments evidencing rights or options to re-

ceive, purchase or subscribe for the same, Or representing any

pther rights or, interest therein or in any property or assets,

iiesued or created by any persons, firms, associations, “w.uﬂl.
-3 -

87-811 O—82——4
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syndicates, or by any governments or subdivisions thereof:; and to
possess and exercise in respect thereof any and all rights,
powers and privileges of individual holders) ’

(1) To aid in any manner any persoa, firm, associatiocn.
corporation, or syndicats, of which any shares, bonds, debestures
inotes, mortgages or other cbligations, or any certificates,
receipts, warrants, or other instruments evidencing rights or
options to receive, purchase or subscribe for the same. oF
represanting any other rights or interests therein, are held by
or for this Corporatiom, or ia the welfare of which this
Corporation shall have any interest, and to do any acts or
things designed to protact, preserve, improve and enhance the
value of any such property or intarest, or any other property
of this Corporatioam; ' )

(m) h.'nn.nu the payment of dividends upon any shares
of stock or shares in, or the performance of any contract by, any
other corporation or association in which this Corporatiom has an
interest, and to endorsse or otherwise guarantes the payment of
the principal and interest, or either, of any bonds, debentures,
s or other evidences of indebtedness .m.M or issued by any
such other corporatioa or associatiom;

(n) To carry cut all or any part of the foregoing objects
8 principal, factor, ageamt, contractor, genaral partner, limited
or othervise, either along or through or in conjunctiocn
ith any person, firm, association or corporatioan, and in carry=-
on its business and for the purposes of attaining or further-

ing any of its objects and purposes, to make and perform any
- -
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mumﬂh“mm.ﬂd&ul.—lhminﬂr

powers suitable, convenisat or propar for the accomplishment
A.l any of ths objects and purposss harein snumarated or iscidenta
to the powers harein specified, or which at any tims may appsar
conducive t0o or expadieant for the accomplishment of any of sech
objects and purposes)

" {(0) To carry ouwt all or any part of the aforesaid
ebjects and purposes, aad to conduct its business in all or aay
of its branches, in any or all states, tarritories, districts
and possessions of the United States of Amarican and in foreigm
countriss; and to saintais offices and sgenciss in any or all
states, territories, districts and possessions of the Onited
Statas of Amarics and in foreign countriss)

{p) To conduct any other businsss which may lavfully be
conducted undsr the Cansral Corporatiom Laws of the Stats of
Dalaware.

The foregoing anumsration of the purposes. objects and
business of the Corporatiom is made in furtharance, and mot in
l._i-.'ltn.l-. of tha powers conferred upom the Corporatioa by law,
and is ot intanded, by the mantion of any particular purposes,
object or businsss, in any mannar to limit or restrict the
generality of any other purposs, object or business mentioned,
or to liait or rsstrict any of the powers of the Corporatios.
Tha Corporatiom is formsd uwpon the articlss, conditions. and
provisions herein expressed and subject in all particulars to
the limitations relative to corporations which are contained in
tha Ganaral Laws of the Stats of Delaware.

-l =
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l PIFTH: The amount of the total authorised capital stock
io! this Corporation is two thousand shares of Common BStock without
ipn- value. Buch Common Stock being all of one class and bsaring
-one vote per share which vote shall be moncumulative.

In addition, such Common Stock shall have such voting
;rights, limitations, preferences, Qualifications, as shall be
! stated and expressed in the resolution of the Board of Directors
| providing for the issuance of the Common Stock. The Board of
' Directors is hereby expressly vestsd with the authority to
".nnou such resolutioms.

! SIXTH: The names and mailing sddresses of each

g: incorporator is as follows: :
@ Mame Mailing Address

X James ‘M. Christian 1120 Connecticut Avenve, N.W.
: Weshington. D.C. 20036
Cory M. Amron ] 112Q Connecticut Avenue, N.W.

Washington, D.C. 20036 ¥

SIVENTHr The powars of the incorporator(s] shall terminats

‘upon the filing of this Certificate of Incorporstion, and the
| names and utim addresses of persons to serve as directors
until the first mllmthq of stockholders or uantil their
successors are slected and qualify arer

Hame Mailing Address
Trnest Green - » 21 B Btreet, N.W.
! Washington, D.C. 20001
Alexis Nerman 700 7th Street, 5.W..

Apartment 0626
Washington, D.C. 20024
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EIGHTE: It is the iatention that the objects, purposes
and powers specified in the Fourth paragraph hereof shall,
except where otherwise specified in said parsgraph, be mowise
limited or restrictsd by refersace to or inferemce from the terms
of any other clauss or paragraph in this certificate of iscorpor-
ation, but that the objects, purposes and powers specified ia
the Pourth paragraph and in each of the clauses or paragraphs
of this charter shall be regarded as indspeadent ocbjects,
Nrr?.l-lm.

We, the undersigned, for the purpose of forming a
corporation under the laws of the Stats of Delaware, 40 maks,
file and record this Cartificate, and do ocsrtify that the facts
herein stated are true; -ﬂnm.uo&i&ulrh-rmumm
respective hands and seals.

Dated at ’ uﬂ_ '




o:smcrorcnl.!l_l_lp.ut'

e it remembered, That om this /2777 sy of yfom 92/ .
James M. Christian, and Cory M. Amron personally appsared before
—Mamm.mum
foregoing Cartificate of Incorporation, known to me personally
to be such, and I having first mede known to them and sach of
them the contants of said Cartificats, they did each severally
acknowledge that they signed, ssaled and delivered the same as
their voluntary act and deed, and each deposed that the facts
therein stated were truly set forth. ot

= Givea under my hand and seal of office the day and year
aforesaid. ‘a -

By Camisdre Frem Seo 80, 2085
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h ' of
DELAWARE
Office of Sm OF STATE

S Glenn C. Kenton Saoeslan, 9{.93-5 ,!-'J‘. Siats of Pelasace,

Cartificote of Incorporvetion of the "Grecn~larmen & Associates, 1nc.”, s recsived
ond filed fia thio olfice the twentioth day of Janwary, 4.B. 1981, ot 9 o'cleck A.N.

In Testimony Whereof, J Aaan Aarounis sal g Aand

Py of ovsror bovorseloned aoned. eighty-one,

_J//ﬁ-. (‘K,{_

Gisna C. Lanvan, focremsry of b
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0. Bvans Denney, A & of St
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. The CHAIRMAN. We will call the next four witnesses together in

a panel: Gregory J. Ahart, the Director of the Human Resources
Division of the General Accounting Office—these are all General
Accounting Office witnesses—Charles 1. Patton, supervisor; Chris
Crissman; and Jim Ra L

We would be happy to have all of you come up.

*As | understand it, Mr. Ahart is sick; so, Mr. Densmore, you are
going to replace him?

Mr. DEnsMORE. Yes, sir. . _

The CHARMAN. OK. Would all four of you raise your right
hands? Do you swear to tell the truth, the whole truth, and noth-
ing but the truth, so help you God?

Mr. DensMoORE. I do.

Mr. CrissMAN. I do.

Mr. PaTroN. I do.

Mr. RATZENBERGER. ] do.

The CHAIRMAN. Thank you.

Mr. Densmore?

STATEMENT OF EDWARD A. DENSMORE, JR., GENERAL AC.
COUNTING OFFICE, ACCOMPANIED BY CHARLES I PATTON,
SUPERVISOR; CHRIS CRISSMAN, AND JIM RATZENBERGER

Mr. DEnsMORE. Thank you, Mr. Chairman. -

We have a statement that we would like to submit for the record,
and I will summarize that statement if I may.

The CHAIRMAN. That will be fine. Without objection, all state-
ments given here today will be made a part of the record in full.

Mr. DEnsMoRE. We are pleased to be here today to discuss our
two recent reports on Labor’s administration of its employment
and training activities under titles III and IV of CETA.

The first report, issued on August 28, 1981, was our first compre-
hensive look at how the Office of National Programs administers
its grant and contract awards. Qur second report, sent to you on
August 31, 1981, discussed how Labor made many awards during
the closing months of the past administration.

. To meet the objective of our August 28 report, we reviewed a
statistical sample of awards made in fiscal year 1979. We did not
visit awardees as part of our work. We found a number of weak-
nesses in ONP’s procedures and practices throughout the award

process.

First, ONP did not make extensive use of competition and
seldom adequately justified its sole source awards. Overall, ONP
considered more than one applicant only 21 percent of the time.

For the special project awards made on a sole source basis, the
records seldom indicated why ONP did not consider other potential
awardees.

Second only 27 percent of the 479 awards in our sample con-
tained evidence of the cost evaluation, and only 30 percent docu-
mented technical aspects. Award files also indicated that negotia-
tions were conducted for only one-third of the awards. Where these
activities did occur, they were often poorly documented and poor
negotiating techniques were used.
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In addition, many of the awards approved by ONP did not ade-
quately describe th the awardee proposed to do or justify the
planned use of funds. . .

One of ONP’s program offices often provided its potential awar-
dees with preaward work authorization letters allowing them to
start work and incur costs before the actual awards were finalized.

None of the ONP preaward authorization letters contained suffi-
cient to protect the Government’s interest.

The a files showed little evidence of active monitoring
through trips, correspondence, or other Labor-initiatives contacts

with a of the awardees’ progress in accomplishing the
funded activities.
Also, 31 t of the awardees failed to submit most—70 to 80

percent—o! theTiradpmgreuandﬁsmlmpomforthelamt
performancﬁ;ari t
" When ONP representatives identified awardee problems, they
did not always attempt to resolve them. .

Finally, ONP did not require that awardees’ performance be
evaluated before the awards were renewed. Based on our sample,
82 percent of ONP’s awards were renewals and only 13 percent had
any meani evaluation.

Most of OI%P'B problems stemmeti from Lab:i:’s fafi;l'g:e to sepa-
rate grant and contract management responsibilities from program
responsibilities. Consequently, most of the award activities, such as
evaluating and negotiating proposals, were handled by program
staff who placed little emphasis on following good grant and con-
tracting practices. ,

As a result of thgTBroblems we found, we recommended that the
Secretary direct ONP to: Make greater use of competitive awards
foritsspecialp?gcmandfuﬂyjusﬁfyan sole source awards,
require program offices to fully carry out and document all evalua-
tions of proposals and negotiations with applicants, require that
preaward authorization letters specifically state what the Govern-
ment and awardees have agreed upon to protect the Government’s
interest, place a greater emphasis on its monitoring activities, and
prepare written assessments of an awardee's performance under
prior awards before refunding the awardee.

We also recommended that the Secretary separate ONP’s grant
and contract management functions from its program management
responsibilities.

Labor has responded positively to our recommendations and is
taking actions to implement them.

The primary objective of our August 31 report was to address
concerns relating to Labor’s CETA titles III and IV awards from
September 1, 1980, through January 31, 1981.

e sample chosen for detailed analysis consisted only of awards
administered by ONP and the Office of Youth because
these offices administered 89 percent of the titles Il and IV discre-
tionary funds during the specified timeframe.

We analyzed 15 ONP and 19 Office of Youth Programs awards.
Detailed analysis of these 34 awards further substantiated the
findings contained in our earlier report and showed that good
grant and contract procedures were not always adhered to during
the award process.
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For example, one award for $175,790 was to study alternatives
for increasing the employability of disadvantaged adolescent moth-
ers by identifying resources and developing resource directories to
provide career information and guidance

OurmnewshcwedthatthBOtﬁceonouthProgramarepre-
sentative responsible for this contract recommended against the
award and never completed the negotiation because: One, the pro-
posed statement of work failed to present a sufficiently understan-
dable and defensible approach; and two, the objectives were a
mmhmmh of evaluation, technical assistance, and direct provision

- m =
Oneoftheconu-actsthuawnrdnemcaivaddunngthespeciﬁed
timeframe was for $455,570 covering the October 15, 1980, to
October 24, 1981. The award was on December 9, 1980, for
the purpose of establishing an Hispanic mferral and recruitment

to increase the employment opportunities for professional
m.im in the Federal Government.

Our review showed, even though the ONP representative respon-
gible for the contract was concerned about the contractor’s capabili-
ty, the project was funded at the insistence of the former Adminis-
trator of ONP.

ing to the ONP representative, the negotiations took place
on December 5, 1980, about 2 months after the effective date of the
award. According to the ONP representative, as of August 13, 1981,
no one had received er;floymantaaarasult of this award. -

In a July 10, 1981, telegram, the awardee was informed that the
gnt:lrggwillnotbemfundedorextandedwhenltexpuumom

r :

Another concern related to the operation of a special depart-
mental committee established to review grant and contract propos-
als. We contacted each of the four committee members to discuss
their role and responsibilities. One member declined to talk with
us. The other three generally thought that their role and responsi-
bilities were to review the award proposals for merit from their
respective organizational positions and to ensure some measure of
accountability of the funds being spent. The decisions they made on
the award proposals were done on a consensus basis and not by

voting.

We found no written criteria to explain why these individuals
were appointed, no dates for their terms of appointments, and no
written operating procedures detailing how they were supposed to
carry out their responsibilities.

Also, minutes of meetings were not well maintained. The title III
minutes do reflect what proposals were considered and what ac-
tions were taken but do not show who was present, what was
discussed about each proposal, or how the decisions were made.

Meetings reﬁmg title IV had no recorded minutes. We were
told that onl dwritten notes were kept on the ings and
these were destroyed once the appropriate title program staff
were notified of the committee’s actions.
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Labor’s Employmént and Training Administration has estab-
lished a task force to address the problems we found. The task
force is developing a directive designed to establish procedures for

improving the awards

ehnvemetandmthe directive with Labor
officials on several occasions. Altho at the time of our last
meeting the directive had not been i the actions Labor
officials told us they planned to take appeared to be an effective
,means of im ing the administration of its award activities.

Mr. Chairman, that concludes our statement. We will be happy
to respond to any questions you or other members of the committee
may have.

ﬂeCnmm.Mr.Densmm,uamemlpmcﬁca,;moﬁoe
would agree;-1 take it, that sole source or noncompetitive awards
shouldhemd{leon‘}yuanmpﬁonmthe;‘thanmamunlnﬂe?

Mr. DenssMORE. Yes, sir; that 1s correct. -

The CHAIRMAN. You would recommend that we have competitive
awards from here on in?

Mr. Densmore. To the extent possible and feasible—yes, sir.

The CHAIRMAN. I see. And those exceptions where it is not feasi-
ble—they should be justified fully?

Mr. DeEnsMORE. Yes, sir.

The CHAIRMAN. Justification would most certainly address itself
to providing documentation for the contract or grant file as to why
this specific contractor or grantee should be named—is that right?

Mr. DeNsMORE. Yes, sir.

The CHAIRMAN. More important, where arguments or specific
deficiencies are presented as a result of a representative’s .
negotiati those points should be ' item-by-item before
a favorable decision on funding is decided in favor of awardee?

Mr. DensMORE. Yes, sir.

The CHAIRMAN. As a result of your statistical sample there was
no n;ore than one awardee considered almost 80 percent of the
time?

Mr. DensMore. That has to be qualified to this extent, Mr.
Chairman: There were a number of awards that were awarded on a
formula basis. In other words, a s?emﬁc formula determines that
awards are going to go to eligible and qualifying organizations
based on criteria such as population size, income, and unemploy-
ment levels. There were also a number of awards under the farm-
worker p that were made competitively.

If you eliminate those awards, there are 160 left of 479; and
about 80 percent of those 160 which went for other types of projects
were awarded on a noncompetitive basis. -

With e & the: eagied £ proposals,

ith regard to the vague descriptions o; do you mean
that even if the awardee had in mind sgemﬁcpm targets with regard
to the number of icipants to benefit and specific skills, the
proposal did not reflect that kind of information so anyone analyz-
ing, like a program representative, could make an educated guess
as to the accuracy of the proposed budget—is that right?

%f : %ff:}mu' Tv%at - wmlhngsi;i)o hundreds if

e RMAN. We are i ut hun of thousands, i
not millions, of dollars in these award situations.
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Mr. DEnsMORE. Yes, sir.

The CHAmMAN. With to your overall report—HRD—Sl—
111—-you said that you not evaluate awardees’ programs be-

our objective was to review ONP’s award
uﬁyouroﬂicepmv:deuswithanouﬂme anagprouh
would assess an awardee’s program for delivering employmen tand
a review training services?

Mr. Densmore. Yes, sir. Let me ask Mr. Patton to address that
further.

Mr. PaTroN. Mr. Chairman, as you know, we are currently initi-
atmgworkatyourrequestont.heliacrmhnentand'l‘rmning?ro—
gram Inc., and also the Opportunities Industrialization Centers of
- America Inc. In the design phase of these assignments we will be
working with your staff to develop such. an
results should provide the type of information you will need
with respect to program impact and how awardees are currently

The CHARMAN. I suspect if we had this information at our
duposaloratlciastat;ethe gf. ‘t 0
appropriate people at ent of Labor, it would help them
to help the awardees to dom job. Is that correct?

Mr. DensMoORE. Most certainly.

The CHAIRMAN. And in the end the taxpayer dollars would be
more beneficially spent, egerhapa we might even get some more
yﬂg:ngpaopletoworkm ective ways. Would you agree with

Mr. DensMORE. Yes, sir.
The CHAIRMAN. Example A that you cited in your statement—

¥
B8,

this $175,000 award for studying alternatives for increasing em-

ployability—refers to which award?

Mr. DensMoORE. Dr. Benson Penick, sir.

The CHAIRMAN. The program representative responsible for eval-
uating the proposals gave several reasons, and prominent among
those given is his assessment that the objectives presented a nush
mash of provisions. Yet the former Administrator for ONP,
Godwin, approved this project. Is that correct?

Mr. DEnsMORE. Yes, sir.

The CHAIRMAN. Did your study, however, discover any informa-
tlon provided bg' the Administrator that countered the program
rep’s evaluation?

Mr. DensMmoRE. No, sir; it did not.

The CHAIRMAN. Did you look to see if there was any additional
material or information that would have countered that evaluation
and justified that ﬁa:-n award?

M}:. ﬁlCmssnuN Chairman, we were unable to find anything
in the file.

The CHAIRMAN. So you did look?

Mr. CRISSMAN. t—in the files.

t_'}'{'heaa CHAI;‘HAN as there?ever any evidence in the award files
other than the program rep’s’

Mr. CrissMAN. No,

The CHAIRMAN. Example B was which awardee?

Mr. DENSMORE. Solar America.

s
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The CuAmMAN. The purpose of this contract was to establish a
referral and recruitment system to place Hispanics in Federal posi-
tions. Is that right? )

Mr. DEnsMORE. Yes, sir.

The CHAIRMAN. Yetthmﬁrmmademgnandengmeenngﬁrm
that is also a custom manufacturer of energy systems. that

t?
nﬁr DeEnsMORE. Yes, sir.

The CHAIRMAN. What does this have to do with an expertise in °
Federal recruitment; or, rather, what did the program rep offer as
to this firm's experience in this field?

Mr. DensMore. There were no written evaluations, justifications,
or information with regard to the firm’s capabilities in this particu-
lar field.

The CHAIRMAN. Was there anything in the file at all concerning
thefirmneepahﬂmee,otherthanthattheywereanengmeenng
ﬁrmworhngmtheuolnreon area?

CrissMAN. Mr. Chairman, we had to go on when we
talkedtot.herepreeentauve responmhle fort.heawardwut.hat he
expremedeoneernabouttheeontmcborseapablhtytodothmpar-

&:mum Did he give the award out anyway?

Mr. CrissMAN. He was the person charged with monitoring the
award,buthehaddoubts,eo split the project in two phases so
gecouldbettermomtorthemmuo'ntoeeehowwen were

V)

'ﬁﬁa CHAIRMAN. What information did the Administrator for -
ONP provide for the benefit of the files to indicate that that
particular firm would get almost a half-million dollars to perform
this service?

Mr. Densmore. We found no information in the files, sir, to
indicate any input from him.

The CHAIRMAN. As I understand it, as of August of this year no
one had received e Xltl)mnt as a result of the expend.lture of this
amount of taxpayer do

Mr. Densmore. That is correct.

The CHAIRMAN. Not one person? .

Mr. DensMoORE. No, sir. "

The CHAIRMAN. How long had that contract gone, do you know?

Mr. CrissMAN. It had been underway about 10 months, Mr.

The CHAIRMAN. How much of the money was spent?

Mr. CrissMAN. I do not know at this t.lme, . I would assume
that most of it had been spent ;; to that poin

The CHAIRMAN. That was $455,570 for the tot.a] award.

Mr. CrissMAN. Yes.

The CHAIRMAN. Let us go to Southern Vocational College. You
heard the Inspector General’s earlier testimony with regard to this
Southern Vocational grant. I note that your review discovered the
same concerns, on pages 25 and 26 of report HRD-81-145. Your
report also mentions that the program representative was told to
negotiate the award by the ONP director, Mr. Godwin, who told
him that the allegations were not serious. Is that right?

Mr. DENsMORE. Yes, sir; that is correct.
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The CHAIRMAN. Was the program rep able to produce any pre-
liminary report from the Inspector General that the former direc-
tor of ONP could have been reading from?

Mr. DEnsmore. He indicated that he was aware of a report but
that he did not have a copy of any report.

The CHAIRMAN. Did you ask him to get you a copy?

“Mr. CrissMAN. We did not ask him to get us a copy at the time
and he was unable to provide it.

The CrAmRMAN. Would you ask him to get you one? I think we
have got to have a copy of it.

Mr. CrissMAN. We will, Mr. Chairman.

The CHAIRMAN. Wﬂlyoupmdethatforthecommﬁtee?

Mr. CrissMAN. We will.

The CHAmRMAN. OK. 1

Now, a different program representative was sent by the ONP
director to perform a site visit in the fall of 1980, pnortoawandof
thmﬁnalgrant.andbasmllygavethemaclaanhﬂlofhealthm
spite of all these investigations and audits.

In your interview with this program rep, Mr. Barnes, did he
resolve any of the allegations yet outstanding?

Mr. CrissMAN. No, Mr. Chairman. Because he had not been
oﬁmnﬂymformedofanyofthmnﬂegahons,hmroleonhmpar-
ticular award was only to be concerned with that award and not
with allegations made on any prior awards from any other source.

The CHAIRMAN. He was aware of them though—right?

Mr. CRISSMAN. Hesmdhewasmformallyaware, he had not been
officially notified. ‘

'I}'flgCHAIlHAN He knew of the I.G. audit, is. what I am saying—
right

Mr. CrissMAN. Unofficially,

The CHAIRMAN. Is:ttruet.henthathe limited his review to
whatever the grantee provided?

Mr. CrissMAN. That is true, Mr. Chairman.

The CHAIRMAN. So unless the awardee tells him of problems that
exist, in this case, to your knowledge, he relied strictly on his own
tour of the site and these monthly reports and invoices which we
list as exhibits 4A and 4B—is that right?

Mr. CrissmAN. That is correct, Mr. Chairman.

The CHAIRMAN. Will the staff give our panel a copy of all of
these examples of monthly reports and invoices? :

[Panel receives documents.]

[The material referred to follows:]



Contract Number
October 20, 1980

. %f-\o Bxhbt

SOUTHERN VOCATIONAL COLLEGE
YOUTH EMPLOYMENT
AND TRAINING PROGRAM
IN ALLIED HEALTH OCCUPATIONS
- AND SERVICES

-0-1801-92~-16

Accomplishments during reporting period

A.

The classroom training component continued to move
forward in high gear.

Participants without high school diplomas continued
to get courses in reading, writing and cumputation.

Participants nra':ell on the way in occupational
training.

Participants who are neither in classroom training
are being given health services such as occupa-
tional and career information, counseling, job
development, job placement, and job readiness.

Participants continued to he provided
transportation services as needed.

Daily counseling of enrollees have been properly
documented. .

Participant folders have been designed’ for each
enrollee and all folders are current and s
up-to-date. The 30-day review has been made
according to the mandate of the Federal Register.

Outreach, recruitment, intake and assessment,
and selection of participants continued to be
ongoing ‘functions of the overall program.

Participants were paid incentive allowances on
a timely and accurate basis. Time sheets have
been properly kept, evaluated and approved for
each incentive allowance receiving participant.

3A
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J. Training sessions were held in classroom
instruction, outreach, counseling, job placement
and occupational information during the reportinq
period.

II. Indication of current problem

There are no current problems which will delay our
performance. Several students dropped from the program due
to health and relocation reasons. However, they were
replaced with backup participants.

III. Program Status

The program has served 250 participants to date, A
number of applicants continue to be reviewed so that addi-
tional enrollees might be selected to participate in the
overall program.

IV. Program activities to be accomplished next reporting
month.

A. Participant folders will be iupdated.
B. Classroom trainihg will continue,
C. Clirical training will continue.

D. Special courses in reading, writing, and
computation will continue.

E. Outreach, counseling, job development and job
placement functions will continue.

F. Overall program will be evaluated.
G. Additional participants will be selected to

participate in the overall program throughout
the national geographical area.
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PROGRESS REI'ORT

““ SOUTHERN VOCATIONAL COLLEGE
YOUTH BMPLOYMENT
AND TRAINING PROGRAM
IN ALLIED HEALTH OCCUPATIONS
AND SERVICES

Contract Number 99-0-1801-92-16
August 10, 1981 ;

1. Accomplishments dl.;ring reporting period
A. The classroom teaching was carried out according to our timetable.
B. Participants were given special group counseling.
C. Participants continued to be provided - transportation services as needed.
D. Enrollees were given daily individual counseling. -

E. Participant folders have been set up on each enrollees, and each folder
is up-to-date.

F. A thorough review was made on all participant folders.

G. Outreach, recruitment, intake and assessment, and selection of participants
continued to be carried out by the program staff.

H. Health services such as occupation career information, counseling, job
development, job placement, and job readiness were carried out.

1. Incentive allowances were paid on a timely and accurate basis to all
eligible youth. .

J. Staff training was carried out in recruitment and outreach.
IT. Indication of current problem
There arc no current problems which will delay our performance.
TI1. Program Status
The program has scrved 300 participants to date. A number of applicunts

continue to be reviewed so that additional cnrollecs might be sclected to
participate in the overall program.
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IV. Program activitics to be .:lcccunplishcd during next 1
A. Folders will be kept up-to-date.
B. Classroom training will continue.

C. Clinical training will continue.

D. Outreach, counseling, job development and job pla.

continue.

E. Project staff will evaluate the basic components ¢: °!
F. Additional participants will be selected to parti.i - -
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The CHAIRMAN. As I understand it, these are examples of submis-
sions from Southern Vocational College. On the invoice section at
the bottom left, we have the recommendations signoff and signa-
ture of this program rep. In your opinion, does this substitute for a
complete, objective review? )

Mr. PaTroN. No, sir. While this is helpful and the information
cah certainly be used to monitor the program to a degree, you have
to at least engage in some form of verification of what you find on

. these documents.

The CHAIRMAN. Is this program representative an accountant or
a contract officer—in this case?

Mr. PaTToNn. Not to our knowledge.

The CHAIRMAN. On page 11 of your statement, you discuss the
role of the ing committee. This committee approved or disap-
proved awards, as I understand it; so they are taking responsibility
for crossing t's and dotting i's. It seems that they can have it on
one side of the fence or the other: Either they are not responsible,
because they cannot accommodate all the details and recommenda-
tions from program reps; or if the decision is made to award, they
should possess information not available to program reps. At least,
these are my observations.

Mr. CrissMAN. Your observations are correct, Mr. Chairman.

The CHAIRMAN. If this steering committee mechanism is sup-
posed to substitute for normal Government award procedures, then
should not its own internal records and documents reflect this
themselves?

Mr. CrissMAN. That was the only problem with the steering
committee. As evidenced in our report, we found very little infor-
mation available on what was discussed about each particular
award, who was present, and why a decision was made as to
whether an award was approved or not.

The CHAIRMAN. So you are saying that one of the recommenda-
tions you were making here or have made to the Department of
Labor is that there should have been written operating procedures
and a record of these procedures made in the case of every award
or grant?

Mr. CrissMAN. To provide an adequate audit trail, that is true,
Mr. Chairman. , ¥

The CHAIRMAN. I see. And that would of course help the Depart-
ment, would justify the file, would justify the award, and in the
end you would be able to see how effective that particular awardee
was with the use of taxpayer funds? S

Mr. CrissMAN. That is correct.

The CHAIRMAN. Senator Kennedy?

Senator KENNEDY. I do not think you would get any argument
out of any of us about the importance of competitive bidding in the
granting of various contracts.

Could you just review again what your information was with
regard to the sole source contracts that were granted? I think you
said about 80 percent, did you not?

Mr. DEnsMORE. In our sample in the first report, Senator, there
was a total of 479 awards in the universe. We eliminated about 319
of those, because they were awarded on a formula basis or because
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they were farmworker programs for which competitive bidding
procedures were followed. ) _

Of the 160 awards that remained, these were special projects—
one-of-a-kind types of awards. Approximately 80 percent of those
160 were awarded on a sole source :l‘)asxs " e

Senator KENNEDY. I see. And how many of those were continuing

?

ﬁ:. PatroN. The percentage, as I recall, was about 80 percent.

Senator KENNEDY. Of ttlilam 8}? qperoent were just ongoing and
continuing programs—is that right?

Mr. PATTON. Yes, sir; I think that is the correct figure.

Senator KENNEDY. So 80 percent of the 80 percent were just
ongoi.ng:.nuglcontinumg' grants. Is that correct?

Mr. D ORE. Yes, sir.

Senator KennNepy. How typical is that in other agencies of Gov-
ernment—for example, in the Defense Department? :

Mr. DensMORE. ] cannot answer that, because we have not been
involved with Defense Department programs, Senator. I do not
know the answer.

Senator KENNEDY. I am just trying to get information myself on
it, and I am just interested in how unique or unusual that is.

Mr. DENsMORE. There are a number of grants or contracts that
would be on a continuing basis. What we cannot answer is what
the percentage would be in other places.

Senator KENNEDY. Let me ask you just a subjective question.
That is, to the extent that you believe that the problems that the
GAO has identified here are basically institutional and procedural,
and to the extent that they are- basically subjective or part of
inappropriate behavior I would be interested in your assessment.

Mr. DEnsMORE. Yes, sir. What we did was look at the system—
the policies, procedures, an;iodpractices——and we found that they
were poor; they were not good; there was not a good contracting
system; there were not good policies and procedures that require
what we consider to be good contracting principles.

Senator KENNEDY. I see.

Mr. Densmore. That is why our recommendations were ad-
dressed to improving the management of the administration of
grants and contracts.

Senator KENNEDY. To the system’s change?

Mr. DENsSMORE. Yes, sir.

Senator KENNEDY. Most of these recommendations are aimed at I
guess what you would characterize as sloppiness at best and per-
haps mismanagement, or whatever. I gather from what you are
saying that basically they did not within this Department have the
kind of discipline, the kind of auditing, and the kind of manage-
ment procedures which you feel are in the best interest of protect-
'ing_ the taxpayers’ money and achieving the objectives of the legis-
ation. '

Mr. DeEnsMORE. That is correct, sir.

Senator KENNEDY. I think that is important for us to know.
Obviously, those are matters which we in this committee have to
address and the Department itself has to address.

Do you have any idea whether those procedures have been
changed since you made your recommendations?
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Mr. PaTTON. Yes, sir; we do. We have worked with the adminis-
tration. They are developing a directive designed to implement
most of our recommendations.

Senator KeNnNEDY. Fine. That is certainly important.

In conducting your review of the CETA awards, did you inter-
view the former Secretary, Ray Marshall, or determine what the
policies were in connection with such awards and whether he
thought the procedures that were being followed were proper?

Mr. PaTTON. No, sir; we did not.

Senator KeNnNEpY. Why did you not?

Mr. PaTroN. Normally it is our practice, when we are evaluating
particular projects or programs, to deal with the officials that are
in the current administration. Obviously, we were reviewing the
files at Labor, looking at documents that were there, and dealing
with the individuals that are currently handling those programs
and those particular awards.

Senator KENNEDY. He was Secre of Labor then. He bore the
responsibility for that Department, did he not?

. Mr. Patron. Yes, sir.

Senator KeNNEDY. When you saw the failure to develop proce-
dures which you have identified here, would you not go to the head
of the Department and ask him what was going on and say, “How
do you respond to these concerns that we have developed?”

Mr. DensMoRE. Our policy is that when we do complete our work
and we prepare a draft report, we do send it to the agency for
comments.

Now, you have a situation here where the report was prepared
after Secretary Marshall had left; so the report went to the then- -
current Secre of Labor; and he commented on the policies,
procedures, and findings.

Senator KENNEDY. Whil&iou were doing the review itself, you
did not feel compelled to to him, in spite of the fact that you
had found what you considered to be flawed procedures? You did
not feel compelled, prior to the time you were going to make the
reﬁrrt to the Congress, to talk to Mr. Marshall?

. DENsMoORE. Very seldom, sir, do we have the opportunity to
iieal direct,lrt y with a Cabinet-level official with regard to a particu-
ar report. :

Senator KENNEDY. Did you request it, or did you not request it?

Mr. DENsMORE. No, sir; we did not.

Senator KENNEDY. Did you in the course of your review inter-
view Lam.?nd Godwin, the former director of the Office of National

ams?

r. PaTToN. No, sir; we did not.

Senator KENNEDY. Did you request such an interview?

Mr. PaTTON. No, sir; we did not.

Senator KENNEDY. Why did you not?

Mr. PaTtroN. Again, as I mentioned, we dealt with the Acting
Administrator who was handling the programs. For that reason,
we did not contact Lamond Godwin.

_ Senator KENNEDY. I suppose what we are basically talking about
in this hearing is criticizing the procedures which were established
under his responsibility. That is what I am hearing this morning. I
am just wondering, in your outline of these procedures, why you do



70

not go up and talk to him and hear him out. Maybe he has got
answers; maybe he has not. I would think it would be useful to our
evaluation to hear what that response would be. )

Mr. DENSMORE. Senator, generally it is not our practice to look
for particular individuals. What we are dealing with is the system.

Senator KENNEDY. That is right. And he has a responsibility for

that system, I would expect.
* The CHAIRMAN. Maybe we need some procedural changes at the
General Accounting Office as well, so that we go to these people
and let them know what is wrong. Of course, we have to presume
our Administrators are doing their jobs too and that they under-
stand the percentages and the figures they are given.

Mr. DensmoRre. We are looking at systems, policies, and proce-
dures that have been in effect over a period of time. Those do not
always change with a change in administrations. So what we saw
after the change in administration was pretty much the same
policies and procedures that we saw before.

Senator KENNEDY. I see. For what period of time before?

Let me say before we go any further that I am a strong support-
er of the GAO and I think they have done very effective work for
the Congress in a variety of areas in which I have been interested.
I want to mention that.

How long have these procedures or lack of procedures been in
effect, to the best of your information?

Mr. PatroN. To the best of our knowledge, I would say since, I
guess, the inception of the CETA programs.

Senator KENNEDY. Some 2, 3, 4, 5, or 7 years?

Mr. PAaTTON. About 5 years. ,

There is one point we would like to emphasize, too. While it
would be important to talk to the past Administrator, I think in all
cases we have to point out that you would expect to be able to find
adequate documentation for the type of decisions that we were
looking at—I think that is very important, and it relates to the
system—such that, as these people move on, we do have evidence
of what has occurred in the past. 5

Senator KENNEDY. Continuity and consistency, so you can make
evaluations and judgments—I would think you would have to have
that.

In your review. did you interview the former head of the Office
of Youth Programs? : .

Mr. Parron. No, sir; we did not.

Senator KENNEDY. Was there any reason for that?

Mr. PaTToN. It would be the same explanation. .

Senator KENNEDY. Did you interview Ernest Green, the former
administrator of ETA?

Mr. CrissMAN. Senator, we attempted to contact Mr. Green re-
garding his role as a member of the titles III and IV steering
con;lmittee. At that point he declined through his attorney, to talk
with us.

Senator KENNEDY. Did you ask him at all about his actions as
the administrator of ETA or merely concerning his work on the
steering committee?

Mr. CrissMAN. Just with the steering committee.
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Senator KENNEDY. Would it have been helpful if you had asked
him about his work as the administrator of ETA?

Mr. CrissMAN. It might have been helpful.

Senator KENNEDY. But that was not done?

Mr. CrissMAN. It was not done because most of the analysis on
thls review was performed after Mr. Green had left office.

Senator KENNEDY. After he left office?

Mr. CrissMAN. That is right.

Senator KENNEDY. The only point I would make is this: I would
think there would be some value to interview the former ETA
officials responsible for program awards, at least to hear from
them in terms of making the judgment.

I have no further questions.

The CHAIRMAN. Senator Quayle?

Senator QUAYLE. Thank you, Mr. Chairman.

You have made a number of recommendations for changes in
procedure. Can these changes be made administratively, or are we
going to need some statutory changes?

Mr. Densmore. They can be made administratively, Senator.

Senator QUAYLE. In other words, you are saying that it has been
bad administration and management meﬁicency that have brought
on these problems and there are no defects in the present legisla-
tion that we have?

Mr. DENsMORE. There are no defects in the legislation. I think
what we are talking about is poor grant and contract administra-
tion—lack of policies and procedures to adequately protect the
interests of the Government. :

Senator QUAYLE. As we rewrite the CETA law next year, would
it be your recommendation not to change any of the contract
procedures for employment and training programs?

Mr. PaTToN. I do not think we would be in a position to comment
on that at this time.

Senator QUAYLE. Oh, come on. Help us out.

Let me ask the question again. Is it just crummy administration,
or are there some structural changes in the law that we are going
to have to deal with? I think it is important for this committee to
know. If you do not want to answer today, maybe the chairman
could request you to submit it in writing for the record, but I think
this is very fundamental. Are we just talking about administration,
or are we talking about some legislative remedies?

The CHAIRMAN. | agree with Senator Quayle. I think it is a
fundamental question. Is the law directed too broadly, because it
does not put in enough restraints, restrictions, or Bllﬁ; ons; or
does it give too much power to the Department of r to do
whatever it wants to do?

Mr. DensMoRe. To the best of our knowledge, Mr. Chairman,
there is no problem with the grant and contracting provisions in
the legislation as it relates to the Department of Labor. It is the

administration—the policies and p ures.

Senator QUAYLE. Just policies and procedures. So it would be
your recommendation, in dea.hntghﬂwlth the legislation next year,
that we do not need to really be that much concerned about chang-
ing the statutory language on contracting Jarocedures for employ-
ment and training programs. Is that correct?
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Mr. DensMORE. That is correct, Senator. .

I think that if we felt legislative changes were required to correct
the problems identified in our 2 reports we would have made
recommendations to the Congress in that regard. Our recommenda-
tions were directed to the Secretary of Labor so that they could be
made administratively. o _

. Senator QUAYLE. I would say the administration has got a lot of
work to do then.

Thank you, Mr. Chairman.

The CHAIRMAN. You are welcome, Senator Quayle.

What you indicated, Mr. Densmore, is that you feel as though—
well, all of you feel the procedures and the administration need to
be tightened up.

Mr. DENSMORE. Yes, sir; that is correct.

The CHAIRMAN. You are talking about the Department of Labor's
Office of National Programs which administers about $600 million
each fiscal year in grant and contract awards under the Compre-
hensive Employment and Training Act and the Older Americans
Act for Employment, 'I‘rainj.ug. and Related Services.

As I understand it, you undertook this review to assess how well
the office carried out its administrative processes. Mr. Patton, you
indicated that you felt that these mistakes, or these excesses, or
these mismanagement activities took place over the last 5 years.

Mr. PaTTON. Yes, sir; it could have been over that period of time.

The CHAIRMAN. Could it have been longer than that? :

Mr. PatroN. I could not be certain on that.

The CHAIRMAN. | agree with Senator Kennedy: If you found that
there was a mism ement problem, I would hope you would
refer this back to the r people. If there is a mismanagement

“problem, I think you ought to chat with the managers themselves
to point it out.

Did you think that you really needed to do that in this case, or
was .El-us so easy to understand that any manager should be looking
at it?

Mr. DensMoORE. We did not think, Mr. Chairman, that it was
necessary to go back to the people that had been in the prior
administration, because we were dealing with systems policies, pro-
cedures, and practices that have been carried out over a period of
time.

The CHAIRMAN. In other words, when you did this review for me,
it was after Mr. Godwin and Mr. Green had left?

_Mr. DEnsMORE. That is true on the CETA III and IV report—yes,
sir. _

The CHAIRMAN. I see. So there is no reason to go back to them
with regard to that?

Mr. DEnsmORE. That is correct. .

The CHAIRMAN. Were you investigating them and doing general
analysis while they were in office?

Mr. DENsmMORE. We were not inveatiﬁat.ing any specific individ-
uals. What we were looking at was the system by which Labor
awarded its grants and contracts.

The CHAIRMAN. I see. Are you telling me that the GAO really
desires to stay out of those political decisions or decisions that
regard management decisionmaking?
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Mr. DEnsMORE. No, sir. I think we are talking about manage-
ment and decisionmaking that did take place. However, what we
are pointing out is that there were a number of deficiencies in the
way the decisions were made. They did not have good contracting
policies and procedures. L

The CHAIRMAN. Can you give us any reason, in your opinion,
why they did not?

Mr. DEnsMORE. No, sir.

I might say that some of the things that we are talking about
here we have found in other Government agencies and other grant
and contract work that we have done—the type of thing such as
lack of justification for sole source awards, inadequate monitoring
of performance, lack of evaluation of performance by the awardee,

of submission of progress reports, and so forth. These are
typical of other findi that we have had in other work through-
out the Government. this is not unique to the Department of
Labor.

Senator KENNEDY. What was the answer to that last question?
What were you sa%tﬁ?

Mr. DENSMORE. t we said, sir, was that the types of problems
we have identified are not unique to the Department of Labor. We
have seen them in other agencies and departments throughout the
Federal Government where we have done contract work.

In answer to the question that you asked before, what I could not
give you was the percentage. )

The CHAIRMAN. You mean to tell me this is a widespread ap-
proach toward contract management in the Federal Government?

Mr. DENsMORE. In a number of instances, if you go into other
iiepartments and agencies, you will find these and similar prob-
ems.

The CHAIRMAN. What you are saying then is that the taxpayers
of America are basically being ripped off because of a lack of good
management and controls. Are you not characterizing it that way?

Mr. DensMoRE. What we are saying is that there is a need to
improve contracting policies and practices not only in the Depart-
ment of Labor but in other Government agencies.

The CHAIRMAN. All right. You back that up with some statistics.
You say that of the 479 awards in your sample universe only 130—
27 percent—contained evidence of cost evaluation. Would you think
that to be a serious defect?

Mr. DENSMORE. Yes, sir. |

The CHAIrRMAN. Do you think any manager in any business in
this country would fail to look at cost evaluation aspects of his
business?

Mr. DEnsmoORE. He should not.

Tht'a) CHAIRMAN. Should any manager in the Federal Govern-
ment?

Mr. DensmoRE. No, sir.

The CHAIRMAN. You say that 143 awards—30 percent of your
sample—had documented technical aspects, that is, work state-
ments and evaluations. That is a pretty small percentage, is it not?

Mr. DENsMORE. Yes, sir.

The CHAIRMAN. And you are saying this is similar in other
departments throughout this Government?
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Mr. DENSMORE. I am saying that you would find these and simi-
lar problems; but we cannot, once again, relate the percentages.

The CHAIRMAN. Do you consider this serious?

Mr. DENsMORE. Yes, sir.

The CHAIRMAN. Very serious?

Mr. DENSMORE. Yes, sir.

- . The CHAIRMAN. So do I.

The award files you say also indicated that negotiations were
conducted for only one-third of the awards. Costs were negotiated
for 153 awards—32 percent. Is that serious?

Mr. DENSMORE. Yes, sir.

The CHAIRMAN. Very serious?

Mr. DEnNsMORE. Yes, sir. i

The CHAIRMAN. Does any of this shock you?

Mr. DEnsMoRE. No, sir. [Laughter.]

The CHAIRMAN. Why does it not shock you, Mr. Densmore? It
sho%ks the heck out of me, I will tell you. Why does it not shock
you? )

Mr. DENsMORE. Because we have seen similar situations in other
places, Mr. Chairman.

The CHAIRMAN. Overall, this is somewhat shocking?

Mr. DensMORE. Yes, sir.

The CHAIRMAN. You are doggone right, it is.

Let me ask you this: You say that negotiation on technical
aspects occurred in 151 awards—32 percent. Where these activities
did occur, they were often poorly documented and poor negotiating
techniques were used. o

What you are saying here is what this thing is all about—that is,
we do not want this to happen again. In other words, the individ-
uals may be incidental in this matter. We are not out here to try
and malign anybody. We want to stop this stuff. We want to get
the Government under control and get people so that they work in
a dedicated fashion. There are many people in the Government,
you are saying, who do work; but apparently there are some who
are not doing it either in a dedicated fashion or in a competent
fashion. Is that correct?

Mr. DENsMORE. Yes, sir.

The CHalrRmMAN. OK. You also say 34 percent of the awards
showed no evidence of monitoring, 47 percent showed little moni-
toring, and only 19 percent showed regular monitoring. What do
you think about that? Is that serious?

Mr. DENsMORE. Yes, sir.

The CHAIRMAN. Would you want your business run that way?

Mr. DENSMORE. No, sir.

The CHAIRMAN. And 31 percent of ONP's awardees failed to
submit most of these —"“70 to 80 percent of the required progress
and fiscal reports for the latest performance period at the time of
our review." Is that serious?

Mr. DENSMORE. Yes, sir.

The CHAIRMAN. Very serious?

Mr. DENSMORE. Yes, sir.

The CHAIRMAN. Is that not shocking to you?

Mr. DENsMORE. No, sir. [Laughter.]
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The CHAIRMAN. The reason it is not shocking is that it is, as you
said, widespread throughout the Government. Is that correct?

Mr. DENSMORE. Yes, sir. i

The CHAIRMAN. But the fact that it is widespread throughout the
Government is shocking, is it not?

Mr. DEnsMORE. Yes, sir

The CHAIRMAN. ‘Twenty—four percent did not submit most of the
required reports for prior reporting periods.” Is that serious?

Mr. DENsMORE. Yes, sir.

The CHAIRMAN. Could you run a business that way?

Mr. DensmoRE. No, sir

The CHAIRMAN. “In only 17 percent of the cases where most
mportswemnotsuhmxtteddﬁweﬁndmdenoethatONPtnedto
obtain the missing reports.” Is that serious?

Mr. DENsSMORE. Yes, sir. :

The CHAIRMAN. You said that based on your sample 82 percent
of, ONP’s awards were renewals. I know this may be an unfair
question—and you can answer it that you think it is unfair—but
would you have issued renewals under those circumstances?

Mr. DensmoRe. I think the point we are trying to make, Mr.
Chairman, is that when you are qomg to renew, it would be a good
practice to evaluate the awardee’s performance to see whether or
not he is doing an adequate job and should have the grant re-
newed. If he is doing an inadequate job, you may want to think
about another awardee to perform the award.

The CHAmRMAN. Would you make awards if you did not have this
kind of evaluation—the kind that you are suggesting should have
been changed at the Department of Lahor"

Mr. DENsMORE. No, sir.

The CHAIRMAN. Thank you.

Senator Kennedy?

Senator Knmmv With all respect, I think you were doing a
review at a time when individuals who had had responsibility for
those departments; had left the Government. Since what happened
during their service is obviously going to reflect on them and their
professional careers, it does seem to me, just as a member of this
committee, that it would be useful, wise, and helpful to this com-
mittee that those individuals be asked about the reasons for the
problems that you have identified here. They are out of Govern-
ment; they are doing other things. We are trying to make the
judgment whether these are administrative deficiencies. Some have
suggested that they are individual deficiencies.

In any event, you are not an investigative in that sense or
prosecutorial part of the Government, but I do think that in fair-
ness to those individuals it is valuable to have that information.

- The other point is this: We are talking about sole source con-
tracting; and as I understand it, the Defense Department has 12
million contracts of which 60 percent are sole source, amounting to
$45 billion in 1980.

Every time they give a sole source, they publish that. They give
30 days of public notice. It does not prohibit the sole source, but it
does require notification, so that interested committees or others in
the Department who have responsibilities, have the opportunity to
examine that. Maybe that is a useful step.
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It does seem to me that given your responses to these questions
our committee ought to be willing to work with the Government
Operations Committee of the Senate and the House equivalent as
we view the contracting procedures for all agencies of Government
and make some recommendations.

I just want to indicate to you, Mr. Chairman, that I would be
more than willing to work closely with you and the other members
of this committee to see what can be done in terms of the contract-
ing procedures, whether it applies to these programs or other pro-

grams, and see if we cannot find ways to try to insure that the
kind of tiqht process and procedures are established to insure that
the public’s funds will be protected. )

No one who listened this morning could help but be enormously
distressed by the failure of procedures in the past. How long that
has gone on, I guess that is difficult for us to assess. The fact is
that it has gone on, and it is unacceptable, and the indications of
these witnesses that it is going on in other agencies of Government
make it totally unacceptable as well. "

I would certainly hope that on this important issue we would not
just let this thing go by, with one hearing where everyone is in

ere today and out tomorrow. We have some very important re-
sponsibilities that we have been reminded of* in the course of this
hearing, and I just want to indicate my full cooperation and sup-
port in seeing what can be done, whether in this Agency or any of
the agencies we have jurisdiction over, or the extent to which we
can work with our other colleagues to try and remedy this situa-
tion.

I want to thank the panel for their appearance here.

The CHAIRMAN. Thank you.

Senator Quayle?

Senator QUAYLE. Let me just ask one further question. Do you
feel that the Department of Labor has failed to set aside enough
resources, personnel, and money to properly administer the con-
tract procedures? :

Mr. DeNsMORE. We did not address that, Senator; and I do not
think we can really answer that with any basis.

Senator QUAYLE. In other words, you do not have any comment
on whether they in fact paid enough attention in the matter of
personnel and availability of money to make sure there was proper
monitoring, evaluation, and onsite inspections? '

The CHAIRMAN. That is a good question. They had people in
place, did they not? There are all these jobs that could have done it
if they had wanted to do it, could they not?

- Mr. DensMORE. Yes, sir. There are people who do have that
responsibility.

The CHAIRMAN. And they are being paid by the Federal Govern-
ment—some of them quite well—are they not?

Mr. DensmoRre. That is right. The question that we cannot
answer is, do they have enough staff and funding for monitoring
purposes. We did not address these questions in our work. What we
found was a number of cases where proper award procedures were
not being followed.

Senator QUAYLE. But they had the personnel to do it. It just
simply was not being done?
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Mr. DensMoRe. They had the personnel certainly to do much
more of it than was being done. I cannot answer whether or not
they had enough to do everything that should have been done.

The CHAIRMAN. All right. That is fair.

We want to thank you, and I want to personally thank Senator
Kennedy for his cooperation and recognition that these hearings
dre important.

I encourage all of our colleagues in the other committees as well,
just from listening to you today, that we ought to be holding these
oversight hearings, and we ought to see that this type of contract-
ing stops and that we get some sense into the Federal Government
and into the utilization of taxpayer funds. )

Everybody gets irritated, and some people may get maligned,
because of improper procedures, improper methods, improper man-
agement, and improper administration in these areas. It is not fair
to anyone concerned.

I think that if these hearings have one salutory effect it is going
to be that I think everybody in the Federal Government is going to
have to start thinking twice before they ignore normal and reason-
able management processes and procedures with regard to giving
out taxpayer moneys.

In this particular case, I am shocked by the fact that $455,000
goes out to allegedly help people get jobs and not one person gets a
Jjob in 10 months. I think of little programs all over this country
where they are really busting their guts to get some of these young
kids jobs, especially these young blacks—46 percent unemployed 2
months ago, and 37 percent now—and we blow $500,000 down the
drain because of improper management techniques. ,

This kind of stuff, I think, has got to stop; and this committee is
going to do everything in its power to get it to stop. And you
fellows have played a very important role in this process today. I
think your testimony goes beyond this committee.

It is shocking that it occurs in the Department of Labor, but it is
also shocking that it is occurring elsewhere throughout Govern-
ment—this albatross that every one of us pays for.

Thank you so much. We appreciate your coming.

[The prepared statement of Mr. Ahart follows:]

K7-RBll O—BZ——b
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STATEMENT OF GREGORY J. AHART, DirecTorR, HUMAN RESOURCES DIVISION,
GENERAL ACCOUNTING OFFICE

Mr. Chairman and Committee members, we are pleased to be
here today to discuss our two recent reports on Labor's admin-
istration of its employment and ﬁraining activities under titles
II1 and IV of the Comprehensive Employment and Training Act of
1973 (CBTAi (29 U.S.C. 801, as amended by Public Law No. 95-524).
CETA was enacted to provide job training and employment opportu-
nities for economically disadvantaged, uncnployed; and under-
employed persons and to assure that training and other services
lead to maximum employment opportunities and enhanced self-
sufficiency. Both reports pointed to weaknesses in Labor's
avards practices which could hamper it in achieving the act's
objectives.

The first report, issued to you as Chairman of the Committee
on August 28, 1981, is entitled "Labor Needs to Better Select,
Monitor, and Evaluate Its Employment and Training Awardees"”
(HRD=-81-111). This report was our first comprehensive look
at how the Office of National Programs, hereafter referred to
as ONP, within Labor's Employment and Training Administration,
administers its grant and contract awards. ONP administers
several proygrams for persons with severe disadvantages in labor
markets through four program offices under authority contained
in CETA title III. It also administers a program authorized by
ti:ie IX of ,the Older Americans Act (42 U.S.C. 3001 and' 3056),
as amended by the Older American Amendments of 1975.

Our second report, sent to you on August 31, 1981, is
en:x:}ed "Information on Funding Commitments From Comprehen=-

sive Employment and Training Act Titles III and IV During
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Fiscal Year 1981" (HARD-81-145). This report dis?ussad how
Labor made many awards during the closing months of the past
administration. These awards were administered by ONP under
CETA title III and by the Employment and Training Adminiltfa-
tion's Office of Youth Programs under CETA title IV. Title IV
provides for a broad range of employment and training programs
to improve the employability of youths and to experiment with
methods for achieving this objective. While many of the awards
we reviewed were for youth programs, the award documents were
signed by three ONP officials. ?hii was done because Office
of Youth Programs' officials were not delegated authority to

sign grant or contract awards.
" LABOR NEEDS TO BETTER SELECT
MONITOR, AND EVALUATE 1TS

EMPLOYMENT AND TRAINING AWARDEES"

' The objective of our August 28 report was to conmprehensively

evaluate how ONP administered its employment and training awards.

We reviewed a statistical sample of 175 liardl from an estimated
universe of 479 awards made in fiscal year 1979. The 1979 awards

were chosen because, at the time of our fieldwork, the awards

were in place long enough to enable us to evaluate ONP's adminis-

tration of them. We made a statistical sample and were able to
project our sample results to the universe of 1979 ONP awards.
Since we were interested in ONP's administrative practices
for awarding and administering its awards, we did not visit
awardees to assess how well the service deliverers carried out

award activities or to what extent the client populations
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benefited. We found a number of weaknesses in ONP's procedures
and practices throughout the award process. ONP
-=-often used sole source awards without adequately
<. justifying them;
--rarely evaluated or negotiated award proposals
sufficiently before funding them;
--sometimes authorized, without adequate safeguards,
awardees to start work before the award was finalized;
--did ﬁot consistently ﬁnd adequately monitor awardee
performance to insure award terms were met; and
--gseldom evaluated awardees before renewing their

awards.

Use of sole source awards

Offering all qualified individuals or organizations the
opportunity to compete for awards is an accepted principle for
obtaining better work agreements and/or lower costs. While
occasionally competing for awards is not practical or appro-
priate, we believe the principle of open competition should
be the preferred method for making awards. Because of the
advantages of competitively made awards, any sole source award
should be fully justified as to why no other potential awardees
were considered.

ONP did not make extensive use of competition and seldom
adequatel ‘ustified its sole source awards. Overall, ONP con-
sidered more than one applicant only 21 percent of the time

(102 awards). Of the other awards, about 50 percent (237
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awards) were made based on formula allocations, 1/ and 29 percent
(140 awards) were made on a sole source basis for special proj-
ects 2/ without considering other organizations. For thc-spectal
pfojcct awards made on a sole source basis, the records seldom
indicated why ONP did not consider other potential awardees.
Evaluating proposals and - .
negotiating uitE_gppIic!gsg

Labor regulations require that each funding proposal contain

a narrative description of the proposed program and an adequate
budget justification. Before making the award, ONP should fully
evaluate both the cost and technical aspects of the proposal.
When problems are identified, ONP should negotiate with the
applicant to reach the most advantageous agreement to the
Government.

Of the 479 awards in our sample universe, only 130 award
files (27 percent) contained evidence of cost evaluation and
only 143 (30 percent) documented technical aspects (work state-—
ments) of the evaluation. Award files also indicated that
negotiations were conducted for only one-third of the awards:
costs were negotiated for 153 awards (32 percent), and negotia-
tion on technical aspects occurred in 151 awards (32 percent).
Where these activities did occur, they were often poorly docu-

mented and poor negotiating techniques were used.

1/These awards were made by allocating funds to eligible and
qualifying organizations based on the size of the population
to be served and, for Indian programs, income and unemploy-
ment levels.

2/0ther than formula awards and awards for nationally competed
farmworker projects.
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In addition, many of the awards approved by ONP did not
adequately describe what the awardee proposed to do or justify
the planned. use of Eun&s. Proposals contained vague narrative
program descriptions, and salary schedules were often wrong.

In a few cases, awards were made with no justification as to
how funds would be used. For example, the work statement for

a $§1.3 million award to provide job training in the automotive,
agricultural implement, and aircraft industries did not specify
any skills or trades the enrollees were supposed to learn. In
another case, a $2.3 million award had net budget errors of
nearly $1.6 million in the original award and subsequent
modifications--5688,700 in the original budget, $484,800 in

the first modification, and $394,700 in the second modification.

The errors were made primarily in computing enrollee wages and

fringe benefits.

Preaward work authorizations

One of ONP's program offices often provided its potential

awardees with preaward work authorization letters 1/ allowing

1/Federal Procurement Regulations (41 CFR 1-3.408) and Labor
procurement regulations (41 CFR 29-3.408) authorize the use
of a "letter contract" as a preliminary contractual instru-
ment which authorizes the contractor to start work when (1)
the interests of the Government demand that the contractor
be given a binding commitment so that work can start
immediately and (2) negotiation of a definitive contract
to meet the procurement need is not possible. ONP issued
both "letter contracts" and "letter grants" in our sample
universe. An official in Labor's Office of the Solicitor
told us that there is no specific authorization for an ar-
rangement similar to a "letter contract"™ which will result
in a grant. However, he told us that, since "letter con-
tracts" are binding contracts, "letter grants" would also
be viewed as binding grant awards. Since the purpose of
the letter contract and letter grant authorizations was
the same, we are calling them "preaward work authorization
letters."”

G =
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them to start work and incur costs before the actual awards
were finalized.

Labor's &c:tng0801icitnr at the time of our review told
us that the preaward authorization letters constitute binding

Ithoenen:l between ONP and awardees and legally obligate ONP
to reimburse awardees for allowable costs incurred before the
awﬁrds are finalized. The Acting Solicitor also told us that,
if negotiations should fail to produce an award, ONP would be
legally required to pay any program costs incurred by the
awardee up to the point of denial.

None of the ONP preaward authori:atian letters contained
sufficient language to protect the Government's interests.
Ex;mples of safeguards that were seldom found in the authoriza-
tion letters included a dollar limit on costs authorized to be
incprred; a statement of work to be performed, and a cutoff

date for the authorization.

Monitoring of awardee progress

Monitoring is the process by which the Government reviews

awardees' progress to make certain that it receives the goods

or services for which it pays. However, the award files in

our sample universe showed little evidence of active monitoring,
through trips, correspondence, or other Labor-initiated contacts
with the awardees. Thirty-four percent of the awards showed no
evidence of monitoring, 47 percent showed little monitoring,

and only 19 percent showed regular monitoring. While a primary
method of monitoring is reviewing awardees' progress reports
required by award terms, 31 percent of ONP's awardees failed to

- =
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submit most (70 to B0 percent) of the required progress and fiscal
reports for the latest performance period at the time of our
review. Twentyffour percent did not submit most of the required
reports for prior reporting periods. 1In only 17 percent of the
cas;s where most reports were ﬁot submitted did we find evidence
that ONP tried to obtain the missing reports.

Finally, when ONP representatives identified awardee
problems, they did not always attempt to resolve them. In addi-
tion, we found many problems that the representatives had not
identified.

For example, although one awardee's statement of work
showed it would undertake eight tasks, the files showed no
evidence of anything being done on seven of the tasks. The
ONP representative said that he had done nothing regarding
the apparent lack of activity on the seven tasks.

Evaluating project performance
oefore renewing awards

A major factor in a renewal decision should be the awardee's
performance under the preceding award. However, ONP did not
require that awardees' performance be evaluated before the awards
were renewed. Based on our sample, 82 percent of ONP's awards
were renewals, and only 13 percent had any meaningful evaluation.
Lack of separation of grant and

contract management from program
management responsibilities

Most of ONP's problems stemmed from Labor's failure to
separate grant and contract management responsibilities from

program responsibilities. The ONP officials charged with

- -
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insuring that good award management practices were followed
were also responsible for accomplishing program objectives.
Labor specialists in grant and contract management were seldom
involved in ONP award activities. Consequently, most of the
award activities, such as evaluating and uegoti;ting proposals,
were handled by program staff who placed little emphasis on
following good grant and contracting practices.

Recommendations and

Labor response
As a result of the problems we found, we made several recom-

mendations to the Secretary of Labor. Among these are that the
Secretary direct ONP to

--make greater use of competitive awards for its special
projects and fully justify any sole source award,

--require program offices to fully carry out and document
all evaluations of proposals and negotiations with
applicants,

--require that preaward authorization letters specifically
sfl;ate what the Government and awardees have agreed upon
to protect the Government's interests,

--place a greater ehphasis on its monitoring activities,
and

--prepare written assessments of an awardee's performance
under prior awards before refunding the awardee.

The Secretary should also separate ONP's grant and contract

management functions, including grant and contracting officer

authority, from its program management responsibilities.
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Labor has responded positively to our recommendations and
is taking actions to implement them.

" INFORMATION ON FUNDING COMMITMENTS
FROM COMPREHENSIVE EMPLOYMENT AND

TRAINING ACT TITLES III AND IV
DORING FISCAL YEAR 1981 ,

The primary objective of our August 31 report was to address
concerns relating to Labor's CETA titles III and IV awards from
September 1, 1980, through January 31, 198l1. We made a detailed
analysis of a selected sample of awards and reviewed the opera-

tion of the CETA title III/IV steering committee.

Detailed analysis of a
selected sample of awards

The sample chosen consisted only of awards administered
by ONP and the Office of Youth Programs because these offices
administered 89 percent of the titles III and IV dis&retionary
funds during the specified time frame. We identified a universe
of 193 awards, 88 administered by ONP and 105 by the Office of
Youth Programs, and subsequently analyzed 15 ONP and 19 Office
of Youth Programs' awards.

Detailed analysis of these 34 awards 1/ further substan-
tiated the findings contained in our earlier report and showed
that good contract and grant procedures were not alw;ys adhered
to during the award process. Following are some examples.

Example A

The purpose of the proposed $175,790 award was to study

alternatives for increasing the employability of disadvantaged

1/The awards involved l6 awardees in that some received
multiple awards.

-G =
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adolescent mothers by identifying resources and developing

resource directories to provide career information and guidance.

Our review showed:

-—The Office of Yoﬁth Programs' representative responsible
for this contract recommended against the award and
never completed the negotiation because (1) the proposed
statement of work failed to present a sufficiently
understandable and defensible approach and (2) the
objectives were "a mish mash of evaluation, technical
assistance and direct provision of services."

-=The former Administrator of ONP forwarded a preaward
authorization on January 15, 1981, to start incurring
costs of $20,000 for the period January 19 through
Fepruary 18, 1981, deqpitc the Office of Youth Programs'
representative's recommendation against the award.

--The Office of Youth Programs' representative said there
was no apparent reason for Labor to award this contract
because of its limited impact upon the labor market.

-=-0n April 2, 1981, Labor notified the awardee by tele-
gram that the award was being terminated for the
convenience of the Government. According to a Labor
contracting services official, Labor paid the awardee
$27,953 and closed out the award.

Example B

The awardee was a design, engineering, and analysis firm

specializing in solar environmental systems, energy technoloqy

- 10 -



88

studies, and product servicing and marketing. The company is
a custom manufacturer/fabricator of energy systems and devices.
One of the contracts this awardee received during the
§pec1£ied time frame was for $455,570, covering the period
October 15, 1980, to October 14, 198l. The award was finalized
on December 9, 1980, for the purpose of establishing a Hispanic
referral and recruicmenﬁ system to increase the employment
opportunities for professional Hispanics in the Federal Govern-
ment. Our review showed:

-=-Even though the ONP representative responsible for this
contract was concerned abou; the contractor's capability,
the project was funded at the insistence of the former
Administrator of ONP.

-=According to the ONP representative, the negotiations
took place on December 5, 1980, about 2 months after
the effective date of the award.

-=-According to the ONP representative, as of August 13,
1981, no one had received employment as a result of
this award.

--In a July 10, 1981, telegram, the awardee was informed
that the contract will not be refunded or extended
when it expires in October 1981.

Operation of the title III/IV
steering committee

Another concern related to the operation of a special
departmental committee established to review grant and contract

proposals. Our work showed that, through a September 25, 1979,

P b L
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memorandum, the Secretary of Labor established a steering com-
mittee to oversee the use of CETA title III dilcrlétonary funds.
In this memorandum the Secretary designated four individuals to
315 as a committee to approve or disapprove expenditures related
to the approved fiscal year 1980 title III funding plan. The
funding plan is the document that ONP prepares as a guide detail-
ing the projects this office hopes to fund during the fiscal year.
This committee also approved or disapproved awards from the CETA
title IV funding plan, although we found no similar memorandum
authorizing this action. ‘ )

We contacted each of the four committee members to discuss
their role and responsibilities. One member declined to talk with
us. The other three generally thought that their role and respon-
sibilities were (1) to review the award proposals for merit from
their respective organizational positions and (2) to ensure some
measure of accountability of the funds being spent. The decisions

they made on the award proposals were done on a consensus basis

and not by voting.

We found no written criteria to explain why these individ-
uals were appointed, no dates for their terms of appointments,
and no written operating proceduves detailing how they were
supposed to carry out their responsibilities.

Our review showed that determining if steering committee
actions were appropriate was difficult because records of meet-
ings were not well maintained. According to an ONP official,
separate minutes were to be kept on titles III and IV award
actions. The title III minutes do reflect what proposals were

- 12 -
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considered and what actions were taken; however, the minutes do
not show who was present, what was discussed about each proposal,
or how the decisions were made. Meetings regarding title IV, on
the other hand, had no recorded minutes. According to a former
assistant to the committee, only handwritten notes were kept on
the proceedings, and these were destroyed once the appropriate
title IV program staff were notified of the committee's actions.

CURRENT ADMINISTRATION ACTIONS

IN _RESPONSE TO G@Q'S REPORTS

Labor's Employment and Training Administration established
a task force to address the problems we found. The task force.
was comprised of Labor officials with diverse skills, including
specialists in contracting, financial management, management
analysis, and program assessment. The task force is developing
a directive designed to establish procedures for improving the
Employment and Training Administration's awards process, which
includes ONP ané the Office of Youth Programs.

We have met and discussed the proposed directive with Labor
officials on several occasions. Although at the time of our last
meeting the directive had not been finalized, the actions Labor
officials told us they planned to take appear to be an effective
means of improving the administration of its award activities.

Mr. Chairman, that concludes our statement. We will be
happy to respond to any questions vou or other members of the

Committee may have.
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HAND DEL IVERED

October 2, 1981

The Honorsble Orrin 6. Hateh
Chalrman
Cosmittes on Labor snd

Humen Resources
United Stetes Senate
Mashington, D.C.

Dear Mr. Chalrmen:

Your letter of September 24, 1981, sddressed to the Executive
Director of PUSH For Excellence, Inc., has been given to me for
answer and reply.

The eariler letter from your Committes, dated July 10, 1981,
was given to the Comptroller of our orgenizetion for response.
Untortunately, Mr. Ashford, the comptroller met with his untimely
death before he was sble to respond. This coused the delay:

In snswer to your questions, we wish to first state that we
sre wiliing to cooperste fully with your Committes. Also, |
wish to state that with respect to the Labor Department Grent
(CETA) made to PUSH For Excellence, Inc., the following facts are
stated In response to your questions.

(1) The grent was awarded In mid-Jenuary 1981.

(2) PUSH For Excellence, Inc., on Its own, terminated
the grant on September 29, 1981.

(3) As of this writing, PUSH For Excallence, inc., Is
not administering a CETA grant.

PESTENCEL
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The Honorable Orrin G. Hetch

October 2, 1981
Page Two

(4) PUSH For Excellence, Inc., has not entersd Into any
sub-contract nor “second tler" (sub-sub) contract.
Further, we do not presently have any service project
contracts nor did we enter Into any during the time
the grant was active.

(5) In view of our

s glven sbove, It |s evident that

we have not made sny payments To sub-contractors.

Should you have eny further questions please direct them
to me et mey address Indicated below.

Hand dellivered coples to:

The Illuminating Bullding
55 Publlc Square
Cleveland, Dhio 44113
(216) 241-1835.

" Do GHIIY”

Mr. Ray Mollenhoff

Committee on Labor snd Human Resources

Ms. Maggle Peak, Acting Comptroller,
Operation PUSH, Inc.

James L. Felder, Esq., Vice President
for Administration
Operation PUSH, Inc.
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The CHAIRMAN. mtﬁ?s m«; Assistant Secretary
for Employment an ining, Mr. isani )

Mr. Kngnt'l;mﬁ. would you raise your right hand? Do you swear to
tell the truth, the whole truth, and nothing but the truth, so help
you God?

Mr. ANGRisANI. I do.

The CHAIRMAN. Thank you. You may proceed.

STATEMENT OF HON. ALBERT ANGRISANI, ASSISTANT SECRE-
TARY FOR EMPLOYMENT AND TRAINING, DEPARTMENT OF
LABOR

Mr. ANGRISANL Thank you, Mr. Chairman. )

I am pleased to ap before you today to discuss the funding
and management of di i programs under titles III and IV
of the Comprehensive Employment and Training Act—CETA.

This administration, as you well know, is dedicated to the effi-
cient and effective operation of all Federal programs..It is our
intent at the Department of Labor that CETA paﬁmma be operat-
ed in the most cost-efficient manner possible that programs
achieve the stated goals of the act. Our management of CETA over
the next year will continue to be directed at realizing these pur-

The integrity of the Employment and ining Administration’s
management of CETA discretionary programs been of Egll_-eat
concern to me since my first day in office. When I arrived at ETA I
quickly became aware that there was considerable confusion in
contracting and funding of these programs. Specifically, the follow-
ing situation became apparent to me:

pending plans for tﬁscretionary programs under CETA titles III
find IV were apparently oversubscribed by approximately $42 mil-
on.

In many instances, proper contracting procedures were apparent-
ly not followed. .

There were no clear audit requirements or performance stand-
ards for contractors.

There was extensive reliance on noncompetitive or sole-source
funding of discretionary programs.

Letters and telegraphic contracts were frequently and inappro-
priately utilized.

There was no systematic monitoring of contractors and grantees.

My early perception of this situation has now been confirmed by
two recently released reports of the General Accounting Office—
GAO—on this subject which were discussed earlier. These two
reports, along with followup consultations with GAO staff, have
given us valuable insights as to the shape and dimensions of the
internal management problems related to our CETA titles III and
IV discretionary programs as well as useful guidance on how these
problems should be remedied.

Bringing order to the CETA titles III and IV discretionary pro-
grams, was one of the greatest challenges I faced during my early
weeks in office. I think that this challenge was met in a way that
reflects great credit upon the Department. I would now like to
summarize the actions that were taken in those early weeks.

B7-811 O—82——7
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On January 21, 1981, our first day in office, an immediate freeze
on any further obligations of Federal funds was imposed. This step
was taken on the basis of information that procurement activities
for CETA titles III and IV discretionary programs were out of
control. Available resources and spendinﬁv plans apparently had
been oversubscribed by a wide margin. Within days, ETA staff
developed reports on the extent to which these funding plans were
oversubscribed as well as a complete inventory of the hundreds of
l?;lntf;acts and grants that were “frozen in the procurement pipe-

e. ;

Over the course of the following 10 weeks, we undertook a review
of each grant and contract that had been awarded under the fiscal
year 1981 budgets for discretio resources under CETA titles ITI
and IV. I personally supervised this process and spent much time
reviewing information and assessments concerning several hundred
grants and contracts.

As a result of our review, we terminated more than 20 contracts
and reduced the funding levels for more than 100 others. All other
contracts were short-funded only through the end of the Kear (or
sooner, in some cases) to allow sufficient time for a more thorough
review of the contracts.

At the same time, we instructed staff to evaluate the perform-
ance of each discretionary program contractor and grantee and to
thoroughly review any audits of these contractors and grantees
prior to future funding.

By the end of March 1981, we had arrived at new spending plans
for both CETA titles III and IV discretionary p: that were
not only in balance but also designed to bring about a smoother
transition to the reduced funding levels projected for fiscal year
1982. That we had regained control over our budget was amply
demonstrated by our abihig to absorb the midyear rescissions of
$17.5 million from title and $50 million from title IV in a
manner that resulted in minimal disruption to program operations.

While we were able to handle the immediate situation through
these concerted management actions, we also needed to change the
system to insure that such problems would not happen again.
Therefore, we undertook a review of contracting procedures in ETA
and found them deficient in a number of res{:ects

For example, there was no tightly controlled formal process gov-
erning contracting. Therefore, I established a task force to develop
a new process and procedures to be used by ETA staff for develop-
g'ufhawarmng, and overseeing individual contracts and grants in

_The task force worked under my direct oversight and included
highly qualified Department of r employees having expertise
in Federal procurement procedures, financial management and
control, general administration of employment and training pro-

15, and management analysis. The task force also worked close-
ly with staff of the Office of the Solicitor on clarification of legal
issues and with the Office of the Inspector General for advice on
audit and investigatory matters.

I directed the task force to design a system to insure proper
monitoring, auditing, and followup. Where this was not done for-
mally, there would be required notification to my office and the
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Office of the Inspector General. The goal is to have procedures in
place making it clear exactly what is to be done and, where those
procedures are not followed, to require an explanation and justifi-
cation to the Assistant Secretary as to why they were not.

The new procedures are bei.nmemented through the issuance
of a formal standing agency directive, thus helping to insure a
long-lasting impact in terms of avoiding future recurrences of the
problems I have mentioned. I have already sent a copy of the draft
directive to the committee and would be pleased to make an ugdnt—
ed version available today. It also has been shared with the GAO,
the Inspector General, the Solicitor of Labor, and other congres-
sional committees. We have received a number of useful sugges-
tions and are in the process of i ting them in the directive.

I believe this directive will en ETA's award and adminis-
tration of contracts and grants in following areas: )

First, a more formalized and open process for funding titles III
and IV discretionary programs, I am instituting a formalized inter-
nal planning process to determine which programs are to be
funded under the discretionary account. The formal plan will be
utilized as the sole basis for funding discretionary programs under
titles IIT and IV. After the plan is approved at the departmental
level, it will be shared with OMB and the Congress. Anyone wish-
ing to have a proposal funded will have to go through this formal
planning process or an amendment to the plan.

Second, more extensive use of competitive procedures to award
contract grants. As a result of my direction it is now ETA’s policy
to make maximum use of competitive award procedures when issu-
ing contracts and grants. . . _

The CHAIRMAN. I am glad to hear that. _

Mr. ANGRIsSANI. Except for those programs that, by law or DOL
regulations, require the issuance of grants to agencies or organiza-
tions on a formula basis—for example, CETA prime sponsors and
State employment security agencies—it is now our policy to require
all awards to be made competitively unless it can be unquestiona-
bly justified and documented that a noncompetitive contract or
grant would be in the best interests of the Government.

Third, more rigorous assessment of performance demonstrated by
contractors and grantees before funding is renewed. We are now
requiring that the performance of individual contractors and grant-
ees be assessed and documented in detail before any decision is
made to issue them new funding agreements. This applies to old
contractors as well as new ones. I would like to emphasize that this
assessment process will include determinations as to whether or
not the contractors and grantees have fulfilled their responsibilities
relative to audit resolution and debt collection. Preaward reviews
will be required to determine the financial management capabili-
ties of new contractors or grantees with whom the Agency contem-
plates doing business. :

Fourth, more thorough evaluation and negotiation of contract
and grant proposals. At my direction, stricter evaluation standards
are being issued to insure that contract and grant proposals are
thoroughly evaluated by ETA staff and that negotiations with pros-
pective contractors and grantees are conducted in a rigorous
manner and are properly documented in the official written re-
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cords. Putting these standards in place will insure that there is a
detailed, documented audit trail in the procurement process.

Fifth, more appropriate use of letter and telegraphic contracts.
We will minimize the use of letters and telegrams that authorize
contractors and grantees to begin work and incur expenses before
their funding agreements have been fully executed. Given the fact
that such letters and telegrams will be necessary on certain occa-
sions, we have also established guidelines requiring that they in-
clude appropriate terms and conditions that will protect the inter-
ests of the Government.

Sixth, improved onsite monitoring of contractors and grantees.
We have established new standards that will serve to increase the
frequency and quality of the onsite monitoring that is conducted on
our contractors and grantees. We plan to monitor each contractor
and grantee onsite at least once a year. Also, Federal staff who
conduct monitoring visits will be required to prepare written re-
ports of their findings for prompt review and action by their super-

visors.

Last, a methodical review of financial and progress reports sub-
mitted by contractors and grantees. New procedural requirements
are in effect to insure that written financial and progress reports
submitted by contractors and grantees are promptly and carefully
analyzed by assigned Federal staff. Steps have also been taken to
insure that delinquent reporting by contractors and grantees is
detected and remedied early on.

In addition to these procedural reforms, I also intend to adopt
the GAO recommendation to separate the Office of National Pro-
gram’s grant and contract management functions from its program
management functions. The award management function, includ-
it;go%rgnt and contracting officer authority, should be independent
0 : .

The CHAIRMAN. Mr. Angrisani, we will prut your full statement in
the record, without objection. I wonder if, in the interests of time,
{_ou %ould summarize the rest of it so that we can ask some ques-

ions?

‘Mr. ANGrisani. OK. If I could just take a second, I will summa-
rize this then.

Those are largely the changes we plan to make.

One other point I would like to touch on concerns some of the
changes we have made in the audit resolution process, which is
also in my statement, Mr. Chairman. We had some 600 backlo,
audits that had been unresolved. We—Secretary Donovan and I—
pledged to the Congress during last year's appropriations process
that we would resolve those audits and bring ourselves to a current
status.

We have done so. We have resolved the audits. Our task force is
currently in place to continue into future actions on audits; and we
feel at this point in time, Mr. Chairman, that we have proposed
and put in place efficient protections to guard against the problems
I have outlined and to bring ourselves current on audit backlogs.
We are in an excellent position to move forward into the future
with the programs I have outlined to you here today.

‘ I[iI‘he ]unstated portion of Mr. Angrisani's prepared statement
OlIOWS:
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FroM THE PREPARED STATEMENT OF MR. ANGRISANI

[ fully subscribe to the basic thrust of this recommendation—which is that ade-
quate internal checks and balances cannot be maintained if an excessive degree of
authoﬁtyhmmtmudinthahnndlofalingloofﬁdal._Onth:sxou}t.llmure
you of my commitment that the new organizational structure of ETA will separate
functions recommended in the GAO report. The um.weareputﬁngmplnge
respond not only to GAO's concerns about the Office of National Programs, but will
alsa ensure that the Assistant or any other official will not be able to
subvert the contracting process. I believe that the checks and balances and require-
ments for documentation we have built in the system will deter abuse the

rocess.

pThe pmeedurﬂrefomnndorfnninﬁoml realignmerits I have just described will
have a long-lasting impact in helping to ensure that the award and administration
of ETA contracts and grants is typi by integrity and professionalism. Establish-
ing through a formal agency directive the new and detailed procedures I have

auﬂmodwiﬂmthatthnmhﬂnfl for discretionary programs will
work in a and efficient manner. m'itmqybeimpombletobemlly
certain that abuses will not take place, the new procedures will go far to
ensure that the situation I found when I took office does not reoccur.

AUDIT RESOLUTION

I would now like to turn to another area which I have given highest priority. This
is the area of audit resolution which I know is of interest to the Committee.

First, let me provide some background as to what we mean when we talk about
audit resolution. The first step in audit resolution is the questioning of costs—that
iswhentheauditomintheirlmtnkeueepﬁontomdﬁcmstsoracﬁviﬁes
conducted by the grantee. ETA examines the auditor's findings, reviews an
additional documentation provided by the grantee, and ultimately allows or disal-
lows the questioned costs. It is at this point, when an ETA t officer issues a
final determination, that the audit is considered “resolved.” which are disal-
lowed are added to the ETA accounts receivable.

Upon assuming office, 1 examined thoeffortaundertakmbgrtheEml t and
'hmmngrd fumgmm 3(1 the m‘maf audit ;pnolut.inn. A has a dmfunds
record o ing years to ress it reports, failing to recapture misspent
and not correcting noted deficiencies which lead to recurring problems. I
would like to summarize the Committee the actions I have taken to date to
rectify the ETA audits situation:

On January 31, 1981, ETA held 600 backlogged audit reports. Recognizing the
magnitude of this problem, I assigned first priority to the audit resolution effort and
I reviewed the performance standards of appropriate managers to insure that this
priority was properly reflected.

Between January 31, 1981 and June 30, 1981, I had a special task force of 22
people handling audits of national contracts—which constituted the vast majority of
il;g audits. By June 30, 1981, ETA had reduced the number of backlogged audits to

I then immediately put in place a second task force, to work side by side with the
existing group, because it was clear to me that additional effort would be needed if
we were to meet the Congressional mandate that all backlogged audits be resolved
by September 30, 1981. :

By September 30, 1981, ETA, working closely with the Office of the Inspector
Genler:il. had attained our objective—ETA now holds no backlogged audits pending
resolution.

A total of $200 million had been questioned by IG auditors in the backlogged
audit regorts. The audit resolution established that the U.S. Treasury was owed
about $75 million of the $200 million in questioned costs.

What the above findings document, however, is that we have identified amounts
owed the Federal Government after an extensive review of questioned costs. It does
not mean that we have recouped these amounts. On each of these audits, we still
must enter into a debt collection process. I detailed this time—consuming process to
Senator Quayle at a June 11 hearing. As I indicated to him, I think there is a need
for us to work together to rationalize that process and put a debt collection system
in g;ace that has proper incentives to pay back the Federal Government what is
owed.

Briefly, the present process is as follows. A Federal determination disallowing
costs is made within 4 to 6 months of the date the audit report is issued. The
grantee is then entitled to a hearing before an Administrative Law Judge. Debt
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collection activity must be postponed until the Administrative Law Judge’s decision
is rendered. At that point, we are expected to resume aggressive debt collection
which, given the financing mechanisms of the public jurisdictions to which we grant
CETA Et‘mds and the limited financial resources of nonprofit organizations, is a
difficult problem. The entire process may take up to 3 years in some instances, and
this is assuming that the tee does not seek review of the Administrative Law
Judge's decision by the and then continue the case in circuit court.

1 am preparing a debt collection plan which will utilize every administrative
means available to us under current law to accomplish collection. This effort will
include retention of the task forces. As well, I fully intend to take all steps possible
to improve and speed up our collections.

CONCLUSIONS

Mr. Chairman, I believe the procedures I have put in place will greatly strength-
en the management and performance of ETA programs. The deficiencies in the
management of discretionary that I found when I assumed office made it
essential to take quick and ve management action. This has required a great
deal of staff time and resources, and my own ‘time as well, but the effort has paid
off. I believe we now have an effective system in for awarding and administer-
ing discretionary contracts and grants under 'A. Furthermore, I believe this
system will prevent in the future the types of problems with which we have had to
deal. This area will continue to receive my priority attention and I look forward to
continuing to work with the Committee in striving to improve our programs.

This concludes my prepared statement. At this time I would be pleased to answer
any questions that you or other members of the Committee may have.

The CHAIRMAN. Thank you, Mr. Angrisani.

. We will, without objection, put all exhibits that have been used
in this matter in the record at the appropriate place throughout
this hearing.

Mr. Angrisani, you outlined the areas of concern that you found
and addressed step-by-step from January through August when the
GAO reports were finalized. Your office’s efforts were discovering
most of the same Eroblems the GAO reports advance.

Even without these GAO studies being conducted, are you still
convinced that your independent review demonstrated serious con-
cerns in the award p ures as they existed in the ETA?

Mr. ANGRIsANI. Absolutely, Mr. Chairman. The GAO .study
really saved us from doing an extensive analysis based on our own
initial opinions and conclusions. ;

The CHAIRMAN. But you had already found some, and you felt
fhat .?your own analysis would have come up with the same prob-
ems’

Mr. ANGRISANI. Yes, sir.

_ The CHAIRMAN. Let us look at how you personally view your role
in this process, specifically in relation to your personal approval of
certain awards. If the program reps or other subordinates disagree
with either the letting of a sole source contract or itemized pro-
grammatic deficiencies and Jvou overrule them, do you feel that you
or yr?ur office should provide a written justification for your deci-
sion’

Mr. ANGRiSANI. Yes, Mr. Chairman, definitely. There is no doubt
that there will be times when I may disagree with the findings of
our boards, and I would certainly provide all of that in writing and
want it no other way.

The CHAIRMAN. And you are going to implement that as an
ironclad rule?

Mr. ANGRISANI. Yes, sir. That is in our draft proposals right now.

The CHAIRMAN. I certainly hope that you adhere to that view.
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On another issue, I described in my opening statement your
office’s frustrations in resolving a $2 million grant to PUSH For
Excellence. As I explained, your office has been negotiating dili-
gently since April of this year. Is that correct?

Mr. ANGRisANI. That is correct.

The CHAIRMAN. As I understand it, as of October 1 of this year,
while in a meeting with our committee staff you were actually just
about to make a final offer to the grantee with regard to its
termination. Is that correct?

Mr. ANGRisaNI. That is correct.

The CHAIRMAN. And the next day we notified you we had re-
ceived a response—that was a letter, dated October 2, 1981—from
our inquiry -of PUSH For Excellence, who stated they had termi-
nated the grant on their own—and we will put that in as an
ghigt at this point, without objection—4 days before, on Septem-

r 29. :

[Material referred to follows:]
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Exhib,y
DIRECTIVE: BIPLOYMENT AND TRAINING ORDER NO.
T : NATIONAL AND REGIONAL CFFICES

FROM t ALBERT ANGRISANI
Assistant Secretary of Labor

SUBJECT : Inprovements in Managing ETA National Office Administered,
ob Corps and Regional Office MAT Procurements

7]

1. Purpose.

a. To state the policy and improve the process to be used by ETA
staff in the development, processing, award and oversight of National
Office administered, Job Corps and Regional Office MAT contracts and
grants, and

b. To establish the basis for the development and application of
personnel performance standards for ETA staff affected by this Order.

2. References. P.L. 95-87; P.L. 95-507; P.L. 95-524; SO 4-76; SO 11-79;.
20 CFR Part 676; 20 CFR 1.203.1; 29 CFR Part 89; 41 CFR 1-15; 41 CFR 29-60;
41 CFR 29-70; DIMS-2 Chapter B0O thru 839; DIMS-6 Chapter 920 thru 928;
DIMS-8 Chapter 1600; MA Manual Section 2457 and 3117; ETO 4-80; ET Manual
Section 2464; PM 216-81, Change 1; and all other applicable laws, rules
and requlations.

3. Background. ETA's procurement and management practices have been
criticized by various agents and members of Congress, by the news media,
and by other organizations. Specific criticisms have focused on heavy
use, without documented justification, of sole source vs. campetitive
procurement actions, the lack of assessment, monitoring and evaluation of
contract/grant performance for funding or refunding considerations; and
on the failure to fully document procurement actions and file required
records in the official contract/grant files. Associated concerns were
the lack of clear statements of work and standards for measuring per-
formance; and the need to strengthen other pre—award activities, such as
procedures for authorizing start-up activities before awards are
executed.
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Based on these findings, it is in the best interests of ETA to
bring greater rigor and uniformity to its management of the subject
contracts and grants. Consequently, this directive is being issued to
provide ETA staff with guidance on policy to ensure fiscal integrity
and managerial acoountability in using public resources and in under-
standing their responsibilities concerning:

" a. Established guidelines that must be followed in substantiating
and obtaining approval to award a contract or grant on a noncanpetitive
basis.

b. Established guidelines that must be followed in managing and
conducting conpetitive contract and grant award processes.

c. Establish gtandards that must be observed in monitoring and
assessing the performance of individual contractors and grantees.

d. Establish standards for ensuring that official contract and
grant files include all documentation required by applicable laws and
regulations.

e. Establish standards for ensuring that the written terms and
conditions of contracts and grants include complete and precise statements
as to the work that is to be performed under the contract or grant.

f£. Establish certain other safequards such as .controls and
accountability mechanisms designed to ensure the integrity and capability
of the ron-Federal organizations with whom ETA entrusts public resources.

4. Policy. 1It is the policy of ETA to ensure that its tontracts and
grants result in the most cost-effective use of public resources. In
furtherance of this policy, ETA shall:

a. anemximmeofmﬁdvemrdmud&uﬂmimmg
its contracts and grants. :

b. 1Issue contracts and grants to organizations whose fiscal integrity
and capabilities have been established and documented.

c. Issue pre-award telegrams and letters or authorize retroactive
contracts and grants only under stringent conditions.

d. Clearly specify the work to be performed by contractors and
grantees in the terms and conditions of their procurement.

e. Rigorously monitor and assess the performance of contractors
and grantees.

£. Maintain a conplete record of all transactions in an official
contract/grant file substantiating ETA's management of the procurement.



102 7

—

5. ETA Personnel Performance. ETA officials and their subordinate
managers and supervisors shall ensure that the requirements and standards
set forth in this ET Order are appropriately reflected in the performance
standards of individual staff who are responsible for carrying out these
functions and tasks.

6. Authority and Responsibilities.
" a. Assistant Secretary for Erployment and Training—

(1) Fulfills the statutory and regulatory responsibilities for
the administration of employment and training programs as delegated by
the Secretary of labor through the Code of Federal ngguhtims. Orders and
the Department of labor manual series.

(2) Redelegates Contract/Grant Officer authority to the degree
deemed necessary to ensure an accountable procurement process.

(3) Approves the EIA Annual Advance Procurement Plan (AAPP)
to secure the Assistant Secretary for Administration and Management

for approval before any procurement contained in the AAPP, cn'u:d.iﬁcltim
thereto, is initiated.

(4) Has final responsibility for the development of contracts
and grants.

b. Contract/Grant Officers and Contracting Office—

(1) Are redelegated authority by the Assistant Secretary to
procure property and services required by the ETA in support of employment

(2) Auﬂmmtnmshqofmummﬁa
AAPP, or modifications thereto, onl uwmmmmmw
the Assistant Secretary for ETA submitted by him to and approved by
the Assistant Secretary for Administration and Management.

(3) Sign and issue contracts and grants.
(4) Provide assistance to program offices in such technical
matters as procurement policies, laws and regulations and the development
of Requests for Proposals (RFPs) and Solicitations for Grant Applications (SGA:

(5) Are responsible for the publication of RFPs in the Commerce
Business Daily and SGAs in the Federal Register.

(6) Ensure that procurements are made in accordance with
applicable laws, regulations and administrative procedures.

(7) Track the receipt of required file documentation (annual
assessments, monitoring reports, etc.) from program offices and followp
on delinquent reports.
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(8) Ensure that docwneatation is maintained in the official
contract/grant files to demonstrate effective ETA management of grants
and contracts, and to provide performance information for program offices
to consider in the sward of future procurements.

(9) Ensure that past and current performance assessments are
a midenuun in refunding.

c. ETA Adninistrators of Program Offices—

(1) Plan for the use of ETA resources as directed by the Assistant
Secretary of Brployment and Training.

(2) Consult with the Contracts/Grants Office concerning
formula-allocated and approved MPP procurements in order to resolve
potential scheduling or procedural problems as well as to establisgh
necessary timeframes for the processing of special requests.

(3) Prepare schaedules for the development of RFPs and SGAs,
panel reviews and related activities in order to ensure the timely execution
of procurement activities.

(4) Initiate the documentation to the Grant/Contract Office
for the development of procurement activity approved in the AAPP.

(5) mﬂntm-ﬂmmﬁmlyuﬂmuy
monitored, assessed and evaluated after issuance.

(6) Specify the work to be performed by contractors and
grantees in the terms and conditions of the procurement.

d. Program Officer (Federal Representative; Project Officer;
Govermment Authorized Representative)-——

(1) Has delegated responsibility ‘from the Contract/Grant
Mfmmmuﬁnmwmttwﬂnmmtimo{u
contract (s) and/or grant(s).

(2) Negotiates or participates in the negotiation of contracts
and grants.

(3) Provides technical assistance to contractors and grantees.

(4) Monitors and assesses the quality and timeliness of contractor/
grantee performance to ensure compliance with the terms and conditions of
the funding agresment (within the constraints of other workload factors and
available travel funds).

(5) Determines satisfactory or unsatisfactory performance based
on pre-established standards.



104

(6) Notifies the contractor/grantee of problems identified
through monitoring and assessment.

(7) Certifies satisfactory performance on invoices to enable
prompt payment to contractors and grantees.

(8) Recommends to the Contract/Grant Officer modifications to
the scope of work, price, period of performance, terms or conditions of
contracts/grants.

(9) 1Is not authorized to commit the Govermment to, a change in
the scope of work, price, period of performance, terms or conditions of
a contract or grant, or a modification thereto.

7. Guidelines for Contract/Grants nt. This section provides
guidelines and standards for the following aspects of the procurement
process:

a. COontract/Grant Officer Authority;

b. Annual Advance Procurement Plan;

c. General Pre-Award Guidelines;

d. Special Pre-Award Guidelines for Competitive Contracts and Grants;

e. Special Pre-Award Guidelines for Non-Competitive Contracts and Grants;
f. Monitoring and Assessment of Contractor and Grantee Performance;

g. Closeout/Audit Resolution/Debt Collection;

h. Contract/Grant Official File Documentation.

a. Contract/Grant Officer Authority

(1) The Assistant Secretary is delegated Contract/Grant
Officer authority for Bvwployment and Training Administration (ETA)
programs by the Assistant Secretary for Administration and Mana

gement
pursuant to the authority of the Secretary of Labor as provided in 50 4-76
and DIMS-2 Chapter B10.

(2) The Assistant Secretary will redelegate Contract/Grant
Officer authority at his option to one or more ETA otﬁ.chls in the
national and regional offices.

(a) The redelegation of such authority by the Assistant
Secretary shall be in writing.

) The names of ETA officials redelegated Contract/Grant
Officer authority shall be on file in the Office of the Assistant Secretary
for Administration and Management (OASAM).

(3) Only the Assistant Secretary and Contract/Grant Officers
have the authority to commit the Govermment to the price, period of
performance and scope of work, of a contract, grant or other contractual
agreement. All Project Officers and contractors/grantees of ETA funds,
subject to this Order, shall be informed of this imperative in writing
upon awarding of the procurement.

- ce— aa
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b. Annual Advance Procurement Plan

(1) All procurements anticipated for the fiscal year which
are expected separately to amount to over $10,000 and those $10,000
less in the aggregate ghall be part of the Annual Advance Procurement
Plan (MPP), except that formula-funded programs or programs which have
congressionally-mandated service deliverers are exempt from this require-
mefit. The AAPP must include contracts/grants for consulting, research
and demonstration, experimentation and evaluation, even if intended for
nonprofit organizations. The coverage for consulting services has been
by OMB to add categories for 1) management and professional
services, 2) special studies and analyses, 3) management and professional
services and special studies and analyses funded by RiD monies.

(2) Priorities for AAPP procurement with private profit=
mf&udﬂlhmmmmmm-smwmucm
95~-87:

(a) mMmlocatdinm:\n'plmm.
and which are also small business concerns, on the basis of total set-
aside.

() Concerns which are smmall business concerns on the
basis of a total set-aside.

(c) Concerns which are small business concerns, on the
basis of a partical set-aside.

(d) Concerns which are located in labor surplus areas, on
the basis of a total set-aside.

(e) Competitive procurement without restriction.

(f) Sole source procurement in accordance with Department
of labor procedures set forth in DIMS-2 Chapters §30-839.

(3) Conincident with the above priorities is the requirement of
Public Law 95-507 to meet the goals for small and disadvantaged businesses.
Mimhﬂemumtn&:ﬁm&h)ofthehuﬂ”hm
Act and with women-ovned businesses.

(4) ETA Administrators who have programmatic responsibility for -
grants and contracts under a budget subprogram shall ensure that individual
AAPPs and applicable addenda are developed for their subprogram camponent
in accordance with instructions provided by the appropriate planning
office, i.e., the national office component that bears the lead staff
responsibility for developing and monitoring the funding plan that is
followed in issuing grants and contracts under a given budget subprogram.
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(5) For those procurements subject to inclusion in the AAPP,
no procurement actions may be initiated unless they are part of the AAPP,
or modifications thereto, approved by the Assistant Secretary and submitted
to OASAM.

c. General Pre-ANdard Guidelines. This section is applicable to
nlmumjmwmm.

(1) Contract/Grant Officers shall request the Office of the
Inspector General to conduct pre-award reviews of potential contractors
as contract pricing aids under the provisions of 41 CFR 1-3.809, and pre-
award surveys of potential contractors and grantees to determine the adequacy
of their accounting and administrative systems when these potential con-
tractors/grantees have not had contracts/grants with the Department within
the three fiscal years before the prospective contract/grant sward.
m;nqdmmm'-oummmmm
reviews and surveys within 10 working days of the request shall
necessarily block the procurement. mm\tnchtofﬂcuMl
determine whether the procurement can procsed absent such review aor
audit or whether the procurement can proceed and be conditionally :
awarded pending the receipt of such information within 60 days of the
request. A record of these actions and the responses received ghall
be part of the official contract/grant file maintained by the
Contract/Grant Officer.

(2) when a potential contractor/grantee currently has or has
had a contract/grant within the last two years with ETA, the ETA
Administrator with programmatic responsibility for the potential contract/
grant shall ensure that a performance assessment of these contracts/grants
is made from a review of documents in the official files. At a minimm
these assessments shall measure performance against the goals and standards,
reporting requirements, and financial requirements specified in the
contract/grant. In addition ETA Administrators and Contract/Grant
Officers shall take into consideration the factors motad below before

grant. i
officers should consider the recency of the circumstances, the corrective
action taken since the findings, ‘the actual liability on the part of the
contractor/grantee, the impact on the contractor/grantee's ability to
meet Federal standards, and the relation of the factors to other informa-
tion available. These factors are:

(a) Indications of poor past performance and inability to
meet Federal standards based on review of closeout information.

1  Unauthorized delay in submission of final billing
to DOL (beyond 90 days of expiration date).

2  Failure to return closeout package (within 90
days of expiration date).
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3’  Failure to properly report and dispose of
government property as instructad by DOL.

4 Failure to return cutstanding advances within
120 days of expiration date.

5  Final billings reflecting serious line item or
total budget cost overrun.

() Indications of poor past performance and inability to
mhdenlsmﬂudshadmmmdlmtmfnmum

Failure of contractor/grantee to have procured
urmhmmuqd!urﬂakmuﬂitmﬁaxwwpumd
when given this responsibility by DOL.

2 Costs questioned or recommended for disallowance in
an audit report in excess of 5 percent of the amount audited which have
been disallowed by the contract/grant officer in the final determination
and/or findings related to internal accounting and administrative controls
should be considered relative to their impact on meeting Federal standards
and the contractor/grantee's willingness and ability to correct such
administrative and procedural inadequacies.

3 Failure to audit subrecipients wiminﬂaer-quind
perxodﬁmmiblefw&h:glo.

| Failure to establish a mechanism to resolve
subrecipient mxi.i.ts within established timeframes.

5  Obstructing the audit process.
(c) mummmmmq
mmrmmmmmﬂofmmummw

1 Failure to respond to demand letters from DOL
for repayment of debts within the stated timeframe.

2 Failure to comply with approved repayment
agreement revealed through monitoring or subsequent awudit.

(d) Contract/Grant Officers shall consult with ETA's
Special Review Staff and the Office of Inspector General to determine
if fraud exists or that charges of fraud are about to be officialy made.
When fraud exists, the contractor/grantee shall not be refunded or
given a new award.

(3) Letters or telegrams authorizing the expenditure of Federal
funds before the final execution of the contract/grant agreement shall
be issued only when it is deemed in the Govermment's best interests.
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(a) Only the Assistant Secretary and Contract/Grant Officers
so specifically authorized by the Assistant Becretary, ETA, have the
authority for signing pre-award letters or telegrams which authorize
the expenditure of Federal funds.

(b) Pre-award letters or telegrams shall be issued only
when all parties substantially agree on all matters and shall authorize
the expenditure for 30 days of no more than 1/12th of the procurement
award, e.g., only $10,000 of costs shall be incurred for 30 days for a
procurement of $120,000. At a minimum such letters/telegrams shall
contain the amount of the award, period of performance, goals and
cbjectives, and the scope of work.

() A pre-award telegram ghall be followed up with a
letter from the Contract/Grant Officer containing the information provided
in the telegram.

(4) Retroactively effective m/gmu and pre-contract
costs shall be documented by a "Determination and Findings™ section.

\
(5) A "sumary of Negotiations®™ section shall be included
for each contract/grant and shall become part of the official contract/grant
file maintained by the Contract/Grant Officer. The Summary shall include
cost elements relative to such items as salary schedules, timeframes, travel
and other costs incidental to the work required.

(6) Each contract/grant ghall contain a precise and clearly
articulated work statement understood by both ETA and the Contractor/Grantee.

(7) Contract/Grant Officers or their representatives shall
ensure that contractors/grantees establish and maintain a financial management
system which provides adequate control of Federal funds and other assets,
ensures accurate financial data, and provides operational efficiency
and internal controls to avoid conflict-of-interest situations and to
prevent irregular transactions or activities.

(8) Contract/Grant Officers shall not authorize the issuance
of a lLetter of Credit unless:

(a) The award is for a period no less than 12 months.

) The award is for $120,000 or more.

(c) The recipient has established or shown its ability
to establish and keep procedures that will minimize the time elapsing
between the transfer of funds to, and their disbursement by, the recipient.

(d) The recipient's financial management system meets
stardards for fund control and accountability described in (1) above.
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(e) The recipient has developed or shown its ability
to develop and kecp procedures for advances to its subrecipients or
contractors which conform to standards of timing and amount imposed on
the recapaent by ETA.

d. Special Pre-MJard Guidelines for Competitive Contracts and Grants

S (1) ' All contracts and grants subject to this Order shall be
avarded on a competitive basis to the extent practicable.

(a) Contract/Grant Officers shall ensure that a Request
for Proposal (RFP) for contracts is synopsized in the Commerce Business
mnxmmneﬂﬁmm of 41 CFR 1-1.J0. At no time shall
prospective bidders be furnished the Department's cost estimate of the
amount of funds it has available for a particular contract. BExceptions
to this policy shall be limited to the unusual circumstance wherein, for
exanple, the parameters of a study proposal are necessarily vague.

) Contract/Grant Officers shall ensure that a Solicitation
for Grant Application (SGA) for grants is published in the Federal Register.
At a minimm, SGAs for grants shall provide goals and cbjectives, scope of
work, period of performance, panel review and award process, timeframe for
SGA submittal, reporting requirements, applicant eligibility criteria, and
reference to the appropriate regulations governing the funds. Documentation
of this action shall became part of the contract/grant file. SGAs may specify
the maximum Federal funding available for grants.

(2) EIA Administrators shall ensure that all responsive com
petitive applications from bidders for contract/grant awards for which they
will have program responsibility are rated by panels against rating criteria.

(a) Mambers of such panels drawn from components which have
program responsibility for the contract or grant shall not constitute a
majority on the panel nore serve as panel chairpersons.

() Every six months, ETA Administrators shall designate
five professional staff members from their respective components to serve
as prospective panel members. Designees shall be placed on a roster available
to all ETA Administrators, and all designees shall be available for panel duty
when requested.

(c) Panel procedures and rating criteria shall be developed
by the ETA component which will have program responsibility for the award.

(d) ETA Administrators requesting the procurement shall
ensure that sumaries or actual copies of all assessments, financial and
quarterly progress reports, or any other pertinent information on operations
and performance of bidders having had a contract/grant over the past two
years are made available to rating panels.

-10 -
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(e) The panels shall document their findings, make
recormendations based on criteria established by the program office, and
submit these advisory materials to the designated selecting official (s).

(f) Justification for deviations from panel recommendations .
by selecting official (s) shall be documented in the panel review file,
which shall be retained for rot less than one year from the completion
of the panel review process. Selection of nonbidder (s), unless permittad
by statute or regulation, shall be deemed inapprorpiate and require the
initiation of a sole-source or competitive award process. The competitive
process shall, in turn, be initiated only if justified, e.g., insufficient
or nonresponsive bids to the original procurement announcement.

e. Special Pre-Award Guidelines for Non-Competitive Contracts and :
Grants. ;

L e B

LT

-

(1) All contracts and grants shall be awarded on a competitive .
basis to the maximum extent practicable consistent with pertinent laws,
regulations and executive orders. Noncompetitive procurements (sole
source) shall be executed only if included in the approved AAPP, or
modification thereto, and after justification and approval by the
ETA Adninistrator of the program office initiating the sole-source request,
the Assistant Secretary, the Department's Procurement Review Board (PRB)
in the Office of the Assistant Secretary for Administration and Management
(OASAM), and the Assistant Secretary for Administration and Management (ASAM).

The only exception to this requirement is an unusual and compelling
emergency where the Govermment would be seriously injured if delay of the
contract were required. An example would be the need to replace the roof
of a Job Corps Center after it was blown off in the dead of winter.

(2) The following types of contracts and grants are subject to
review by the PRB and ‘approval by the ASAM (Note: OMB is the
coverage for consulting to include 1) management and professional services,
2) special studies and analyses, and 3) management and professional
services and special studies and analyses funded by RLD monies.):

(a) All noncompetitive awards over §$10,000. -
(b) All noncompetitive consulting contracts.
(c) All competitive consulting contracts over $50,000.

(d) Modifications to construction contracts over $200,000
(other than equitable adjustments pursuant to the “Changes" clause).

(e) All consulting personnel appointments.

(f) All roncompetitive discretionary grants. K

=11- "



111

In addition to review by the Procurement Review Board, proposed
roncompetitive contracts for research over §10,000, are to have prior review
and approval by the Assistant Secretary for Policy Evaluation and Research
(ASPER) .

3) MM&PMI%EM = mﬁouwhgclm
of contracts, grants, agreements, Or ications are wholly or partially
exenpt by the ASAM from sole-source requirements, as indicated.

(a) . While all procuraments are subject to
applicable laws and Federal Procurement Regulations (FPR), the following
are exempt from requirements of this section:

1 Contracts, grants, or agreements, or sodifications
to contracts, grants, or agreements with other Federal agencies; with
State or local govermments and agencies thereof; or with Indian tribes on
Federal and State reservations.

2  Contracts, grants, or agreements, or modifications
to contracts, grants, or agreements with public agencies, or with public
or private nonprofit organizations referenced to receive funds under
Section 506, Title V of the Older Americans Act of 1965, as amended.

3  Contracts, grants, or agreements, or modifications
to contracté, grants or mts with public or private nonprofit °
organizations referenced in the Comprehensive Brployment and Training
Act, as amended, to receive special consideration of the Secretary,
for community-based organizations of demonstrated capabilities used in
the delivery of employment and training services.

4 Purchase Ocders on GSA Federal Supply Schedules.

(b) Partial Exenptions. The following are exempt to the
extent indicated below:

1 Section B(a) contracts must be included
in Annual Advance Procurement Plans, but are exempt from prior review and
approval from the Procurement Review Board. )

2 Proposed contr: . grants, or agreements, Or
modifications thereto (or classes of contracts, grants, agreements, Or
modifications) with private nonprofit organizations may be exempted by
the OASAM from roncompetitive review and approval requirements for a given
fiscal year when a product or service needed is unique or where only one

ronprofit sources regularly meet these criteria, e.g., NAB, HRDI.
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When ETA believes that it has requirements or classes of requirements
which meet these criteria, requests may be made to the Assistant Secretary
for Administration and Management, Attn: AB, for a waiver of the non—
competitive review process for those specific requirerents for that
fiscal year. smmullaubenuebyﬂnusumt&cmnry
for ETA at the beginning of the fiscal year or as such requirements
during the year, mmmmnumﬁdwmm
that no meaningful competition can be cbtained for the procurement or
class of procurements. Copies of approved exenptions shall be filed with
the Office of Grants and Procurement Policy, OASAM. Once the waiver has
been properly filed, noncampetitive swards may be made for exemptad
requirsments without prior Procurement Review Board approval for that
fiscal year. Such-contracts, grants, agreements, or modifications must
still be included in annual advance procurement plans.

(4) Noncompetitive (sole source) contracts/grants ghall be
executed only after they are justified and approved. The following ’
process shall be used:

(a) The procurement must be part of the approved AAPP
or modification thereto.

(b) The ETA Administrator (or RA for MAT procurement) with
program responsibility for the procurement shall develop and document the
justification for the sole source procurement and provide the appropriate
Contract/Grant Officer with an informational copy. The Administrator shall
forward the request and documented justification to the Assistant Secretary
for ETA for his review and action. o

(c) If the Assistant Secretary for ETA approves the request
for a sole-source contract, the appropriate Contract/Grant Officer ghall
have any contemplatad contract over $5,000 syropsized in the Commerce
Business Daily before submission to the PRB. If a prospective contractor
m synopsis, the Contract/Grant Officer shall determine whether
or not the procurement remains sole source. If the decision is that the
procurement is still sole source, the requirements of DIMS 2-830 govern, .
and the Assistant Secretary for ETA shall submit the proposed contract,
its justification and the results of the Commerce Business Daily synopsis
to the PRB which will recommend approval or to ASAM.

(d) 1If the Assistant Secretary for ETA approves the request
for a sole-source grant, he shall forward the request and justification
without publication in the Commerce Businus Daily to the PRB which will
recommend approval or disapproval to the ASAM.

(e) If the ASAM approves the request for sole-source
procurement, the appropriate ETA Administrator shall initiate the docu-
mentation to the Contract/Grant office for the execution of the
procureament.

13-
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(f) If the ASAM disapproves the request for sole-source
procurement, the appropriate ETA Administrator and Contracst/Grant Officer
shall initiate RFP procedures for a contract and SGh proocedures for a
grant. :

(g) Sole-source documented justification and approval
or disapproval shall be part of the official contract/grant file main-
tajned by the Contract/Grant Officer.

f. Monitoring and Assessment of Contractor_and Grantee Performance

(1) All contracts/grants over §100,000 shall have one onsite
monitoring review during the performance period.

(a) ETA Administrators can seek a waiver for this require-
ment from the Assistant Secretary of ETA for extenuating circumstances,
e.g., inadequate staff resources, inadequate travel funds, shifting
pricrities approved by the Assistant Secretary. Also, certain types of
procurements, such as a contract with a university to produce a special
report utilizing a computer and minimal staff time, may also be waived
tmmmt:m,mMMth
ltlustuumynmﬁa.

() ETA Administrators ghall ensure that contracts/grants
are ronitored and assessed according to a clearly-developed instrument which provides
for, at a minimm, measuring accomplishments against goals and performance
standards (financial and nonfinancial), remedial action for strengthening
weaknesses, if any, and appropriate sanctions, such as suspension or
termination: reduction in funding, scope of work or period of performance:
or probation for nonperformance.

(c) ETA Adninistrators shall ensure that & Teport is prepared
documenting all findings within 15 working days after the review. When major
problems are identified, a letter shall be sent to the contractor/grantee
requiring a corrective action plan and a specific action timetable.

(2) ETA Administrators ghall develop for their area of program
responsibility a system to track and analyze required contractor/grantee
program and financial reports.

(a) Contractor/grantee reports shall be analyzed within
ten working days of receipt to determine if reported performance meet
Federal requirements and the goals and standards specified in the contract/
grant agreement.

() Contractors/grantees ghall be notified within 15
working days of delinquent reports and inaccurate reports whenever discovered.

(c) Corrective action measures or sanctions, which may
include suspension of the Letter of Credit, shall be institutad for
contractors/grantees which are consistently delinquent or inaccurate
in their reporting or demonstrate unacceptable deviation from specified
per formance .

=14~
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(3) ETA Administrators shall ensure that quarterly written
desk reviews are prepared for all contracts/grants in their area of
program responsibility.

(a) Reviews shall measure performance against goals and
standards specified in the contract/grant agreement; i.dent.tty all
problems, such as unacceptable performance and delinquent and inaccurate
reporting; and describe any corrective action taken and the results
of such action.

(b) Contractors/grantees shall be notified of problems
identified in the desk reviews.

(4) ETA Administrators shall ensure that a written assessment
of all contracts/grants incorporating the findings of onsite monitoring
and desk reviews or any other pertinent information is prepared in a
timely manner for the use of review panels or other Department officials
in the refunding process.

(5) ETA Administrators shall ensure that the above documentation
and any other appropriate records and reports are forwarded within five
working days of completion OT receipt to the appropriate Contract/Grant
Officer for inclusion in the official contract/grant file.

(6) All substantive discussions between ETA staff and the
contractor/grantee concerning the procurement shall be recorded in writing.
The record shall include, at a minimum, the date and time of the conversation,
brief description of the conversation, action taken, and effects, if any,
on the price and scope of work of the procurement. A copy of the record,
which may be handwritten, shall be forwarded to the appropriate Contract/
Grant Officer for inclusion in the official contract/grant file within
five working days of the conversation. Any discussion which will change
the terms of the contract or grant must be verified in writing by the ‘
Contract/Grant Officer to the contractor/grantee to make it legally
authorized.

g. Closeout/Audit Resolution/Debt Collection

(1) Contract/Grant Offices shall ensure that amu:act/grmt
closeouts are performed in accordance with appropriate regu.ut.i.au
The basic guidelines are as follows:

(a) Closeout procedures shall be initiated before the
contract/grant expiration date occurs. This specifically includes
ensuring receipt by the contractor/grantee of closeout instructions.

(b) Unless an extension is authorized, all required
financial reports, inventories, release forms and refunds ghall be
received from contractors/grantees within 90 days of the contract/grant
expiration date unless otherwise specified by the Contract/Grant Officer.
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(c) All debts resulting from amy unallowable costs or
outs:tanding advances shall be established and collection action pursued
in accordance with applicable statutes and procedures.

(d) The closeout patkage shall become part of the permanent
contract/grant file. =R

* (2)° The Contract/Grant office ghall assist the Office of the
Inspector General to conduct or arrange to conduct audits of recipient or
subrecipient operations, and to detamme the coverage, and
priority of audits.

(a) The Contract/Grant office mn ensure that all contractors/
grantees have been informed before the beginning date of each contract/grant
of their responsibilities for procuring or arranging for their own audit
coverage and their responsibilities for auditing subrecipients.

() The Coritract/Grant office shall ensure they observe the
requirements pertaining to opportunity for grantee/contractor review of
audit reports.

(c) The Contract/Grant office shall insure that final deter-
mination is issued within.120 days of receipt of the final audit report;
within 180 days for non~CETA audits.

(3) The Contract/Grant office shall ensure that debt collection
procedures for all funds owed the Federal govermnment as a result of
contract/grant closeout or audit resolution procedures are instituted
immediately upon the determination of such amounts and aggressively
pursued. Procedures prescribed in applicable regulations or other
official docuvents shall be utilized.

h. Contract/Grant Official File Documentation

(1) The official contract/grant file for each contract/grant
shall be maintained by the appropriate Contract/Grant Officer in the
Contract/Grant office(s). This in no way precludes the desirability and
necessity for the ETA Administrator with program responsibility for a
procurement to maintain a duplicate "working" file within his camponent.

(2) The documentation contained in the official file, at a
minimum, shall be:

(a) Certification that the procurement is part of the
approved AAPP, or modification thereto, for those procurements subject
to inclusion in the AAPP.

(b) Records of all actions and results pertaining to
pre-award reviews and pre-award surveys.

-16~
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{c) Copies of all assessments of pxmrm contracts/grants
with the contractor/grantee.

(d) Bumary of negotiations for the contract/grant.
(e) Oopies of pre-award telegrams and letters, if any.

(£) mdnxwmmm
umpetit:ivem -

-(ql Copies of all documentad actims concerning competitive
procurement.

(h) The official contract/grant agreement and official
modifications thereto.

(i) mmupuﬂemebeu:aent}nmtmm
contractor/grantee.

(3) Record of all substantive discussions between
the ETA camponent program officials and the contractor/grantee.

(k) Mamoranda between program officials and Contract/
Grant Officer.

(1) Copies of all onsite and desk review reports.

(m) Records of all closeout, audit, audit resolution and
debt collection activities.

(n) All assessments of contract/grant performance.
B. Effective Date. This Order is effective immediately. All ETA

staff shall use the provisions of this Order for Fiscal Year 1982
operations. 3

-17-
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Mr. ANGRISANI. Yes, we received word of that indirectly; and our
Solicitor is in the process of following up on that.

The CHAIRMAN. Is it correct that, after checking throughout
ETA, no one else had been notified of their decision to terminate
on their own?

Mr. ANGRrisANI. That is correct.

-The CHAIRMAN. As I understand itéxour office subsequept.l sent
a letter to PUSH after we provided you a copy of this letter.

Mr. ANGRisANI. Yes, sir. _

The CHAIRMAN. Your office and the PUSH For Excellence group
have gotten together to resolve the difficulties. Is that correct?

Mr. AnGrisani. My Solicitor is in the process of contacting them

ight now.
rlgThe CHARMAN. OK. So you will resolve that difficulty one way
or another. ' :

Mr. ANGRISANI. Yes, sir.

The CHAmMAN. Did you listen to the testimony of the GAO?

Mr. ANGRisANI. No, I did not.

The CHAIRMAN. Have you read their written testimony?

Mr. ANGRrisaNI. No, I have not.

The CHAIRMAN. I recommend that you do so. I think you indicat-
ed that you have followed many if not all of their suggestions, but I
would certainly pay closer attention to them.

What p ures do you have to make sure, in addition to what
you have listed here today, that the people working under you
actual!’y are going to be good contract managers and awarders of
grants?

Mr. ANGRisANI. First of all, I have faith in the people that I have
currently in place that are helping me in this contracting process
right now. But I very rarely leave things to faith. We have made
some management chmt will guarantee that, and they are
basically decentralized which essentially split the function
into several components.

The first component is the administration of the contracts, as
any other CETA program would be administered. The administra-
tion of these special programs will be in the administrative unit
where we have the best people to do the oversight and the monitor-

ing.

%ut more importantly, and consistent with the GAO recommen-
dations, we have moved the actual contract writing process out of
the ONP office into what will be our newly created budget and
financial controls unit. Here we can, in fact, oversee the audit
function to determine if the contract was carried out in a way that
wa_st tgonsistent with the initial intent of the contract as it was
written. .

Mr. Chairman, this is the first time I have announced the cre-
ation of this new budget and financial controls unit. It is very
much consistent with the directive of the GAO and the Inspector
General’s Office.

I would like to emphasize, if I could, for just one second, the
meaning of the words “financial controls.” Currently, there is no
dedicated function in the Department to financial controls. I would
very much like to set it up and implement it in a manner consist-
ent with any financial controls organization of any major corpora-
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tion or private sector concern where you have appropriate checks
and balances, audit trails, and controls in place to insure that
there is a sufficient enough decentralization of authority to catch
any improper activities going on. )

not only do I have faith in the people working for me, but I
think that this new system will guarantee that nothing will fall
between the cracks. At least I am staking my professional manage-
ment opinion on that.

The CHAIRMAN. All right.

Senator Kennedy?

Senator Kennedy. As I understand, looking through the GAO
report, it appears that although some of the awards in question
have been canceled and some others will either be canceled or
refunded, most of the awards which were made during this period
continue to be funded. Is that correct?

Mr. ANGRisANI. That is correct. .

Senator KENNEDY. Does that indicate to you that most of these
programs either have merit or deserve further funding?

Mr. ANGrisANL. When you say “deserve further funding”——

Senator KENNEDY. Continued funding.

Mr. ANGrisant. Continued funding. We feel that the bulk of the
programs in the CETA titles III and title IV are good programs,
and the future funding of course will be contingent upon budgetary
constraints as well as a current evaluation of their performance.

So I would like to say, Senator, yes; we think that the bulk of the
programs are good; but I do reserve the right to do current per-
formance monitoring of these accounts first.

Senator KENNEDY. It seems to me to make eminently good sense
to want to have that kind of review, but as I understand from your
response, at least in some kind of preliminary way you have made
a judgment that the bulk of the programs are deserving and should
continue to have funding.

Mr. ANGRIsANI. To the extent that we have resources, yes.

Senator KENNEDY. Just to go back a step, was there any violation
of the antideficiency law? Did the commitments that were made
during this period of activity—did they violate the antideficiency
law to any extent?

Mr. ANGRISANL I am not a lawyer; it is hard for me to answer. I
can tell you this though—to the extent that it helps you—the books
were out of balance. If that constitutes a violation, so be it.

Senator KENNEDY. Are the GAO people still in the room?

Mr. CrissMAN. Yes. :

Senator KENNEDY. Could I ask you this? I meant to ask you
previously. Would you come forward? :

I apologize, Mr. Chairman; but I think this is important.

The CHAIRMAN. That is fine. :

Senator KENNEDY. This is quite a morning for you.

Mr. CrissMAN. Yes, sir.

Senator, during our review we obtained documentation from
Labor which showed that as of January 80, 1981, the Department
had not overobligated available CETA title ITI and title IV funds.

However, had the Department continued to commit funds based
on its CETA titles III and IV funding plans for the remainder of
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the fiscal year, they would have exceeded their authorized obliga-
tions and possibly violated the Antideficiency Act.

Senator KENNEDY. I see. O

Your report, on page 11, says, “As a result, the Labor activities
obligating title 3 and 4 funds had avoided any potential violations
of the Antideficiency Act.”

Mr. CrissMAN. That is right. After they had made cutbacks.

Senator KENNEDY. Thank you very much.

According to the GAO report exhibits, it would appear that the
last 4 months of the previous administration, according to exhibits
C and D, out of 171 planned awards about 165 were still being
funded. Is that correct?

Mr. ANGRISANIL I do not know exactly, Senator. I know we did
not cancel them all. _

Senator KENNEDY. It would not surprise you if that were the
case?

Mr. ANGRISANI. No; because our attempt was to bring the books
back into balance, and we cut only enough to do that.

Senator KENNEDY. If you add in the unplanned awards, exhibits
E and F, it appears that out of the total 191 awards during that
same period 170 are still being funded.

Mr. ANGRrisaNI. That is possible.

Senator KENNEDY. So that roughly 90 percent of all the awards
made during that period are still being funded. Is that right?

Mr. ANGRISANI. Probably most of them, in a reduced fashion—
yes.

Senator KENNEDY. Does that indicate that, although there may
be some that have had problems, as least as far as the current
administration is concerned, the majority of them, at least in your
judgment—the judgment of the administration—were deserving of
funding? .

Mr. ANGRiSANIL. I would say from the standpoint of the new
administration coming into office, you have to spend the money
that is there. Looking at the situation that we were faced with, it
was totally prudent for us to bring the books into balance and keep
that as our primary objective.

So to that extent the answer is, “yes.” However, I would like to
add that we have done no performance reviews yet and that I
would reserve the right to make a full statement on that after our
performance and audit reviews are done.

Senator KENNEDY. As you heard during the course of this hear-
ing this morning, I think all of us feel strongly that there is going
to have to be some kind of review of the contracting procedures
gnd certainly a tightening up of the administration of these proce-

ures.

What I am most interested in is to determine the extent to which
there was a failure to establish procedures in a sound, thoughtful,
and businesslike way, or whether they were basic and fundamental
violations by individuals of some kind of procedures which had
been established.

I think all of us are going to come out of this hearing with a
sense that we have got to do a great deal more about it; I certainly
am. But how are we going to do much about it when the Depart-
ment itself now has put pretty much of a freeze on any travel and
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is also going to cut back on personnel who are going to be review-
ing these kinds of programs to insure that the taxpayers’ moneys
are going to be carefully spent? )

Mr. ANGRISANI. I think one element of that equation that you
did not mention, Senator, was that we are going to have sufficient-
ly fewer contracts to monitor too. )

-Senator KENNEDY. Even with fewer, I understand a freeze is a
freeze is a freeze, and you are not going to be able to send people
out to travel around and take a look at any of these programs.

We heard a lot of questions and answers before along the lines,
“Is that sound business procedure?” and, “If tls_vlcn.\ were running a
business and had little businesses around the country, is that
sound business—not going out and seeing what is going on out
there, monitoring?” :

Mr. ANGrisaNi. The way I would respond is that certainly the
freeze is not a permanent one, unless the Federal deficit continues
to grow. Then it may have to be a permanent one.

nator KENNEDY. I have heard those speeches before. I am sure
I will hear them again. But I would hope you would recognize that
in trying to meet these responsibilities we must be able to do the
kind of job that is going to be essential. If we cut back on the
personnel who have both the skill and the training and ought to be
adequately compensated to do the job, thus cutting back on the
opportunities for the kind of overview and review of these con-
tracts that is needed, I am just wondering if we are really going to
be able to do the kind of effective job that needs to be done, even
with reduced programs.

Mr. ANGRISANI. Senator, I do not want to be here 4 years from
now going through this process on the other end of the stick. I
assure you it will get done. -

Senator KENNEDY. OK. What is the outstandihg amount now in
terms of contracts that are out? Is it about $800 million?

Mr. ANGRISANI. The number of contract?

Senator KENNEDY. No; the amount of money that is out there.

Mr. ANGRiISANI. Discretionary contracts?

Senator KENNEDY. No; discretionary contracts that have been
signed—the total amount that is out in the field now. Is it about
$800 million?

Mr. ANGRISANI. In title III or in title IV?

Senator KENNEDY. Both.

Mr. ANGRISANI. Probably $500 million for all discretionary pro-
grams. :

Senator KENNEDY. So we have got $500 million out there now,
and you are saying that there is not %oing to be an individual who
is going to be able to go out in the field and monitor that program?

Mr. ANGRISANI. No, sir.

Senator KENNEDY. What does the freeze really mean then?

Mr. ANGRisANI. The 1981 plan has about $ million in it. The
1982 budget that was approved by the Congress in the reconcili-
ation process has significantly less. We have about $50 million in
title III discretionary funds and about $60 million——

Senator KENNEDY. Whatever it is, do you think you can have any
effective monitoring systems by not having individuals who go out
and monitor the programs in the field? '

¥
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