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SUMMARY

RESULTS IN BRIEF

The State of California contracts with
nonprofit organizations in each county to
administer the federally funded Low-Income Home
Energy  Assistance Program  (LIHEAP). The
Economic and Social Opportunities, Inc. (ESO),
and The Welfare Recipients League, Inc. (WRL),
which have administered this program in
Santa Clara County since 1981, have made
numerous allegations of mismanagement against
each other. In reviewing these allegations, we
noted the following conditions:

- Since 1983, the WRL has administered
approximately $1 million in LIHEAP funds and
has spent approximately $30,000 of this
amount for questionable items such as rent
subsidies, loans and salary advances, and
babysitting fees. These expenditures are
questiorable because the money was spent on
items that do not appear to be related to the
energy assistance program.

- The ESO has regularly failed to submit
required contractual reports on time. Some
of the ESO's contract reports, which the
department uses to account for energy
assistance funds, have been up to 76 days
late.  However, we conclude that this is a
minor administrative problem that does not
involve missing funds.

BACKGROUND

The Department of Economic  Opportunity
(department) is responsible for administering
the LIHEAP in California. The LIHEAP is funded
through a federal grant and censists of three
programs--the Home Energy Assistance Program,
the Energy Crisis Intervention Program (ECIP),
and the Weatherization Program. The department
contracts with both public and private local
agencies to administer the ECIP and the
Weatherization Program.
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Since 1981, the department has contracted with
the ESO and the WRL, two nonprofit Tlocal
agencies in Santa Clara County. Except for
1985, when the WRL did net receive a contract,
these organizations held contracts from 1981
throcugh 1986. Both the ESO and the WRL have
alleged that the other has not complied with
the terms of the LIHEAP contracts. In
addition, the ESO alleged that the department
did not  properly evaluate its contract
proposals. See Appendix A for a list of all of
the allegations made by the two coentractors and
our analysis of them.

PRINCIPAL FINDINGS

The Welfare Recipients League, Inc. Made
Questionable Expenditures and Travel
Overpayments From the Low-Income Home
Energy Assistance Program Funds

In contract years 1983-84 and 1986, the WRL
received about $1 million in LIHEAP funds.
Over $30,000 of this amount was spent for
questionable purposes, including food for a
food closet, payment for veterinary services,
babysitting fees, payroll advances and Toans to
the WRL's executive director and five other
employees, undocumented retroactive pay, and
rent subsidies to volunteer workers. These
expenditures are questionable because they do
not appear tc be related to the energy
assistance proagram. We could not conclude that
the expenditures were inappropriate because we
could not review all of the WRL's financial
records. According to the president of the
WRL's board of directors, the financial records
for contract year 1983-84 were destroyed or
stolen during a burglary of the WRL's cffice.

In addition to the approximately $30,000 in
questicnable expenditures, in contract year
1983-84, the president of the WRL's board of
directors was overpaid more than $3,100 for
travel reimbursements and could not provide
documentation for another $1,700 in travel
reimbursements.

Because the WRL made questionable expenditures,
the department dces not know if LIHEAP funds
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were appropriately disbursed and accounted for.
Furthermore, unless the department recovers
enerqy assistance funds that are
inappropriately spent, the State is liable for
these funds.

In 1984, we reported similar deficiencies in 8
of 12 community agencies with which the
department contracted. Although the department
has partially implemented our previous
recommendations to monitor the LIHEAP
contractors, deficiencies similar to those
found in 1984 continue to exist.

The Economic and Social Opportunities,
Inc., Has Not Always Met Its
Contractual Reporting Requirements

Qur review disclosed that, from 1981 through
1986, the ESO received six LIHEAP contracts
totaling approximately $2.4 million. In 1983,
the department established deadlines for the
fiscal and program report due at the end of the
contract period. Since 1983, the ESO has
submitted three of these reports on time and
one report late. The ESO was also up to 76
days late in submitting required monthly
reports to the department. All of these
reports account for energy assistance funds.
However, we conclude that this 1is a minor
administrative problem that does not invelve
missing funds.

RECOMMENDATIONS

The department should discontinue contracting
with nonprofit organizations that consistently
fail to spend energy assistance funds according
to the requirements of their contracts until
these organizations can demonstrate that they
have the fiscal controls for meeting these
requirements.

The department should conduct on-site reviews
of contractors with known deficiencies to
verify that these contractors have taken action
tec correct the deficiencies.
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Finally, the department should review the WRL's
expenditures and collect all improperly spent
funds.

AGENCY COMMENTS

The Department of Economic Opportunity
concurred with the findinas in our report. In
response to our recommendations, the department
pointed out that state and federal mandates
1imit the number of agencies that are eligible
to receive energy assistance funds. Because of
this  limitation, the department exerts
considerable effort to monitor and assist
agencies with which it contracts to support
their reasonable performance. In addition, the
department stated that only in extreme cases,
when major deficiencies are not corrected,
should the department discontinue contracting
with an agency. The department also stated
that all questioned and disallowed costs
identified thrcugh independent audits are
resolved or collected from the contractor.

The Welfare Recipients League, Inc., maintains
that the questionable costs identified in our
report were appropriate either because the
LIHEAP program was reimbursed from the WRL's
general account or because an independent audit
of WRL's 1983-84 financial vrecords did not
reveal any inappropriate expenditures.

The Economic and Social Opportunities, Inc.,
did not take any exception to the findings in
our report. The ESC stated that the Department
of Economic Opportunity's reporting deadlines
were unreasonable and noted that the department
has recently extended the time 1limits for
submitting  reports. The ESO does not
anticipate anv problem in complying with the
rew time Timits.
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INTRODUCTION

The Department of Economic Opportunity (department), formerly
the Office of Economic Opportunity, is responsible for administering
the Low-Income Home Energy Assistance Program (LIHEAP) in California.
To receive funds for this program, the department must apply to the
federal Department of Health and Human Services and must annually
prepare a state plan that describes how it will ensure that federal

funds will be allocated and used in accordance with federal guidelines.

The department funds three programs under the LIHEAP: the
Home Energy Assistance Program, the Energy Crisis Intervention Program
(ECIP), and the Weatherization Progrem. Under the Home Energy
Assistance Program, the department provides up to $400 per year to
Tow-income households to help offset their energy costs. Under the
ECIP, the department provides eligible households with up to $300 each
year; under certain emergency conditions, an eligible household may
receive up to $400. The ECIP provides emergency cash assistance to
eligible households that do not have sufficient funds to establish
service with a utility, te pay current cr delinquent utility bills, or
to prevent a utility company from terminating service. Finally, the
Weatherization Program helps eligible households to achieve long-term
savinrgs through energy conservation measures such as attic insulation
and weatherstripping. The department allows up to $1,300 per housing

unit for weatherization services.



The department contracts with 1local public or private
nonprofit agencies to administer the ECIP and weatherization components
of the LIHEAP. In 1986, the department had 77 LIHEAP contracts with 61
nonprofit agencies throughout California. Fourteen of the 61 agencies
had separate contracts to provide energy assistance services in more
than one area. Statewide, the department's LIHEAP contracts totaled
approximately $37.2 million. Before 1985, the department contracted
separately for the ECIP and the Weatherization Program, but since 1985,
the department has wusually combined these programs 1in a single
contract. Also since 1985, in those counties where more than one
agency was available to administer the energy assistance programs, the

department has awarded the contracts on a competitive basis.

In Santa Clara County, the department has contracted with two
local nonprofit agencies: The Welfare Recipients League, Inc. (WRL),
and the Economic and Social Opportunities, Inc. (ESO). From 1981
through 1984, the department contracted with the WRL to provide only
ECIP services within certain areas of the county. In 1986, the
department contracted with the WRL to provide services through both the
ECIP and the Weatherization Program. The ESO has had LIHEAP contracts
each year from 1981 through 1987 to provide services through both the

ECIP and the Weatherization Program.

In 1986, when the ESO and the WRL had contracts for both ECIP

and weatherization services in Sarta Clara County, each agency was



responsible for separate areas within the county. In 1986, the
department's LIHEAP contracts in Santa Clara County totaled over

$890,000.

Previous Auditor General Reports on
the Department of Economic Opportunity

Since 1983, the 0ffice of the Auditor General has issued five
reports on the department's administration of the LIHEAP. Appendix B
presents a summary of our previous reports on the issues discussed in
this report and discusses the department's efforts to implement our
previous recommendations regarding the administration of the LIHEAP.

Two of the four reports concern issues that we discuss in this report.

In Report F-266, a letter issued to the Joint Legislative
Audit Committee in April 1983, we reported, among other things, that
from July 1, 1981, to December 31, 1982, the ESO had not maintained
adequate, auditable accounting records and, therefore, had not complied
with federal and state accounting, reporting, and auditing
requirements. The report concluded that, because of these
deficiencies, the ESO had not complied with the provisions of its
contract with the State. The report also stated that the ESO had not
obtained and submitted financial audit reports to the department for 13
weatherization grants and Tlow-income energy programs. The report
concluded that the ESO failed to comply with the department's reporting

requirements and could lose funding on current and future contracts.



In Report P-412, entitled "The Office of Economic Opportunity
Has Not Controlled Public Funds Properly," idissued in June 1984, we
reported, among other things, that the department had pcor control over
federal funds from the LIHEAP and over the community agencies with
which it contracted. The report concluded that some contractors had
misused or made questionable expenditures of federal funds and pointed
out that the State 1is 1iable to the federal government for federal

funds under the State's jurisdiction that are spent improperly.

SCOPE_AND METHODOLOGY

The objective of this audit was to determine the validity of
allegations made about the ESO, the WRL, and the department's
administration of the LIHEAP. We alsc reviewed the appropriateness of
the WRL's expenditures of LIHEAP funds, and we evaluated the
department's progress in implementing previous recommendations made by

the 0ffice of the Auditor General.

Both the ESO and the WRL made allegations that the other was
not complying with its LIHEAP contract to provide energy assistance
services in Santa Clara County. The allegations were primarily
concerned with contracts for federal fiscal year 1983-84 and for
calendar year 1986. The ESO's allegations included a claim that the
WRL improperly spent LIHEAP funds. The WRL alleged that the ESC did
not meet 1its contractual reporting requirements and that the ESO owed

the department money.



To determine whether the WRL inappropriately spent LIHEAP
funds, we vreviewed federal and state policies and the department's
guidelines for spending LIHEAP funds in federal fiscal year 1983-84 anrd
in 1986. We examined the WRL's documentation for travel reimbursements
made to the president of the WRL's board of directors, and we verified
the accuracy of the computations for the travel reimbursements.
Further, we examined available financial documents to determine whether
the WRL issued pay advances to its employees, paid for veterinary
services, and subscribed to cable television with LIHEAP funds, as the

ESO alleged.

To determine whether the ESO submitted required reports on
time and whether the ESO owed the department money from previous
contracts, we reviewed the department's reporting requirements for
LIHEAP contracts from 1981 through 1986, and we examined the
department's records on the ESO's submission of fiscal and program

reports due at the end of the contract period.

We discuss the preceding issues that resulted from the
allegations in the Audit Results sections cf the report. The audit
steps listed below relate to the remaining allegations, which we

discuss in Appendix A.

To determine whether the WRL's 1986 corntract proposal
contained misrepresentations of claims and promised services, we

verified statements made in the proposal. To verify wher the WRL's



weatherization subcontractor was licensed, we contacted the Contractors
State License Board in the Department of Consumer Affairs. To
determine the experience and training cof persons administering the
WRL's Weatherization Proagram, we reviewed training and employment
records. To determine if the department equitably evaluated the 1986
contract proposals submitted by the ESO and the WRL, we reviewed the
department's evaluation criteria, and we reviewed the scoring by the

evaluation committee.

To determine whether the WRL's board of directors conducted
meetings with a quorum, we reviewed the WRL bylaws and minutes of board

meetings held in federal fiscal year 1983-84 and in 1985.



AUDIT RESULTS

I

THE WELFARE RECIPIENTS LEAGUE, INC.,
MADE QUESTIONABLE EXPENDITURES AND

TRAVEL OVERPAYMENTS FROM LOW-INCOME
HOME ENERGY ASSISTANCE PROGRAM FUNDS

The Welfare Recipients League, Inc. (WRL), did not comply with
its Low-Income Home Energy Assistance Program (LIHEAP) contracts with
the Department of Economic Opportunity (department) for federal fiscal
year 1983-84 and calendar year 1986.* These contracts required LIHEAP
funds to be used for energy assistance and related costs. The WRL may
have violated its contract by using its LIHEAP funds for questionable
expenditures, including Tloans, payroll advances, food purchases, and
overpayments for travel reimbursement. The department failed to detect
these questionable expenditures and cannot ensure that LIHEAP funds
were appropriately disbursed and accounted for during the 1983-84 and
1986 ccrtract years. The State is liable to the federal government for
funds that are not appropriately spent for the energy assistance

program.

*Before 1985, the department's LIHEAP contracts coincided with the
federal fiscal year (October 1 through September 30). Since 1985, the
department's LIHEAP contracts ceincide with the calendar year. In
this report, we refer to contracts by the period they were in effect.
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The WRL Made Questionable
Expenditures of LIHEAP Funds

United States Code, Title 42, Section 8621(a) requires that
LIHEAP funds be used to assist eligible households to meet the costs of
home energy. Further, the department's LIHEAP contracts require
contractors to spend LIHEAP funds for energy assistance and related
costs. United States Code, Title 42, Section 8624(g) requires the
State to repay to the federal government amounts found not to have been

spent in accordance with the objectives of the federal program.

In contract years 1983-84 and 1986, the WRL received LIHEAP
contracts totaling approximately $553,000 and $456,000, respectively.
We determined that the WRL made questionable expenditures of
approximately $30,000 of its LIHEAP funds--approximately $17,460 during
contract year 1983-84 and approximately $12,550 during contract year
1986. We question these expenditures because they do not appear to be
related to energy assistance. However, we could not conclude that the
expenditures were inappropriate because the WRL did not have all its
firancial records available for our review. Accerding to the president
of the WRL's board of directors, the missing financial records were
either destroyed or taken from the WRL's office during a burglary.
However, the department reviewed and accepted the independent
end-of-contract audit report for 1983-84, which did nrot reveal any

inappropriate expenditures.



In reviewing the WRL's check register and bank statements for
1983-84, we discovered that the WRL had made questionable payments of
approximately $17,450 of its LIHEAP funds. These payments, shown in
Teble 1, appear to be improper; however, we cannct say with certainty
that they are because the WRL does not have all of its financial
records.

TABLE 1
THE WELFARE RECIPIENTS LEAGUE, INC.,

QUESTIONABLE EXPENDITURES OF LIHEAP FUNDS
CONTRACT YEAR 1983-84

Questionable Expenditures Amount

Goods and Services

Food closet $4,290
Rent subsidies $1,050
Magazine subscriptions $
Babysitting fees $
Veterinary fees $§ 170
Cable television subscription $
Florist fees $

Loans, Pay Advances, Other Transactions

Transfer of funds tc another bank

account $3,500
Unpaid Toans and salary advances $3,290
Retroactive pay $2,130
Special assistance $1,140
Questiorable repayments $1,050

The WRL spent $4,290 to purchase food for the WRL's food
closet and for other expenditures related to the food closet.
According to the president, the food closet is wused to feed needy
families. The WRL also wused LIHEAP funds for various office

expenditures, including $120 for a subscription to cable televisicn;



$170 for veterinary fees for the office cat; $260 for babysitting fees
for volunteers; $380 for magazine subscriptions and books; and $80 for

florist fees.

We also identified Tloans and salary advances to the WRL's
former executive director and five other employees totaling
approximately $6,770; $3,290 of this total was not repaid. The former
executive director received over $3,300 from five payroll advances and
two personal Tloans. The payroll advances ranged from $50 to $1,050,
and the personal loans were for $250 and $1,500. Our vreview of the
available financial records showed that the former executive director
repaid $1,400 on the loans and payroll advances through occasional
payroll deductions in amounts ranaing from $50 to $350. However, we
found no documentation to show that $1,900 of the total 1loan was
repaid. Five other employees received payroll advances totaling $3,470
and repaid approximately $2,080 through occasional payroll deductions.
We found no documentation to show that the remaining balance of

approximately $1,390 was repaid.

In addition tc cuestioning the amourts cwed on the loans and
salary advances, we also question the methods of repayment. In ore
instance, the former executive director's salary was increased
approximately $400 for two consecutive pay periods to compensate for
$300 and $350 deductions from her paycheck to repay her 1loans and
payroll advances. In another instance, a WRL employee's salary was

increased approximately $400 for cne pay period to compensate for a
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$400 deduction from his paycheck to repay his advances. The salaries
of both the former executive director and the employee returned teo

their original amounts after these deductions.

In total, the former executive director and the five employees
received approximately $6,770 in loans and payroll advances and repaid
$3,480. However, we question $1,050 of the $3,480 repaid for loans and
payroll advances because of the method that was wused. Further, we

auestion the $3,290 in payroll advances and loans that was not repaid.

In addition to these questionable expenditures of LIHEAP
funds, we question a $3,500 transfer of funds to another bank.
Furthermore, the former executive director and two other employees
received approximately $2,130 in retroactive pay for periods that were
not specified, even though records show that they received their
regular salary for each pay period. Finally, two WRL volunteers who
worked in the WRL office received over $1,140 for unexplained "special
assistance," and two other WRL volunteers vreceived rent subsidies

totaling $1,050 from the LIHEAP funds.

We determined that, during contract year 1986, the WRL made
questionable expenditures of approximately $12,550. The  former
executive director received retroactive pay of approximately $1,200
even though she received her regular salary for each payv period, and
nine volunteers received rent subsidies totaling approximately $10,980.
In addition, the WRL used approximately $370 to purchase food for its

food closet.
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According to the president of the board of directors, most of
the expenditures made by the former executive director for the contract
year 1983-84, except for some routine expenses such as telephone bills,
were made with the president's concurrence. However, the president
stated that he told the former executive director to reimburse the
LIHEAP account from the WRL's general fund for expenditures such as
food purchases. Because the WRL does not have complete financial
records, we cannot determine if the LIHEAP account was ever reimbursed.
The president also stated that the former executive director determined
each employee's salary and contacted the president for his approval and
that the president based his approval of the salaries on the
availability of funds. The president also stated that the WRL's
accountant told him that all payroll advances had been repaid. We also
found that, in May 1984, the board of directors of the WRL authorized
funds to assist volunteers who worked in the WRL's office with their
rent payments. Our review of the financial records showed that these

payments were made out of LIHEAP funds.

The WRL Made Travel Overpayments

The WRL vreimbursed the president of the WRL's board of
directors over $11.700 for travel between Sacramento and San Jose,
California during contract vear 1983-84. We found no documents to
support $1,700 of this reimbursement, and we found errors totaling

$3,100 on the 89 travel claims we did review.
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Because the WRL did not have documentation to support the
president's travel reimbursements, the president provided the audit
staff with his personal copies of 89 travel expense claims that he said
supported the travel reimbursements. In our review of the 89 travel
expense claims, we found that 19 claims were duplicates, 5 claims
contained errcneous or incomplete information, and 78 claims contained
computational errors. For example, on 19 occasions, the president
filed at least two travel claims for the same period of travel. He was
reimbursed a total of $2,100 for these duplicate claims. In another
instance, the president filed a claim that did not include departure or
arrival times. Without this information, we could not compute what his
reimbursement should have been. However, he was paid $116.15 for this

claim.

The WRL reimbursed the president $10,000 for the travel
expenses represented by the 89 travel expense claims. However, the
president did not have documentation to support $1,700 cf these
expenses. In addition, on the 89 travel expense claims, errors in
computation totaled approximately $450, errors in data totaled
approximately $540, and duplicate claims totaled approximately $2,100.
Therefore, the president should have been reimbursed approximately

$6,900 for the 89 claims, not $10,000.
According te the president, either he or the WRL office staff

made out the travel claims, and he signed them. He stated that the

travel expense claims provided to our staff were not all the claims
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filed but were all that he could find. Further, he admitted that there
appeared to be 12 duplicate claims because claims were incorrectly
completed by his staff. The president also stated that he made trips
to San Jose, on the average, at least two times per week and that he
was reimbursed for these trips as funds were available. The president

claimed that he made many trips for which he was not paid.

The Department Did Not Detect the
WRL's Questionable Expenditures

In its state plans for 1984 and 1986, the department assured
the federal government that it would monitor the use of all LIHEAP
funds to ensure that they were spent for approved purposes. The
department also assured the federal government that it would review
reports, conduct audits, and make on-site visits to monitor the

contractors' compliance with their contracts.

The department could not provide evidence that program
monitoring was conducted in contract year 1983-84 through on-site
visits to the WRL. Further, according to the department's manager of
program and fiscal audits, between 1981 and 1984, the department did
not conduct any eudit surveys of the WRL even though the WRL had
contracts during that period. However, the department did conduct a
preliminary audit of the WRL in 1985 for the 1986 LIHEAP contract and
identified a lack of internal cortrols in the WRL and too few staff
performing the accounting functions. The report recommended, among

other things, that the WRL subcontract with a public accountant to
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assist the WRL in maintaining its fiscal records. The WRL did hire an
outside public accountant who certified that the WRL had adequate

internal controls to safeguard its assets.

The department considered the actions taken by the WRL
sufficient to satisfy the department's recommendations. However, the
department did not follow up to ensure that the WRL implemented the

measures to correct the weaknesses identified in the preliminary audit.

In 1986, the department conducted three visits to monitor the
WRL's program. During these visits, the department reviewed the
organization and the activities of the WRL and the actions taken by the
WRL in response to previous monitoring findings. However, the
department did not focus on the financial activities of the WRL during
these visits nor cite any internal control problems or improper

expenditures.

Although the department has assured the federal government
that all LIHEAP funds will be used appropriately, it failed to detect
the guestionable expenditures of the WRL 1in the 1983-84 and 1986
contract vears and, therefore, does not know if LIHEAP funds were
appropriately disbursed and accounted for by the WRL during these
years. The State is reaquired to repay amounts that have not been spent

in accordance with the objectives of the federal programs.
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Similar Weaknesses Noted in Our
1984 Audit of Other Community Agencies

In a report issued by the Office of the Auditor General in
June 1984 entitled "The Office of Economic Opportunity Has Net
Controlled Public Funds Properly" (Repert P-412), we concluded that the
department did not adequately monitor all LIHEAP contractors. Although
the WRL was not one of the 12 community agencies we reviewed at that
time, the weaknesses identified were similar to those that, as this
report shows, existed at the WRL during the audit period covered by
Report P-412. For example, Report P-412 identified weaknesses in
internal control and instances of improper or questionable expenditures

at 8 of the 12 agencies reviewed.

Since Report P-412 was issued, the department has taken steps
to implement the recommendations we made in that report. It is the
department's policy to conduct the preliminary audit within 90 days of
the effective date of the contract to determine that contractors have
adequate systems of internal and fiscal controls. The department has
also set a goal to conduct audit surveys of all contractors at Tleast
once every two years. In addition to performing audit surveys, the
department now reviews independent audit reports to identify any
questionable or disallowed costs and any weaknesses in the contractors'
accounting controls. The department also conducts on-site visits and
reviews contractors' reports to monitor and evaluate the contractors'

performance.
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CONCLUSION

In contract years 1983-84 and 1986, The Welfare Recipients
League, Inc., violated its LIHEAP contract by making
questionable expenditures totaling over  $30,000. These
expenditures are questionable because they do not appear to be
related to the energy assistance program. In addition to the
$30,000 in questionable expenditures, in contract year 1983-84
the WRL overpaid the president of its board of directors over
$3,100 for travel reimbursements, and the president could not
provide documentation to support $1,700 of reimbursements for
travel expenses. Because the department failed to detect the
WRL's questionable expenditures in the 1983-84 and 1986
contract years, the department cannot ensure that LIHEAP funds

were appropriately disbursed and accounted for during those

years. Furthermore, the State 1is 1liable to the federal
government for energy assistance funds that are
inappropriately spent. Although  the department has

implemented previous recommendations made by the Office of the
Auditor General tc monitor the LIHEAP contractors, the

department needs to improve its financial moritoring.
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RECOMMENDATIONS

The Department of Economic Opportunity should discontinue
contracting with nonprofit organizations that consistently
fail to spend energy assistance funds according to the
requirements of their contracts until the organizations can
demonstrate that they have fiscal controls for meeting these

requirements.

The department should review the WRL's expenditures and

collect all improperly spent funds.

To ensure that LIHEAP funds are appropriately spent and
accounted for by contractors, the department should take the

following actions:
- Conduct on-site reviews of contractors with known
deficiencies to ensure that the contractors have taken

action to correct the deficiencies; and

- Periodicallv  conduct audit surveys cf all LIHEAP

contractors.

Finally, the department should fully implement previous

recommendations made by the Cffice of the Auditor General.
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THE ECCNOMIC AND SOCIAL OPPORTUNITIES,
INC., HAS NOT ALWAYS MET ITS
CONTRACTUAL REPORTING REQUIREMENTS

Between contract years 1980-8 and 1986, the Economic and
Social Opportunities, Inc. (ESO), did not always comply with its
contractual reporting requirements for the LIHEAP. The ESO often
submitted three types of reports late: the end-of-contract fiscal and
program report, the expenditure report, and the activity report. The
department cannot promptly collect unspent funds and cannot disburse

funds to ESO promptly if reports are not submitted on time.

The LIHEAP contracts require contractors to submit three types
of reports. The fiscal and proaram report prepared at the end of the
contract period reconciles contractors' total expenditures with the
total funds received. The monthly expenditure report Tlists the
expenditures incurred by contractors in the preceding month and the
estimated spending needs of the contractors for the next two months.
The  department uses this report to calculate reimbursements to
contractors. The monthly activity report summarizes contractors'

activities each month.
The 1982-83 and 1983-84 LIHEAP contracts required that

contractors submit a fiscal and program report at the end of the

contract period and that they return all unspent funds to the
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department within 30 days of the end of the contract. Since contract
vear 1983-84, contractors have been required to report and return the
funds within 90 days. The department did not specify any deadlines for
the 1980-81 and 1981-82 LIHEAP contracts.

In addition, contractors were required to submit expenditure
and activity reports on the fifth working day of each month for LIHEAP
contracts from 1981-82 through 1983-84. For the 1985 and 1986 LIHEAP
contracts, contractors were required to submit the reports on or before
the fifteenth day of each month for expenditures and activities

conducted in the preceding month.

From 1981 through 1986, the ESO received six LIHEAP contracts
totaling over $2.4 million. Our review of the department's contract
files showed that for the 1982-83 and 1986 LIHEAP contracts, the ESO
submitted the required end-of-contract fiscal and program report on
time. For the 1985 contract, the ESO submitted the end-of-contract
fiscal and program report 19 days early. However, for the 1983-84
contract, the ESO submitted the end-of-contract fiscal ard program
report approximately two months late. Because the ESO submitted this
report late, the department could not promptly determine if there were

unspent federal funds.

OQur review of the expenditure and activity reports for the

1982-83 LIHEAP contract revealed that the ESO submitted all 12

expenditure vreports up to 49 days late. For the 1983-84 LIHEAP
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contract, the ESC submitted 11 of its 15 expenditure reports up to 76
days Tlate. Further, for the 1986 LIHEAP contract, the ESO submitted 8
of 12 activity reports up to 15 days late. The late submission of
these reports caused a delay in the department's reimbursement to the
ESO of LIHEAP funds needed by the ESO to provide energy assistance

services.

Because required reports were submitted late, the ESO did not
comply with the provisions of its 1982-83 LIHEAP contract.  Further,
the ESO did not comply with the provisions of the 1983-84 LIHEAP
contract in submitting its end-of-contract fiscal and program report
and its monthly expenditure reports. Finally, the ESO did not comply
with the provision of the 1986 LIHEAP contract in submitting the

monthly activity reports.

According to the ESO's executive director, during contract
year 1982-83, the ESO experienced a high turnover of its accounting
staff. He stated that it is not uncommon to submit the expenditure and
activity reports from a few days to approximately two months late. He
explained that the ESO used funds from other sources to assist
lTow-income househclds with home energy costs when funds from the
department were delayed. We conclude that the ESO's late reporting is

a minor administrative problem and does not involve missing funds.

The department has recovered approximately $9,600 in funds

that the ESC did not spend in contract year 1982-83. In Auaust 1984,
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the ESO submitted its 1982-83 end-of-contract fiscal and program
report. In September 1984, through a review of this audit report, the
department identified approximately $9,600 in LIHEAP funds that the ESO
had not spent and notified the ESO of this surplus. In January 1985,
the department reminded the ESO of the unspent funds that the ESO owed
the department. In February 1985, the ESO agreed to refund the unspent
funds and, in March 1986, the ESC made the refund.

The department has taken measures teo encourage the ESO to
comply with its contractual reporting requirements. Our review of two
instances when the ESO submitted its reports 13 and 17 days late showed
that the department approved reimbursements to the ESO only after it

received and reviewed the reports.

In 1983 and 1984, the Auditor General's O0ffice reported
similar problems in the operations of the ESO. In a letter to the
Jeint Legislative Audit Committee in April 1983 (Report F-266), we
reported, among other things, that the ESO had failed to comply with
the department's reporting reauirements. In Report P-412, issued in
June 1984 and entitled "The O0ffice of Economic Opportunity Has Not
Controlled Public Funds Properly," we reported that the LIHEAP
contracters were slow to submit their end-of-contract fiscal and
proaram reports and that the department did not review all the
end-of-contract fiscal and proaram reports that it received from the
contractors. Because of the delays in the department's receipt and

review of end-of-contract fiscal and program reports, we concluded that



the department could not promptly collect unspent federal funds or
recover federal funds that contractors had spent improperly. As we
point out in Appendix B, the department has taken steps to implement

our previous recommendations to review reports and collect unspent

funds.

CONCLUSION
In contract years 1982-83, 1983-84, and 1986, the Economic and
Social Opportunities, Inc., violated its contractual reporting
requirements by submitting its required reports Tlate to the
department. However, we conclude that this is a minor
administrative problem that does not involve missing funds.
In addition, the ESC did not pay the department approximately
$9,600 from contract year 1982-83 until March 1986. Although
the department has taken steps to implement our previous
recommendations to review reports and collect unspent funds,
it needs to increase its efforts.

RECOMMENDATIONS

The Economic and Social Opportunities, Inc., should comply

with all the reporting requirements in its LIHEAP contract.
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The department should enforce all contractual reporting

requirements.

We conducted this vreview under the authority vested in the
Auditor General by Section 10500 et seq. of the California Government
Code and according to generally accepted governmental auditing
standards. We limited our review to those areas specified in the audit

scope section of this report.

Respectfully submitted,

/

HOMAS W. HAYES
Auditor General

Date: August 10, 1987

Staff: William S. Aldrich, Audit Manager
Arthur C. Longmire
Keith K. H. Tsukimura
Stephen W. L. Cho
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APPENDIX A

ALLEGATIONS MADE BY THE ECONOMIC AND
SOCIAL OPPORTUNITIES, INC., AND
THE WELFARE RECIPIENTS LEAGUE, INC.

As we noted earlier in the Scope and Methodology section of
this report, the purpose of this audit was tc determine the validity of
recent allegations made by two contractors for the Low-Income Home
Energy Assistance Program (LIHEAP) in Santa Clara County. The two
contractors--the Economic and Social Opportunities, Inc. (ESO), and The
Welfare Recipients League, Inc. (WRL)--accused each other of several
deficiencies in administering their LIHEAP contracts. The allegations
that we found to have substance are reported as findings in the Audit
Results section of this report. Below we list all of the allegations
that were made by both contractors and, following each allegation, our
analysis.

ALLEGATIONS MADE BY THE ESO

Allegation: "The WRL's 1986 proposal substantially plagiarized the
earlier submitted ESO proposal."

Conclusion: Although the Tlanguage in the proposals of the two
agencies was similar, our review did not disclose any
apparent plagiarism. Moreover, an agency's proposal is
not proprietary and normally becomes a matter of public
record with the award of the contract. Thus, there is no
basis for concluding that the use of similar language in
proposals is impreoper.

Allegation: "The Department of Economic Opportunity rated WRL's
prcposal higher than ESO's on areas in which ESO promised
more services for less cost."

Conclusion: The Department of Economic Opportunity (departmert) did
rate WRL's proposal higher; however, the department's
evaluation criteria included facters other than the cost
of service. In addition to the cost of service, the
department evaluated program goals by the groups targeted
and the number of dwellings to be provided erergy
assistance. The WRL's proposal was given two points more
than the ESO's because the WRL's proposal specifically
addressed the service to groups such as the handicapped,
the elderly, and welfare recipients.
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Allegation:

Conclusion:

Allegation:

Conclusion:

"WRL's proposal ccntained fraudulent representations of
claims, facts, and promised services."

In its 1986 contract proposal, the WRL misrepresented
data concerning the experience and formal training of its
energy program administrator and the experience of its
weatherization subcontractor. However, these data would
not have affected the department's evaluation of the
WRL's proposal.

The WRL claimed that the administrator for both the
Energy Crisis Intervention Program and Weatherization
Program had 18 yvears of experience working with human
service organizations and had attended the Pacific Gas
and Electric Company's weatherization training program in
Stockton, California. Our review of the administrator's
resume showed that she had 13 years of experience.
However, the department's evaluation criteria required
only one year of program experience to receive the
maximum number of points. Further, the administrator did
not complete the Pacific Gas and Electric Company's
weatherization training in Stockton wuntil October 1986,
ten months after the award of the contract.

In addition, the WRL claimed that its weatherization
subcontractor had eight years of experience. We
contacted the Contractors State License Board 1in the
Department of Consumer Affairs and determined that the
contractor was Tlicensed in December 1983. Thus, in
January 1986, when the WRL's LIHEAP contract became
effective, the contractor had been in business for only
two years. However, these misrepresentations would not
have affected the evaluation of the WRL proposal because
the department had previously approved the WRL's
weatherization subcontractor.

"WRL made improper payments including:

- $11,612.55 in checks to [the president of the WRL's
board of directors] signed by [the president] for
reimbursement  for undocumented travel between
San Jose and Sacramento during 1984;

- Advances to WRL's director...and her son;

- Payment for cable television in WRL's office; and

- Payments to an animal hospital for WRL's office
cat."

This allegation is discussed in the report on pages 7 to
14,
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Allegation:

Conclusion:

Allegation:

Allegation:

Conclusion:

"WRL's Board failed to meet regularly or with the
necessary quorum,"

According to the WRL's bylaws, five directors constitute
a quorum of the board of directors. In additicn, the
bylaws require the board of directors to meet a minimum
of four times in each 12-month period. Our review of the
WRL's board meeting minutes showed that four board
meetings were held during 1984 and that there were only
four board members present at each meeting. In 1985, the
WRL conducted three meetings; one meeting did not have a
quorum.  However, in January 1986, the WRL's board voted
to amend the bylaws to reduce the number of board members
required for a quorum from five to four. Although the
WRL failed to meet with the necessary quorum in its 1984
board meetings, we cannot determine the effect of a lack
of a quorum on the administration of the LIHEAP contract
by the WRL. Further, the contract does not specify a
penalty for meeting without the necessary quorum.

"WRL solicited and received money from people seeking
ECIP assistance."

"WRL's often [used] abusive treatment [toward] pecple
seeking assistance."”

We attempted to contact 34 individuals identified by
either the ESO or the WRL as persons having complaints
about the energy assistance service they received in
Santa Clara County. Twenty-one of the 34 individuals
were either not at home or had moved. Of the 13
individuals we interviewed, one person stated that she
was asked to pay a fee of $1 or $2 when she applied for
energy assistance at the WRL and that she was rudely
treated; 2 persons stated that they were rudely treated
by the WRL staff but were not asked for money; one person
stated that the ESO did not complete the weatherization
of her house as promised; and the remaining 9 persons had
no complaint about the service provided by either the ESC
or the WRL. Thus, there 1is insufficient evidence to
conclude that the WRL generally solicited donations or
treated applicants rudely.

QUESTIONS RAISED BY THE WRL CONCERNING
THE ESO'S ADMINISTRATION OF ITS LIHEAP GRANT

Allegation:

"Whether ESO has owed the DEO [Department of Economic
Opportunity] money, whether ESO now owes the DEO, and
whether ESO has made timely repayments of such debts."
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Conclusion:

Allegation:

Conclusion:

The ESO owed the department $9,600 in unspent funds from
its 1982-83 LIHEAP contract. However, the ESO fully
repaid the department in 1986. As of July 31, 1987, the
ESO did not have any debts due the department for the
energy assistance program. This allegation is discussed
in the report on pages 21 and 22.

"Whether ESO has submitted close-out reports in a timely
manner as specified in their energy assistance contracts
with DEQ since 1980 and whether ESO has met the fiscal
and program requirements of the department for their
energy assistance programs during the past five years."

These allegations are discussed in the report on pages 19
to 23.
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APPENDIX B

THE DEPARTMENT OF ECONOMIC OPPORTUNITY'S
IMPLEMENTATION OF PREVIOUS AUDITOR GENERAL
RECOMMENDATIONS FOR IMPROVING THE ADMINISTRATION
OF THE LOW-INCOME HOME ENERGY ASSISTANCE PROGRAM

Since 1983, the Auditor General has issued four reports on the
Department of Economic Opportunity (department) that pertain to the
department's administration of the Low-Income Home Energy Assistance
Program (LIHEAP). The findings in these reports are summarized below.
We also 1list the recommendations from these reports and summarize the
department's efforts to implement them.

"The Office of Economic Opportunity Could
Improve Its Administration of the
Low-Income Energy Assistance Block Grant,"
(Report P-232, August 1983)

In August 1983, we recommended that the department extend the
eligibility period for the Home Energy Assistance Program to include
all persons who receive Aid to Families with Dependent Children and
Supplemental Security Income/State Supplemental Program assistance
throughout the year. We also recommended that the department compile a
mailing 1list of all potentially eligible recipients and mail an
application to each household and that the department verify the income
of the entire household when determining an applicant's eligibility for
assistance. We also recommended that the department ensure that
contractors are promptly reimbursed for expenses they incur in
providing services under the LIHEAP, establish assistance 1imits for
the ECIP that consider the variations in utility rates and climate, and
establish procedures for providing fair hearings to applicants who are
denied service. Finally, we recommended that the department require
contractors to submit budgets outlining administrative and program
expenses to ensure that contractors receive sufficient funding for
administrative expenses.

Recommendation

The department should extend the HEAP program's eligibility period to
include all persons who receive Aid to Families with Dependent Children
and Supplemental Security Income/State Supplemental Program assistance
throughout the year.
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Status

The department accepts applications throughout the program year until
funds are exhausted.

Recommendation

The department should compile a mailing Tist that includes all
potentially eligible recipients and mail an application for the program
directly te each household.

Status

The department contracts with the Department of Health Services to
compile a 1list of potentially eligible applicants and mails an
application directly to each identified household. The department uses
records from the Medi-Cal Eligibility Data System to identify eligible
applicants.

Recommendation

The department should require all applicants to supply the social
security numbers of all members of the household. The department
should use available data to verify the income of the entire household
when determining an applicant's eligibility for assistance.

Status

The department wuses only household income for applicants who are not
categorically eligible. In 1986-87, these applicants represented about
1.6 percent of all applicants determined to be eligible. Thus, this
recommendation no Tlonger applies to the department's eligibility
verificaticn process.

Recommendation

The department should establish policies, procedures, and priorities
that reduce the time necessary to process the invoices and reimburse
the community agencies.

Status
The department has implemented procedures for processing irvoices
submitted by contractors. We reviewed five ex<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>