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Issue Area: Health Programs {1200);

Contact: Human Resources Dliv.
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Allegations were made regarding the following
activities of the Health Systeamas Agency for Los Angeles County,
California: election of meabers to subarea governing bodies;
outside legal counsel; hiring of the Bxecutive Director and
staff; deviations froam the budget; and the Department of Health,
Education, and Welfare's (HEW's) mouitoring of the agency. The
agency did deviate froam several electior policies and procedures
in its bylavs. While the agency made a reascnakle effcrt to
inform the public, Los Angeles County residents vere generally
not avare of the elections. The registration process sade it
difficult to participate in the election, and the agency did
change, on several occasions, the consumer or provider
classification of varicus candidates. No conclusions were
reached on the reasonableness of expenditures for legal services
since the hours billed could apot be independeatly verified. The
agency hired numerous individuals not meeting mirimus
gqualifications, and procedures used in hiring eagloyees were not
documented in many cases. Several eamployees did not perform the
duties of the positions for wvhich they were hired. A major
revision to the agency's budget was approved by HEW on the basis
of incorrect and misleading information. Revisiors to the budget
vere nct always approved by the agency's interim governing body,
and agency funls were cften expended for revised budget i‘tems
before HEW appr.val of the changes. HEW was not adequately
monitoring the agency, and violations of Pederal regulations
were identified in the case of a former HEW esplcyee currently
employed by the agency. (RRS)
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The Honorable John E. Moss, Chairman

The Honorable Henry A. Waxman

Subcommittee on Oversight and
Investigations

Committee on Interstate and Foreign
Commerce

House of Representatives

In response to your request of July 28, 1977, we
reviewed allegations regarding certain activities of the
Health Systems Agency for Los Angales County, Los Angelec,
California. The agencv is a nonprofit corporation condi~
tionally designated under the provisions of the National
Health Planning and Resources Development Act of 1974.

The act provides that health systems agencies may
be conditionally designated for up to 2 years. Appelicants
for full designation are evaluated by the Department of
Health, Education, and Welfare (HEW) on the basis of theijr
ability to perform the functions of health svstems agencies
as i1dentified by the acret.

The Los Angeles County Agency, primarily occupied with
complex elections, mace little progress in its initial
grant year toward performing many of the health ©lanning
functions required L' the act. The agency spent about $1.2
million of its approximately $2 million first year grant
on management and organizational costs but did not complete
some of the organizational tasks identified in its first
vear grant. The Health Systems Agency for Los Angeles
County is clearly not readv for full designation based on
its health planning progress to date. This, however, is
true of many other conditionally designated health systems
agencies throughout the country. An amendment to the act
to extend the period of conditional designation to 36 months
has recently been enacted.

The agency divided Los Angeles County into five subareas,
and most of the $1.2 million management and organizational
costs wnre incurred in organizing and conducting elections
to establish 30-member governing bodies for each subarea.

HRD-78-69
(102517)
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They were to function primarily as a review bsar? for pro-
posed medical facilities within the subarea and would also
contribute three members to an overall governing body for
the agency.

Thi2 subarea governing body elections were the stvbject
of many allegations »>f improper activities and precivitated
two lawsuits against the agency. Ultimatelv, the elections
resulted in the subarea governing bodies being out of com-
oliance with the agency's bylaws and the regquirements of
the act that coasumers serving on agency governing bodies
be broadly cepresentative of the populations within the
subarea.

While the elections were represented as 1 democratic
Drocess for communitywide participation ‘- the health
planning funct.on, only a small vorticn of the community
varticipated. Furthermore, we believe the process was
‘nitiated and its outcome heavily influenced by medical
croviders.

As agreed, our review focused on allegations relating
to (1) th2 election of members *to subarea govarning bodies,
{2) che agency's outside legal zounsel, (3) the hiring of
the agency's Executive Directcr and health planning staff,
(4) deviacions from the HEW-aporsved grant pudget, and (5)
HEW's monitoring of the agency.

Information develoved on some allegations was not
conclusive because (1) criteria and standards regarding the
activities and operations of health systems agencies wecre
not available, (2) certain critical information was not
available, and (3) certain other information was turned
over to your Subcommittee for separate action. The Subcom-
mittee became involved in the review when it ‘sas determined
that our audit authority limited us in obtaining certain
information and taking statements from knowledgeable persons
under oath. .

Our findings regarding exzch of these s lagations are
summarized below and presented in detail in the enclosure.

ELECTION ALLEGATIONS

The agency has been confronted with numerous allegations
pertaining to the election 5f its five subarea governing
bodies. It was alleged that in carrying out the electicn
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the agency (1) violated its own bylaws, (2) did not provide
adequate public notice of the elections, (3) es+*ablished
restrictive election registration requirements, and (4)
reclassified election winners in consumer and vrovider
categories after the election. Additionally, it was 2alleged
that tre agency provided favored treatment to certain
candizates.

Our raview of the allegations disclosed that (1) the
agency did deviate from several election policies and pro-
cedures as established in its bvlaws and established cer-
tain election procedures not provided for in the bylaws,
(2 while the agcncy made a reasonable effort to inform
the puklic, we helieve Los Angeles County residents were
generally not aware of the elections, (3) the registration
process, to some e.tent, made it difficulec to participace
in the election. 2nd (4) the agency did change, on several
occasions, the consumer or provider ciassification of vari-
ous winning candidates after the eleciions and 4id anot
verify candidate classification before the elections.
Information gathered on alleged favored treatment to certain
candidates by the agency has been turned over to yeur Sub-
committee for additional investigation -d is not d.scussed
in chis revort.

Our review of contracts executed by the agency to obtain
election expertise and resources disclosed many agency defi-~
ciencies in the area of contract management <ad identified
other problems which we believe indicate that, overall, the
elections were poorly planned, organized, and managed.

LEGAL COUNSEL ALLEGATIONS

Several allegations were made against the agency's leqgal
counsel, including that he billed the agency excessively for
services of questionable need and quality. During an 8-month
period in the initial grant Year, legal fees charged to the
agaency by its cutside legal counsel amounted to $81,413. The
agency originally budgeted $45,000 for first year legal serv-
ices. The budgeted amount, however, was later increased
through tlree separate budget revisions to $82%,950. The
agency's present second grant year budcet provides $135,000
for legal services. Le,al expenses for nine other large
health systems agencies throughout the country averaged
about $16,000 for their first grant year and rangeé from
about $3,000 to $36,000.
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We could not reach any conclusions, however, as to
the reasonableness of the agency's expenditures for legal
services since (1) we could not independently verify the
hours billed and (2) in our opinion, an independent peer
review wculd be necessary to determine whether the work
performed was necessary, ¢f adequate quality, and commen-
surate with the hours billed. According t¢o a Sctate bar
official, no mechanism for such a review exists.

AGENCY STAFF HIRING

It was alleged that the agency hired ungualified
employees. Our review indicated that the agency hired
ninerous individuals not meating minimum gualifications
pased on a comparison of jub position descriptions to their
resumes. In addition, procedures used in hiring employees
were not documented in many cases. Furthermore, several
employees did not perform the duties of the vositions for
which they were hired.

BUDGET MODIFICALTIONS

It was alleged that the agency made unauthorized
revisions to its grant budget. Our review indicated that
(1) a major revision to the agancy's budget was approved by
HEW on the bhasis of incorrect and misleading information,
(2) the revisions were not always approved by the agency's
interim governing body, and (3) agency funds were at times
expended for revised budget items before HEW approval of
the changes. We also determined that the agency had mis-
represented its cash position when requesting cash advances.

HEW GUIDANCE AND MONITORING

It was alleged that certain HEW officials involved in
the direct monitoring of the agency engaged in inappropriate
activities in their dealings with the agency. We were
unable to substantiate any inappropriate activities relating
to the allegations. T

During our review we did identify violations of Federal
regulations by a former HEW employee currently employed by
the agency. The violations concern his perforiing paid con-
sultant services for the agency while still a Federal employee
with responsibilities for providing assistance to health

o
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systems agencies. Additionally, we noted that HEW was not
adeguately monitoring the agency.

At your request, we did not take the additional time to
obtain written agency comments. The matters covered in the
feport, however, were discussed with HEW officials and Health
Systams Agency for Los Angelec County >fficials and their
comments are incorporated where approrriate.

As arranged with your office, unless the report's
contents are publicly announced earlier, we plan no further
distribution of this report until 20 days from the date of
tais rerort. At that time we will send covies to interested
rarties an” make copies available to others upon reguest.

We are availaeble to discuss any gquestions you may have
regarding the contents of this letter and enclosure.

-

Lo 27 .

Comptroller General
of the United States

Enclosure
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CHAPTER 1
INTRODUCTION

On July 26, 1976, the Health Systems Agency for Los
Angeles County, a nonprofit corporation in California, was
conditionally designated by the Depar-ment of Health, Edu-
cation, and Welfare (HEW) to be the health systems agency
for Los Angeles County under the provisions of the National
Health Planning and Resources Development Act of 1974 ( Pub-
lic Law 93-641, approved Jan. 5, 1975). This act estab-
lished a nationwide network of local health systems agencies
and State health planning agencies to address the problems
of increasing healtn care costs and access to quality health
care. The Los Angeles County agency is 1 of 14 health sys-
tems agencies in California. There are 205 health systems
agencies nationwide.

According tc the act, the functions of health systems
agencl:s include:

l. Gathering and analyzing data on the health status
of resigents and the health care delivery system,
the effect the system is having on area r¢sidents,
etc.

2. Preparing & health system plan, which is z detailed
statement of goals regarding the health needs and
resources of the health service area.

3. Preparing an annual implementation plan, which
describes objectives that will achieve the goals of
the health systems plan.

4. Reviewing and making recommendations to State agen-
cies regarding the need for proposed new institu-
tional health services.

Each health systems agency has a staff directed by a
governing body. The act requires that the majority (not to
exceed 60 percent) of governing body membership consist of
residents who are consumers but not providers of health
care. The remainder of the governing body is to consist
of residents who are providers of health care, including
physicians, dentists, nurses, and hospital administrators.
The consumer members must broadly represent the social,
economic, linguistic, and racial characteristics of the
populations within the health service area and major



purchasers of health care. Additionally, the act requires
the governing bodies either through consumer or provider
members to include elected public officials.

HISTORICAL DEVELOPMENT OF THE HEALTH
SYSTEMS AGENCY FOR LOS ANGELES COUNTY

Three groups competed to be the health systems agency
for Los Angeles County: (1) the previous Comprehensive
Health Planning Agency for the county, which functioned under
the Comprehensive Health Planning Act of 1966, (2) the County
of Los Angeles, under the direction of the Becard of Super-
visors. and (3) a Steering Committee made up of more than 40
health, labor, community, and local government groups.

Various knowledgeable individials, however, indicated
that the Steering Committee was heavil. inf'uenced by the
medical industry and was primarily financed through the
efforts of the Hospital Council of Southern California. The
Council is the largest metropolitan hospital association in
the Nation and represents a consortium of large area hospi-
tals.

HEFW encouraged a comprcmize among the three organiza-
tions. An agreement was finally reached between the county
and the Sveering Committee to develop a joint application.

The compromise application was largely developed from
the bylaws included in the Steering Committee's original
application. The bylaws were drafted by an executive from
the Hospital Council of Southern California and reviewed by
the Council's law firm. The hylaws detailed the basic or-
ganizational structure for tne agency, including the estab-
lishment of subarea governing bodies by an election process.
One of the compromises resulted in the subarea boundaries
being drawn to correspond with the five county supervisorial
districts.

The makeup of the agency's permanent governing body was
nego*-iated between the parties to inciude l5-members elected
from e 5 subarea advisory councils and 10 selected by *the
County Board of Supervisors. The remaining five positions
were to include two public health providers, one health
maintenence organization representative, one Veterans Admin-
istraticn representative, and one League of Cities appoint-
ment.

The compromise application was approved by HEW, and
the Health Systems Agency for Los Angeles County was



conditionally designated on July 26, 1976. The agency
received an init‘al year grant funding totaling about $2
million.

An interim governing body was established to organize
the agency. The interim governing body consisted of 30
members, 15 appointed by the Los Angeles County Supervisors
and 15 by the Steering Committee. The agency's Articles
of Incorporation and bylaws were reviewed and adopted by
tha interim governing body in August and September 1976,
respectively.



CHAPTER 2

SUBAREA GOVERNING BODY ELECTIONS

About $1.2 million of the agency's first year grant of
$2 million was a¥oended to manage and organize the agency.
The majority of the $1.2 million costs were related to the
election of members to the five subarea governing bodies.

The election process resulted in (1) unanticipated
expenditures of the agency's funds, (2) diversion of agency
personnel from health-planning-related activities to organi-
zational tasks, (3) considerable friction between the agency
and certain local public officials, and (4) litigation
challenging the validity of the election.

The litigation, in :turn, causegd (1) delays in the estabk-
lishment of the agency's governing bodies and (2) all sub-
area geverning bodies to be out of cempliaiice with the
agency's bylaws and the requirements of Public Law 93-641
that consumers on the governing bodies be broadly reoresent-~
ative of the demographic characteristics of the oopulations
within the defined gubareas and that providers cn the gov~-
erning bodies include various tyves of health care vrofes~
sionals. :

SUBAREA GOVERNING BODY
ELECTION PROCEDURES

The agency's bylaws provided that each of the five sub-
areas was to elect a 30-member governing body. Each govern-
ing body was to review proposed health services and orovide
3 members to serve on the agency's 30-member governing pody.

The agency's interim governing body established a
community interest committee that oversaw and administered
the subarea governing body elections. 1In addition, the
agency awarded three contracts to consultants to provide
expertise and resources for the election process. The
agency's legal counsel advised the interim governing body
to solicit consulting assistance because of the agency's
limited experience in conducting elections.

County residents desiring to register to vote in the
subarea governing body elections were required to aonear in
person at an agancy public meetiig or a* the agency's office
in Los Angeles. Only persons registering 30 days before
the June 21 election date were eligible to vote,



Of the approximately 3 million eligible persons in
Los Angeles County, about 23,500 registered and were eligi-
ble to vote in the subarea governing body elections. Of
these, 58 percent registered as providers.

Any registered voter was eligible to become a candidate
in the elections by declaring this in writing to the agency.
A total of 1,439 individuals declared their candidacy--470
for 56 consumer seats, 861 for 44 provider seats, and 108 for
46 elected public official seats. Four seats were to be
filled by appointees representing the Veterans Administration
and healtli maintenance organizations. The act requires re-
presentation of Veterans Administration health care facili-
ties and health maintenance organizations when they are
present in the health service area. Because of the large
number of candidates, many ballot cards were necessary. For
example, in three of the five subareas, over 300 candidates
were listed on six separate ballot cards.

The agency held elections to £ill the 146 =seats on
June 21, 1977. About 9,050 persons, or 39 percent of those
registered, voted. Voters were hindered by confusion, com-
plex ballots, lack of adegquate voting equipment, and long
lines at the various pclling places.

Sixty percent of those who voted were registered as
providers. Agency bylaws governing the elections permitted
voters to vote for both consumer and provider candidates.
This was guestioned by some agency officials because of the
possibility that under such circumstances elected consumers
could actually represent provider interests.

Before the election various provider organizations
publicly endorsed both consumer and provider candidates.

These candidates won in a majority of instances. For example,
consumer and provider candidates that were endorsed by a
special task force of the Los Angeles County Medical Associa-
tion and the Hospital Council of Southern California won 40

of the 56 consumer seats and 35 of the 44 prcvider seats.

An additional five provider seats were filled by candidates
endorsed by anathe:. provider organization.

Eleven of the 30 interim governing body members were
candidates in the subarea governing body elections. Of these,
seven were successful candidates and three were ultimately
nominated by their respective governing bodies and piesently
sit on the agency's permanent governiny body.

ELECTION LITIGATION -

Shortlv after the election, the wording of the ballot



triggered a dispute over who had won in the category of
elected public officials. Up to 10 persons in each subarea
were to be elected from this category--5 local officials
(mayors, councilmen, etc.) and 5 other officials (State

¢ 3sembly members, State senators, etc.). The dispute started
when electicn results showed that several councilmen from
the same city=--L¢: Angeles--placed among the top five fin-
ishers in two subarea governing body elections. The agency
said that only one representative from any one city could
serve on each subarea governing body, although this informa-
ion did not appear on the ballot. 1/

As a result, the city of Los Angeles, later joined by
the cities of Torrance and Burbank, filed suit against the
agency alleging that numerous election irreqularities took
place. The suit requested v.ane court to direct that certain
city of Los Angeles councilmen be declared winners or, as an
alternative, to set aside the election because of numerous
alleged irreqularities. The court ultimately directed that
the councilmen whom the agency nhad not considered to be win-
ners but who had placed among th. top five be seated on
their respective subarea governing bodies. The court,
however, did not significantly address the various other
alleged election irregqularities. :

It has been alleged that in carrying out the elections
the agency (l) violated its own bylaws, (2) did not orovide
adequate public notice of the election, (3) established re-
strictive election registration requirements, and (4) re-
classified election winners in consumer and provider cate-
gories after the election. Additionally, it was alleged
that the agency provided favorea treatment to certain
candidates. Our findings concerning the alleged irregqular-
ities follow.

ALLEGED VIOLATIOMS OF
AGENCY'S BYLAWS

As a nonprofit corporation, the agency is orimarily
governed by its own bylaws and pertinent California Corpora-
tions Code. sections. The election of governing body members
is described in detail in the agency's bylawe.

It is generally accepted that corporate bvlaws are
analogous to contracts between the corvoration and its

1/There were 79 incorporated cities in Los Angeles County
at the time of the election. The city of Los Angeles
was the only city represented in more than one subarea.
The city was divided among subareas 2 through 5.



members. Therefore, it is possiblé to consider bylaw vicla-
tions as contract violations. Enforcement of contract pro-
visions is a guestion of law which must ultimately be
settled in court. Bylaws must not be contrary to law or
public policy and must be reasonahle in *heir practical
apolication. Whether bylaws are illegal or unreasonable

and therefore unenforceable is also usually considered

a question of law which must be determined in court.

The agency's bylaws were a source of controversy prior
to and throughout the agency's first year. There was much
discussion about the authority of the agency's interim
governing body to amend the bylaws. Article XIII of the
bylaws indicates that amendments may be adopted only with
majority vote approval of the subarea governing bodies.
Since the subarea governing bodies were not fully estab-
lished, it was the position of the interim geverning body
that it did not have the authority to enact bylaw amendments,
and therefore it avoided taking any formal action to amend
the bylaws. The agency deviated from election policies and
procedures detailed in its bylaws in a number of instances.
Many of these deviations, however, occurred with the knowl-
edge and approval of the interim governing body.

We identified deviations from the following provisions
oOf the agency's bylaws:

--Any vrovider practicing within a subarea advisory
council a.ea may become a member of that council.

~--Persons desiring to be a candidace for the subarea
governing bodies must so declare in writing to the
agency's governing body no later than 15 days
from publication of notice of the election.

--Ballots are to be mailed to all registered voters
of each subarea. This ballot is to be used in voting
at the elections.

--The subarea criteria committee will be resvonsible
for:

--Placing subarea governing body nominees into
categories based upon the demographic profile
defined in section 1512(b)(3)(C) of Public
Law 93-641.

--Placing nomineees on a ballot directly te-
flecting the categories described in section
1512(b) (3)(C) of Public Law 93-64l.



--Establishing criteria so that one=-third of the
membership of the subarea council governing
body (depending upon availability) shall be
publicly elected officials or their represent-
atives who are members of the subarea council.
If more than one-third (10) publicly elected
officials or their representatives are avail-
able for election, the criteria committee will
represent all names to the membershiv during
the election and indicate that the membership
should vote for 10. Those 10 receiving the
most votes shall be considered elected.

--Assuring that candidates are accurately de=-
scribed in terms of section 1512(b)(3)(C).

- --The subarea governing bodies shall contain a con-
"sumer provider ratio of 16 consumers and 14 oro-
viders.

-—The agency's interim governing body will not serve
longer than 1 year.

These matters are discussed in greater detail on the
following pages. In addition to the above bylaw deviations,
the agency established certain election procedures not
provided for in the bylaws. Some of these procedures are
discussed later in this chapter.

Provider membership in

subarea advisorz councils

The agency's bylaws state thai vroviders may register
in the subarea where they work. 1In a December 12, 1976,
letter, however, HEW informed the agency that oroviders
may only participate in the activities of the subarea where
they reside.

This ruling was challenged by the Hospital Council
of Southern California in a letter to HEW dated February 23,
1977. HEW maintained its position in its reply to the
Hospital Council of Southern California in May 1977.

The agency complied with the HEW ruling but, for reasons
discussed above, did not amend its bylaws to correspond with
the HEW ruling.



Fifteen-day limit for
declaration Of candidacy

Agency bylaws stipulate that candidates, to be members
of subarea governing bodies, were to declare their candidacy
within 15 days of the publication of notice of the elec-
tion. Formal notice of the elections was made on April 12,
1977. The notice required declarations of candidacy to be
made before May 16, 1977, or 33 days from the notice of the
election.

It was the agency staff's opinion that the l15-day limit
was in conflict with the California State Election Code,
which allows up to 30 days for a person to declare candidacy.
Therefore, an agency administrative decision was made to more
closely adbaere to the California State Election Code instead
of agency bylaws. The bylaws, however, were never amended to
reflect the administrative decision.

Although the agency's legal counsel felt the agency's
bylaws and the California Corporations Code governed the con-
duct of the election, legal counsel also felt the California
State Elections Code should be followed where applicable.

Use of sample ballots

The agency's bylaws state that the ballot mailed to
registered voters in the subarea was the ballot voters
were expected to use in the election. One of the agency's
election consultants, however, recommended that a sample
ballot be mailed instead of the actual ballot to provide
better election security. The agency's legal counsel’
rendered an oral opinion stating in effect that the bylaws'
use of the words "expected to use in voting" is not a
mandatory statement.

The use of a sample ballot was approved oy the interim
governing body -on April 6, 1977.



Problems relating to classification
and verification of candidates

As discussed on page 1, the subarea governing bodies
are required to be composed of consumer members meeting
demographic characteristics which are broadly representz-
tive of the popuiation within the subarea and provider
members meeting certain occupational classifications.
The framers of the agency's bylaws apparently recognized
that governing bodies selected solely on the basis of a

democratic election would be unlikely to meet the composi-
tion requirementy specified in the act.

Accordingly, the agency's bylaws provided for the
establishment of subarea criteria committees. The Lylaw
framers apparently intended that the criteria committees,
among other things, would determine the makeup of the gov-
erning bodies needed to meet the composition regquirements
of the act and establish procedures to assure¢ that persons
possessing the desired characteristics were ' _ected.

The framers intended that the committees would divide
available governing body seats into various categories
representing desired demographics and occupational char-
acteristics and assure that only persons possessing the
characteristics specified for a particular seat would be
candidates for that seat. Additionally, the agency's
interim governing body, apparently recognizing that pro-
c2dures specified in the bylaws for the criteria committees
might not be sufficient to assure that subarea governing
bodies met the composition requirements of the act, estab-
lislied an election procedure not specified in the bylaws.
Under this procedire, winning candidates in the "public-
elected official™ category would not be seated on the gov-
erning body but would serve on a "special committee," which
would in turn appoint persons to their seats. The appointed
persons would be selected, as necessary, to obtain whatever
demographic or occupational characteristic were needed but
not otherwise obtained in the election process.

But in February 1977, the agency received an opinion
from its legal counsel stating that candidates placed
on the ballot on the basis of race, creed, etc., would
cause the elections to be discriminatory and therefore in
violation of State and Federal laws. Consequently, the
agency felt this particular function of the criteria commit-
tees could no longer be performed. -

10



In March 1977, the agency determined that the yet

to be established criteria committees would perform their
functions as outlined in the bylaws except for the demo-
graphic categorization of candidates on the ballot. The
committees were still to assure proper consumer, provider,
and public official classifications for candidates in the
election. However, as the election grew near, the agency
realized it had severely underestimated the number of can-
didates. About 750 candidates were originally projected;
over 1,400 actually declared candidacy.

According to an interim governing body member, because
of the doubling of the estimated number of candidates, the
criteria committees could not have verified the status of
all candidates without severely jeopardizing the ability
of the agency to conduct the election on June 2’ as planned.
Consequently, a decision was made not to verify the status
of the candidates but to have the criteria committees verify
the consumer and provider status of winning candidates after
the election. According to one interim governing body
member, it was much less time consuming to verify 150 unof-
ficial winners versus over 1,400 official candidates. (See
allegation regarding reclassification of winning candidates
after tne election on p. 17.) Hence, the five subarea cri-
teria committees did not perform many of the functions
specified for them in the bylaws.

The agency bylaws require that one-third of th: member-
ship of the subarea governing bodies be elected public of-
ficials or their representatives and that those 10 receiving
the most votes shall be considered elected. The agency, how-
ever, estzplished a modified election procedure for the
elected public officials category. Under this modified pro-
cedure, public official candidates were categorized with one
category, mayor/city council member, being limited to the
highest vote getter in each city.

The agency contends this process was incorporated to
insure different levels of governmental authority and broad
representation of the various cities located.in subareas.
But ballot instructions for the mayor/city council member
category mere.y read "vote for five" and after the election
several council members from Los Angeles were apparently
surprised when they found they had placed in the top five
but would not be seated because they were not the top vote
gelter from their respective cities.

These unclear ballot instructions for public officials
triggered a dispute over who had won in that category. After
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the elections, the executive director stated tha*: only 2
of the 50 officials would technically meet all of the
demodraphic characteristics necessary to fully balance the
subarea gc:erning bodies. The statement provided emphasis
to the move by certain public officials to litigate the
election because of discrepancies in the wording of ballot
instructions for public official candiijates. Subsequently,
the lawsuit arqued that this appointment requirement was
contrary to the intent of the act and was in violation of
the agency's bylaws on the conduct of the election.

Bylaw deviations resultin
from the court's decision

On July 25, 1977, the California Superior Court issued
a temporary restraining order forbidding the agency's five
elected subarea governing bodies from conducting business.
This orler was continued in early August 1977.

At the final hearing on August’ 24, 1977, the judge
ruled that the appointment process was not adequateiy pub-
licized to public officials pricr to the election and con-
cluded that this procedure was i violation of the agency's
bvlaws. As a result, he ordered the eight members of
the three city councils involved in the suit to be seated
on the subarea governing bodies.

Because of this decision, the agency no longer required
public officials who had won seats in the election to
appoint replacements, and the following additional devia-
tions from the agency's bylaws have occurred.

1. The agency's bylaws require each subarea governing
body to have a membership consisting of 16 con-
sumers and 14 providers. As a result of the court's
decision, the membership of each of the councils
deviates from the bylaws. To conform with the court
order on the seating cf local Public officials and
and to avodid disenfranchising any other .elected in-
dividuals, the agency seated more than 30 individ-
uals in 2 of the S5 subareas. Additicdnally, the 16
consumer/14 provider ratio was not met in any sub-
area. :

2. According to the bylaws, the interim governing
body was to serve a term not to exceed 1 vear;
however, it functioned from August 1976, when
it was established, until Decenmber 21, 1977, when
the permanent governing body was installed. 1In
August 1977, the agency's legal counsel rendered
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an opinion which stated that it appeared abpropriate
for the interim governing body to continue to act
until their successors are elect:d or avpointed.

AGENCY'S GOVERNING BODIES OUT
OF COMPLIANCE WITH COMPOSITION
REQUIREMENTS OF THE PUBLIC LAW

Because the agency could no longer reguire public
officials to appoint replacements as planned, elected cor-
sumers, in many instances, do not reflect the demcgraphic
makeup of the subarea populations they represent.

Two of the most glaring deficiancies relats to the edu-
caticral and economic status ol the consumers on the subarea
guverning bodies. For e:ample, consumers on the five sub-
area governing bodies with educational levels of 12 years or
less make up between 6 and 29 vercent of the membership
while ﬁemographlc data for the five subareas show that 69 to
78 percent of the population falls in this category. The
percentage of consumers havxng incomes in excess of $25,000
on the five subarea governing bodies range between 18 and S0
percent. In contras:, demographic data for the five subareas
shows that no more than about 12 percent of the population of
any subarea falls in this category. In addition, all con-
sumers on one Subarea governing body are white, while demo-
gravhic data for the subarea shows 20 percent minorities
should be represented. Additionally, elected vroviders in
each subarea dc not always reflect the variety of health care
occupations required by the act.

The agency's designation agreement with HEW requires
the agency to insure that i:s 7Joverning bodies be in confor-
mance with the law and regulations at all times, We believe
the present demogravhic composztlon of the agency's five sub-
area governlng bodies are not in compliance w1th the law cr
the agency's bylaws.

Both HEW and the agency's legal counsel _have expressed
concern- that an out-of-compliance organizational structure
could provide opportunities for legal challefges by uns—-c-

cessful applicants for new health services.

ALLEGED INADEQUATE PUBLIC
NOTICE OF ELECTION

The lawsuit alleged that the public was not well in-
formed as to the significance of the agency or the pro-
cedures established for registration and participation ina
the subarea governing body elections.
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California State laws and HEW regulations both require
that reasonable public notice of agency meetings be made
including, to the extent possible, publication directly to
persons who are medically underserved anrd are in other ways
denied equal access to good medical care. 1In addition, the
agency's bylaws provide that two publicly advertised commua-
ity aducation meetings must be held in each subarea before
the election.

The agency's efforts to inform the public regardinag its
purpose, the registration process, and the election included
(1) paid newspaper advertisements, (2) public service radioc
announcements, (3) informational handouts, (4) direct mail,
and (5) educational meetings.

Between February 24 and May 31, 1977, before the elec-
tion, the agency placed 50 paid newspaper advertisements.
These advertisements addressed various agency meetings and
election information, such as the election regisccation
deadline. The advertisements were placed in various commun-
ity newspapers having circulations ranging from 3,000 to
over 1 million. :

The agency provided 42 radio stations with various pub-
lic service announcements regarding agency meetings., No
records are readily available showing how many stations
actually broadcast the announcements.

The agency hired a group of field representatives to
distribute handouts, put up posters, and address group
meetings in order to inform the public about the agency.

The handouts contained information regarding health plan-
ning and the agency, and listed various meeting dates and
times and locations where registration would take place.
According to an agency official, about 300,000 handouts

were distributed at PTA meetings. labor unions, storefronts,
libraries, schools, and hospitals.

Special interest groups were informed by direct mail,
usually to the organization's leader, asking that the organ-
ization's membership be informed. Materials were printed in
foreign languages and Braille.

At public meetings to register and educate the commun-
ity, agency representatives explained the functions of the
agency as well as the purpose of the subarea governing body
elections.
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The agency's cost for providing public notice amounted
to §181,741. The cost can be broken down into the following
categories: -

Postage $ 48,596
Printing and reproduction 75,225
Advertising cost 46,170
Meeting expenses ‘11,750

Total $181,741

Despite the agency's efforts to inform the public, some
individuals expressed the feeling that the public was not
informed of the agency's purpose or the subarea governing
body elections. For example. in a letter to the agency,

a League of Women Voters lov '\ chapter president stated that
the public did not receive a..quate information about the
law, the public's role in implementation, and method of par-
ticipation. Some members of the League of Women Voters who
staffed the agency's polling facilities during the election
felt that the public lacked this knowledge.

ALLEGED RESTRICTIVE REGISTRATION
PROCESS FOR ELECTION

The agency's bylaws provide for annual voting regis-
tration for the subarea governing body elections by mail
or in such manner as determined by the agency's governing
body. The California State Election Code similarly allows
voting registration by mail.

On September 29, 1976, the interim governing body de-
cided against mail-in registration and voted for in-person
registration. - This could be done by attending any of the
following types of agency meetings:

-=A community education meeting.

--A general membership meeting of subarea regis-
trants. .

-

-=-An interim governing body meeting.

Two commu...ty education, one interim governing body,
and at least three general membership meetings were held
in each subarea from January until May 21, 1977, the last
day on which to register for voter eligibility in the
June 21 election. Persons could also register at the
agency's headquarters in Los Angeles.
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Most of the meetings were held in different locations
throughout the subareas. Several heavily vopulated areas in
Los Angele~ County, however, did not have any meetings in
their areas. Also, in subarea #1, which covers over 650
square miles, all membership meetings were held in one loca-
tion, La Puente, California. An agency official told us
that suitable buildings for large registration meetings were
difficult to find in sukbarea #1 and in strategic locations
throughout the county.

We were unable tc determine the number of persons
registering at the various meetings and at the agency's
headquarters because registration documentation did not
identify place of registration.

Questions were raised by various interest groups about
the appropriateness of requiring in-person registration.
In February and March 1977 representatives of handicapwed
organizations attempted to increase the accessibility for
handicarped persons to the agency's activities and the elec-
tion process by presenting various motions tc the agency's
community interest committee and interim governing body.

The agency ‘s legal counsel in a March 31 written
opinion indicated that the agency was not adhering to its
bylaws regarding registration and that it mijht be prudent
to allow registration by mail. The counsel's ovinion was
that this was important because of Federal laws r~andating
that the handicavped may not be excluded by vir'uire of their
physical limitations from participation in a federally
funded program.

On April 6, 1977, a motion was brought before the
interim governing body to allow registration by mail.
There w2s no mention of the agency's legal counsel opinion
before tle vote not to carry the motion. Thus, the agency
continued its policy of in-person registration.

On April 12,1977, the Blind, Aged, Disabled, and Deaf
Action Coalition alleged in a lawsuit that the in-person
registration policy was in violation of the agency's bylaws
and was in fact unlawfully restrictive., Although the court
did not uphold the Coalition's lawsuit, the city of Los
Angeles cited the restrictive registration process in its
lawsuit against the agency after the June 2lst election.

ALLEGED FAVORED CAMPAIGN ASSISTANCE

The city of Los Angeles lawsuit alleged that the agency
rendered significant campaign assistance to some candidates
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and that this was a violation of the agency's duty to con-
duct an "evenhanded and fair election." A declaration by
one of the suit's petitioners charged that the agency staff
helped prepare literature for a particular candidate just
before the elections and that certain candidates were pro-
vided with free cumputerized voter address labels.

It was alleged that favored treatment was given to a
candidate who was a State assembly member. According to the
lawsuit, just days before the June 2lst election, agency
staff provided the candidate with modified mailing labels
and helpved to mail a letter from the candidate along with
literature on breast cancer to all femal2 registered voters
of subarea #2.

th: city suit alleged that both the helping of the
mailing and the fact that the mailer went out to all female
registrants in subarea #2, even though many of these recip-
ients lived outside of the assembly district represented by
the candidate, suggested » campaign purpose to the mailer.

Our efforts to pursue these and other allegations that
the agency did not conduct prccedurely fair elections were
met with significant resistance. Our audit authority lim-
ited us in obtaining certain information and taking state-
ments from knowledgeable persons under oath.

Information we could develoo on the allegations has
been provided to the Subcommittee on Oversight and Investi-
gations, House Committee on Interstate and Foreign Commerce.

ALLEGED RECLASSIFICATION
OF ELECTION WINNERS

The act requires that a majority (not to .xceed A0 per-
cent) of health systems agency governing bodies consist of
consumers of health care who are not also providers of health
care. The remainder of the governing body is to consist of
providers of health care. These reguirements also apply to
subarea-governing bodies. The agency's five suoarea criteria
committees were responsible for assuring that candidaces for
the election were properly classified as consumers or pro-
viders.

As mentioned previously, the accuracy of all 1,439
subarea governing body candidates were not verified before
the election because there was not sufficient time. The
agency's staff, however, while editing candidate state-
ments to be presented on election ballots, noticed that
about 22 of the 1,439 candidates had obviously incorrectly
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classified themselves. These classifications were corrected
before the election. After the election, the community
interest committee did verify the classification of tne
candidates who at that time were unofficially certified

as election winners and changed the classification of four
of these individuals.

The lawsuit alleged that the agency did not investigate
and confirm the status (consumer or provider) of candidates
for subarea governing body seats. 1In addition, the suit
alleged, the agency discovered after the election that some
candidates had appeared on the ballot with the incorrect
designation. As a result, the agency changed the designa-
tion of these candidates with no notice to the affected
candidates or the voters. A declarztion by one of the can-
didates, Ms. Miriam West, provided support for the allega-
tions.

Ms. West apveared on the June 21 pallot as a consumer
and received the highest number of votes of any candidate in
subarea #3. At a July 6 public meetinag of the interim gov-
erning body, she learned that she had been reclass.fied as a
provider. Ms. West protested to the interim governing body
because she knew that the agency's executive director and
other agency officials were aware that she was a member of
the Board of Directors of the Los Angeles Free Cliric before
the election.

Ms. West had classified herself as a consumer based on
information in the agency's registration form. She now be-
lieves that she may be an indirect provider (based on cri-
teria outlined in P.L. 93-641) because of her activities with
the Los Angeles Free Clinic. The agency did not include com-

plete criteria for indirect vroviders on the registration
form.

Because of the agency's prior knowledge regarding her
membership on the Los Angeles Free Clinic's Board of Direc-
tors, she believed it was unfair for her to be reclassified
without being consulted. 1Initially the interim governing
body voted to reject her protest and changed Ms. West's
classification to provider. However, on September 7, 1977,
Ms. West's classification was changed back along with three
other candidates, whose classifications were also changed
after the elections, to their original classification. An
agency official told us the candidates' classifications were
chonged back to avoid additional lawsuits and to provide
HEW an opportunity to assist the agency in correcting the
prob.em.
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According to an agency official, HEW declined tc render
a decision on the status of the three candidates., As a
result of opinions rendered by the agency's legal counsel,
the classification status of three of the four candidates
(including Ms. West) was again brought to the attention of
the interim governing body on November 7, 1977.

Despite the legal counsel's recommendation to change
the classification of each of the three candidates, the
interim governing body voted to change the classification
of only one candidate, and conseguently only one winner
was ultimately changed from her original election category.

OTHER INFORMATION REGARDING
SUBAREA GOVERNING BODY ELECTIONS

During our audit of the election process, certain other
information relating to the subarea governing body elections
came to our attention that was not specifically related to
any of the allegations. We believe, however, that it is im-
portant and should be provided. '

Agency use of election consultants

The agency obtained the services of three consultants
to assist it in the election process. The agency expended
about $74,000 for these services.

One consultant, John O'Connor, was hired at a cost of
$6,000 to prevare for the subarea council formulation.
Another consultant, Cerrell Associates, Inc., was awarded a
$10,000 contract to advise the agency on election procedures
and applicable laws relating to the election. The other
consultant, Diamond International Corporation, received a
$57,953 contract to provide necessary election equipment
and supplies and to complete the final vote count for the
election.

Our review of the circumstances surrounding the award
of the Cerrell-Associates and Diamond International contracts
showed weak contract management by th2 agency. Agency by-
laws state that the governing body authorizes all contracts
to be executed by its president or by other designee of the
governing body. The Cerrell contract, however, was executed
by the agency's executive director without formal authoriza-
tion by the interim governing body. 1In addition, the
the agency's workplan required the executive director to
establish formal procedures for contractual services by
December 1, 1976. Written procedures for contractual serv-
ices were not developed and approved until July 1977, 7
months after the date required by the workplan.
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Contract with Cerrell
Associates, Inc.

The contract with Cerrell Associates, Inc., was not
approved by the interim governing body until after services
had been provided and partial payment had been made for
those services. Though the contract was not signed until
April 22, 1977, Cerrell received payments totaling about
$2,500 on March 30, 1977. According to the agency's legal
counsel and a Cerrell representative, the company vrovided
services from March 3 to April 22 on an implied basis while
the contract was being finalized.

Cerrell provided the agency mostly oral, undocumented
consulting services. The only documents that were provided
by Cerrell were (1) a preliminary election outline and (2)
a list of instructions and checklist for agency staff and
League of Women Voter participants for use on election day.

During the period of the contract, the agency's legal
counsel provided numerous opinions on election codes and
laws. In fact, over half of the legal counsel's opinions
provided to the agency related to this subject. Because of
the lack of documentation regarding services orovided by
Cerrell, it is not possible to evaluate them or compare in-
formation provided with that provided by the agency's legal
counsel.

gontract with Diamond
International Corporation

In April 1977, the agency realized it did not have the
resources necessary to provide election supply services.
On May 4, 1977, the interim governing body aporoved a $26,000
contract to be awarded to Diamond International Corporation
to provide election eguipment and supplies. This proposed
contract with Diamond was never executed (dated and signed).
On June 7, 1977, the agency executed a contract with Diamond
for §57,953. ‘ .-

Regarding the agency's contract with Didmond, it has
been alleged that (1) there was no competitive bidding and
(2) work performed did not justify the significant increase
in contract cost.

The agency solicited bids from three firms based on an
estimated 750 candidates in the elections. Only two of
the firms responded. Diamond's bid ($26,000) was slightly
over that of the second firm's bid ($25,630).
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According to the agency's election coordinator and a
Cerrell representative, it was decided to contract with
Diamond because of "added services and efficiency of opera-
tions." The agency, however, could not explain or provide
any documentation as to how this determination was made.

Diamond was supposed to:

--Design and print the official ballot, sample ballot,
candidate booklet, and candidate statement.

--Mail the sample ballot and candidate booklet to all
registered members, including the 50 word or less
statement from each candidate in the candidate
booklet.

—}Design a system for ballot counting and candidate
tabluation readouts.

--Provide all required equipment necessary for voting
and tabulation.

--Provide for a central tabulation point and persons
to staff the operation.

--Certify the election results.

The original $26,000 contract, though never finalized,
provided that in the event that more than 750 candidates
are involved in the election, the contract price would be
set at a mutually agreeable figure. According to the elec-~
tion coordinator, the agency's legal counsel was reviewing
and finalizing the $26,000 contract when the agency realized
that the 750-cand.date estimate was too low.

About May 6, 1977, the agency revised the estimated
number of candidates to 1,400 and began renegotiating with
Diamond on this basis. Because of restrictive time frames
and a cost overrun provision in the initial -proposal, the
agency did not -reopen competitive bidding based on the re-
vised estimate. About May 20, a second propdscl was sub-
mitted by Diamond. This proposal, however, did not stipu-
late a firm cost figure.

According to a Diamond official, the problem centered
around the S50-word statement that each candidate was allowed
to prepare for the ballot giving their background and posi-
tion on health care. The agency was to provide all candidate
statements to Diamond by May 16, the last day when declara-
tions of candidacy could be submitted to the agency.
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However, the agency sent Diamond declarations up to June 6.
Of the 1,439 official candidates, 1,382 submitted statements.
According to the agency's executive director, delays in pro-
viding Diamond with the statements were primarily caused by
the need to correct deficiencies in the statements prepared
by the candidates. He added that Diamond threatened to ter-
minate the contract because of the delays.

During a meecing on June 1, 1977, the interim governing
body approved a motion that the Diamond contract be increased
to $56,000. On June 7, 1977, the agency's executive director
signed the Diamond contract for $57,953 although according
to a Diamond official, they had been providing contract ser-
vices since May. According to agency staff and an interim
governing body member, the executive director did not have
sufficient time to obtain interim governing body approval for
the additional costs.

Estimated costs for both the $26,000 proposal and the
final $57,953 contract were broken down by Diamond into
three general categories. A comparison of the proposal with
the contract shows that:

l. Costs relating to the official ballot increased
from $7,630 to $16,366. '

2. The costs relating to the sample ballot increased
from about $14,400 to $34,109.

3. Equipment rental costs increased from $3,970 to
SGISGO'

The $57,953 contract also included a $918 charge for
correcting previous agency errors in projecting the number
of candidate statements on May 27 and June 1. According
to the Diamond regional manager, the above cost -increases
would not have been as great if the agency had provided
timely data. He also stated that the delay in receiving
complete election information from the agency caused Diamond
staff to work overtime to meet election time-frames. The
overtime, together with additional eguipment and supplies,
were the major reasons for the increase in contract prices
over the original contract.

Diamond subsequently billed the agency for a total of
$63,407. The amount billed over the contract amount was
still in dispute between Diamond and the agency as of
December 31, 1977.
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SEATING OF PERMANENT
GOVERNING BODY

After the June elections, subarea governing body mem-
bers drew, through a lottery process, terms divided equally 1/
and ranging from 1 to 3 years. As presently planned, elec-
tions will be held next year and each subsequent year tu
replace one-third of the members, starting with those that
drew one-year terms.

Each of the five subarea governing bodies elected 3
members (2 consumers and 1 provider) to serve on the agency's
30-member permanent governing body. As provided in the
agency's bylaws, 10 permanent governing body members were
appointed by the Los Angeles County Board of Supervisors, 1
was appointed by the League of Cities, 1 represented health
maintenance organizations, and 2 were public health providers.
The health maintenance organization and public health provider
representatives were selected through separate lottery pro-
cesses. The agency's permanent governing body was officially
seated on December 21, 1977.

According to agency officials, the new permanent gov-
erning body will have the power to amend the bylaws, and the
subarea governing body election process may be discontinued
and some type of appointment process used in its place.

1/In instances where the subarea governing bodies had more
thart 30 members, the number of members serving l-year
terms was increased.

23



CHAPTER 3

ALLEGATIONS REGARDING AGENCY'S

LEGA’, COUNSEL

Several of the allegations related to the agency's
legal counsel. The specific allegations were that he

--misrepresented himself as a member of a law firm when
he is an independent lawyer sharing an office with
several other lawyers,

--billed the agency excessively for services of
questionable need and suspect gquality, and

-¥has a conflict of interest because of major interests
in hospital equipment.

BACKGROUNN

In S:ptember 1976, prompted by a recommendation by the
agency's administrative committee, the interim governing
body decided to ¢ tain outside legal counsel.

Twelve api' ‘~ants responded to the agency's advertise-
ments for legal ices. Each of the respvondents was oro-
vided a copy of a ,.1id showing the categories the agency was
using in evaluating them. Respondents were asked to provide
information on (1) affirmative action, (2) health-related
experience, (3) peer reputation, (4) potential conflict of
interest, (5) staff capacity to perform services required by
the agency, and (6) legal fees.

The agency's executive director narrowed the number of
candidates to five. The actual grid scores supporting the
executive director's choice of candidates, however, were not
available to us.

Each of the five finalists was interviewed by the
interim governing body's administrative committee. The
ccmmittee recommended that the law firm of Kataoka, Moret,
Corral, Moreno, and Camacho be hired. The interim govern-
ing body approved the recommendation on January 5, 1977.

The contract between the law firm and the agency was
officially signed on January 23, 1977, by Mr. Camacho and
the agency's executive director. Agency records indicate,
however, the firm actually started billing for work on
January 1ll.
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The contract stated the law firm was to provide services
for a basic retainer fee of $70 an hour, which included:

-~Providing an attorney to attend agency committee and
governing body meetings and to advise committees and
the governing body on anticipated matters and matters
coming before committees and the governing body.

--Meeting with and advising staff personnel, governing
body or other individuals before committee and govern-
ing body meetings, and also providing appropriate legal
research.

--Reviiwing, analyzing, and advising the governing body
of provisions of the U.S. Government Code, State of
California Government Code, Administrative Code, and
any related statutory and regulatory materials.

--Providing or helping to orovide legal services relating
to regulations of HEW and the California Department of
Health.

--Representing the governing body and the agency in aay
litigation.

Between January 11 and August 11, 1977, the firm pro-
vided the agency with legal services regarding administration
of the agency, the subarea governing body elections, and
litigaticn. For these services the firm billed the agency
$81,413. The terms of the contract were for 1 year and were
continuous from year to year unless canceled by either party
upon 60 days written notice. .

The agency's budget initially provided $45,000 for legal
expenses for the first grant year. The changes in amounts
allocated for legal services in various budget revisions
submitted to HEW for approval follow:

--June 3, -1977--$48,000.

--July 7, 1977--$64,750. :

ALLEGED MISREPRESENTATION AS
BEING MEMBER OF LAW FIRM

As previously mentioned, staff capacity to perform
services required by the agency was one criterion used to
evaluate candidates for the agency's legal counsel position.
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According to Mr. Camacho, his relation to the firm is
that of an "ostensible partnership," and the attorneys repre-
sent varied legal expertise in health law, administrative law,
corporate law, and general litigation. The varied legal ex-
Ppertise is a resource available to any of the firm's at-
torneys for use in providing clients necessary legal serv-
ices. According to Mr. Camacho, all members of the firm
share equal legal responsibility and liability; however, no
formal documented agreement to this effect has been signed.

The contract with the agency is signed by Mr. Camacho
representing the law firm. The firm bills the agency as
Rataoka, Moret, Corral, Moreno, and Camacho, and the Jgency
pays for services by making checks payable to the firm,
According to Mr. Camacho, the firm has a centralized record-
keeping system for staff payroll. Although each attorney
has individual clients, they may provide legal assistance
"for a number of different clients of the firm. According to
Mr. Camacho, centralized records are kept on the amount of
time a professional staff member spends on services rendered
for various clients. The attorneys are then %aid based on
hours of services rendered.

ALLEGED EXCESSIVE BILLINGS FOR
SERVICES PROVIDED ,

The law firm provided legal services totaling $92, 755
from January 11, 1977, through August 11, 1977. The agency
received $7,567 of in-kind contributions in the form of
services during the months of January and February and at
the end of the agency's grant year. In additicn, the firm
apparently inadvertently omitted $3,775 from its May 1977
billing. Therefore, the firm billed the agency a total of
$81,413 between canuary and August 1977. The moathly hill-
ings are shown below.

Month Amount Contribution Net cost
January- $.4,606 $1,000 ' § 3,606
February 4,666 983 N 3,683
March 12,159 0 12,159
April 17,652 0 17,652
May 9,934 0 9,934

. June 13,592 0 13,592
July=-
August 26,371 5,584 20,787
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The actual billings submitted to the agency were general
and urtil July did not include charges by services provided.
Befnhre a July HEW request for more detailed explanations of
lega' costs, billings were not specific as to amount and
per. of time for the services rendered.

Upon a request from the Chairman of the Subcommittee on
Oversight and Investigations, House Committee on Intersta:e
and Foreign Commerce, Mr. Camacho provided us more detailnd
information on the billings. However, Mr. Camacho denied
our regquests to independently verify the additional informa-
tion through a review of the firm's financial and timekeeping
records. '

According to the additional billing information, legal
services during the agency's £first grant year required
1,394 hours of staff time. The services included

--giving opinions and advice on agency administration
(639 hours and $39,708),

--providing guidance on the deveiopment and implementa-
tion of the election process {371 hours and $25,915),
and

--handling litigation regarding handicapped organizations

and the election (370 hours and $25,715).

The agency received 42 written legal opinions, of which
26 related. to the subarea governing body elections. Of the
26 election opinions, 22 were related to agency bylaws. How-
ever, the opinions included 11 responses to issue areas pre-
viously answered bv Mr. Camacho. The repeated responses
represent about 26 percent of the total written legal opin-
ions during the first grant year. According to Mr. Camacho,
some legal questions raised by the agency required the same
type of legal responses. He said he did not bill the agency
more than once ‘for the same or similar legal -opinions.

We obtained data on the legal expense of 9 of the 10
largest health system agencies other than the Health Systems
Agency for Los Angeles County (which ranks second nationally
in terms of grant award). The legal expenses for these
nine agencies averaged about $16,000 in their first grant
year, ranging from Seattle's $2,919 for just outside service
to New York City's $35,930 for a combination of staff and
outside counsel. The nature of the legal services provided
to these agencies was not determined.
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We couldd not reach any conclusions as to the reasonable-
ness of the agency's expenditure for legal services since
(1) we couid not indevendently verify the hours billed by the
legal counsel and (2) in our opinion, an independent pesr re-
view would be necessary to determine whether the work per-
formed was necessary, of adequate quality, and commensurate
with the hours billed. According to a State Bar official,
no mechanism for such a review exists.

POSSIBLE CONFLICT OF INTEREST

It has been alleged that Mr. Comacho has major interests
in hospital equipment and should be considered a health care
provider and that a conflict of interest exists because
Mr. Camucho represents an agen.y that is supposed to regqulate
providers.

One of the criteria used in selection of legal counsel
was whether applicants represented a significant number of
health provider clients. We were denied access to the firm's
financial records; therefore, we could not independently
determine the number of health provider ~lients the firm
represents.

We were unaole to document that Mr. Camacho has major
interests in hospital equipment. Mr. Camacho's wife owns a
linear accelerator at the Radiation Oncology Center of
Tarzana, California. Mr. Camacho advised us that he has not
signed a 9-year lease for the accelerator, as alleged, but
because California is a community property State, he does
have an interest in the equipment. It should be noted that
since the linear accelerator is not owned by a hospital, it
is not subject to review by the agency.
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CHAPTER 4

AGENCY HIRING PRACTICES

Allegations were made that the agency hired persons who
were not qualified for their positions.

According to the National Health Planning and Resources
Development ct of 1974, the staffs of health systems agencies
are to have expertise in (1) administration, (2) gathering
and analysis of data, (3) health planning, and (4) develop-
ment and use of health resources. Each agency is required
to develop its own system for hiring, promoting, and dis-
charging employees. In addition, HEW has provided health
systems agencies with guidelines on staffing and performance
standards on personnel administration. The agency's Notice
of Grant Award states that:

"The [agency] shall demonstrate an open and
reasonable recruitment process for all un-
filled positions based on specified minimum
personnel qualifications which are consonant
with a clearly defined position descriptiocn.”

Our review cf the agency's personnel practices showed
that (1) the procedures used in hiring staff were not docu-
mented in many cases, (2) some staff hired did not meet the
minimum required qualifications listed in job position de-
scriptions, and (3) some staff were not performing duties
consistent with their position descriptions.

STAFF HIRING PRACTICES

The agency's interim governing body formally adopted
a personnel manual on February 16, 1977. Before that time,
the manual was used as a working draft. The personnel
manual includes procedures to be followed in advertising,
tecruiting, screening, and selecting employees. Ultimate
authority on personnel matters, including hiring, is dele-
gated to the agency's executive director. The procedures
outlined in the manual provide no specific requirement for
documenting the procedures used in selecting employees and
there are no specific requirements or procedurers for assur-
ing that those hired are selecied from among the highest
qualified.

Because of the general lack of ‘documentation, it was

not possible to determine, in many instances, whether per-
sonnel manual procedures were followed. The documentation
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that was available often was not complete. No documentation
of procedures used in hiring most of the health planning and
development staff employed during the first grant year was
available in the agency's personnel files. For example,
screening scor2 sheets were missing for 14 of 26 senior
health planners and health planners hired as well as for

3 final canaidates for the agency's executive director posi-
tion. 1In adiition, we could not find documentation of the
procedures Lollowed in selecting an associate director.

Documentation regarding the selection of the agency's
executive director was particularly lacking. For example,
though each of the 60 aovmlicants for this position was to
be screened and eviiuated by a personnel committee of the
interim governiry body, agency files include this documenta-
tion for only 18 of the applicants. The other 42 were not
screened by the personnel committee but were informally
evaluated by 2 temporary staff members. Actual scoring
sheets for 5 of the 18 candidates, including the 3 finalists,
were missing from agency files.

The hiring of the agency's associate director was not
only not documented but also raises other gquestions regarding
the agency's personnel practices. This position was adver-
tised on March 1, 1977. Forty-eight persons are listed on
an applicants' log as having submitted applications, but none
of them was hired.

The person celected by the agency's executive director
was previously employed by HEW's San Francisco Regional
Office as the Regional Health Planning Program Consultant
for Technical Assistance and Planning Technology. This
person's application was submitted on February 6, 1977,

3 weeks before the position was advertised.

The executive director said that in addition to 1 of
the 48 persons on the applicants' log, he interviewed several
other individuals' for the position who had erroneously not
been placed on the log. The executive director said that
he did not have written documentation of the‘interviews other
than notes on his calendar. We found no evidence that any
of the applicants were evaluated. The executive director
told us that he wanted someone who would fit a certain role
and believed that the former HEW employee was that person.
The former HEW employee terminated his employment with HEW
on April 16, 1977, and since has been an employee of the
agency. i
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The agency entered into a paid consulting contract
with this individual for the period March 1 to 31, 1977.
Entering into such a contract with a Federal employee was
clearly a failure by the agency to comply with the HEW
Public Health Services Grant Policy Statement, which says
that payments from a grant to Federal employees for consult-
ant fees are not allowable. The executive director and the
associate director said that they had not been aware of this
requirement. (See chapter 6 for further discussion of the
hiring of the associate director.)

QUALIFICATIONS OF
PERSONNEL HIRED

We compared applicant resumes with job position descrip-
tions and determined that (1) the agency's current executive
director did not have the necessary minimal education or
experience the position description required and (2) 14 of
the 26 senior health planners and health planrars hired
between November 1976 and April 1977 d4id not meet education
or experience requirements or both. Seven of these emplovees
were hired at the highest step or pay level available.

Our comparison of the gqualifications contained in the
executive director position description with the resume of
the individual selected for this position showed that:

-~Though the gualifications included a requirement for
a postgraduate degree in public health, hospital
administration, planning, or a closely related field,
the applicant selected had achieved a B.A. degree in
Business Administration and had completed l-year of
premedical studies.

--Though the position required 3 years experience at
the associate or executive director level in a health
organization, the applicant selected had only 9 months
experience as associate regional director in the Los
Angeles County Department of Health Service. Addi-
tional county experience included (1) '9 months as a
senior and principal health services program analyst,
(2) 15 months as a health services program analyst,
and (3) 3 years as a data processing senior pro-
gramer analyst.

The executive director told us that he felt his duties

and special assignments while with Los Angeles County ful-
filled the executive director position experience requirement.
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We were unable to find score sheets or interview notes
for the applicant selected. According to members of the
interim governing body that we interviewed, the applicant
selected was the most dynamic and had the most knowledce of
the background and objectives of health systems agencies of
those persons interviewed.

One of the senior health planners and four of the health
planners we identified as not meeting minimum requirements
knew the executive director before their employment with the
agency. The executive director stated that his contact with
all five individuzals before their employment by the agency
gave him some opportunity to evaluate their skills and capa-
bilities and assess their potential role in the development
of the agency. :

NON-HEALTH-PLANN. .. FUNCTIONS
PERFORMED BY "HEALTH PLANNERS"

An analysis of timesheets submitted by rcrsons hired as
senior health planners or as health planners showed that only
68 percent of the hours charged were charged to planning-
related activities. Five health planners charged only two over-
cent or less of their time to health~planning functions. Of
these, one person functioned as a special assistant to the
executive director, another functioned as a graphic artist,
and the three others charged their time to the community
relations area.

The executive director told us that there was a need for
a graphic artist and someone to assist in the subarea govern-
ing body elections. Because there were no such positions, he
hired the individuals into health planner positions. The
agency's second year grant application included provisions
for che needed positions, and the two employees were trans-
ferred into them in November 1977.
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CHAPTER 5

BUDGET REVISIONS AND CASH MANAGEMENT

It was alleged that the agency had not followed aopro-
priate procedures in obtaining approval for changes in its
budget. We found that:

--llajor revisions to the agency's budget were approved
by HEW on the basis of incorrect and misleading in-
formation submitted by the agency concerning how the
need for the changes occurred. These :(evisions sig-
nificantly reduced the agency's ability to accomplish
its health-planning objectives outlined in the first
.grant year work program.

--Agency budget revisions were not always approved by
the agency’s governing body as required by the agency's
administrative policies.

--Grant funds were at times expended for the revised
budget items before HEW approval of the changes.

In evaluating the agency's budget revisions, we also
noted that the agency had misrepresented its cash position
to HEW when regquesting cash advances.

BUDGET REVISIONS

Each health systems agency is required by the grant award
conditions to submit to HEW for approval a budget, work pro-
gram, and personnel table and staffing pattern within 30 days
of the grant award. Changes to the above must also be ap-
proved by HEW. Additionally, the agency's administrative
policies require changes to the budget to be approved by the
agency's governing body before submission to HEW.

HEW anticipated that some health systems agencies would
have difficulties expending all grant funds as planned during
the first year because of unavoidable delays*in staffing or
other unanticipated problems. Rather than have the agencies
lose those funds, HEW encouraged early identification of
surpluses so they could be reallocated through budget
revisions subject to HEW's approval.
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During its initial grant year, the agency submitted to
HEW revisions to its budget in November of 1976 and in
February, June, July, and August of 1977. Revisions to
its work program were also submitted with the November and
February budget revisions. All of the budget changes re-
flected reallocations among budget categories and did not
involve additional funding requests.

The agency, in addition to identifying unavoidable sur-
pPluses, purposely created additional surpluses primarily by
implementing a freeze on h1r1ng for heaith-planning pnsitions.
The agency later suomitted revisions uvhich were apcreved by
HEW that reallocated the surpluses to other budget categorias.
However, approval was based on inadequate and misleading in-
formation presented by the agency in the request for approval.

The budget revision submitted by the agency dated June 9,
277 (the first revision approved by HEW), contained the
follow1ng statement regarding an anticipated salary surplus
which was to be reallocated.

"The salary budget is based upon actual salary
expenditures through April 1977, plus an assess-
ment of anticipated salary costs to be incurred
during May, June, July, and part of August.

This revised salary amount represents a reduc-
tion of $263,854 from our previous budget. The
reduction is primarily attributable to salary
step differential ($19,281) and delays in hiriqg
due to extensive recruitment procedures which
required extensive _advertising and screening

Of applicants." (Emphasis added.)

However, the agency memorandum, dated March 3, 1977,
from the agency's director of finance and operations to the
executive director states in part:

"At our staff meeting this morning you reguested
that we re-forecast current year expenditures
based upon the existing level of staffiflg as well
as forecast expenditure requirements for project
year 77-78 based upon the existing staffing
levels. Currently, we have either employed or
commitments made to 64 people * * * Since we
have budgeted $1,180,625 for the current salary
and fringe benefit program, a freeze of staff-
ing at the current level of commitment would
generate a surplus of $404,754 * * * TIf our
grant next year remains at the current year
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level, i.e. $1,972,345 we would have only
$418,493 for operating expenses other than
salaries and fringe benefits. Since our current
year budget allocates nearly $800,000 for oper-
ating costs beyond salaries, we would have to
restrict utilization of consultant services,
travel, printing, advertising and meeting ex-
penses to live within the budget allocation.

* * * T urge that you impose a freeze on all

hiring until next year's funding picture is
cTarl%iea. * * * If it appears that next
year's grant will not be increased, we should
be allowed to utilize the current year's sur-

plus as an add-on to our 77-78 grant award."
(Emphasis added.)

The freeze was apparently implemented sometime shortly
after the date of the memorandum since no additional profes-
sional staff persons were hired after April 1977. Other agency
documentation indicates that the agency had identified an
additional 12 persons considered acceptable for heal:h-plan-
ning positions, but did not hire them because of the freeze.

By the end of the first grant year, only 26 of 39 senior
health planner and health planner positions had been filled.
The decision not to fill the remaining positions, along with
the unavo:dable hiring delays, resulted in about $360,000
originally budgeted for planning position salaries and em-
ployee benefits being real.ocated to other budget categories.

The reallocations of grant funds primarily increased

the budget categoricus of (1) equipment and (2) other. The
budget changes are shown in the following schedules.
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Eguipment

November 1976 budget $ 28,070

July 1977 budget:
Five cars and one van $ 27,600
Office equipment 98,505
Printing egquipment 66,400
Photo copy equipment 67,500
Data processing equiopment 50,000
Other equipment _23,445
Total $333,450

Other

‘November 1976 budget $255,845

July 1976 budget:
Advertising $ 62,150
Printing/reproduction 98,000
Rent 63,000
Office supplies and expenses 55,734
Postage 23,800
Meeting expetises 25,200
Telephone 37,800
Other 30,800
Total $396,484

The agency's HEW program officer indicated that he was
aware that the agency had placed a freeze on hiring but had
not been aware that the freeze mainly affected health-
planning positons. He indicated that he had difficulties
obtaining timely staffing information from the agency during
the first year.

Revisions to the agency's
work program

As a result of not hiring all staff, the agency signi-
ficantly reduced its ability to accomplish h€alth planning
objectives outlined .in the first grant year work program.
Also, as discussed in chapter 4, much of the time of some
health planners was spent on non-health-planning activities.

The agency submitted revised work programs to HEW in
November 1976 and February 1977 along with its budget re-
visions. No work program revisions were submitted, however,
with the remaining budget revisions that reallocated funds
originally budgeted for health-planning positions.
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The chart below compares health planner staff-dayvs
planned by general category in the agency's work program
(revised as of November 1976) with actual staff-days spent
(determined by a review of employee timecard summaries).

Staff-days
budgeted per Actual :scaff-

Work category work program days svent Difference
Plan development 2,741 1,147 1,594
Plan implementation 3,610 1,995 1,615
Data analysis 624 304 320

Total . 6,975 3,446 3,529

The agency expended about 49 percent of staff-days
budgeted in its work program for health-planning-related
activities. As discussed in chapter 4, the individuals work-
ing in health-planning positions charged only about 67 per-
cent of their time to health-planning-related activitie¢s. As
a result, the agency's health-planning staff used only 33 per-
cent of the staff-days planned for their health-planning
activities.

LACK OF GOVERNING BODY
APPROVAL ON A BUDGET REVISION

A budget revision was submitted by the agency's executive
director to HEW for approval before the agency's governing
body approved the revision as required by the agency's admin-
istrative policies. These policies state that equipment and
services not included in the current approved budget must be
approved by the agency's governing body before it is forwarded
to HEW for approval.

Our review of agency governing body minutes indicates
that for the revision dated August 9, 1977, -no approval was
granted:; The August 9 budget revision consisted solely of
increasing the amount budgeted for legal fees by $18,200.
The revision was submitted by the executive director to HEW
without obtaining the recommendation of the finance committee
and the approval of the gcverning board as required by the
agency's administrative policies. Our review of applicable
finance committee and governing body minutes indicates that
members of those bodies had directed that the additional
legal fees were to be treated as in-kind contributions in‘
accordance with an offer made by the legal counsel.
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FUNDS EXPENDED BEFORE APPROVAL

Agency funds were expended for revised budget items
before HEW approval. The particular items were the agency's
five cars and its van. The budget revision that included
these items was dated June 9, 1977.

An HEW grants management branch letter to the agency
dated June 9, 1977, states, in part:

"* * * T would also like to call your attention
to Grants Administratior Chapter PHS: 1-510,
which requires prior written aporoval for use
of grants funds, including rebudgeting. The
Agency may not assume approval has already been
granted without documentation initiated by this
office. * * v

Written approval was not provided to the agency until July 8,
1577. Agency officials told us they had acted based on oral
approval from an HEW regional official.

The agency signed purchase orders for the automobiles
dated June 22, 1977, and the van dated June 14, 1977.
Further, checks for payment fcr the automooiles and the van
were dated June 29, 1977.

INAPPROPRIATE CASH ADVANCE REQUESTS

HEW's Federal Assistance Financing System provides gran-
tees with cash support. This fully automated system relies
on individual grantees to accurately estimate their monthly
cash needs. Requests for funds are normally processed with-
out review until the grantee exceeds the total grant amount.
HEW regional grants management staff do not routinely monitor
grantees to ensure that proper procedures are followed.

The primary objective of the system is to facilitate
cash availability to recipients to meet the Federal share of
program requirements while controlling the flow of cash with-
drawals from the U.S. Treasury so as to minimize the impact
of cash flow on the public debt level and related financing
costs.

Recipients' monthly requests for cash should be made
for the total of cash disbursement needs for the month for
all programs financed under the system, Cash should not be
requested or withdrawn to cover unliguidated obligations
which will result in disbursements in future months unless
required by law.
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Excess cash should not be refunded unless specifically:
requested. Rather, it should be used to support future
program needs and considered in future cash requests.

The agency complied with these guidelines for the first
8 months of the grant year, hut for the May request, the
agency reported a zero cash balance on hand on its monthly
cash request even though substantial balances were actually
on-hand. Our review of tape recordings of agency finance
committee meetings indicated that agency officials were aware
that substantial cash balances were on-hand and that the re-
ports to HEW misrepresented the agency's actual cash position.

Agency officials said they requested excess cash in order
to establish a cash reserve for unanticipated expenses and to
cover possible delays in receiving grant funds. The agency
further said they had experienced minor delays in receiving
its cash advances and in June a more serious delay resulted
in the agency not being able to meet its accounts payable in
a timely manner. The agency officials feared that a future
delay would leave them unable to meet their biweekly payroll.

The following chart shows a monthly cumparison of the
agency's cash available with cash disbursements.

Cash Cash

available disbursed Excess
September $ 30,000 $ 10,422 $ 19,578
October 19,642 17,463 2,179
November 60,203 18,816 41,387
December 60,529 31,952 28,577
January 171,600 91,322 8G,278
February 167,556 9y,819 67,737
March 226,039 151,258 74,781
April 240,917 207,316 33,601
May 296,117 238,441 57,676
June : 488,200 353,580 134,620
July : 692,751 308,324 384,427
August 1-11 449,245 131,261 * 317,984

The chart shows a significant increase in excess funds
between May and July.

Since we brought this matter to the attention of agency

. officials, the agency has apparently decided not to submit
cash requests until its excess cash is exzpended.
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CHAPTER 6

HEW MONITORING

Several allegations were made regarding inappropriate
activities of HEW regional office staff assigned to assist
and monitor the agency. Specifically, it was alleged that:

--An HEW program officer received a weekend at a resort
at agency expense.

=-An HEW program officer inappropriately participated
in a Black Health Leadership conference with the
agency's executive director.

-;An HEW regional official provided a resume to the
agency's executive director to assist the regional
official in obtaining a higher position.

We could not substantiate any inappropriate activities
relating to the above allegations. In the course of cur re-
view of these allegations, however, we did identify a possibla
conflict of interest and other gquestionable activities in-
volving a former HEW regional official presently employed as
the agency's associate director.

In addition we noted a general lack »f HEW regional
office monitoring of health systems agencies as well as
staffing and morale problems.

ALLEGATION REGARDING RESORT WEEKEND

The HEW program officer responsible for monitoring the
activities of the agency did attend an agency-sponsored
training session and participated as a speaker and monitor.
The session, held at Ben Brown's Resort Hotel in Laguna Beach,
was for interim governing body members and agency staff.

According to-available documentation the: HEW program
officer reimbursed the agency his Government‘per diem allow-
ance of $35 per day to cover his expenses for the 2 days he
attended the conference. We were unable to determine if
this amount was sufficient to cover the program officer's
actual =xpense. The training session was an approved agency
function and was included in its training budget. It is not
unusual for Federal program officials to attend training
sessions such as the one held by the agency.
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ALLEGATION REGARDING ATTENDANCE AT
BLACK HEALTH LEADERSHIP CONFERENCE

The HEW program officer attended a Black Health Leader-
ship conference with the agency's executive director and
another agency staff member. The program officer advised
us that he visited the agency on July 15, 1977, to discuss
allegations regarding the subarea governing body elections.
To continue the discussion he had to accompany the agency's
executive director to the meeting, which was held in Santa
Barbara.

Becanse he was unable to obtain a flight from Santa
Barbara to San Francisco that night, the HEW program officer
attended the meeting with the executive director. He was
introduced to the attendees as an HEW representative and
answered questions regarding the health-planning program.

The program officer remained overnight in a dormitory
facility and returned to San Francisco the next day. He did
not pay for the lodging since there was available space in
the dormitory where other meeting attendees also stayed.

ALLEGED USE OF AGENCY POLITICAL
TIES BY HEW REGIONAL OFFICIAL

It was alleged that an HEW regional official provided
a resume to the agency's executive director, who could use
his political influence to assist the regional official in
obtaining a higher position.

We were advised by tae HEW official involved that the
agency's exective director had reguested a copy of her
resume to give to a friend. The executive director said
that the resume was for possible consideration for a volun-
tary national advisory group in health that was not speci-
fied. The HEW official stated she did not request or author-
ize any other use of her resume. --

The agency's executive director told us'he requested the
resume for two purposes: (1) for consideration of this person
for the agency's associate director position and (2) to pro-
vide her resume, among others (for persons knowledgeable in
the health field), to a member of President Carter's transi-
tion team for possible Presidential appointments.
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POSSIBLE CONFLICT OF INTEREST
AND OTHER IMPROPER ACTIVITIES
OF THE AGENCY'S ASSQOCIATE DIRECTOR

The agency's current associate director was formerly
employed in HEW's San Francisco Regional Office as a re-
gional program consultant for technical assistance and
planning technology. While still an HEW employee, he con-
tracted with the agency to provide technical assistance.
The contract called for a maximum of 8 days of service in
the period March 1 to 31, 1977, at $200 per day.

It appears that the services provided by the associate
director under the consulting contract were quite similar
to those that could be provided as part of his responsi-
bilities as an HEW employee. It also appears that the
associate director did not comply with Federal regulations

by entering into the contract without prior approval of his
superiors in HEW.

As an HEW regional program consultant in the San
Francisco Regional Office's Health Planning Branch, the
individual's official position description included the
following duties:

--Identifying and evaluating the technical assistance
requirements of program grantees.

=-Providing direct consultation and technical assist-
ance on health plan development, health planning,
use of health ata, and project reviews.

The consulting contract which the associate director
entered into with the agency called for him to:

"* * * perform services on a continuing basis

as herein agreed upon which services include but
not limited to data collection and analysis, pro-
gram planning and analysis, drafting reports and
studies of research findings, consultation with
other health planning bodies, and assistance to
‘and guidance of Health Systems Agency staff in
the formulation and implementation of Agency's
goals and objectives."

The associate director submitted a bill to the agency
dated March 31, 1977, in the amount of $1,600 "for expert
consultation and advice rendered in accordance with contract
* * *.% The agency issued a check for payment dated June 20,
1977, payable to the associate director.
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HEW time records show that the associate director was
charging full-time to HEW and was not on leave status during
the contract period except for March 24, 1977. The associate
director stated that the work was performed outside of normal
HEW working hours. 1In addition he said that the services
provided in the consulting contract was a guide for the
agency's health systems plan. He said that such services
could have been provided within the scope of his position at
HEW, but not to the level of detail actually provided under
the contract.

The Code of Federal Requlations (45 CFR 73.735-402) re-
quires HEW employees to obtain advance administrative approval
before entering into outside professional or consultant work.
HEW regional officials said they had no knowledge of the con-
sulting contract and had not been requested to approve it.

The Code (45 CFR 73.735-305) states in part that an em-
ployee shall avoid any action, whether or not specifically
prohibited by this part, which might result in, or create
the appearance of

--using public office for private gain,
--losing complete indevendence or impartiality, or

--affecting adversely the confidence of the oublic in
the integrity of the Government.

We believe tnat the associate director's entering into
the consulting contract constitites a possible conflict of
interest. When *“his matter was brought to the attention of
HEW officials, they agreed that the contract was improper but
stated that no actions against the associate director are
probable because he is no longer a Federal employee.

The associate director applied for his position on Feb-
ruary 6, 1977, 3 weeks before it was formally advertised by
the agency. On March 24, 1977, he was offered and accepted
the position at a salary of $33,000, about $8,000 more than
his HEW-salary.

The associate director terminated his HEW employment on
April 16, 1977. An HEW administrative error, however, re-
sulted in the associate director being paid by HEW through
April 23, 1977. 1/ The associate director also recejved

1/When we brought this matter to thé attention of an HEW
regional administrative officer, she said she would ini-
tiate action to correct the error.
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salary for 2 days work from the agency during its biweekly
period ending April 8, 1977, in addition to his full HEW
salary. The associate director said that he was not expect-
ing payment for the 2 days of service. He said that he
thought he had taken annual leave.from HEW and was at the
agency on March 24 and April 5, 1977. The HEW records are
not conclusive on the leave status of the associate director
on these dates.

HEW _REGIONAL OFFICE
MONITORING ACTIVITIES

HEW regional offices have responsibility for implementing
the provisions of the National Health Planning and Resource
Development Act of 1974.

HEW's San Francisco Regional Office monitors the activi-
ties of health systems agencies at various levels in the
organization, including:

--The assigned program officer, who is resvonsible for
the technical and programmatic day-to-day aspects or
the grant.

--The assicned grants management officer, who is respon-
sible for the business management and fiscal aspects
of the grant.

--The regional program consultants, who are responsible
for providiry technical assistance as needed on
(1) agency development, (2) planning technology,
(3) regulatory activities, and (4) planning data and
resource development.

--The objective review committee, which is responsible
for conducting a document review of a new or con-
tinuing grantee application before yearly funding.

The HEW program officer assigned to monitor the Health
Systems Agency for Los Angeles County visited the agency
10 times during the first grant year. Several of these visits
related to the allegations on the subarea governing body
elections. Agency difficulties and delays in health systems
plan development did not appear in trip reports prepared by
the program officer until late July 1977, 2 weeks before the
end of the first grant year. This subject, we believe, should
have been addressed on each visit and the progress the agency
was making documented in the site visit reports. The re-
allocation of fund resources as described in chapter 4,
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which were coapproved by the HEW program officer, should have
led to obvious questions regarding the agency's relatively
low level of health-planning activity.

HEW officials said that the Los Angeles agency's program
officer also had several other agencies to monitor and assist
and could only provide a limited amount of time to each. At
the same time Los Angeles agency was experiencing election
difficulties, one of the project officer's other agencies
was havirg serious organizational difficulties which further
limited cthe effort that could be provided to them.

The HEW regional grants management staff provided the
agency with limited monitoring during the first grant year.
For example, although HEW grants management required the
agency to submit a revised budget and work program for ap-
proval as a condition of the agency's supplemental notice
of grant award, HEW did not provide the agency with written
approval. The agency submitted a budget and work plan re-
vision for HEW approval in February 1977. HEW did not ap-
prove this revision, causing the agency to incorporate that
revision with other changes in a revision the agency submitted
in June 1977. The agency did not provide HEW with a revised
work program, and the HEW grants staff did not request it to
be supplied even though this ravision resulted in a total of
$939,540 of cumulative transfe:s among budget categories.

No documentation was available in the official grant files
to show that either the source of the rebudgeted funds or
the impact rebudgeting would have on the work program was
analyzed. File documentation does indicate that HEW grants
staff questioned many of the proposed new expenditures and
required the agency to provide additional justification
before granting approval.

The agency's final first grant year budget revision was
approved after the close of the agency's grant year by HEW
grants stafi without the justification and documentation
required by HEW grants requirements. o

The HEW grants management staff made no visits to the
agency during the first grant vear. Four different persons
were assigned to monitor the agency during the first grant
year, three of which had limited training and experience in
grants management procedures. No reviews were made by the
grants management staff of the agency's managerial or finan-
cial capabilities during the first grant year. Many of the
functions normally assigned to grants management staff were
either not performed or were assumed by the project officer.
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According to HEW regional officials, the grants manage-
ment office is understaffed, which has resulted in heavy
workloads, poor morale, and staff retention problems.

These officials said that they have had limited resources
to monitor and manage health systems agency grants. In addi-
tion, the functions to be performed by the program staff and
the grants management staff had not been clearly understood
by all staff. They said that this is a relatively new pro-
gram and they still are learning and adjusting to solve their
problems. At the completion of our review the HEW San
Francisco Regional Office was undergoing a reorganization
that may assist in dealing with these problems.
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