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COMPTROLLER GENERAL OF THE UNITED WTATES
WASHINGTON, D C. 20348

B- 168560

To the President of the Senate and the
— 1 Speaker of the House of Representatives

f This is our report on the Department of Labor!s Special
Impact program in Los Angeles, California, not meeting its
goal of providing jobs for the disadvantaged. Our review was

made pursuant to the Budget and Accounting Act, 1921 (3! U.5.C,

53), and the Accounting and Auditing Act of 1950 (31 U.S.C. 67).

Copies of this report are being sent to the Director, Office

of Management and Budget; the Secretary of Labor' an‘ the

? Director, Office of Economic Opportunity.

yh ﬁ/ﬁw

Comptreller General
of the United States
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COH. DI_HOLLM’ GENFRAL'S

THE SPECIAL IWMPACT PROGRAM IM LOS ANSELES

REPOET TC THE CONGRESS IS NOT MEETING GOAL OF PROVIDING JOGS
FOR THE DISADVENTAGED
Department of Labor B-168560
DIGEST
WHY THE REVIEW WAS MADE

This report is one of several resulting from reviews by the General Ac-
counting Office (GAO) of various mangow er_traiuning programs authorizec

by the Economic Opportunity Act of 1964, as amended. The Senate Commit-
tee on Labor and Public Welfare in a report in 1968 urged GAO to do more

. reviews of manpower Drograns to give the Congress the benefit of inde-

pendent reviews of the performance by executive agencies. The Special
Impact program was selected for review because it was a relatively new
approach, which attempted to establish new businesses in the Inner City
areas and thereby provide additional job opportunities for disadvantaged
residents. The Department of Labor had obligated almost $17 million for
the program as of June 1, 1970. (See p. 6.)

FINDIIIGS AND CONCLUSIONS

Tear S

Backaround

Under the program in Los Angeles, California, the Department was to pro-
vide $8.9 million to 10 private contractors as an inducement for them to
lease (or build) manufacturing facilities in or near the south central
and east Los Angeles ghetto or poverty areas. The contractors were to
train the hard-core unenployed and disadvantaged and to provide them with
jobs in the manufacture of furniture, electronic appliances, housewares,
filtration equipment, plastics, and wood products. (See pp. 5 and 7.)

Iroaram recults

The Los Angeles program has fallen far short of accomplishing its goal
of providing jobs for the disadvantaged and has been poorly administered
by the Department. GAQ believes that the program could have been effec-
tive wilh proper planning, careful selection of contractors, and ade-
quate monitoring by the Department. An unsuccessful and ineffectual
training program can result in a lack of faith in simiiar manpower pro-
grams by disadvantaged individuals and lessen their motivation toward
participation in other such programs or to seek emp]oyment on their c.n.
(See p. 10.) Specifically:

--The program was not well publicized and became known to the contrac-
tors mainly through the efforts of a Los Angeles investment banking

nut



firm. The firm collected fees of $242,400 from nine of the contrac-
tors for services in obtaining the contracts. Under Federal law,
such fees were allowable since the banking firm was a bona fide agent
of the contractors for the purpose of securing business. (See pp. 12
and 14.}

--The basis for selecting contractors and establishing contract amounts
was not adequately documented, and the doubtful financial position
of some contractors zppeared to limit the program's potential for
success. For example, at the time the contracts were awarded, five
of the contractors were in such poor financial positions that it was

questionable whether they could meet their cuvrent obligations. (See
pp. 19 and 22.)

--The contract terms did not adequately protect the Government's inter-
ests. For example, four contracts provided for the payment of all
contract funds to the contractors before any disadvantaged individuals
were hired. Also, the contractors were permitted to retain part of
the fu?ds even if no disadvantaged individuals were hired. ({See
p. 25.

--Collectively, the contractors employed, at June 1, 1970, only 526
employees, and the hiring period for eight contractors had expired
by June 1, 1970 {see p. 28). Two of the contractors have filed
petitions for reduction of debt under the Bankruptcy Act, and an
involuntary bankruptcy action has been approved against a third con-
tractor. Two of the above three contractors and two others have
discontinued all work under the contracts. {See p. 9.)

In general, the contractors did not reach an operational level that
would enable them to hire more employees because of such difficul-
ties as delays in obtaining project sites, high employee turnover,
and financial problems. (See p. 28.) Also, the Department's moni-
toring of the contractors appeared inadequate during the critical
early stages of the program. (See p. 37.)

Other studies of the progran

In general, GAC's findings corroborated those of the Westinghouse Learn-
ing Corporation, & firm engaged by the Office of Economic Opportunity to
evaluate the program, and the Department's Special Review Staff. lest-
inghouse noted that the Department had agreed to pay the contractors an
average of $3,051 for every employee they promised to hire toward con-
tract requirements but had required them to pay back only $2,500 for each
employee short of the goal. Westinghouse noted also that, theoretically,
a company receiving $1 million could buy land, construct a plant, not
hire a single disadvantaged employee, and come away with a profit of
$162.500 and an interest-free loan of about $800,000 for over 1 year.
(See p. 41.)

ta
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RECOMMERDATIONS OR SUGGESTIONS

In future manpower programs the Department of Labor should

--s0licit as many prospective contractors as possible to enhance the
prospects for a successful program (see p. 13},

--ensure that required documentation regarding contingent fees is re-
| . viewed in detail for conformity with the Taw and the Federal Procure-
ment Regulations (see p. 17),

--Tollow its established procedures for documenting the basis for se-
! lecting contractors and determining contract emounts (see p. 21),

--make an adequate evaluaticn of prospective contractors' financial
capability to fulfill contractual commitsents (see p. 24), and

--adequately monitor contractors' activities, especially during the
injtial stages of programs involving unigue and innovative measures.
{(See p. 39.)

‘ Also, the Department should ensure that documentation regarding contin-
3 gent fees under the current contracts is reviewed in detail for conformity
i with the law and the Federal Procurement Regulations. (See p. 17.)

AGENCY ACTIONS AND UNRESOLVED ISSUES

The Assistant Secretary of Labor for Adminisiration said that GAO's find-
ings confirmed an internal review made by the Department in October 1659.
He said also that the Manpower Administratiom agreed with the GAQO report
and that those recommendations which were gemmane to the present status
of the program had been implemented to the fullest extent possible. He
aiso stated that all possible actions were being taken to protect the
interests of the Government. {See p. 10.)

The Assistant Secretary anticipated that a stbstantial percentage of those
employees displaced by termination or complefion of the contracts could be

- directed to other work sites within a reasonzle time. He said that those
who could not be placed in jobs would be enrplled in other training so
that they may develop needed skills. He said also that this activity had
been given a high priority. (See p. 48.)

The Assistant Secretary further stated that, since the responsibility for
¢ administering the program had been transferred to the Office of Economic
Opportunity, the Department's sole responsibility for the Special Impac
program was to monitor and otherwise adminisier the existing contracts
until their termination or completion.

T(‘.nf Sh ret



GAD believes that the Office of Economic Opportunity in its administration
of the Special Impact program should benefit from the problems experienced
by the Department of Lebor in managing the program in Los Angeles.

MATTERS FOR CONSIDERATION BY THE CONGRESS

This report is submitted to the Congress to illustrate the opportunities
that exist for the Department of Labor and the Office of Economic Oppor-
tunity to improve their management of Federal manpower programs.
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COMPTROLLER GENERAL'S THE SPECIAL IFPACT PROGRAM IM LOS ANGELLS
REPORT TO THE CONGRESS IS NOT MEETING GOAL OF PROVIDINC J0BS

FOR THE DISACVANTAGED

Department of Labor B-168560
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WHY THE REVIEW WAS MADE

This report is cne of several resulting from reviews by the General Ac-
counting Office (GAO) of various manpower training programs authorized
by the Economic Opportunity Act of 1964, as amended. The Senate Commit-
tee on Labor and Public Welfare in a report in 1968 urged GAO to do mere
reviews of manpower programs to give the Congress the benefit of inde-
pendent reviews of the performance by executive agencies. The Special
Impact program was selected for review because it was a relatively new
approach, which attempted to establish new businesses in the Inner City
areas and thereby provide additional job opportunities for disadvantaged
residents. The Department of Labor had obligated aimost $17 million for
the program as of June 1, 1970. (See p. 6.)

FINDINGS AND CONCLUSIONS

Background

Under the program in Los Angales, california, the Department was to pro-
vide $8.9 million to 10 private contractors as an inducement for them to
tease {or build) manufacturing facilities in or near the south central
and east Los Angeles ghetto or poverty areas. The contractors were to
train the hard-core unemployved and disadvantzged and to provide them with
jobs in the manufacture of furniture, electronic appliances, housewares,
filtration equipment, plastics, and wood products. (See pp. 5 and 7.)

Program results

The Los Angeles program has fallen far short of accomplishing its goal
of providing jobs for the disadvantaged and mas been poorly administered
by the Department. GAO believes that the program could have been effec-
tive with proper planning, careful selection of contractors, and ade-
quate monitoring by the Department. An unsuccessful and ineffectual
training program can result in a lack of faith in similar manpower pro-
grams by disadvantaged individuals and lessern their motivation toward
participation in other such programs or to seek employment on their own,
{See p. 10.) Specifically:

--The program was not well publicized and became known to the contrac-
tors mainly through the efforts of a Los Angeles investment banking



firm, The firm collected fees of $242,400 from nine of the contrac-
tors for services in obtaining the contracts. Under Federal law,
such fees were allowable since the banking firm was a bona fide agent
of the contractors for the purpose of securing business. (See pp. 12
and 14.)

--The basis for selecting contractors and establishing contract amounts
was not adequately documented, and the doubtful financial position
of some contractors appeared to limit the program's potential for
success. For example, at the time the contracts were awarded, five
of the contractors were in such poor financial positions that it was

questionzble whether they could meet their current obligations. (See
pp. 19 and 22.)

--The contract terms did not adequately protect the Government's inter-
ests. For example, four contracts provided for the payment of all
contract funds to the contractors before any disadvantaged individuals
were hired. Also, the contractors were permitted to retain part of
the fu?ds even if no disadvantaged individuals were hired. (See
p. 25.

--Collectively, the contractors employed, at June 1, 1970, only 526
employees, and the hiring period for eight contractors had expired
by June 1, 1970 (see p. 28). Two of the contractors have filed
petitions for reduction of debt under the Bankruptcy Act, and an
involuntary bankruptcy action has been approved against a third con-
tractor. Two of the above three contractors and two others have
discontinued all work under the contracts. (See p. 9.)

In general, the contractors did not reach an operational level that
would enable them to hire more employees because of such difficul-
ties as delays in obtaining project sites, high employee turnover,
and financial problems. (See p. 28.) Also, the Department's moni-
toring of the centractors appeared inadequate during the critical
early stages of the program. (See p. 37.)

Other studies of trne »rogram

In general, GAO's findings corroborated those of the Westinghouse Learn-
ing Corporation, a Tirm engaged by the Office of Economic Opportunity to
evaluate the program, and the Department's Special Review Staff. West-
inghouse noted that the Department had agreed to pay the contractors an
average of $3,051 for every employee they promised to hire toward con-
tract requirements but had reguired them to pay back only $2,500 for each
employee short of the goal. Westinghouse noted also that, theoretically,
a company receiving $1 million could buy land, construct a plant, not
hire a single disadvantaged employee, and come away with a profit of
$162,500 and an interest-free loan of about $800,000 for over 1 year.
(See p. 41.)

Lav



RECCMMENDATIONS OF SUSGESTIONS

In future manpower programs the Department of Labor should

--s50licit as many prospective contractors as possible to enhance the
prospects for a successful program (see p. 13),

--ensure that reguired documentation regarding contingent fees is re-
viewed in deiail for conformity with the law and the Federal Procure-
ment Reguiaticns (see p. 17),

~--follow its establishad procedures for documenting the basis for se-
lecting contractors and determining contract amounts (see p. 21),

--make an adequate evaluation of prospective contractors’ financial
capability to fulfill contractual commitments {see p. 24), and

-~adequately monitor contractors' activities, especially during the
initial stages of programs involving unique and innovative measures.
(See p. 39.)}

Also, the Department should ensure that documentation regarding contin-

gent fees under the current contracts is reviewed in detail for conformity
with the law and the Federal Procurement Regulations. (See p. 17.)

AGENCY ACTIONS AND UNRESQLVED ISSUFES

The Assistant Secretary of Labor for Administration said that GAD's find-
ings confirmed an internal review made by the Department in October 1¢69.
He said also that the Manpower Administration agreed with the GAQ recort
and that those recommendations which were germane to the present status

T the program had been implemented to the fullest extent possible. He

also stated that all possible actions were being taken to protect the
interasts of the Government. (See p. 10.)

The Assistant Secretary anticipated that a substantial percentage of those
employees displaced by termination or coempletion of the contracts could be
directed to other work sites within a reasonzble time. He said that those
who could not be placed in jobs would be enrolled in other training so
that ithey may develop needed skiils. He said also that this activity had
been given a high priority. (See p. 48.)

The Assistant Secretary further stated that, since the responsibility for
administering the orogram had been transferred to the Office of Econcnic
Opportunity, the Department's sole responsibility for the Special Irrcac
program was to monitor and otherwise administer the existing contracts
until their termination or completion.

[



GAO believes that the Office of Economic Opportunity in its administration

of the Special Impact program should benefit from the problems experienced
by the Department of Labor in managing the program in Los Angeles.

MATTERS FOz CONSIDERATION BY THE COJGRESS

This report is submitted to the Congress to illustrate the opportunities
that exist for the Department of Labor and the Office of Economic Oppor-
tunity to improve their management of Federal manpower programs.
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CHAPTER 1

INTRODUCTION

The General Accounting Office has made a review of the
Special Impact program (SIP) conducted by the Department of
Labor in Los Angeles, California. The Department's program,
as implemented in Los Angeles, provides for the development
of employment opportunities for hard-core unemployed or un-
deremployed persons by private contractors through finan-
cial incentives provided by the Government. The scope of
our review is described on page 50.

The Economic Opportunity Act of 1964, as amended (42
U.S.C. 2701), placed the responsibility for administering
SIP with the Director, Office of Economic Opportunity {(OEO).
In March 1967 the Director of OEO delegated responsibility
for the administration of certain SIP activities to the Sec-
retary of labor, who assigned the program to the Manpower
Administration under the direction of the Assistant Secre-
tary for Manpower. The principal Department officials re-
sponsible for the administration of the SIP are listed in
appendix 1II,

Effective July 1, 1969, the Department Regional Man-
power Administrators were made responsible for administering
SIP contracts in existence as of that date, with the excep-
tion of a project in New York, N.Y., for which responsibil-
ity was transferred to OEO, Also, on July 1, 1969, OEO re-
scinded its delegation of authority to the Department to
enter into new SIP contracts.

NATURE OF SIP

The Special Impact program is focused on specific
neighborhoods having large numbers of poor people. It is
designed to commit the resources needed to register a sig-
nificant impact on such designated, hard-core impoverished
areas.

SIP has been implemented in various forms. In Los
Angeles the Department of Labor provided funds to private
contractors as an inducement for them to lease or build new



factories or manufacturing facilities in or near designated
target areas in south central and east-Los Angeles and
thereafter to train and provide jobs to the disadvantaged
and hard-core unemployed. The contractors, in turn, wvere
to invest specific amounts of their own capital in SIP.

To be eligible for this program, a prospective enrollee
was required (1) to be at least 16 years old, (2) to be a
resident of the target area, (3) to be unemployed, and (4)
to have an annual family income below the poverty level.

As of June 1, 1970, Federal funds of $16,811,100 had
been obligated for the Department's 22 SIP projects, each of
which represented a contract with a firm for developing em-
ployment opportunities for the hard-core unemployed and dis-
advantaged residents of target areas. The number of employ-
ees to be hired under the 22 SIP contracts and the Federal
funds obligated and advanced as of June 1, 1970, by State,
were as follows:

Employees Federal
: Number of to be Funds funds

State contractors hired obligated advanced
California 10 3,751 $ 8,944,100 $ 6,046,525
New York 9 2,404 6,184,500 4,546,792
Ohio 2 315 945,000 567,000
Indiana 1 250 737,500 442 500
Total 22 6,720 $16,811,100 $11,602,817

|

OPERATION OF SIP IN LOS ANGELES

Basic information concerning the 10 California contrac-
tors who were to provide employment opportunities in the Los
Angeles area and who were covered in our review is shown be-
low,
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Funds

Minimum advanced to
number contractors
Contract period  of employees Contract as of
Contractor From To to be hired =amount 6-1-70
A 12-21-67 7-31-71 300 $1,000,000 $ 950,000
B 3- 5-68 6-26-70 335 1,000,000 1,000,000
C 4-26-68 4-26-70 250 750,000 725,000
D 4-26-68 4-26-70 335 1,000,000 1,000,000
E 4-26-68 4-26-70 360 1,065,000 355,000
F 1-17-69 1-17-71 200 600,000 180,000
G 1-17-69 1-17-71 550 990,000 299,700
H 1-17-69 1-17-71 400 800,000 240,000
I 1-17-69 1-17-71 650 $60,000 712,500
J 1-17-69 1-17-71 371 779,100 584,325
Total 3,751 $8,944,100 $6,046,525

The contractors were to provide employment opportuni-
ties in the manufacture of furniture, electronic appliances,
housewares, filtration equipment, plastics, and wood prod-
ucts.

In consideration of the contract amounts ranging from
$600,000 to $1,065,000, the contractors agreed to make cap-
ital investments using their own funds renging from
$2.5 million to $15 million and to (1) purchase or lease
real property, (2) construct new or renovate existing manu-
facturing facilities, (3) begin production in the new or
renovated facilities, (4) employ specific numbers of disad-
vantaged persons from designated target areas, and (5) pre-
pare a stock purchase plan acceptable to the Department
which would give each employee the opportunity to obtain a
partial ownership interest in the business,

The extent to which the 10 contractors had fulfilled
their commitments during the contract psriods prior to
June 1, 1970, was as follows:



—Degree of fulfillment

Commitment Complete Partial None

Purchase or lease of real prop-

erty 10 - -
Construct or renovate additional

facilities 6 3 1
Begin production in additional a

facilities 5 4 1
Hire disadvantaged persons - 6 4
Prepare an acceptable stock pur-

chase plan - 4 6

fPermitted to begin production in supplementary facilities
pending completicn of new facilities,

In the aggregate, the contractors were to provide per-
manent employment opportunities for a minimum of 3,751 res-
idents of the target areas. Permanent employment was de-
fined as continuous employment for 6 months, 9 months, or a
year, depending upon the contract. According to the Depart-
ment, all contracts required that the permanent employment
period be completed prior to the expiration of the con-
tracts, At the time of our fieldwork, however, this inter-
pretation was being disputed by at least one of the contrac-
tors who stated that the contract provides that permanent
employment is to be measured 6 months after the expiration
date of the contract. This matter had not been resolved by .
the Department at the completion of our field review.

The final dates by which employees could be hired in
order to become qualified under the contract requirements

based on the Department's interpretation are shown below.

Number of

contracts
3 November 26, 1969
5 January 17, 1970
1 June 26, 1970
1 September 10, 1970
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We were informed by another contractor that, at the
time of the negotiation of the contracts, the Department
had recognized that the 2-year contract period was not real-
istic or practical and had repeatedly assured him that ex-
tensions of 3 to 4 years would be made, as necessary, to
complete the program,

At June 1, 1970, six of the 10 contractors were employ-
ing 526 persons under SIP. Also, only 311 of the persons
hired since inception of the program, or about 8 percent,
had been employed long enough to be counted toward the mini-
mum of 3,751 to be employed.

Two of the contractors (C and D) have filed petitions
for arrangements to pay their debts under chapter XI of the
Bankruptcy Act, In addition, an involuntary bankruptcy ac-
tion, under the Bankruptcy Act, was approved in a U.S. dis-
trict court against a third contractor (6) in February 1970.
Two of the three contractors (C and G) and two others
(E and H) had discontinued all work under the contracts and
had no SIP workers employed as of June 1, 1970.



CHAPTER 2

PROGRAM EFFECTIVENESS AND ADMINISTRATION

SIP in Los Angeles was an experimental program and was
implemented hurriedly without the detailed planning and at-
tention that such an innovative approach toward training
disadvantaged persons and providing them with jobs generally
would require in order to enhsnce the chances that it suc-
ceed and to protect the interests of the Government.

Although our field review was completed before the con-
tracts had expired, it was evident that the program in los
Angeles had fallen far short of accomplishing its objec-
tive and that very little results would be obtained for
the $6 million advanced to the contractors. This was exem-
plified by the fact that, at June 1, 1970, the contractors
were employing only 526 persons and the fact that the con-
tract hiring periods had expired for eight of the 10 con-
tractors by June 1, 1970,

We believe that, although the program did not prove to
be effective in Los Angeles, it could have been effective
had it been properly planned and had the contractors been
carefully selected and their operations properly monitored
by the Department of Labor.

On April 22, 1970, we submitted a draft of this report
to the Assistant Secretary of Labor for Administration and
to the Director, Office of Economic Opportunity, for their
review and comment. The Department's comments and views
were received by letter dated June 1, 1970, and are in-
cluded as appendix I. Where pertinent, these comments and
views have been incorporated into the applicable sections
of this report. We were advised by officials of OEO that
OEO's comments, if any, would be considered in the Depart-
ment's comments on this report.

The Department concurred, in general with the draft re-
port and stated that our recommendations which were germane
to the present status of the SIP contracts had been imple-
mented to the fullest extent possible,

10
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The Department commented that all matters pertaining
to contract terminations, closeouts, cefault procedures,
and all other contract actions were being handied through
the regional and national staffs of the Department's Cifice
of the Solicitor and that all possible actions were being
taken, as recommended by the Solicitor, to protect the in-
terests of the Government where contractors have filed
petitions under the Bankruptcy Act and/or where claims for
damages due the Government are in orcer.

The Department elso stated that, vhere feasible, Iunds
were being deobligated or contracts were being terminated
by mutual agreement but that, for the most part, the con-

tracts must be permitted to run their ccurse before specific

legal action could be initiated. It stated further thet
the only contract modifications that were being made were
those that would strengthen the Government's position and
that no modifications were being permitted that would ex-
tend the contracts beyond the original expiration dates.

The Department pointed out, however, that its sole
responsibility for S5IF at this time was to monitor the ex-
isting SIP contracts until termination sznd/or completion.
On July 1, 1969, CEO withdrew its delegation of authority
for the Department to enter into further SIP contracts.

The Department did not comment on cur specific recom-
mendations for corrective actions to prevent future prob-
lems such as those which occurred in SIP in Los Angeles.
We are, therefore, restating our recommendations for such
corrective actions in various sections of this report.

Pertinent sections of our draft report were also made
available for review and comment to cach of the 10 con-
tractors discussed in this report, to the city of Los
Angeles, and to an official of the investment banking firm
which received contingent fees in connection with the award
of 5IP contracts. Comments were received from six of the
10 contractors, from the city of Los Angeles, and from the
investment banking firm, which have been considered in the
applicable sections of the report.

H
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SIP _INITIATED WITHGOUT ADEQUATE
PUBLICITY AND BROAD SOLICITATION OF
POTENTIAL CONTRACTORS

The Department did not adequately publicize SIP to the
Los Angeles business community prior to its implementation
and therefore probably did not give all potentially irter-
ested contractors a chance to participate in SIP., The De-
partment appeared to place considerable reliance on the ef-
forts of a local investment banking firm to identify busi-
nesses which might participate in SIP.

The Federal Procurement Regulations require that pro-
posed procurements which offer competitive opportunities to
prospective contractors be publicized to increase competi-
tion and broaden industry participation in Government pro-
curement programs. The proposed procurements are to be
publicized promptly in the Department of Commerce Business
Daily, a daily publication which provides information to
industry concerning Government contracting opportunities.
However, the Department did not distribute information on
SIP to the business community through the Business Daily.
Also, the Department did not prepare for public distribu-
tion its first brochure describing the program, until about
18 months after implementing tie program and about a month
before OEO withdrew the Department's authority to award new
SIP contracts,

Of the 10 Los Angeles contractors through which SIP was
implemented, nine had become involved in SIP through infor-
mation and services provided by the same investment banking
firm. The remaining contractor, whose contract was one of
the last to be awarded, did not utilize the services of the
local investment banking firm. This contractor advised us
that it had learned about SIP through its attorney, who was
also the attorney for one of the other contractors.

A top official of the local investment banking firm
which had a key role in obtaining contractors for SIP ad-
vised us that his firm first became interested in SIP in
connection with its inquiries with the Department concerning
any programs the Department might have in which private in-
dustry could participate. The official stated that follow-
ing these inquiries the firm undertook to locate and
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recommend to the Department firms for participation in
SIP. .

The official of the investment bpancing firm also ad-
vised us that he hac screened about 60 companies anc ha3d
recommended 30 to the Department for SIP contracts. The
Department awarded contracts to 12 c¢f the companies, in-
cluding nine of the 10 contractors in Los Angeles anc 3 con-
tractors in New York. The official stated that, in screen-
ing the companies, the firm had evaluated the companies'
suitability for a SIP contract on the basis of the firm's
knowledge of the program and had considered whether the
contractors had expansion plans and had the financial and
management capability to perform under a SIP contract.

A Department official advised us that the Department
relied on the investment firm's efforts since it needed

contractors to participate in SIP.

Conclusiens

It was not possible for us to determine whether the un-
favorable results of the SIP operations in Los Angeles were
attributable to a significant extent to the failure of the
Department to adequately publicize the program and seek a
broad response from potential contractors. It appeared to
us, however, that the absence of impartial solicitations of
potential contractors, together with the Department's depen-
dence on the investment banking firm in implementing SIP in
Los Angeles, was contrary to the Goverrnment's best interests
and probably did not give to other busimess end community
interests in the Los Angeles area, which may have hed the
capacity and desire, a chance to participate in the SIP,

Recommendation to the Secretarv of Labar

We recommend, therefore, that the Department provide
for the broad solicitation of prospective contractors in
all future instances where such solicitation would enhance
the prospects for success of the Federal manpower programs.
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CONTINGENT FEES PAID
TO_INVESTMENT BANKING FIRM BY CONTRACTORS

In accordance with section 254(a) of Title 41, United
States Code, and the Federal Procurement Regulations, the
S1P contracts containad a provision entitled '"Covenant
Against Contingent Fees,'" which generally read as follows:

The contractor warrants that no person or selling
agency has been employed or retained to solicit or se-
cure this contract upon an agreement or understanding
for a commission, percentage, brokerage, or contingent
fee, excepting bona fide employees or bona fide estab-
lished commercial or selling agencies maintained by
the contractor for the purpose of securing business,
For breach or violation of this warranty the Govern-
ment shall have the right to annul this contract with-
out liability to it or in its discretion to deduct
from the contract price or consideration, or otherwise
recover, the full amount of such commission, percentage,
brokerage, or contingent fee.

The regulations contain several criteria to be consid-
ered in determining whether a concern is a "“bona fide estab-
lished commercial or selling =gency ***," Two significant
criteria are: (1) the fees charged should not be inequi-
table and exorbitant in relation to the services actually
performed and (2) there should ordinarily be a continuing
relationship between the contractor and the agency or a
continuing relationship should be contemplated.

The regulations require each executive agency to secure
from prospective contractors, before a contract is awarded,
a written representation as to whether they (1) have em-
ployed or retained any company or person (other than a full-
time employee working solely for the prospective contrac-
tor) to solicit or secure the contract and (2) have paid or
agreed to pay a fee contingent upon award of the contract.
The regulations also require the contractors to agree to
furnish information relating thereto as required by the con-
tracting officer.

When either part of the representation is answered in
the affirmative, the contracting agency is required to
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obtain from the contractor a statement on stancard form il¢
(Contractor's Statement of Contingent or, Other Fees fov
Soliciting or Securing, or Resulting From Award of Contract)
disclosing the details of any arrangements under vhich
agents have represented the contractors in obtaining Geovern-

ment contracts. The form provides for disclosing such cata

as the contractor's relationship to the agent, the types cf
Government contracts involved, whether use of the agent is
a regular practice, and whether the duties of the agent are
confined to a particular contract.

OQur review of the 10 SIP contracts showed that:

1. Each contract contained the covenant regarding con-
tingent fees as required by the regulations.

2. One of the nine contractors who paid contingent
fees did not submit the standard form 119.

The contingent fee paid by each of the nine contrectors
to the investment banking firm and the contract amounts

were as follows:

Arounc of

Contractor contract Fee
A $1,000,000 $ 10,000
B 1,000,000 20,000
C 750,000 14,500
D 1,000,000 30,000
E 1,065,000 31,950
F 600,000 24,000
G 990,000 49,950
H 800,000 24,000
I 960,000 35,000

Total $8,165,000 $242,400

Four contractors also had paid the investment banking
firm additional fees totaling about $49,600, collectively,
for investment banking services, such as helping them se-
cure construction loans and mortgage financing.
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The primary functions performed by the investment
banking firm included the preparation-cf proposals for sub-
mission to the Department supported by financial statements,
product brochures, Dun and 3radstreet reports, and other
reports on the prospective SIP contractors.,

The investment banking firm also

~--helc conferences witlh the prospective SIP contractors
regarcing the future marketability of their products,
the number of persons they could employ, and the
funds they hed aveilable for investment,

--evaluated the information obtained from the prospec-
tive contractors, and

-~-submitted the proposals of the prospective contrac-
tors to the Department.

With regard to the continuing relationship between the
contractors and the investment banking firm, the informa-
tion furnished on the forms 119 submitted to the Department
by eight of the contractors indicated that the firm repre-
sented the contractors with respect to both commercial and
Government business and that it was the contractors' regu-
lar practice to have this type of arrangement. The forms
for six of the eight contractors indicated that there was a
general relationship between the firm and the contractors
which extended beyond the SIP contracts and included the
providing to the contractors of services such as obtaining
mortgage financing, machinery and equipment financing, cor-
porate financing, and purchasing of securities.

Of the nine contractors that paid fees to the invest-
ment banlting firm, three informed us that they considered
the fee exorbitant for the amount of time or service pro-
vided by the firm, three stated that they believed that the
fee was a fair price, and three did not express an opinion
on the reasonableness of the fees.

With regard to the amount of the fees, an official of
the investment banking firm advised us that the firm had
raised the fee percentage after the award of the first con-
tract because the firm had lost money by charging a l-percent
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The 6fficial adV1sed us ‘that the {irm had screene-’
about 60 companies 50“'pavtlrlpatlon in SIP, had obtained’
financial and product information- on-the companies, &and nad
discussed with the prospective SIP.contractcrs their pos- -
sible involvement in SIP., He advised us also that the firm
had incurred costs of about $120,000 in its SIP effort, zn
average of about $10,000 for each of the 12 SIP contractc
from whom the firm received fees.

The Department's Scliciter advisec the Manpower Acdmin-
istration, with respect to the first contract aswarded, that
the forms concerning contingent fees had met the legal re-

irements of the applicable reguletions.

Conclusions

We believe that the investment banking firm gualifieq
as a bona fide selling or commercial agent even though cer-
tain criteria set forth in the law and reguletions were not
completely fulfilled. Also, the fees charged the nine con-
tractors by the investment banking firm do not appear to
be inequitable or exorbitant compared to the fees charged
by the firm for similar services renceres in ccnnection with
otiar commercial transactions. We believe, therefore, that
the fees paid by the SIP contractors to the investment banl-
ing firm were not in viclation cof the law or the Federal
Procurement Regulations.

Recommendation to the Secrefary c¢i Labor

We recommend that the Department taxe the necessarv
action to ensure that documentation regarding contingent
fees under the current and future Manpower Program contracts
is reviewed in detail rtor cconformity with the requirements
of 41 U.S.C. 254(a) and the Federal Procurcment Regulations.
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Department of Labor comments

With respect to the contingent fees paid to the invest-
ment banking firm by the SIP contractors, the Assistant
Secretary for Administration advised us by letter dated
June 1, 1970 (see app. 1), that the Department's Office of
the Solicitor had been requested to review the legality of
the payment of contingent fees by SIP contractors to the
Los Angeles investment banking firm.
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INADEQUATE DOCUMENTATION OF THE
BASIS FOR SEILCTING CONTRACTORS
AND DETERMINING CONTRACT AMOUNTS

The Department of Labor did not follow its guicdzalines
for documenting the various actions taken in selecti-.g con-
tractors for SIP. Also, ve could nct ascertain any scurd
basis for the Dzpartment's determination of the amounts of
the individual SIP contracts.

Basis for selecting SIP contractors

The Department's guidelines provide that an official
contract file should be maintained for each contract and that
such a file should contain a complete record of all pre-
award and postaward actions, supporting data, and decisions
made. The guidelines provide also that each contract file
should contain such things as (1) the basis for selecting
contractors, (2) a memorandum covering the negotiation of tne
contract, (3) a record of the analysis of the amount of the
contract, (4) evidence that the contract was reviewed for
legal propriety, and (5) a copy of the contract and of the
proposal.

The Department's official contract files for the 10 Lecs
Angeles SIP contractors did not contain all the above re-
quired records. Moreover, the file for only one contract
contained an explanation of how the contractor was selectac.

A Department official advised us that the contract f£il=
did not contain complete documentation because the usual
contracting procedures were not followed.

w

Basis for determining contract amounts

General explanations of the basis for determining the
amounts of the SIP contracts were given by Department offi-
cials in appearances before the Subcomnittee on Departments
of Labor and Health, Education, and Welfare and Related Agen-
cies, House Committee on Appropriatiocns.

In hearings held April &, 1908, berfore that Subcomit-

tee, the Assistant Secretary for Manpower stated that pay-
ments to the first SIP contractor in Los Angeles,
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contractor A, constituted reimbursements to the contractor
for the excess costs of investing in production facilities
in a povertyv area such as the Watts area in Los Angeles com-
pared with similar costs that would be incurred in a non-
poverty suburban area. He stated that this difference
amounted te S$1 million for this contractor and was attribut-
able to ths higher construction, insurance; and training
costs in the poverty area.

In hearings before the Subcommittee on March 5, 1989,
the Assistant Manpower Administrator stated that:

"We reimburse the contractors for their extra

Aot I~ tiamt T+t~ Fhacs Aprteamatr o Aotk dmat 3 Ao
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what the average cost would be to train a hard-
a

e
core disadvantaged.
He stated also that, using the Department's bank of experi-
ence, the Department estimated around $3,000 as the average
cost of hiring a hard-core disadvantaged person and assumed
that contracting in the amount of $Z2,500 would be 'a good
buy." We noted that the SIP contracts in Los Angeles ranged
in cost from about $1,500 to $3,300 for each SIP employee.

Other than these general explanations, we could find
no record of the basis for determining the amounts of the

individual SIP contracts.

Conclusions

Contrary to its prescrited guidelines, the Department
c¢id not adequately document--and therefore we could not con-
clusively determine or evaluate--the basis upon which the
SIP contractors were selected. Neither could we determine
or evaluate the basis upon which the contract amounts were
established. The lack of documentation with regard to both
of these important matters represents a significant depar-
ture from the Federal Government's established standards of
sound administrative procedure.



Recommendation to the Secretary of Labor

We recommend that the Department, in considering future
contracts under other programs, follow its established pro-
cedures for documenting the basis for sslecting contractors
and determining contract amounts.
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DOUBTFUL FINANCIAL CAPABILITY
QOF CONTRACTORS SELECTED BY THE
DEPARTMENT

The doubtful financial capability of most contractors
selected by the Department appeared to us to limit the con-
tractors' ability to fulfill their objectives and thus
limit the program's potential for success.

The Department had no internal guidelines for evaluat-
ing the various prospective contractors' financial capabil-
ity to perform their contractual obligations. However, the
Federal Procurement Regulations, which govern contracts by
civil agencies, and the Armed Services Procurement Regula-
tions, which govern contracts by Defense agencies, provide
that contracting officers should obtain sufficient current
information to satisfy themselves that prospective con-
tractors have adequate financial rescurces for contract
performance.

In evaluating the financial capability of potential
contracters te perform, the regulations cited above require
Government agencies generally to review financial statements
and consider certain indicators, including the amount of
current assets and liabilities,; the net worth, profitabii-
ity of operations, and sources of funds. Two of the mea-
sures of financial capability commonly used are the working
capital (excess of current assets to current liabilities)
and net worth (total assets minus total liabilities).

The working-capital position of a business is a mea-
sure of the ability of a business to meet its current ob-
ligations. The American Institute of Certified Public Ac-
countants, Inc., in its accounting principles, states that
the working capital has always been of prime interest to
grantors of credit and that credit agreements commonly con-
tain provisions restricting corporate actions which weuld
effect a reduction or impairment of working capital. Gen-~
erally, lending institutions regard a 2 to 1 margin of cur-
rent assets to current liabilities as a satisfactery
working-capital position.

With respect to net worth, we have been advised by a
U.S. Treasury Department official responsible for the
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examination of loan transactions of various national bank-
ing institutions that financial institutions generally will
not make loans in excess of a firm's net worth.

Although the payments to SIP contractors were perior-
mance payments rather than loans requiring repayment, all
or a portion of the payments are returnable in the event of
nonperformance. Also, the contractors were required to
make capital investments from their own resources. The net
worth of the contractor is an indication of the contractors’
financial capacity, including their ability to make the re-
quired capital investment.

The following table shows, for each SIP contract, the
amount and the contractors' net worth and ratio of current
assets to current liabilities based on the latest availabie
financial data submitted for the contractors prior to the
award of the contracts.

Ratio of current

assets to
Contract Net worth or current
Contractor amount deficit (-} liabilities
A $1,000,000 § —42,000 .50 to 1
B 1,000,000 744,000 2.67 to 1~
C 750,000 253,000 1.63 to 1
D 1,000,000 47,000 1.15 to 1
E 1,065,000 2,325,000 3.06 to 1
F 600,000 155,000 2.24 to 1
G 990,000 80,000 97 to 1
H 800,000 958,000 1.22 to 1
1 960,000 10, 500 (a)
J 779,100 438,000 1.21 to 1

8No liabilities

As shown above, only contractors B, E, and F had a
ratio of current assets to current liabilities of 2 to 1
or greater which would generally be considered acceptable.
Also, only contractors E and H had nct worths in excess of
their contract amounts. The financial capability of five
contractors (A, C, D, G, and J) was swch that their ability
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to satisfactorily carry out the terms of their contracts
was doubtful. Contractor I had a net worth of $10,500 and
no liabilities.

Insofar as we could determine, the Department awarded
the contracts without making an evaluation of the contrac-
tors' financial ability to successfully discharge their
contractual obligations.

Conclusions

The problems involved in expanding existing plant fa-
cilities and creating new job opportunities can be severe
even for companies with adequate financial capability.
When the problem of hiring, training, and employing disad-
vantaged persons is added, the task becomes even more de-
manding and requires a high degree of capability.

Recommendation to the Secretary of Labor

We recommend that the Department, in considering future
contracts under other manpower training programs, maxe an
adequate evaluation of prospective contractors' financial
capability to fulfill contractual commitments.
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CONTRACT TERMS DID NOT ADEQUATELY
PROTECT THE INTERESTS OF THE GOVERNMENT

Some of the contract terms were not adequate to protect
the Government's interests in that the terms provided for
(1) the payment to four of the 10 SIP contractors of all
the contract funds after additjonal facilities had been ac-
quired but before any disadvantaged individuals had been
hired and (2) these four contractors to retain a sizatle
portion of the contract funds even if they failed to hire
any disadvantaged individuals before the contracts expired.

Contract termS on progress
pavments to contractors

Under the terms of the contracts, the 10 SIP contrac-
tors were required to lease or acquire additional plant fa-
cilities and to hire a specific number of disadvantaged per-
sons for employment in the additional facilities within a
specified period.

Four of the contracts provided for payment of the
funds in installments, the last installment to be paid when
the contractors had submitted evidence that they had com-
pleted construction or renovation of additional production
facilities., Thus, under these four contracts, the Depart-
ment could disburse the entire contract amount before the -
contractors had hired any SIP employees rather than with-
hold portions of the funds until the specified number of
SIP employeces had been hired. As of Jume 1, 1970, the De-
partment had disbursed to these four contractors $3,080,000
of the total contract amounts of $3,815,000. 1In addition,
the terms of these four contracts also permitted the con-
tractors to retain a part of the contract funds even if
they hired no disadvantaged individuals under SIP.

One contract provided that the contractor receive all
the contract funds except $50,000 when it had begun produc-
tion and had started employing some disadvantaged persons.
The $50,000 was payable after the contractor had rully com-
pileted performance. As of June 1, 1970, the contractor had
received $950,000 of the contract amount of $1,000,000.
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The other five contracts afforded better protection to
the Government in that they provided for payment of 55 per-
cent of the contract amount as soon as the contractors were
ready for production but prior to hiring SIP employees,

20 percent after 5 percent of the SIP employees had been
hired, 15 percent after 40 percent had been hired, and the
remaining 10 percent after all contract terms had been met.
As of June 1, 1970, the Department had disbursed $2,016,525
of the total contract amounts of $4,129,100.

Contract terms on nonperformance
by contractors

The provisions contained in four of the 10 SIP con-
tracts did not adequately protect the Government's interests
because the contracts permitted the contractors to retain
a considerable portion of the contract funds even though no
disadvantaged individuals had been hired under the con-
tracts.

The four contracts provided that the contractors were
eligible to receive all the contract funds from the Depart-
ment prior to hiring any disadvantaged individuals and
could retain part of the funds even though they did not hire
any SIP employees. For example, under the terms of the
contract one of the contractors is required to repay the De-
partment $2,500 for each employee not hired short of its
quota of 335. Thus, if the contractor hired no SIP employ-
ees he would have to repay the Government only $837,500
which would be $162,500 less than the $1,000,000 it re-
ceived from the Department,

The following table shows this information for each of
the four contractors.
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Contract

Minimum To be repaid amount in
number of  for each em- Amount of excess of
Date of employees  ployec short  laximum  contract maximum

Contractor contract to be hired of minimum repavient (note a) repavment

B 3- 5- 68 335 $2,500 $837,500 $1,000,000 $162,500
c 4-26-6 250 2,500 £25.000 750,000 125,000
D 4-26-5 335 2,500 837,500 1,000,000 162,500
E 4-26-6 360 2,500 900,000 1,065,000 165,000

aContractors B and D received the full amount eof their contracte and contractors
C and £ had received $725,000 and $355,000 respectively through June 1, 1970.

Conclusions

Tn view of the doubtful financial capability of most
of the contractors to fulfiil their contyractual require-
ments, we believe that additional safeguards to protect the
Government's interest would have been appropriate and would
not have been too burdensome for the contractors to fulfill.

Department of Labor Comments

The Assistant Secretary for Administration stated that
the Department had attempted to seek out ways and means to
achieve full and complete performance from the companies
participating in SIP and that attempts had been made to re-
vise contracts to reflect more realistic and attainable
goals with a corresponding reduction in the funds allocated
to each contract, He said that negotiations had also been
conducted to revise the contracts to permit additional
periods for recruitment but that the contract terms and
conditions, and the advance payment method provided for,
made it extremely difficult to negotiate changes.



INABILITY OF SIP CONTRACTORS
T0 MEET HIRING COMMITMENTS

Each of the 10 SIP contractors had agreed to hire a
specific number of disadvantaged persons from the target
area during a specified period and to employ them continu-
ously for either 6, 9, or 12 months. As of June 1, 1970,
the hiring periocd for eight of the 10 contractors had ex-
pired and none of the eight contractors had fulfilled their
commitments. For the two remaining contractors, 1 month of
the hiring period remained for one and 3 months remained
for the other.

Collectively, the 10 contractors had at June 1, 1970,
only 526 SIP employees. Further, only 311 hired since in-
ception of the program had attained permanent employment
status as defined in the contracts and could be counted to-
vard achieving the contract employment requirements.

Four contractors became involved in a disagreement
with the city of los Angeles over converting the city's
jail facility into a project site. This disagreement, and
its related delaying effect on implementing SIP, was still
unresolved at the completion of our field review. Also,
we were advised by a contractor on June 26, 1969, that the
proposed location of its new plant was not approved by the
Department on the basis that it was not in the target area.
It took another contractor about 12 months to obtain a
site.

Contractors' hiring commitments

The hiring periods and the number of disadvantaged
persons employed and to be employed at June 1, 1970, by
each of the contractors are shown in the table on the fol-
lowing page.
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Nunber of SIP employees

Hiring Hiring Hiring period (months) Employed Remaining
Con- period period Ex- Remain- at to be
tractor began ended Total pended ing 6-1-70 enploved
A 12-10-68  9-10-70 21 18 3 32 265
B 3-26-69  6-25-70 15 14 1 268 66
¢t 4-26-68 11-26-69 19 19 - - 250
D 2-17-69 11-26-69 9 9 - 72 262
E 4.26-68 11-26-69 19 " 19 - - 360
F 1-17-69 1-17-70 12 12 - 18 182
63 6-25-69 1-17-70 6 6 - - 550
H 7- 2-69  1-17-70 6 6 - - 400
1 7- 2-69 1-17-70 6 6 - 75 575
J 7~ 2-69 1-17-70 6 6 - _61 3i0
526° 3,220

aSuspended operations in January 1970; filed a petition on February 6, 1970,
for an arrangement to pey debts under chapter 1l of the Bankruptey Act,

bFiled a petition of Kovember 24, 1969, for an arrangement to pay debts, un-
der chapter 11 of the Bankruptcy Act.

®1aid off workers in Jenuary 1970; and contract terminated for default by
the Department in Februsry 1970. Alsoc in February 1970, a U.S. district
court approved an involuntary bankruptey action against the contractor,

dCcntract terminated by the Department in January 1970 because the contrac-
tor had defeulted.

®Does not include five SIP employees who had attained permanent employment
status before they terminated their employment.

Officials of various contractors advised us that the
contract-hiring commitments were not being met as antici-
pated because of various reasons such as difficulties and
delays in obtaining sites to expand production facilities
and the inability of the Concentrated Ekmployment Program
(CEP), and the State Employment Service offices--agencies
responsible for certifying applicants as disadvantaged--
to meet the contractors' requests for applicants.

For example, contractor D stated that its difficulty
in hiring SIP employees was due to the CEP office not sup-
plying iob applicants. This contractor furnished us corpies
of letters in which it had requested the CEP office to pro-
vide 775 applicants during the period February 20 to May b6,
1970. None of these requests, according to the contrac-
tor, were acted upon by the CEP office. Also, contractor J
reported that only nine of its 153 enrollees .seore refersed
by the CEP office and the State Euployncnt Scrvice.
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Another factor which hampered the contractors in meet-
ing their contract-hiring commitments was the fact that
the contractors experienced a high rate of employee turn-
over. For example, through September 30, 1969, an average
of 36 percent of the SIP employees hired by the contractors
were no longer employed. This is shown in the following
table.

Number of cmnlovees Termination rate

Contractor Hired Terminated (percent)
A 64 39 61
B 483 242 49
C - -
D 220 153 70
E 5 5 100
F 60 46 77
G 8 2 25
H - - -
I 66 33 50
J 40 19 A48
Total 961 539
Average 56

Of the 539 SIP employees, 157 quit their jobs but ne
reason vas given in the records. The reasons why another
79 employees terminated their employment were not furnishoad
to us by the contractors. The knowvn reasons for the re-
maining 303 terminations, as documented in the personnel
records maintained by the contractors or provided by the
contractors, are summarized below.

Reason for terminating Bumber of terminecs

Quit for another job 28
Quit to move from area 29
Quit to return to scheool 18
Discharged for absenteeism, tardiness, or inefficiency 63
Discharged because of reduction in force 79
Work, health, family, and transportation problems 83

Total 303
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The doubtful financial capability of most of the con-
tractors, as discussed on pages 22 to 24 of this report, ap-
peared to us to also be a contributing factor to the in-
ability of the contractors to hire more individuals under
SIP,

Difficulties involved in
leasing Lincoln Heiohts Jail

The Department of Iabor approved the Lincoln Heights
Jail in Los Angeles as a szite for the manufacturing opera-
tions of four S5IF contractors without adequately evaluating
the suitability of the jail site for program use. At the
completion of our field review, the facility was not com-
pletely available for program use because of occupancy by
the los Angeles Police Department.

An objective of SIP was to provide employment to res-
idents of zreas with large concentrations of low-income
persons. In selecting sites for program operations, an
important consideration-~particularly in view of the time
iimits of the SIP contracts--was the length of time necded
to prepare the site for operations since residents to be
served by the program generally could not be employed until
the contractors had expanded their operating capacity.

Available files and documentation did not reveal any
evidence that the Department had (1) evaluated the feasi-
bility of using the jail for SIP manufacturing operations,
(2) inquired whether other more suitable facilities were
available, and (3) determined whether the converted jail
would be adequate for the number of employees to be hired
by the contractors.

The Lincoln Heights Jail is owned by the city of Los
Angeles and consists of a five-story building and two one-
story warehouse buildings. Pictures of these bulldings are
shown on the following page.

In October 1948 the local investment banking firm that
represented most of the prospective contractors in obtain-
ing the SIP contracts participated in negotiations betveen
the Department and three of the SIP contractors (F, H,
and I) in connection with the conversion of the Los Angeles
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City Jail to a training and manufacturing plant. On Octo-
ber 17, 1965, the investment banking firm advised the city
by letter that the three contractors were to receive Fed-
eral funds and were available to occupy the jail.

During the negotiations it was agreed that contrac-
tor G would use the space originally planned for use by
contractor F because contractor F had decided to enter into
a separate lease with the city for the two jail warehouse
buildings. The other three contractors (G, H, and 1) would
then lease parts of the jail and use thom as operation
sites to expand their businesses under the SIP contracts.
Representatives of the Department advised us that, in de-
ciding to select the jail as a SIP site, they considered
the recommendations of the investment firm and community
representatives,

On January 17, 1969, the Department awarded SIP con-
tracts in the total amount of $3,350,000 to the above cited
four contractors. The contracts required the contracters
to hire a total of 1,300 target area residents within a

yvear after the effective date of the contracts.

On February 27, 1959, the city leased the Lincoln
Heights Jail to threz2 of the contractors (G, H, and I) for
use as a program sSite beginning on April 1, 1969. On
April 11, 1969, the city leased the warchouse buildings
adjacent to the jail to the other contractor (F) for use as
a program site beginning May 21, 1969. Both lease agrece-
ments were for 22 years.

The city agreed to vacate the jail by April 1, 1969,
Althoush the city had notified, on January 29, 1969, the
county courts to vacate the jail by April 1, 1949, the
county did not do so until July 7, 1962. The police de-
partment did not move out until December 1969.

The leases provided that the contractors' plans for
renovation of the facilities be submitted to and approved
by the city. 1In early May 1969, three of the contractors
(G, H, and 1) submitted proposed specifications for the
renovation of the jail which were rejccted by the city be-
cause the city maintained that they did not conform to the
conditions set forth in the lease agrcement. One of the
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contractors (I) informed us that plans for renovation of
the jail vhich conformed to the lease agreement conditions
had been completed in May 1969 but had not been submitted
to the city because by this time one of the contractors (H)
vas considering terminating the lease agreement.

On July 10, 1969, contractor H declared its obligaticn
under the lease with the city terminated and void princi-
pally because the city had not delivered possession of the
jail on April 1, 1969, as agreed. Simce the contractor was
a party to the joint lease with two other firms (G and 1),
the other firms indicated that they could not proceed until
resolution of the contractor's action regarding the lease.

The SIP contracts provided for the four contractors to
begin hiring employees by July 2, 1969, or about 6 months
after the contracts were awarded, and for the hiring to be
completed by January 17, 1970. However, in August 1969 two
of the contractors (G and I) advised ws that it would take
from 6 to 12 months to complete the renovation of the jail
and to start business operations and hiring. In October
1969 the SIP contractors' consultant for renovation of the
jail further advised us that it would take at least
6 months to make the jail suitable for use by the contrac-
tors. The official of the investment banking firm advised
us that, at a meeting with city officiials, the renovation
time was estimated at 3 to 4 months.

The problem of net being able to move into the jail
and the necessity to begin hiring employees by July 2,
1969, prompted one contractor (I) to megin its operations
at an alternate site on June 2, 196%. An addendum to its
SIP contract provided for the contractor's use of the alter-
nate site and additional sites. The contractor told us
that the portion of the jail to be ovccupied could not have
accommodated the 650 individuals whick it was required to
hire under the SIP contract. The contractor also stated
that it planned to employ about 200 to 300 individuals at
the jail, and the remainder at the othier sites.

An addendum to another SIP contract provided for the
contractor (F) to use an alternate site because it did not
have encugh space in the jail warehouse buildings to accom-
modate the 200 individuals to be hired under the contract.
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Similar delays caused contractor G to move to an al-
ternate location in September 1962, This contracter told
us that,; if the Department had not approved the use of an
alternate location, it would not have been able to con-
tinue with the SIP contract,

In January 1970, the Department terminated its con-
tract with contractor H--which had declared its obligation,
under the leases for use of the jail, voia because the city
did not vacate the jail as agreed--for cefault and nonper-
formance under the terms of the contract.

Conclusions

The contractors' inability to meet the hiring commit-
ments was due to several factors, including their doubtful
financial capability; high employee turnover; and difficul-
ties in cobtaining additional plent facilities. With regard
to the last factor, it appears that the Lincoln Heights
Jail was not suitable for successfully carrying out the
program, primarily because it could not be converted in
time and because it was not large enough to meet the con-
tractors' requirements.

In our opinion, had the Department fully evaluated the
feasibility of the contractors' use of the jail and allowed
them to select other sites near the target area, which were
apparently available--in view of the contractors' subse-
quent success in locating such sites--the contractors might
have been able to begin production and hiring employees
sooner and their chances of meeting the employment goals
might have increased considerably.
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STOCK_PURCHASE FLANS NOT INPLEMENTED ~

Fd

The Economic Opportunity Act or 1964 as umendca
(42 U.S5.C. 2701), provided that STP ??OJects shouli wHer
feasible, promote ownership or participation in ownership
of assisted businesses, by resicentu of the area servad.
The Department implemented this provision of the act'py re-
quiring tqe bIP contractors to Luve a stock pu*chase plan
vhich would provide an opportunity for thelr eﬂployees tQ
become part owners of the company, A stock eréhase p1an
was required by eight of the original contracts and the re-
quirement was added by an amendment tc another contract,
The 10th contractor, although not reguired under its SIP’
contract, submitted a stock purchase plan to the Department
in June 1969. However, as of June T‘ 1970, the Deparuwent
had not approved the contra or s prOPOSDd stock purcha
plan, '

As of June 1, 1970, none of the nine contractors had
implemented a stock purchase plan as te=quired by the terms
of their contracts. Tven though threc of these ninecotrtrac-
tors had ‘prepared stock purchase plans, ;t was unlikely that
SIP employees could have participated in & stock purchase
plan because their earnings per week appeared to be insuffi-
cient to allow them to purchase stock under’ the plans.

- e

The reasons givpﬁ by fga contractors for not implement-
ing stock purchase plans included (l legal »onpllcaulons '
related to obtaining required State ap r**oval of the plans,
(2) dolays 'in getting their projects _nté operation, and
(3) delays in receiving Depart tmental guldelines on the stock
purchase plan. B o

Six of the contractors advised us that SIP employees
would probably not participate in a stock purchase plan
because of their low incomes and the need to use their money
for food, clothing, and other necessities.

In its report prepared for the Department on SIP, the
Westinghouse Learningz Corporation commented that SIP em-
ployees would not be financially capable of purchasing any
significant amount of stock in the companies and concluded
that it was doubtful that SIP employees would purchase such
stock.
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INADEQUATE O.IITORING OF CONTRACTORS -

The Departizent of Labor's monitoring of SIF contr~ctors
appeared to us to have been inadequate during the critical

early stages of the prozram period from late 1963 to Jul;
1969, Visits to contractors by Department representatives

were wmade infreguently.

From inception of the program in 1367 through Jure
1969, monitoring wes the responsibility or Department
quarters representatives in Washington, D.C. On July 1,
1969, responsibility for monitering SI: in Los Angeles was
transferred to the Department's San Francisco Regional .lan-
power Administrator.

Departmental guidelines state that the functions and
responsibilities of field representatives include:

1. Monitoring a contractor's performance to ensure
compliance with prograa policies, guidelines,and
contract provisions,

2. Reviewing and appraising financial and reporting
procedures, quality of instruction and training
facilities, degree of enrollee satisfaction and
progress, and overall effectiveness in meeting
program objectives.

3. Providing technical assistance to contractors on
all espects of project planning and implementation.

4, Providing appraisal reports to contractors and to
Department officials on progress, achievements,
deficiencies, and overall conduct of projects for
which they have responsibility,

Because of staff shortages in its organization, the
Department contracted on January 17, 1969, with a consult-
ing firm to provide technical assistance to SI” contractors
on reporting, implementing an employment plan, providir’
supporting services to employees, and assisting in other
arcas designed to help the contractors plan and develop
their individual programs. The contract was in the anount
of $122,885 and covered a 6-month period. At the tim: the
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contract was signed, however, five of-the 10 Los Angeles
SIP contracts had been in effect at least 8 months and em-
pleovees had already been working under SIP at three of the
contractors' plants.

!

The first visit to a SIP contractor by a representative
of the consulting firm was made during May 1969. The firm
issued guidelines dated March 3, 1969, for the Department’ on
establishing a SIP employment plan and undated guidelines
for providing supporting services. An official of one of
the contractors advised us that the guidelines were not
received by the contractor until about July 1969. By this
time, most of the contractors had begun hiring individuals
under SIP, Two contractors stated that the guidelines were
issued too late to be of much assistance. Officials at six
of the 10 contractors' informed us that the consulting firm
did not provide any useful assistance to them,

On August 22, 1969, in reply to a request for an ap-
praisal of the consulting firm's past efforts, the San Fran-
cisco Deputy Regional Manpower Administrator advised the
Department headquarters in Washington, D.C., that, on the
basis of regional experience since July 2, 1969, and of

i

documented reports, the firm's past efforts were considered
to have been marginal and not too effective.

The Contract and Grant Division of the Department's
Office of Program Review and Audit made a finmancial exami-
nation of contractor A for the period December 21, 1967,
through March 31, 1963. The auditors concluded that the
minimal results obtained in providing training and job op-
portunities for the disadvantaged raised questions as to the
contractor's willingness and ability to perform. We were
advised by an official in the Office of FProgram Review and
Audit that no other financial examinations of SIP contractors
in Los Angeles were made by that Office. As explained in
chapter 3, a nationwide review of SIP was made in September
1969 by the Department‘'s Special Review Staff
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Department of Labor actions and .
our evaluation

In commenting on our draft report, the Assistant Sec-
retary for Administration, Department of Labor, stated that
overall responsibility for the operation of the existing
SIP contracts rested with the Regional Manpower Administra-
tion in the regions where the contractors operate and that
all activities related to these contracts were coordinated
at the national level by the Manpower Administration, U.S.
Training and Employment Service, Office of National Projects.
He said that monitoring visits were being made on a monthly
basis, more frequently if needed.

In view of the unique and innovative nature of SIP and
the numerous questions, problems, and difficulties which
could be anticipated to arise under such a program, we be-
lieve that the Department should have provided extensive
assistance to the contractors from the earliest stages of
the program. We believe that the adverse effects of many
of the deficiencies and problems in SIP operaitions discussed
earlier in this report could have been minimized through
adequate monitoring by the Department.

Recommendation to the Secretary of Labor

We recommend that the Department, to protect the in-
terests of the Government and to help ensure successful im-
plementation of programs such as SIP and other manpower pro-
grams, provide for adequate monitoring of contractors' ac-
tivities with particular emphasis during the highly impor-
tant initial stages of programs involving unique and in-
nevative measures,
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CHAPTER 3

EVALUATIONS OF SIP BY TEE DEPARTMENT OF LABOR

AND THE WESTINGHOUSE LEARNING CORPORATION

In addition to our review of SIP, two other reviews
have been made of the program, one by the Westinghouse
Learning Corporation under an OEO contract and the other by
the Department of Labor's Special Review Staff. The more

ignificant findings of these review groups are summarized
below,

WESTINGHOUSE LEARNING CORPORATION

On June 3, 1968, OEQ awarded a $356,720 contract to
the Westinghouse Learning Corporation to (1) conduct a
quantitative and qualitative analysis and evaluation of cer-
tain SIP projects in five statesand Washington, D.C., in-
cluding the first five Los Angeles SIP contracts, (2) pro-
vide maximum measurement, analysis, and evaluation of the
impact of S5IP projects cn unemployment and dependency and
on community tension of target poverty areas, and (3) sub-
mit a final report on its findings by November 30, 1969, to
00, On June 30, 1969, the contract was amended to provide,
among other things, that the final report be submiited by
May 30, 1970, and that the contract amount be increased to
$777,516.

The corporation vhich was established in 1957, is a
wholly owned subsidiary of the Westinghouse Electric Corpo-
ration. It has had extensive experience in the development,
operation, and evaluation of antipoverty programs, including
the Department's manpower programs.

The corporation submitted an interim report to CEO,
dated January 30, 1969, which set forth findings resulting
from its evaluation of the five Los Angeles SIP contracts,
as follows:

1. The Department appeared to rely on the recommenda-

tions of a local investment banker for the selection of
companies because no one from the Department had met in
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person with representatives of four of the five companies
until just before their contracts were signed in March 196¢&.
In addition, all five contracts were negotiated through the
investment banker, whose firm receivec fees from the con-
tractors for the services he rendered to them.

2. Certain aspects of the contracts did not appear to
adequately protect the interests of the Department or of
the poor people. This was probably partly a result of the
Department's nezed to offer a considerable incentive to the
contractors and partly a result of the lack of administra-
tive attention by the Department in the implementation of
the program,

a. The Department agreed to pay the contractors an
average of $3,051 for every employee they promised
to hire toward their minimum requirements and re-
quired the contractors to pay back only $2,500 for
each employee short of their requirements. Theoret-~
ically, a company receiving $1 million could buy
land, construct a plant, not hire a single SIP em-
ployee, and come away with a profit of $162,500
and an interest-free loan of about $800,000 for
over 1 year.

b. No minimum wage was established for the first 90
days of hire, and the companies were free to hire
at the Federal minimum wage of $1.65 an hour. This
would be lower than the average starting wage in
Los Angeles for the type of work being offered.

¢. The clause in the contracts which calls for train-
ing does not specify what kind of training or how
long it should continue.

d. The Department'’s reporting requirements were origi-
nally inadecuate in that the first report was not
due from the contractor until 1 year after comple-
tion of construction of the proposed facilities.
The Department recognized this inadequacy and asked
the contractors for monthly reports. This caused
some friction because a requirement for monthly re-
ports was not provided for in the contracts.
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e. The contracts did not ensure that the disadvantaged
would be hired for the construction work on the new
plants.

f. Certain types of supportive services, such as pro-
viding help in regaining lost drivers' licenses and
on-the-job counseling are considered important for
disadvantaged persons; but such supportive services
were not provided for in the contracts. The overall
reaction of the contractors, vhen the Department
ingquired about supportive services in December 1968,
ranged from ignorance to hostility.

3. The target areas, East Los Angeles and South Central
Los An s, are assumed to be the jurisdiction of the two
CEP offices in those areas. The CEP offices, however, did
not receive any instructions from the Department concerning
SIP, and the Department did not clearly define the target
area of East Los Angeles. Three of the contractors built
factories under the program from 12 to 19 miles from what
is presumed to be their target area. These three contrac-
ters bullt plants in the City of Industry, a nonghetteo ar
located east of Los Angeles and were given the same induce-
ments as firms in ghetto areas.

4, There was no publicity at the beginning of the pro-
gram. Very few people in either South Central or East Los
Angeles had heard of SIP. There appeared to be no
community-based organization in East Los Angeles that was
aware of the program.

5. The most disconcerting aspect of the Los Angzles
program is that, in its implementation, the Department has
neither given the program special administration nor tapped
its own considerable exoerience with this type of program,
The chance for the program to succeed was considerably re-
duced because it was isolated from the expertise which the
Department possesses and because 1t was being administered
entirely from Washington, D.C.

a. There does not appear to have bean any cffort by
the Department to search for businesses which offer
the kind of jobs that would be a step-up for hard-
core unemplcyed persons or businesses which have
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demonstrated capability for successfully employing
such persons., The majority of the jobs offered re-
quire little or no training and pay the lowest
wages, They are the kinds of jobs already avail-
able to hard-core unemployed persons.,

b. The Department did not have anyone working on the
program full-time until all five of the contracts
had been signed. The contractors had little con-
tact with the Department after signing their con-
tracts, and the contractors stated that this had
caused some problems. The Department's established
Manpower Administration had a full staff in Los
Angeles, but no one on this staff was assign

sponsibility for monitoring SIP.

ed re-~

6. Four of the five contracts called for stock purchase
plans; but these plans, which were not defined and were
limited to only a small number of employees, had not yet
been developed; and it was not anticipated that they would
provide any meaningful ownership of the businesses to the
employees,

7. There was no coordination between the Department
and any other agency, such as the CEP office, in the program.
Although the CEP office in Los Angeles was referring appli-
cants to the contractors, no one from the Department had
talked to anyone in that office about the program.

8. The contractors were optimistic in their estimates
of the employees they would need. It is anticipated that
the contractors will have a great deal of difficulty keep-
ing the employees because wages are generally low, the work
is uninteresting, the companies are inexperienced in keeping
poor persons on the job, and, in some cases, the plants will
be a long distance from the residences of the employees.

OEO, in a letter to the Department dated February 17,
1969, pointed out certain problems discussed in the Westing-
house Learning Corporation's report. On March 28, 1969,
the Department furnished CEO its comments on the problems.
The Department's comments and the problems are presented
beclow.
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--Problem-~The Los Angeles contracts permitted plant
locations at considerable distances from the areas
to be served by SIP.

The Depzartment commented that it had attempted to
serve, through these new facilities, the nearby ccm-
munity of La Puente because La Puente had a large
disadvantaged-lexican-American population in need of
assistance.

-~-Problem--The contracts appeared to have involved a
finder's fee, which might be of questionable legality.

The Department commented that it became concerned
with this issue during the negotiation of the first
SIP contract in Los Angeles and that it pursued th
issue withitsSolicitor's office and was advised that
the required docurents were filed and met the legal
requirements of the applicable regulations. It con-
cluded that these initial arrangements were legal.

~--Problem--£11 contracts were drawn in a manner that
would ensure a considerable profit even if companies
concerned did not perform at ail on the contract
provisions to hire hard-core unemployed.

The Dzpartment agreed that the issue of profits
should be questioned, especially if the firm was
able to more cheaply locate in the designated target
area. However, it claimed that it had experienced
difficulty in zttracting businesses to locate in
areas close to the ghettos and, therefore, had paid
nigher prices as an incentive for firms to partici-
pate in the program.

--Problem~--For the most part, the positions offered
vore dead-end jobs, involved no training, and paid
minimum or low wages. :

The Department commented that all the jobs provided
for a wage rate of at least $2 per hour after 120 days
and that the program design was intended to be self-
adjusting in that the $2 rate, if not attractive to



workers, would be raised by the contractors to re-
tain people, to meet the employment gquota required
by the contract, and to avoid payment of the penalty
of $2,500 for each trainee short of the employment
geal.

~-Problem~--Certain provisions of the act were com-
pletely ignored, such as involving target-area busi-
nessmen and providing management and ownership op-
portunities for target-area residents.

The Department commented that all the preciects re-
viewed by the corporation included provisions for
stock options for employees.

--Problem--Plant relocations, in some instances, ap-
peared to violate certain provisions of the act in
that a high proportion of employees in the previous
locations were not retained.

The Depertment commented that the projects required
firms to retain their regular employees by providing
the employees with the opportunity to relocate with
the firm and that firms did not receive credit for
any new employee until they had reached the levels
of employment when the SIP contracts were signed.

On July 1, 1969, 020 withdrev its delegation of author-
ity for the Department to enter into further SIP contracts.
An official informed us that OEO had been dissatisfied with
the Department's administration of the program for some
time and that the corporation's report weighed heavily in
its decision to withdraw the delegation of authority from
the Department.

In August 1970 the corporation completed and submitted
to OEO four of the eight individual volumes of its final
report entitled "An Evaluation of Fiscal Year 1948 Special
Impact Programs." One of the four completed individual re-
ports--Volume III--covered SIP in East Los Angeles. Our re-
view indicated that the findings in Volume III apeared to be
generally consistent with the findings reported by the coi-
poration in its interim report.
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SPECIAL REVIEW STAFF, DEPARTMENT OF LABOR

In August 1989 we met with Department officials and
discussed our obssrvations on SIP. In September 1969 the
Department's Assistant Secretary for Manpower instructed his
Special Review Staff to make a mationwide review of SIP,

In a report dated October 25, 1959, the Special Review
Staff reported the following findings.

1. SIP involved the Department in an economic develop-
ment program, an area in which it had minimal expe-
rience.

2. SIP had no appreciable impact on the lives of the
poor in target areas, Contributing causes were iden-
tified as (a) low level of funding for the program,
(b) minimum performance by contractors, (c) loca-
tion of some plant sites not fully accessible by
transportation to target-area residents, (d) compa-
nies participating were new or small firms inexpe-
rienced in handling hard-core unemployed, and (e)
job opportunities were unatiractive because of low
wage scales.

3. Inacequate Department administrative staffing.

4. Weak contract negotiation procedures including lack
of program publicity, participation of an investment
banking firm in obtaining contracts, and lack of ace-
quate precontract checks on suitability of proposed
contractors.

5. Failure to include in the contract a provision cover-
ing accounting for and use of funds advanced to the
contractor and, in the contracts in fiscal year
1968, a provision to protect the Government's inter-
est' in case of termination for default or convenience.

6. Contracts allowed payments to be made to the contrac-
tors prior to thc hiring of employees

7. Monitoring of contracts improved after transfer of
responsibility to the Department's regional officos.



8. Lack of pertinent technical assistance to SIP con-
tractors.

9. Minimum performance by contractors including failure
to fulfill pledges of capital investment, location
of plants ai some distance from target areas, small
probability of capacity to achicve new hires obliga-
tions, jobs required minimal previous experience and
skill level and paid low wages, and a lack of formal
training programs.

In November 1969 as a result of the findings of the
Special Review Staff, the Department decided that:

~-No SIP project was to be given an extension of time
beyond thet stipulated in the original contract.

~-S5IP contractors were to be held to performance obliga-
tions as stated in the contracts.

--In the event that any SIP contractor filed bankruptcy
proccedings, the contracting officer was to reguest
the appropriate U.S. Attorney to file a claim on be-
half of the Department in the bankruptcy proceedings.

In addition, the Department made certain specific deci-
sions, regarding three of the Los Angeles contractors.

At the contract termination date of April 26, 1970, the
contracting officer was to move to enforce the damages pro-
vision contained in the SIP contracts against contractors D
and E in order to recover as much money as possible.

Concerning another contract, which expires January 17,
1971, the contracting officer was to execute the default
clause and thereby terminate the SIP contract with contrac-
tor H and was to enforce the damages provision of the con-
tract for the return of as much of the $240,000 received by
the contractor to which the Department is entitled under the
damages provisior.

The Department of Labor advised us, in commenting on a
draft of this report, that this contract was being terminated
for default and that the contractor was appealing this action.



CORNCLUSIONS

-

For the most part our findings corroborate those of ths
Westinghouse Learning Corporation and of the Special Review
Staff on SIP in Los Angeles; that is, the program was
poorly administered, the SIP contract provisions di¢ not
adecquately protect the Government’s interests, and the pro-
gran was net accomplishing its objectives.

We are of the view that OEQO, in its administration of
the SIP program, should benefit from the problems expe“iu
enced by the Department in its implementation and adminis-
tration of the programn.

The position taken by the Department that no modifica-

tions would be made to the contracts,

made it certain that

SIP contractors would not be able to provide the employment

opportunities intended.

As of June 1,

1970, the hiring pe-
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of the termination and/or completion of the contracts end
that this was a regretable circumstance and one that thz
Manpower Administration was attempting to overcome by spe-
cial placement efforts. He said that, although these place-
ment efforts were a difficult job, it was anticipated that
a substantial percentage of those displaced could be di-
rected to other werk sites within a rcasonable pericd ol
time and that those who could not be placed in jobs would
be enrolled in other training programs so that they might
develop skills neaded for placement in available jobs, *he
said that this activity had been given a high priority by
the Regional Manpower Administration,
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CHAPTER &4

SCOPE OF REVIEW

In general, our review covered the period liay 1969
through June 1370, We inquired inte and evaluated the
ectiveness of the Department of Labor's SIP projects i
los Angeles in meeting the objectives set forth in the Zco-
nomic QOpportunity Act of 1964, as amended., Our review z:
included an evaluation of the efficiency of the administra-
tion of SIP by the Department, including its supervision
over the 10 SIP contractors in Los Angeles.
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We reviewed the basic legislation authorizing SIP, the
policies and procedures established by the Department, &nd
ertinent contracts and contract records; but we did not
make an audit of the contractors' financial transactions.
We also interviewed officials of the organizations respon-
sible for the management, administration, and operation of
SIP. In addition, we observed the operations of the SIP
projects and interviewed some of the SIP cmployees.

"U

We considered the findings reported by the Department':s
contract and grant auditors and the scope and nature of
their work in their audit of one of the SIP contiractors.

We also considered the observations reported by the Westinz-
house Learning Corporation under its contract with OEO for
an evaluation of SIP and the observations reported by a con-
sulting Iirm under a Departiment technical assistance con-
tract,

Our review was made primarily at the offices of the
SIP contractors, the Department headquarters office in
Washington, D.C., and at the Department offices in San Fren-
cisco and Los Angeles, California,



e



APPENDIX I

. _ Page 1
S. DEPARTMENT OF LABOR
OFFICE F THE ASSISTANT SECRFIARY T'OR ADMINIS. . FION
s ASHINGTON, 2.0 0l

JUN 11970

Mr. Henry Eschwege
Associate Direcctor
Civlil Division

U.S. General Lccountin

"“".3

Washington, D. C. 20548

Offic

Dear Mr., Eschwege:

This 1s in response to your draft report to the Congress
of the United States, "Administrative and ODeraul‘£31

4

Difficulties in Providing Jobs for the Disadvantzged under
“n 1.3

a
=%

the Special Impact Prcgram 1n qu Anzeles, Califo
B~130515, Departnment of Labor’,

3

The report has been carefully reviewed by the lManpcwer
Administration. he findings set fortin coineide in avery
detail and confirm the rsport made by the lanpcwer Aamvh~

istration's Special Review Unit in October, 1900,

The Manpower Administration concurs with the draft, as
presented, and reporis T the recomiendations made by
the Genecral Accounting O ermane to the present
status of the Specilal Im racts, have been irmple-

s 8
cont
mented to the fullest extent possible.

It sheould be pointad cus that the Devartment of Laboris
scle respensibility re7uted tc the uUOCLal Imvact Program,
at this time, is 1o rmonritor and other‘1se operavea the
existing Special Impact Progran convracts until termina-~

tion und/or completiorn of the contracis,

Overall reuponulbil*i; Tor the cperatiorn ¢f Tthe existinz
contracts rest with tThe Reslonal Manpeuer Administraticn
in whose recicns the Lontr“ t3 operate. A1lL activities
related to ohcue cenrracts ave cocrainated av the nafticrnl
level by the Manpower Aiministraticn. United States Train-
ing and ﬁ“ploynelt Service, Office of INaticonal Projects.
Monitoring visits ars baings mode on a rorthly bacis and
more fredquently, i neceded. ALl paticrs perbtalning TO
contract termiinuiion. cleca-culs, dﬂf;ulf Droccd’ra: and
all other contract weiions are velng {hrcu the
crional and national otarfs oo or.
Office cof the Solicituzr,
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A1l posesible sctions are being taken, a3 GCOMW“ndeQ L7
Sollciter, tc proteet the interest of the Government wne
contraztcrs have fil22 bankruntey and/or where claims fo

damaces que the Governrent ars in order,
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rodifications are beinzg caerefully

se modifications are being entar-
then the position of the Govern-
iicaticns are being permitted tnat
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The contrzcts‘ 25 written, place
ase of iguidatod darases provisicns
ance., TLLV approach can cnly bea uvan
conclusior. of 2 contrzet ont procluies
on the rori of the controtor,

.
The Asn'"f%nt Secretary of Labor for lanpower hoo tover o
percontl interect in all matters periminicg Lo tno Specind
Impact Prosrar and is ¥epnt fully infcrrmed o cry and 21l
actions propbsed tnd/or rocorrendeid.,  Infow arlicr ralo—iva
to actions taren. as relzated To spesiiic contructs, have
been made available as have 2ceples ¢l ropoerts 2ol Polords
to representatives cof thz Gencerel Accourtin. W77 2 ard
others including the news n2diz,

In regard to the vary serious provlem conceinic
ment of contingency fees, a3 nceted in the Zenor
ing Office report, the following corrents ure cirer

During the fourtezsn rorncth perios in which *h= _
ment negotiated Special Irvact Prosran ccn*“:;t
panies, there was apparently 1ittle uwxp“tﬁ“ﬁnc T
existence of the prograr fTc the genaral publ e
pese of scliciting propezzis. Mnst of the ﬁonp&nies re-
ceilving ccentracts under the Spezia < I

1 Tpez I3
recornendad te tho Depzrinent of Lalcr vy urban consultznis,
in particular, a Vice Presicent cf =z mejcr Lc3 AnzZeles in-
vestment baniiing firw ard the D=v2ronent sppearcd (o place
some reliance on these recommerdaticns in aesiding which

company wa3 tc receive o contract.

The Department of Labor has recelved Starndard Form 119 frew
eight of the nire contractors in Loz Angeles tnst paid con-
tinzent Tees and a letter from tha ninth riating thet ha
would not ewecute Tthe forn., The Depuritrnent hus The form,
under review at this time. Tho Marpowor Ad.inistratlion rnzs
requested the Office of the Scliciter cf Tobor to raview
the lesality of the payment of contlncent fecs by Specizl
Impact Fresorae. contractors to ihoe Loo Ancslos investrent
banking firm.
ihe Departnment of Laber has noted in thie Jci rassionzal n2zors
hat Congcressman Willize. A, Stoil-or F~J PoYARL T2 The Tenarcd
Accountinb Cfiice to L e qu oo lity of
the payment of 1tinse e TCoOTU L 20—
tractors teo the Los Angel L o house and to
provide him with on ¢fficlel doltar adon oo Ahis dssus,
both a3 1v poriains to tho invest . TN o e ant 0
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R eT on Uit adiher bhetore conziudinz its own rean-
O E A N T S 4. A P Lo S e mm e o = "y -
praioar ol the le- =2l aspecte of The continment fee payment
- AP o~ - TH i cma sy
by Spezict Inract Prooram concractors.

s¢ the CGenerzl Accountling O
ne tracits thalt were im
Lo2les review, the following
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[Contractor C] [See GAO note, p. 59, ]

Expires: Anril 20, 1970

No. of Hireges: 250

Amount of Jontrsct: (750,000

\mount Paid to Date:  $725,000

Pernanent lire Quaslification Time: Six Months

Ko. of Hirees cn Eocard: O

Comments: Contracior has Tiled for bankruptey (Chapter
and ihz contract is in the hands of the Solic
who is {iling claim on behalf of the Governne

~
0
o
it
")

[Contractor H] AO note, p. 59.]

Expires: Janucry 17, 1971
o, of liirees: 400
Anownt of Convroct:  £500,000
Amouns TFaid to Deier 3240.000
Hire Juclificaticn Time: Twelve Lionths
Ecard: ©
contract has heen terminatzd for default
=oT0or 13 appealing Devartment of Labor

g u_.LL.,»-c

41
™

o i
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[Contractor GJ [See GAO note, p. 59, ] .

Ixpiretion Dute: Jonuery 17. L9571
Ne.o of Hirvees: 556
&
Y

Contract Arcunt: gos,200

Amount Pzid to Datoy SeQG, 7oL

Pormanent Hire Qualiiiceilicn THre: Tyr=ive onts

o, 0f Hlrens corn Beard: O

corepents . Controct 'fas bae w12l I'ow S
Contrazicr has ; il vorvrunLey ana L3
rposlins Deparvaant of Lnkor coticon,

[Contractor D] [See GAOQ note, p. 59.] i
P - B

- r\‘i
: . o ’ _ar\ ‘a\:s\
Expiracion Date: April 26, 1077 ST
No, of Hirees: 335 et
Amount cf Contract: §1,000,200 R
Amount Paid to Date: §1,000.020
Permanent ilire Qualiflcaticr. Tiw-2: Six 'cnihs
No. of Hirees on EBeard: 72
Comments: Contractcr has i1led petition for bankruptey
but is centinuing cperaiicns under Chaptor 11
Contract i1s in nanas of Reilcnal S¢lic’tor.

| W—

[Contractor E] [See GAO note, p. 59,

V]
N

Expiration Date: April 26, 1270

No. of Hireccs: 369
Contract Ancunt: & u6) OOO

Amount Puid to Date° ?F

Permanent Hire Qualllﬂcauwor 1ime: Twelve licnth
Ne. of Hixens o Zeard:

O

Comments:  denlract has exn’ril, Depuri-aaxt oFf Labor is
collecting 21l dzta nevveining Tt thna conlracth
to cnable the Sciicitcr vo razorarnd 2curze of
acticon te precvect oo laterost cf the Governmont,

[Contractor B] [See GAO note, p. 59, ]

Expiration Date: Jdone 20, 1370

fo, cf Hivens: 335

Contract Arcunt: $1.000.02°0

Amount Maid to Date: F1.005.C09

Peoermanoni Hire cualifization 1 20 JOiv MNoruh

ey B
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[Contractor B] [See GAO note, p.59.7(Centinmied)

Leved eichiy

he = <
ST LR U IE
sonsrachusl ol ilon, Heroula
cCro et wriih cortructor Lo low

CloSroloorn ond permit recanture ESEM BN
el N may ~ IR S Ty e P
ras. Congractor nel receptiva, Lierotiaiion.

.o, oi 4:

3 a2 S P, SAAM N
Contrasct fncuanTt:  S000,00
Lt Dot A - 2o m e a0 aYa)
wmount P2id To Date:  $1od,000

Permanent Hire Jualilica

Yo. of Eireez on Board:

@ ki OO
2 @ 0O -

Corments: L lereotiaticn zttennts hove been made. Jontraczter
nodificeation requests unacceptable to the Denart:
ct Labcr, Udegotialtions continue.

[Contractor A] [See GAO note, p. 59.]

Explilraticrn Dater July 31, 1971

o, ¢ H

Contract Amount: 51,000

Imouwre P=icd 10 Date: 3020

Parm ifdcatic Time: Six Months
; g

o, cf Hires B 2
Cornrignts:  Coatract nedirficetion hias bheen oxecutaod authoriss
g i © sarvet area. Cerntract bel

O

[
¢
-] O

cation Time: Twelve Months
YT S AR S Coloiorran o
Corvyontar  2ontracl ne-otiaticons arce beins conductod.
Cootventor i3 desircus of weldiricaticrns that
WO Wetlon position of the Denariment of Lodor
oo 2t venalty clawe, Noerotiaticas cenviin
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[Contractor J] [See GAQ note, p. 59, ]

Expiration Date Jaraary 17, 1971

No. of Hirces: 571

Contract Amount: §779.100

Amount Paid te Date: $584,325

Permanent Hire QuslifTication Time: Twelve Months

No. of Hirees on EBoard: 61

Comments: Contractor has been n gOtl”»LP with the Depart.eat
of Labor re MOdLLLCEClO ns to contract. Ccopany re-
guests are not in the bezt intercst of Governrent.

Negotiations continue.

The Manpower Administration has recoghized the difficulties
inherent in the Spezial Impact Program and, a3 indicated abhcve,
has assigned its nost quallflea personnel to protect the inter-
est of the Governmeng in bringing the program to its conclusior.,

Sinccrely,

Og,/ﬂ

LEO R. WERTS
Assistant Secretary for Administration

GAO note: The names of the contractors have been deleted.

Wy
o
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APPENDIX 11

PRINCIPAL OFFICIALS OF

: o RV S IAST I

THE DEPARIMENT OF L/BOR

RESPONSIRLE FOR THT ADMINISTEATION OF
THE SPECIAL 1MNPACT PROGRAM

Termrire of o

' ffice
'rom | To
SECRETARY OF LABOR: l
James D. Hodgson July 1970  Present
George P, Shultz Jan. 1969 June 1970
W, Willard Wirtz . Sept. 1962  Jan.. 196°
ASSTSTANT SECRETARY FOR MANPCWER:
Malecoim R. Lovell (acting) July 1970 Present
Arnold R. Weber Feb, 1969 July 1970
Stanley H. Ruttenberg June 1966 Jan. 1969
MANPOWER ADMINISTRATOR .
Malcolm R, Lovell June 1969  Present
J. Nicholas Peet Feb, 1969 June 1959
William Kolberg (acting) Jan, 1969  Feb., 1959
Stanley H. Ruttenberg Jan. 1965 _ Jan. 1849
ASSOCIATE MANPOWER APMINISTRATOR:
Robert J. Brown (note a) Nov. 1969 Present
REGIONAL MANPOWER ADMINISTRATOR,
SAN FRANCISCO:
Kenneth C. Robertson Dec. 1967 Present
ASSTSTANT REGIONAL MANPGYER REP-
RESENTATIVE, LOS ANGELES:
Leonard Hardie June 1968 Present

“He was Assistant Manpower Administrator from November 1966
until March 1969, when he became the Acting Deputy Asscci-
ate Manpower Administrator for U.S. Training and Employmont
Service. On November 28, 1969, he was appointed Associnto
Manpower Administrator for U.S, Training and Emplovment
Service, however, he still has responsibility for SIP.

U.S GAD, ¥erk., D.C.
60





