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Appalachian Regional Commission
Office of Inspector General

1666 Connecticut Avenue, N.W.
Washington, D.C. 20009

Leon Snead & Company, P.C. has completed an audit of grant number VA-17382 awarded by
the Appalachian Regional Commission (ARC) to the Friends of Southwest Virginia (FSWVA).
The audit was performed to assist the Office of Inspector General in carrying out its oversight of
ARC grant funds.

The audit objectives were to determine whether: (1) program funds were managed in accordance
with the ARC and federal grant requirements; (2) internal grant guidelines, including program
(internal) controls, were adequate and operating effectively; (3) accounting and reporting
requirements were implemented in accordance with generally accepted accounting principles (or
other applicable accounting and reporting requirements); and (4) the matching requirements and
the goals and objectives of the grant were met.

FSWVA did not have an effective financial management system and related internal controls in
place to manage and administer the ARC grant reviewed. As a result, we questioned $184,833 in
costs claimed for reimbursement and questioned $10,506 in costs used as matching costs because
the expenditures were: incurred prior to the grant start date; unallowable costs; or not adequately
supported.

We found that FSWVA had an adequate process in place for obtaining and recording data related
to the goals and objectives of the grant. The records and reports indicated that the tasks required
by the grant agreement were being accomplished. However, the overall results of the project
and use of ARC's funding were not determinable because the documentation had not been
completed.

Leon Snead & Company appreciates the cooperation and assistance received from the FSWVA
and ARC staff during the audit.

Sincerely,

(50 e il A mfﬁ Y

Leon nea &Company
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Background

Leon Snead & Company, P.C. completed an audit of grant number VA-17382 awarded by the
Appalachian Regional Commission (ARC) to the Friends of Southwest Virginia (FSWVA). The
audit was conducted at the request of the ARC, Office of Inspector General, to assist the office in
its oversight of ARC grant funds.

FSWVA, a 501 (c)(3) entity, was incorporated on October 26, 2010, as a non-stock corporation
in the state of Virginia. The mission of FSWVA is to: preserve, promote, and present cultural
and natural assets of Southwest Virginia; work in partnership in the region to generate economic
development through these efforts; provide educational and cultural opportunities for the general
public and students of the region; and showcase the cultural assets of Southwest Virginia
at Heartwood, Southwest Virginia's Artisan Gateway. A board of directors made up of 7-15
members governs FSWVA. The current board represents state, local and regional governments;
state and local tourism, educational, cultural and music organizations; and the Virginia General
Assembly. An executive director selected by the board manages the day-to-day operations and
programs.

ARC grant VA-17382 was awarded to cover the period October 1, 2012 through March 31,
2014. The grant provided $500,000 in ARC funds and required $500,000 in non-ARC matching
funds as start-up funding for the grantee to manage cultural and heritage tourism programming
in the region. The grantee was to work in partnership with the Southwest Virginia Cultural
Heritage Foundation, Round the Mountain, Heartwood, and the Crooked Road programs.
Funding was provided for local events and broadcasts to be undertaken for the Crooked Road
and Round the Mountain, and support for the operation and marketing of the Heartwood retail
center and associated programs. The grant agreement also stated that a Business Plan would be
developed to outline a sustainable program to support these activities and that ARC would
underwrite the costs of personnel, equipment, supplies, and contractual expenses. At the time of
the audit, the grant activities had been completed, but the final report had not been prepared. The
total project cost reported under the grant through December 31, 2013, was $720,390 ($467,791
from ARC and $252,599 non-ARC match).

Objectives, Scope, and Methodology

The audit objectives were to determine whether: (1) program funds were managed in accordance
with the ARC and federal grant requirements; (2) internal grant guidelines, including program
(internal) controls, were appropriate and operating effectively; (3) accounting and reporting
requirements were implemented in accordance with generally accepted accounting principles (or
other applicable accounting and reporting requirements); and (4) the matching requirements and
the goals and objectives of the grant were met.

We reviewed the documentation provided and interviewed the FSWVA staff to obtain an overall
understanding of the grant activities, the accounting system, and the operating procedures. We
reviewed FSWVA's administrative procedures and related internal controls to determine if they
were adequate to administer the grant funds. We reviewed financial and other required reports
to determine whether they were properly supported and submitted in accordance with the
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requirements. We also reviewed the most recent audit reports to determine whether there were
any issues that impacted the ARC grant.

Of the $467,791 in expenditures charged to the grant and claimed for reimbursement through
December 31, 2013, we selected a sample of $252,057 in expenditures charged to the grant for
testing to determine whether the charges were properly supported and allowable. In addition, we
selected a sample of $207,483 in expenditures for testing that were used as matching costs.

The primary criteria used in performing the audit were the provisions of the ARC grant
agreement, applicable Office of Management and Budget (OMB) Circulars, and relevant parts
of the ARC Code. The audit was performed in accordance with the Government Auditing
Standards. The fieldwork was performed during the period of March 31 through April 14, 2014,
including on-site work at FSWVA's office in Abingdon, Virginia. The audit results were
discussed with the FSWVA representatives at the conclusion of the on-site visit.

Summary of Audit Results

FSWVA did not have an effective financial management system and related internal controls in
place to manage and administer the ARC grant reviewed. As a result, we questioned $184,833 in
costs claimed for reimbursement and questioned $10,506 in costs used as matching costs because
the expenditures were: incurred prior to the grant start date; unallowable costs; or not adequately
supported.

We found that FSWVA had an adequate process in place for obtaining and recording data related
to the goals and objectives of the grant. The records and reports indicated that the tasks required
by the grant agreement were being accomplished. However, the overall results of the project
and use of ARC's funding were not determinable because the documentation had not been
completed.

The issues noted during the audit and our recommended corrective actions are discussed in detail
in the Findings and Recommendations section of the report.
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Findings and Recommendations
A. Costs Incurred Prior to Grant Period

We questioned $26,541 in expenditures charged to the grant and $75 in expenditures used as
matching costs because the expenditures were incurred prior to the October 1, 2012 grant
start date, as identified in the table below. The ARC Grant Administration Manual states that
ARC will not reimburse for expenditures occurring before or after the grant period.

Costs Incurred Prior to Grant Period
Invoice/ltem Date(s) Amount Charged Amount Used as
to Grant Matching Costs
People, Inc. 07/01/12 - 09/30/12 $24,983 -
Magee Bookkeeping #5800 | September 2012 1,558 -
Dwayne Herndon September 22, 2012 - $75
Totals $26,541 $75

The issue of charging costs incurred prior to the grant period was discussed with FSWVA
representatives at the conclusion of the on-site visit. They did not express any disagreement
with the finding or indicate what action would be taken to address the issue.

Recommendations
FSWVA should:
1. Provide to ARC supporting documentation to replace the $26,541 claimed for cost
incurred before the grant start date and the $75 in prior year costs used as matching.
If documentation cannot be fully provided for these costs, refund to the ARC any

unsupported amount.

2. Submit a revised SF-270 report to ARC to adjust for any changes or refunds that are
made.

Grantee Response

FSWVA stated in its response that it concurs with the finding and have removed the $26,541
in ARC costs, along with $75 in matching costs.

Reviewer's Comments
The two recommendations should remain open and ARC will determine whether the actions

identified in the grantee's response are adequate to resolve the recommendations or whether
additional information or actions are needed.
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B. Unallowable Costs

We questioned the allowability of $71,647 in expenditures charged to the grant and $5,424
reported as matching costs for fundraising activities, indirect costs, and salary and benefits, as
identified in the table below.

Questioned Costs
Items Dates Vendor Grant Matching
Costs Costs
Fundraising Activities Sep. 2012 - Oct. 2013| Mill Creek Creative | $ 33,000 -
Indirect cost @ 10% to 11% Oct. 2012 - Dec. 2013| People, Inc. 13,280 $ 998
Director of Administration - Salary | Oct. 2012 - Dec. 2013| People, Inc. 25,367 4,426
& Benefits
Totals $71,647 $5,424

The grant agreement provided start-up funding for FSWVA to manage cultural and heritage
tourism programming for the region; for local events and broadcasts to be undertaken for
the Crooked Road and Round the Mountain (RTM); and for support of the operation
and marketing of the Heartwood retail center and associated programs. The supporting
documents provided by FSWVA showed that RTM entered into a retainer services agreement
with Mills Creek Creative, LLC on February 9, 2011, for fundraising services. The executive
director of FSWVA, who also serves in a managing capacity for RTM, signed the agreement
for RTM. The agreement originally specified a term of one year at a cost of $100,000.
However, the contract was notated as extended until March 2013. Monthly invoices in
varying amounts were charged to the grant for the months of September 2012 through
October 2013. The supporting invoices provided details of funds raised and fundraising
activities undertaken, but did not include details related to the expenditures.

We questioned $33,000 in expenditures charged to the grant because the applicable federal
cost principles (OMB Circular A-122) disallow fundraising, unless specifically required by
the Federal award. Further, the applicable federal cost principles states that professional
services costs are allowable based on the adequacy of the contractual agreement for the
service (e.g., description of the service, estimate of time required, rate of compensation, and
termination provisions). In addition, in order for retainer fees to be allowable, the fees must
be supported by evidence of bona fide services.

Although the construction was funded by the Southwest Virginia Cultural Heritage
Commission (the Commission), the Heartwood Building is owned by People, Inc., a non-
related party, who in turn leases the building back to the Commission. The lease agreement
provided that the Commission would pay to People, Inc. monthly maintenance fees, including
indirect expenditures multiplied as a percentage of direct monthly expenditures. The
agreement also includes reimbursement for 25 percent of the salary and fringe benefits for the
Director of Administration for People, Inc. There was no documentation supporting the
salary expense charged to the grant.
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Unallowable costs, according to the OMB Circular A-122 cost principles, include amounts
paid for profit and/or management fees that would not have been incurred had the non-profit
organization purchased the facility. In addition, the cost must be reasonable for the
performance of the award and be allocable in accordance with the relative benefits received.
As stated previously, the federal cost principles states that professional services costs are
allowable based on the adequacy of the contractual agreement for the service (e.g.,
description of the service, estimate of time required, rate of compensation, and termination
provisions). The ARC Grants Administration Manual also requires that salaries and wages
must reflect an after-the fact determination of the actual activity of each employee, and
specifies that budget estimates do not qualify as support for charges to grants. As a result, we
questioned the indirect expenses of $14,278 (grant - $13,280 & matching - $998) billed as a
percentage of building maintenance costs and $29,793 (grant - $25,367 & matching - $4,426)
in indirect salaries and benefits.

The issue relating to the claiming of unallowable costs was discussed with the FSWVA
representatives at the conclusion of the on-site visit. They indicated that they believed not all
of the Mills Creek expense was related to fundraising, but did not provide any additional
supporting documentation. They also indicated that they believed the indirect costs charged
by People, Inc. to be reasonable.

Recommendations
FSWVA should:

1. Provide to ARC supporting documentation to show that the $71,647 of questioned
costs is allowable or refund to ARC any unsupported amount.

2. Obtain adequate supporting documentation to replace the $5,424 reported as
matching costs and submit it to ARC for consideration. If documentation cannot be
obtained, refund to ARC the $5,424 reported as matching costs.

3. Submit a revised SF-270 report to ARC to adjust for any changes or refunds that are
made.

Grantee Response

FSWVA stated in its response that it disagrees with the finding related to the costs claimed
for fundraising activities and the indirect costs claimed for People, Inc. FSWVA stated that
it had Fundraising Activities listed not only in its original, approved application, but also in
every quarterly Narrative sent in with its reimbursement requests.

Also, FSWVA stated in its response that People, Inc. provides services such as landscaping,
maintenance, repairs, building insurance, all at direct cost to them. FSWVA stated that
because they were arranging for, and overseeing these services, they incur indirect costs and
operates under an indirect cost plan through the Department of Human Services. FSWVA
stated that it does not understand why provision of direct services would not include these

Leon Snead & Company, P.C. 5



costs. In addition, FSWVA stated in its response that it is requesting People, Inc. to provide
the timesheets to support the salaries and benefit costs charged to the grant.

Reviewer's Comments
The three recommendations should remain open and ARC will determine whether the actions

identified in the grantee's response are adequate to resolve the recommendations or whether
additional information or actions are needed.
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C. Supporting Documentation

We questioned $86,645 in expenditures charged to the grant and $5,007 in expenditures used
as matching costs because of insufficient supporting documentation.

The ARC grant agreement requires that documentation in support of each action in the
accounting records be filed in such a manner that it can be readily located. Also, the
applicable federal cost principles (OMB Circular A-122) require that all costs must be
adequately documented in the grantee's files to support the amounts claimed for
reimbursement.

Although the construction was funded by the Southwest Virginia Cultural Heritage
Commission (the Commission), the Heartwood Building is owned by People, Inc., a non-
related party, which in turn leases the building back to the Commission. The lease agreement
dated May 27, 2009, provided that the Commission would pay to People, Inc. monthly
maintenance fees upon receipt of a detailed inventory from People, Inc. showing the monthly
expenditures for maintenance and operations.

The People, Inc. invoices for maintenance costs contained no information other than line item
expenditures. The lease agreement indicates that all maintenance supplies and expenses for
contractors, landscaping, ground-keeping, building security, utilities, and insurance costs
shall be included in the monthly billing. However, our review of costs charged to the grant
included some of these same items, such as utilities, landscaping, and ground-keeping.
Emails between the FSWVA accountant and People, Inc. during 2013, and in response to our
audit, indicated they were also unclear as to the exact costs included in the monthly invoices.
While we were told that the billing agreement had been re-negotiated as of July 1, 2013, in
order that "... we wouldn’t have to pay direct Overhead..." on costs such as ground-keeping
and janitorial, the staff was unable to locate the written agreement.

A total of $170,910 had been claimed for reimbursement from the ARC grant and $10,431
reported as matching costs for the People, Inc. monthly maintenance costs through October
2013. Of the amounts, we previously questioned in Findings A and B a total of $63,630 in
expenditures charged to the grant and $5,424 used as matched costs. In addition, we obtained
adequate documentation from People, Inc. to support $20,635 claimed for liability insurance
premiums. However, FSWVA did not provide sufficient documentation to support the
remaining $86,645 in expenditures charged to the grant and $5,007 in expenditures used as
matching costs. As a result, we have questioned these costs.

The issue of insufficient supporting documentation was discussed with the FSWVA
representatives at the conclusion of the on-site visit. The executive director stated that he
believed the indirect costs charged by People Inc. to be reasonable and that he disagreed with
the finding.
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Recommendations
FSWVA should:

1. Obtain appropriate documentation to support the $86,645 in questioned expenditures
charged to the grant and the $5,007 in expenditures used as matching costs and submit
it to ARC for consideration. If documentation cannot be obtained, refund to ARC the
$86,645 charged to the grant and remove the $5,007 used as matching costs.

2. Submit a revised SF-270 report to ARC to adjust for any changes or refunds that are
made.

Grantee Response

FSWVA stated in its response that it disagrees with the finding because People, Inc. is a
vendor with specific contracted services. As such, FSWVA stated that it cannot audit the
People, Inc. billings beyond the itemized costs they submit based on their contracts.
Reviewer's Comments

The two recommendations should remain open and ARC will determine whether the actions

identified in the grantee's response are adequate to resolve the recommendations or whether
additional information or actions are needed.
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D. Financial Management and Grant Administration

FSWVA needs to improve its financial management system and related internal controls to
manage the ARC grant more effectively and comply with the federal requirements. We
identified the following issues concerning the adequacy of FSWVA's overall financial
management system.

e FSWVA had a written document covering some areas of financial management such
as control over disbursements and payroll. However, FSWVA had no written
procedures for drawing funds and issuing payments; ensuring that required reports are
prepared and submitted; or outlining procurement procedures, all of which are
required by OMB Circular A-110. Also, FSWVA did not have procedures in place
for determining the reasonableness, allocability, and allowability of costs in
accordance with OMB Circular A-122 and the terms and conditions of the grant.

e The accounting records were not always supported by source documentation. The
records were not maintained in an orderly manner and supporting documentation
was missing. The FSWVA staff had to contact several different vendors to obtain
important supporting documentation, including copies of invoices, timesheets,
payroll, and other supporting information for transactions we reviewed. The federal
cost principles applicable to FSWVA require that all costs must be adequately
documented in the grantee's files to support the amounts claimed for reimbursement.
The ARC grant agreement also requires that "...The documentation in support of
each action in the accounting records shall be filed in such a manner that it can be
readily located...." In addition, OMB Circular A-110 requires that "...a system for
contract administration shall be maintained to ensure contractor conformance with the
terms, conditions and specifications of the contract and to ensure adequate and timely
follow up of all purchases...."

e The audit report for FSWVA's fiscal year ended June 30, 2013, reported one
significant deficiency in internal control. The Organization received a check from a
grantor and erroneously deposited the funds in the bank account of another
organization. Additionally, all revenues and expenses related to the grant were
recorded on the books of the other organization. The grant was awarded to Friends of
Southwest Virginia; however; the revenues and expenses related to that grant were
not reflected on their books, but instead on the books of Round the Mountain (RTM).
RTM management responded that they had implemented further review steps to
ensure all checks would be properly accounted for and payable to the correct
organization.

Recommendations
FSWVA should:

1. Develop written policy and procedures for the grant management system to include
procedures for:
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e drawing funds and issuing payments;

e ensuring that financial reports are prepared and submitted; and

e determining the reasonableness, allocability, and allowability of costs in
accordance with applicable federal cost principles and the terms and conditions of
the grant.

2. Establish controls to ensure compliance with the procurement standards in OMB
Circular A-110.

3. Establish controls to ensure proper documentation and retention of procurement files.

4. Ensure that supporting documentation for accounting transactions are maintained and
filed in such a manner that they can be readily located.

Grantee Response

FSWVA stated in its response that it concurs with the finding and has since adopted the
procurement standards in OMB Circular A-110.

Reviewer's Comments
The four recommendations should remain open and ARC will determine whether the actions

identified in the grantee's response are adequate to resolve the recommendations or whether
additional information or actions are needed.
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Appendix |
Grantee Response

Leon Snead & Company, P.C. 11



This is in response to Draft Report from Leon Snead Company in regards to ARC Grant #VA-17382.

Finding A — Costs Incurred Prior to Grant Period —

We concur with this finding, and have removed the $26,541 in ARC costs, along with $75 in Matching
Costs.

Finding B — Unallowable Costs —

We strongly disagree with the first line of this finding — for Fundraising Activities. We have had
Fundraising Activities listed not only in our original, approved application, but also in every quarterly
Narrative we sent in with our reimbursement requests.

We disagree with the second line of the finding — for Indirect Costs to People, Inc. During the Grant
period, People, Inc. provides services such as landscaping, maintenance, repairs, building insurance, all
at direct cost to them. Because they were arranging for, and overseeing these services, they incur
indirect costs. They operate under an indirect cost plan through the Department of Health and Human
Services as is their cognitive agency. We do not understand why provision of direct services would not
include these costs.

We are requesting the backup of timesheets as requested.
Finding C — Supporting Documentation —

We disagree with this finding, as People, Inc. is not a sub recipient, but a vendor with specific contracted
services. As such, we cannot audit their billings beyond the itemized costs they submit based on their
contracts.

Finding D — Financial Management and Grant Administration —

We concur with this finding, and have since adopted the procurement standards in OMB Circular A-110.
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,99"& g Program Support Center
i DEPARTMENT OF HEALTH & HUMAN SERVICES Financia] Management Service
£ C _ Division of Cost Allocation

% :
%’mm 7700 Wisconsin Avenue, Suite 2301
Bathesda, MD 20814
PHONE: (301)452-4356

FAX: (201)402.5081
Aprit 11, 2014

Ms. Janet Shrader

Chief Financial Officer

People Incorperated of Virginia
1173 West Main Street
Abingdon, VA 24210

Dear Ms, Shrader,

A ¢opy of an indirect cost Rate Agreement is being faxed to you for signature. This Agreement reflects an
understanding reached hetween your organization and a member of my staff concerning the rate(s) that may ba usad
to support your claim for indirect cosie on grants and eoniracts with the Faderal Govarnment.

Please have the ariginal signad by an authorized representative of your organization and fax it o me, retaining the
capy for yaur files. Qur fax number is {301) 462-5081, We will reproduce and distribute the Agreement to the
appropriste awarding organizations of the Federal Governiment for theit use.

An inditect cast proposal, together with the supporting information, is required to substantiate your claim for indirect

costs under grants ahd contracts awarded by the Federal Government. Thus, your next propasal based on aciual
costs for the fiscal year ending 06/30/2014, is due in our office by 12/31/2014.

Sincerely,

1]

Darryl W. Mayes
Deputy Directar, Mid-Atlantic Field Office
Divisioh of Cost Allccation

Enclosures

PLEASE SIGN AND FAX A COPY OF THE RATE AGREEMENT
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ORIGINAL

NONPROFIT RATE ACREEMENT

EIN: 54-0763686 DATE:04/11/2014

ORGANI ZATICN ; FILING REF.: The preceding
People Incorporated of Virginia agreement was dated

1173 West Main Street 11/26/2013

Abingdon, VA 24210

The rates approved in this agresment are for use on grants, contracts and other
agreements with the Federal Government, subject to the gopditions in Searien TII.

SECTION I: INDIRECT COST RATES
RATE TYPES: FIXED FINAL FROV. (PROVISIONAL) FRED. ({FREDETERMINED)

FFECTIVE PERTION

TYPE FROM TO RATE (%) LOCATION APPLICABLE TO
FINAL 07/01/2012 06/30/2013 11.30 All A1l Programs
PROV. 07/01/2013 06/30/2015 Use =ame rates

and conditions
as those cited
for fiscal year
ending June
30, 2013.

*BASE

Yotal direct costs excluding capital expenditures (buildings, individual items
of equipment:; alterationg and renovations), that portiom of each subaward in
excess of 225,000 and Elow-through funds.

Page 1 of 4 N51035%
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ORGANIZATION: PEDple Incorporated of Virginia
AGREEMENT DATE: 4/11/2014

SECTION IJ: SPECYAL REMARKS

REAT F_FR] BENEFITE :

The fringe benefits are specifically identified to each smployee and are
charged individually as direct coste. The divectly claimed frings benefits are
listad helow.

T MENT ATD ES

Vacation, holiday, sick leave pay and other paid abgences are included in
salaries and wages and are claimed on grants, ¢onktracte and other agreements
as part of the normal cost for salaries and wages. Separate claims are not
made for the cost of these paid sbsences.

Frings Benefits include: FICA, Unemployment Insurance, Worker's Compenzation
Insurance, and Health Inaurance,

Equipment meane an article of nonexpendable and tangible perscnal property
having a useful life of more than one year and an acquisition cost of 45,000
or more per unit.

TREATMENT OF ADMINISTRATIVE COSTS:

This organization charges all costs direct to a final coet cbjective, e.g. a
particular award, project, service, or other direct activities, with the

exception of the costs listed below:

1. salaries & Wages and Related Fringe Benefits

Executive Director Director of Administration
Chief Financial Qfficer Director of Accounting
Accountant (2) Finance officer (2)
Dirggtor of HR ' IT Specialigt

IT Rsglatant Frogram Developer (3)
Board Liason / Qfficer Manager Receptionist

Maintenance

2. Non-Labor Expenses

Travel Equipment
Material and supplies Contractual
Cther '

*Your next proposal based on actual costs for the fiscal year ending
06/30/2014, ie due in our offigs by 12/31/2014.%*

Page 2 of 4
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ORGANIZATION: People Incorporated of Virginia
AGREEMENT DATE: 4711/2014

The indirsct cost rate hag been negotiated inm cempliance with the
Administration for Children and Families Program Instruction (ACF-PI-HS-08-03)
dated 5/12/2008, which precludes recipiente of Head Start grants to uge any
Federal fundg to pay for any part of the compengation of an individual either
as a direct 008t or any pro-ration as an indirect cost if that individual's
compensation exceeds the rate payable of an Executive Level IT. Az of January
2012, the rate of compensation for an Executive Leve)l TI is £179,700 pewr year.

Page 3 of 4
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ORGANIZATION: People Incorporated of Virginia
AGREEMENT DATE: 4/11/2014

@5/ 85

SECTION III: GENERAL

A. LIMITARTIONS:

The rates in tIig Agreement ars subiect te any statutory ox adiimistzabive Mimdtations and apply to a given grant,
contract ox other agreement oply o the extent that funda sye gvailabla. Asasphange of the rates is subfest Lo the
following condikiene: (1) Only costa imcurrad by the organization were included in its indiract cost pool ag finally
accepted: guch coste aze legal obligations of £he OXgeni¥stion and axe allowable under the governlng cost principles:

{2) The aame costs that have been treated ag Lodirect costs are mot claimed ms dizagt costs; (3) Similar types of copts
have peen accouded consiatant acapunsing treatment: s=nd (4) The loformmtion provided by the orgenization which wae used to
edtablich the rates 18 not later fpund to De waterially incomplate or inacourate by the Femeral Govaroment. XIn auch
situations the rate(s} would bé sublest to ren=gabiabicn at the discretion of the Pederal Gaoverpment.

B.  ACCOUNTING CHANGED:

ThiE AgreeWont is baxz=d on the accounting system purported by the orgapization ko be in effect durlog the Agreement
period, Chenges to the method of aceowiting for costs whish affect the amount of reimburcemmnt regulting frem the use of
thic Agreement reguira pylor approval of the aubhorlzed repr=sentative of the cognizant aganey. Such changes inglude, bub
azs Mot Hmited to, changes in the charging of & particular typs of cost frem indizegt bo direct. Peilyre to obtain
approvel may result in cost disallowaoces.

C. FIXED RATER:

If & fixed vate i9 in this Agzeemens, it 19 based on an estinate of the costs for the period covered by the rake. When the
Actunl costs LOX Ldid period are determined, an adjustment will be mads to a rate of a futurs vear(s) ko compenuate £ox
the differenge hetwsen the cngts ussd to esteblich the fixed rate and actwal costa.

D. T[SE BY OIHER FEQERRT DOENCYES:

The rateg in this Agreement were spproved in agcordence with the Futhority in office of Management =znd Budget Clroular h-
132, and ehould be applied te grants, contzacts and other agresments eover=d hy this Clroulad, subjact to sny limitations
in A abeve. The organization may provide coples of the Agrasment to other Feueyal Agendies to give thewm eariy nctification
of che Agresmynt.

E. OIHER: .
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Accounts Payable Procedures

Office Admin Receives/Opens mail, stamps with date received stamp, and
distributes to Accounting Office

Accounting Office assigns Expense coding and fund source
Accounting Office prepares checks for all invoices every Wednesday

Accounting Department distributes checks and invoices to Operations
Manager for approval on Invoices

Accounting Department obtains Executive Director approval on Invoices

Executive or Administrative Assistant secures two approved signatories on
checks, and returns to Accounting Department

Accounting Department mails signed and approved checks every Friday

Accounts Receivable Procedures

Accounting Department prepares all Invoices to Customers
Operations Manager approves Invoices
Accounting Department updates Accounts Receivable monthly

Accounting Department and Office Admin reconcile Accounts Receivable
monthly, before the fifth day of the month

Page | 2



Bank Account Reconciliations

Accounting Department prepares Bank Reconciliations and gives to
Operations Manager for Final Approval on a monthly basis

Capitalization Policy

A “Capital Asset” is defined as a unit of property that (1) has an economic
useful life that extends beyond 12 months; and (2) was acquired or
procured for a cost of $2,500 or more

Capital Assets will be capitalized and depreciated on an annual basis for
Financial Statement purposes

$2,500 is the threshold amount for minimum capitalization. Any items
costing below this amount will be expensed in Friends of Southwest
Virginia’s Financial Statements

All Capital Assets are recorded at historical cost as of the Date Acquired.

Tangible assets costing below the aforementioned threshold amount are
recorded as an expense for Friends of Southwest Virginia’s annual Financial
Statements. Alternatively, assets with an economic useful life of 12 months
or less are required to be expensed for Financial Statement purposes,
regardless of the acquisition or production cost.

Invoice substantiating an acquisition cost of each unit of property shall be
retained
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Credit Card Policy and Charges

All staff members who are authorized to carry an organization credit card
will be held personally responsible in the event that any charge is deemed
personal or unauthorized. Examples of unauthorized use includes, but is
not limited to:

Personal expenditures of any kind

Expenditures that have not been properly authorized

Meals (not company or travel related)

Entertainment

Gifts

Any other expenditure which is prohibited by budgets, laws and

o O O O

regulations
The current approved charge limit by the Board of Directors is $5,000

The credit card account will be reconciled and paid in full on a monthly
basis

The credit card charges are coded each month by the Accounting Office,

and approved by the Operations Manager before payment (see Accounts
Payable)

Deposit Procedures

Office Administrator/Executive Assistant prepares all Deposits on a daily
basis

Accounting Office codes to appropriate account

Accounting Office prepares all Deposits and takes to bank on a daily basis
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Division of Responsibilities

The following is a list of personnel who have fiscal and accounting
responsibilities:

Board of Directors

Reviews and approves the annual budget
Reviews and approves periodic financial statements
Reviews Executive Director’s report

© O O O

Three members of the board will be appointed to be authorized signers on
the bank accounts (this may include the Executive Director)
o Executive Committee reviews and approves all contracts from $50,000 to
$100,000
Full Board Reviews and approves all contracts over $50,000
Full Board Reviews and approves all non-budgeted expenditures over
$50,000
o Reviews and approves all Accounting policies and procedures

Executive Director / Operations Manager

o Reviews and approves all financial reports including cash flow projections

o Sees that an appropriate budget is developed annually

o Reviews and approves all expenditures under $100,000

o Reviews and approves all contracts under $100,000

o Reviews and approves all grant submissions

o Reviews all Bank Statements and Reconciliations, reviews for any
irregularities

o Reviews completed monthly financial statements before sending to Board of
Directors

o Reviews and approves all timesheets for employees

o Reviews and approves all incoming and outgoing invoices

o Monitors program budgets

o Monitors all expense allocations
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o Oversees the adherence to all internal controls

Accounting Department

o Overall responsibility for data entry into accounting system and integrity of
accounting system data

Makes Bank Deposits

Follows each Grant reporting period funding request

Monitors grant reporting and appropriate release of temporarily restricted
funds

Processes Payroll and is responsible for all personnel files

Maintains General Ledger

Prepares monthly and year-end financial reports

Reconciles all bank accounts

Manages Accounts Receivable

© O O O O O

Assists Executive Director with the development of annual and program
budgets

Executive/Administrative Assistant

Prepares Bank Deposits
Receives, opens, codes and date stamps all incoming mail
Initiates donor thank you letter acknowledgements

O O O O

Ensures vendor checks are signed by signatories on account

Files and Record Management

o All original Files are to be kept at the Accounting Office for a minimum of
Seven (7) years
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Financial Reporting

Monthly Reports

The Accounting Department will prepare a set of monthly financial reports
on a cash basis for distribution and approval to the Executive Director and
Operations Manager once all Bank Statements have been reconciled

Approved Financial Statements will be presented to the Board of Directors
by the Executive Director/Operations Manager during scheduled Board
Meetings for approval

The Financial Statements provided to the Board of Directors will include
(but not be limited to):

o Balance Sheet
o Budget vs. Actual Report

o Income Statement by Fund (Operating, Grant, etc)

Year-End Report / Audit

Within three months of fiscal year end, The Accounting Department will
prepare and submit the appropriate Financial Reports on an Accrual Basis
and Notes to Financial Statements for the year to the current independent
auditor.

The independent auditor should be scheduled to conduct their review
within six months of the Fiscal Year End
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Fiscal Policy Statements

All cash accounts owned by Friends of Southwest Virginia will be held in
financial institutions which are federally insured

Employee paychecks and/or personal checks will not be cashed through the
petty cash fund under any circumstances

No salary advances will be made without prior written authorization from
the Board of Directors

No travel cash advances will be made except under special conditions and
without prior written authorization from the Board of Directors

Reimbursements for out of pocket expenses will only be made when
supporting documentation has been presented for approved costs incurred

Pay rates for all employees will be equal to or surpass the federal minimum
wage

All funds received for each project will be segregated into separate project
accounts in the general ledger to avoid any possibility of comingling project
monies with general operating funds. A full computerized ledger accounting
system will be maintained. Monthly financial statements will be prepared
for each project (see Financial Reporting; Accounts Payable)

Bank statements will be reconciled monthly in order to account for any
outstanding or lost checks (see Bank Account Reconciliations)

Expense reports will be maintained which will disclose the nature of
expenses and the dates incurred (see Financial Reporting)
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Separate files will be maintained for each bank account and vendor. Files
will be kept separately for each fiscal year

The services of a Certified Public Accountant will be engaged by the
Executive Director to prepare a formal financial audit for each Fiscal Year
End

Correction fluid should never be used in preparing timesheets or any
accounting documents

Grant Compliance

When a new grant is received, amended or renewed, a copy of the
executed grant must be forwarded to the Accounting Department

The Accounting Department will set up a permanent file for the grant,
maintain all original contracts along with any other financial
correspondence regarding the grant

The Executive Director (or otherwise appointed Grant Manager) will be
responsible for reviewing the grant contract and extract any fiscal items
which must be compiled with by XXX.

For government grants, reference will be made to various publications put
out by the Office of Management and Budget (OMB). Currently, the
publications include:

o OMB Circular A-110 Grants and Agreements with the
Institutions of Higher Learning, Hospitals and Other Non-Profit
Organizations

o OMB Circular A-122 Cost Principles for Non-Profit Organizations
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o OMB Circular A-133 Audits of Institutions of Higher Learning &
Other Non-Profit Organizations

Governmental Generally Accepted Accounting Principles

o lItis policy to adhere to any restrictions imposed by its funders, both
governmental and private. Therefore, employees are expected to bring to
the attention of management any instances of non-compliance

o When federal funds are expended, prior written approval from the funder
agency is required for the purchase of:

e Capital expenditures for land or buildings
¢ Insurance and indemnification expenses
e Preaward costs

e Public information service costs

e Publications and printing costs

e Rearrangement and alteration costs

o Friends of Southwest Virginia will never request federal funds to pay for the
following costs:

e Bad Debt Expenses

e Contingencies

e Entertainment expenses
e Fines and penalties

e Interest
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Payroll Procedures

The Accounting Department is responsible for maintaining personnel files
on staff persons

Each personnel file should contain the following information, at a
minimum:

e Employment application or resume

e Date of employment

e Position, pay rates and changes therein

e Authorization of payroll deductions

e Earnings records for non-active employees
e W4 Form, withholding authorization

e VA4 Form, withholding authorization

e |9 Immigration Form

e Termination data, when applicable

Timesheets are to be prepared by applicable staff persons and submitted
semi-monthly on the 15" and last day of each month. Time should be input

on a daily basis.

Timesheets are to include specific time spent on each grant/project, if
applicable

Timesheets are to be approved by the Executive Director/Operations
Manager

All approved timesheets are to be sent to the Accounting Department no
later than five days past the end of the pay period
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All Vacation/Sick/Personal time should be recorded on approved Forms as
set forth in the Personnel Policy Manual, approved by the Operations
Manager or Executive Director and be turned in at the same time as
Approved Timesheets

The Accounting Department will process the timesheets and prepare the
Direct Deposit paychecks

The Accounting Department will prepare all payroll tax deposits, payroll tax
Forms (such as 941 Forms), and end of year payroll Forms (such as W2
Forms)

Petty Cash Procedures

Friends of Southwest Virginia does not utilize Petty Cash

Small Purchase Policy

For purchases of less than $2,500, efforts will be made to get the lowest
and best price, but written records of such efforts are not necessary.

Purchases of supplies, equipment and services which cost $2,500 and
above will require written estimates, but no legal advertisement are
required. Friends of Southwest Virginia will solicit written responses from
at least two vendors, and if no such responses are available, a statement
explaining the procurement will be prepared and filed.

The Board of Directors will approve all bids for purchases of supplies,
equipment and services which cost $100,000 and above.

For all Federally Funded purchases — The guidelines set forth in OMB
Circular A-110 and A-122 will be followed.
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