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Federal funds make up approximately 25 per-
cent of all revenues of the Commonwealth of
Virginia. During FY 1979, over 300 federal pro-
grams provided $1.7 billion to the State and its
localities —a 300 percent jump over the past ten
years.

Concern over the growing federal influence on
State programs prompted the General Assembly
to pass House Joint Resolution 237. The resolution
directed the Joint Legislative Audit and Review
Commission (JLARC)to study the impact of federal
funds on State agencies and local governments.
Seven areas of inquiry were specified;

e The dollar amounts of federal funds received
by the Commonwealth and its localities.

® The distribution of such funds among pro-
grams.

e The dependence of the Commonwealth
and its localities on federal funds.

® An analysis of the funds that Virginia would
lose for failing to comply with the require-
ments of the federal programs which con-
dition the grant,

® The growth of federal funds and the resulting
growth of federal influence on State and
local policies and programs over the last
ten years.

® The substantive and procedural rights and
duties available to, and incumbent upon,
the Commonwealth in the event of federal
action to withdraw federal funds or shift
federal program costs to the agencies and
institutions of State and local governments,

® The methods and procedures by which
federal funds are sought, utilized, monitored,
and controlled.

An interim report on this subject was issued in
December 1979 and published as House Docu-
ment 16 of the 1280 Session. The report detailed
the extent to which the Commonwealth is de-
pendent on federal funds and focused attention
on legislative and executive oversight measures.

A second report, released in October 1980,
suggested further measures forstrengthening the
State’s use of federal funds, Key findings, con-
clusions, and recommendations from both reports,
and the status of implementation measures, are
presented in this summary.

Federal funds make up approximately 25 percent
of all revenues received and spent by the Common-
wealth of Virginia. During FY 1979, over 300
federal programs provided $1.7 billion to the State
and its localities — a 300 percent jump over the past
ten years. As federal funding of State programs has
increased, so, too, has federal influence on State
programs.




Virginia’s Role in the
Intergovernmental Aid System

About $12.5 billion infederal funds was spentin
the Commonwealth in FY 1978, Direct federal
spending in such areas as the military and civil
service accounted for most of this money-$11
bitlion. The remaining expenditure — $1.5 billion -
was in the form of intergovernmental aid. These
figures increased to $13.3 billion and $1.75 billion
in FY 1979. The figure below illustrates these two
types of federal spending.

Direct federal spending is outside the control of
the General Assembly. Intergovernmental aid in-
volves both the State and localities in the decision-
making and expenditure processes.

Under the intergovernmental aid system, federal
doflars are funneled to State and local govern-
ments for their use in supporting programs which
complement national objectives. Uponaccepting
federal funds, State and focal governments must
comply with numerous conditions and require-
ments.

One of the reasons that federal funds have
attracted so much legislative attention in recent
years is their phenomenal growth. Intergovern-
mental aid to alf states has increased from $20
biltlion in 1969 to $83 billion in 1979. It has been
difficult for state and local governments to ade-
guately control this massive influx of federal funds.

Evidence of a lack of control was found in
reviewing agency budgetestimates. State agencies
consistently understated their anticipated federal
fund revenues during preparation of the biennial
budget. Collections exceeded estimates of all
nongeneral fund revenues by an average of 20
percent in each year of the past decade. In 1978,
nongeneral fund revenues exceeded estimates
by nearly $800 million.

Due to chronic underestimation, major portions
of State expenditures have notbeen appropriated
by the legislature. Instead, they have been author-
ized for expenditure by the Governor through
emergency provisions authorized by the Appro-
priations Act. In FY 1979, $247 million in federal
funds was authorized by the Governor for ex-
penditure that was notsubjected to the legisiative

Types of Federal Funding
FY-1979

DIRECT FEDERAL SPENDING |
$13.3 BILLION ]

i 'NTERGOVERNMENTAL AtD
F TO STATE AND LOCALITIES
$1.75 BILLION

JLARG STAFF ILLUSTRATION
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appropriation process. Twenty-two State agencies
were authorized to spend more than $1 million
above their FY 1979 legislative appropriations of
federal funds. During the 1978-80 biennium, one-
half billion dollars in federal funds was authorized
for expenditure without legislative participation.
Several correctivemeasures inthe use of federal

funds were adopted in 1980. Significantly, the
legislature reemphasized its long-standing policy
that agencies include in their budgets all reason-
able estimates of nongeneral revenues. [t did so
by including the following language in the 1980
Appropriations Act,

... It shall be incumbent on each State

agency to ensure that every reasonable

estimate of receipts from donations, gifts

or other nongeneral fund revenues are

included in their budget estimates. (Sec-

tion 4-3.05a)

As aresultofincreased legislative and executive
attention to the appropriation of federal funds, the
1980-82 budget more accurately reflects projected
State spending. Appropriations identified as
federal funds increased by almost $400 million
overthe 1978-80 amounts. This increase occurred
although approximately $90 million in general
revenue sharing funds was not included in the
Appropriations Act. Significantly, $29 million re-
sulted from agency-initiated amendments re-
quested during the 1980 budget session. These
appropriations clearly reflected legislative insis-
tence on fuller identification of anticipated federal
funding.

During the fall of 1979 the Secretary of Ad-
ministration and Finance developed and initiated
comprehensive new procedures to control the
receipf, management, and expenditure of federal

In FY 1979, $247 million in federal funds was authorized by the Governor for expenditure that was not
subjected to the legislative appropriations process. Federal fund expenditures of $271 millionin 'Y 1980 were
similarly authorized. Thus, for the 1978-80 biennium, one-half billion dollars in federal funds was authorized

for expenditure without legislative participation.

Legisiative intentwas also clarified by amending
the Actto require the executive to furnish a written
reconciliation between agency estimates and
actual receipts of nongeneral fund revenues.

Annually, the Governor shall prepare for
each agency a written reconciliation of the
difference between revenues authorized
for expenditure under this section and
estimates contained in the budget bill. The
reconciliation should emphasize the iden-
tification of programs that were initiated,
expanded, orwhich underwent a significant
change in anticipated levels of effort during
the previous year as a result of the avail-
ability of additional funds. The report shall
be furnished to the Chairman of the House
Appropriations Committee and the Chair-
man ofthe Senate Finance Committee not
later than December 1, of each year, {(Section
4-3.05b)

funds. Most new procedures were laid out in
Administration and Finance Eirective 1-80, which
took effect July 1, 1980.

Under the new procedures, there is no central
review and approval of individual grant solicitations
by the Department of Planning and Budget. A&F
Directive 1-80 provides that agencies may solicit,
accept,and spend any funds appropriated by the
General Assembly. Revenues in excess of 110
percent of the agency's appropriation, however,
must be approved by the Governor. This limita-
tion is intended to give agencies an incentive to
accurately estimate anticipated federal revenues
during the appropriations process. The directive
also addresses manpower [imits, assumption of
costs, reporting requirements, and control of cash
flow. Properly implemented, A&F Directive 1-80
should correct many of the deficiencies noted
throughout the course of the federal funds study.

I1I.



Impact and Influence of
Federal Funds

The impact of federal funds on State agencies
and local governments was the focus of the
second JLARC report. During FY 1979, although
one-quarter of State expenditures were supported
by federal funds, 19 agencies used federal funds
for more than 50 percent of their expenditures,
Virginia's largest federal fund programs are
shown below.

VIRGINIA'S TEN LARGEST FEDERAL
FUND PROGRAMS

Program Federai Funds
FY 1979
Highway Planning & Construction $289,328,000
Medicaid 176,676,726
Aid to Dependent Children 82 646,405
Comprehensive Employment & Training 69,964,879
Title XX Social Services 64,893,001
Educationally Deprived Children 51,384,777
General Revenue Sharing 48,949,381
National School Lunch 43,774,330
Rehabilitative Services 19,817,800
Employment Service 9729582

3857,164,881

These federal dollars are accompanied, of course,
by specific spending requirements. There are two
types of requirements: program-specific and cross-
cutting.

Program-specific requirements limit the use that
recipients can make of funds and the way inwhich
programs can be administered. Program-specific
requirements originate in the program’s author-
izing legislation. Often detailed and numerous to
begin with, they are frequently expanded by
federal agency interpretations and regulations.

Requirements forthe Older Americans Act, which
provides funds to Virginia’s Office on Aging dem-
onstrate the scope of program-specific require-
ments. Programs funded underthe act musthave:

1. A State match —at least 25 percent of
administrative costs must be borne by
state and local agencies.

2. A specific organization —a sole state
agency must be designated to administer
the program.

3. Preferential staffing — persons over 60 will
receive preference for staff positions.

4. Periodic planning — three-year state and
area plans must be developed and annually
updated.

IV.

5. Specified priorities — 5C percent of funds
must be spent inthree pricrity areas: access
to services, in-house services, and legal
services.

6. Limitationsonservicedelivery — nodirect
services can be provided by state or area
agencies if an alternate provider is avail-
able,

7. ldentification of special needs — special
menus necessitated by health orreligious
requirements or ethnic backgrounds should
be provided where appropriate and feasible.

8. Special programs — for example, an om-
budsman program for long-term facility
residents must be established.

Cross-cutting requirements, in contrast, are spe-
cifically designed to gain the cooperation of re-
cipients in attaining broad federal objectives.
Thus, while grantees may be concerned with just
one particular goal, such as providing services to
the handicapped,they frequently mustalso assist
in attaining federal goals promoted by cross-
cutting requirements, such as protection of the
environment and protection of privacy.

There are currently 59 cross-cutting require-
ments, up from one in 1934. Most of these re-
quirements, have been added during the past
decade and are intended to affect the socio-
economic policies of recipients. Others prescribe
administrative and fiscal practices. These cross-
cutting requirements are illustrated cn pages VI
and VII.

It is important to recognize that federal pro-
grams are subject to both program-specific and
cross-cutting requirements. Fora small agency or
program, in particular, requirements can be ex-
tremely complicated and cumbersome. However,
compliance is "the cost of doing business” with
the federal government. The requirements are not
accidental or purposeless,thoughthey may seem
so to the program administrator who sees little
relationship between a juvenile justice program
and promotion of clean rivers. Rather, federal
requirements are exactly what they are designed
to be — powerful levers of influence intended to
promote broad social, econemic, and administra-
tive goals.

Budgetary Influence

In many cases the federal government requires
the State to demonstrate & commitment to a
program by budgeting State funds for a program



supported by federal dollars. The amount of " State
match” may vary, but usually a specified ratio is
included in federal regulation. To determine the
extent of match requirements in Virginia, JLARC
conducted a census of State agencies. This census
revealed the pervasiveness of federal matching
requirements.

Of 125 State agencies that reported spending
federal funds in FY 1979, 101 provided matching
funds. At least $352.4 million, or seven percent of
all FY 1979 expenditures, was spent to match
federal funds. Overall, for every federal dollar
spent on federally-assisted programs in FY 1979,
the State was required to spend approximately 30
cents.

Three State agencies accounted for 83 percent
of the State's total match:

® The Department of Health spent $139.3
million, or 68 cents for every federal dollar
spent.

® The Department of Welfare spent $85.6
million, or 61 cents far every federal dollar
spent.

® The Department of Highways and Trans-
portation spent $50.2 million, or17 cents for
every federal dollar spent.

Agency expenditures to match federal funds
were substantially underrepresented in the State's
central accounting records. For FY 1979, anly 30
percent of the cash match was identified in the
Commonwealth's Accounting and Reporting System,
the only central point of fiscal information for
controlling federal funds. Match amounts repre-
sent the State's obligation to the federal govern-
ment to spend State funds, and information on
expenditures to meet this obligation should be
centrally available.

The federal government sometimes offers in-
tergovernmental aid to "seed" programs. That is,
State and local governments are encouraged to
begin programs with federal funds and eventually
assume most or all of the programs' cost, Seed
money enables recipients to begin programs that
may be desirable but expensive to initiate on their
oW, '

Seed money programs may be very attractive
initially, butwhen federal funds begin to diminish,
recipients may be hard-pressed to finance the
programs on a continuing basis. The State should,
therefare, participate in federal programs with
cost assumption requirements only when long-
term benefits of the program can justify State
funding beyond the life of federal funding.

When intergovernmental aid is intended to sup-
port or expand an activity in which the State is
already involved, the federal government may
prohibit substituting State dollars with federal
dollars. Therecipient may be required to maintain
the same or another approved level of effort it
gave the program before federal involvement, Any
State budget reduction in programs of this sort
which would leave the agency below the federally-
required threshold for State expenditures could
result in the |0ss of the federal contribution.

By taking advantage of federal funds which
involve matching or maintenance of effort agree-
ments, the State loses some of its budgetary
flexibility. Shifts in resources from programs in-
volving such agreements are difficult because of
the potential loss of federal funding. Budgetary
flexibility is alsolimited by costassumption agree-
ments because the State commits itself to a
higher level of expenditure and must dedicate
new revenues to fulfill long-term commitments.

Budget Matching Requirements
FY 1980

30% OF ALL STATE
1 EXPENDITURES WERE 2
FEDERALLY-DRIVEN

FOR EVERY FEQERAL QOLLAR
SPENT BY THE STATE . ..

. THIRTY CENTS IN STATE
FUNDS WERE SPENT

. B Ry
e FEDERAL . ;
FUNDS 23% e 5
{ \.:nuust{;
TRI'ST

MATCH 7% 1970
£352.4 MILLION

JLARC STAFF ILLUSTRATION




V1.

Prohibition of Discrimination

1964 — due to 1ace, color, o nationat
arigin
(Civiy Rights Act of 1964, Title V1)
1965 — due to race, cotor, 1etigion, sex,
and nationat origin in constiuction
emptoyment
(Exgcutive Order 1 1246, September
24, 1965, Part 1]}

1968 — againstithe handicapped inac-
cess 1o public tacttities
fArchitectural Barriets Act of 1968)

1968 — due totace, coto!, tetigion, sex,
and nationat otigin i housing
{Civi} Rights Act of 1988, Titte VIli)

1970 — against alcohotabusers by hos-
piats
(Comprehensive Aicoho! Abuse and
Alcohojism Prevention, Treatment,
and Rehabiitation Act of 1970}

1972 —against drug abusers by hos-
pitats
{Diug Abuse Qffice and Treatment
Act of 1972}

1972 — due 1o sex in education pro-
grams
{Education Act Amendments of
1972, Title |X)

1973 — agalinst the handicapped
(Rehabititation Act of § 973, Section
504)

1975 —due to age
(Age Disctimination Act of $975)

Protection of the Environment

1934 — mountain fish and widlite 1e-
sources
{Fish and Wildlife Coordination Act
of t934)

1966 — Protect historicat tesoutces
{National Historical Preservation
Act of 1966, Section 106)

1968 — protect wild and s cenic tivers
(Wiid and Scenic Arvers Actof 1968)

1968 — protect rom toss duelo ftoods
(National Flood Plain insurance Act
of 1968)

1969 —etiminate damage 1o the en-
vitonment
{Nationa! Environmenta; Policy Act
of 1969)

1970 — ctean up the ai
{Clean Air Act Amendments of 1970,
Section 3086)

1971 —protect and enhance cutturat
envitonment
{Executive Order #1593 May 31,
1971)

1972 —protect and enhance coastal
resoutces
(Coastal Zone Management Act of
1972, Sectlon 307(e), (d) )

1972 — ctean up waterways
(Federa} Water Polution Control Act
Amendmentsof 1972, Section 508)

1973 —protect endangered species
(Endangeted Spectes Act of 1973)

1974 — protect drinking water sources
{Public Health Service Act, Title XiIV)

1974 — protect historic and cutturat
properties
fProcedures for the Protection of
Historic and Cultura/ Propetties)

1974 —preserve archeological 1emains
in constiuction
{Archeoiogical and Historic Preser-
vation Act of 1974)

1977 — protect fiood plains
fExecutive Qrder 1988, May 24,
1977

1977 —protect wettands
{Executive Crder 11990, May 24,
1977}

1977 — coordinate stale/tederat etforts
1o ctean up the ah
{Clean Atr Act Amendments of 1 977,
Title )

Protection and Advancement
of the Economy

1954 —protect U, S. shipping
{Cargo Preference Act)

1974 — potect U. S. ah ransport
{U. S Flag Alr Cartiers, International
Alr Transportation Fan Competitive
Procedures Act of 1974)

1977 — encoutage employment of re-
soutrces in labor sutptus ateas
(Placement and Procurement and
Facfities in Labor Surplus Areas)

Heaith, Weifare and Safety

1966 — provide for humane treatment
of tesearch animals
{Animal Welfare Act of 1966)

1971 —prohibit use of tead paint
(tead-Based Paint Pofsoning Pro-
hibition)

1974 —protect human tesearch sub-
fects
{Nationaj Research Act, Section 474)

Minority Participation

1975 — give preference 1o tndians in
assistance that benefils tndians
{indian Self-Determination and E£d-
ucation Assistance, Section 7}

1979 — encoutage women's business
enterprise
(Executive Order t2138, May 18,
1979

fLabor Standards

1931 — pay constuction worke!rs pre-
vailing wages
(Davis-Bacon Act)

1934 — prohibit Hegat deductions or
kickbacks from wages eamed in
construction
{Anii-Kickback Copeland Act)

Cross-Cutting Federal Requirements

1962 — prohibit sweat shops and pay
overtime
fConhact Work Hours and Safety
Standards Act)

Public Employee Standards

1940 — ensut e potitical independence
of U. 8. financed activities
{The Hatch Act)

1970 — support protessionatized pubtic
personnet sysiems
fintergovernmental Personned Act
of 1970)

General

1947 —cooidinatle payout of federat
funds 1o reduce interest costs to
government
(Treasuty Circular 1075: Regufation
Governing the Withchawal of Cash
from Treasuty for Advance Payments
Untler Federal Grant and Qther Pro-
grams)

1962 — minimize pubtic teporting burden
{OMB Circular A-40: Management
of Federal Reporting Requirements)

1966 — provide standargs for cottection
of U.S. ctaims
(Claims Collection Act of 1966)

1970 — provide equitabte, uniform veat-
ment 1o petsons displaced by fed-
eratly-assisted protects
(FMC 74-8: Guidelines for Agency
Impiementafion of the Uniform Re-
Jocation Assistance and feal Pro-
perty Ac quisition Pofictes of 1970)

1973 — inform states concetning grant
awards 1o states and tocalities
{Treasury Circular 1082: Notification
to States of Grant-in-Aid Information)

1974 — combine federal and slate 1e-
soutces in support of projects
fOMB Circutar A-111. Jointly Funded
Assistance to Stateandiocal Govern-
ments and Nonprofit Organizations,
Policies and Procedures)

1976 — coordinate federatandfederatty-
asslsted programs and protects
(OMB Circular A-95; Evaluation, Ae-
view and Coordination of Federally-
Assisted Programs and Projects)

1977 —1ationatize federal assistance
tetationships and processes
(Federal Grant and Cooperative
Agreement Acf of 1977)

1978 — improve ruternaking procedures
(Executive Order 12044, March 25,
1978, Improving Government Re-
gufations)

1978 —provide uniform standards for
fedetal statistical surveys
{Department of Commerce, Ditectives
for the Conduct of Fedetaj Statistical
Activities)



Growth of
Cross-Cutting
Requirements

[ SOCIO-ECONOMIC REQUIREMENTS
B8 ADMINISTRATIVE-FISCAL REQUIREMENTS

1940 -1949

1950 - 1959

1970-197¢9

JLARC STAFF HLUSTRATION

Non-Proflt Organlzations and
Instltutions

1873 —encourage cost-sharing on led-
eretly-tunded research proiects
(FMC73-3: Cost Sharlngon Federaj
fReseearch)

1873 — provide lor single agency deter-
minatton of attoweble costs and
stngle aydtt
{FMC 73-6: Coordinating /ndirect
Cost Rates and Audit on Edycations/
institutions}

1873 — ensure grealer consistency of
agency policies and procedures
with respect to the administration of
resgarch grants/conlracts by ed-
ucationat institutlons
{EMC 73-7: Administration of Coliege
and University Reseerch Grents)

1976 — eslablish standards for abtaining
consistency and unttormtty in ad-
minisiration o grants to nonprolits
{OMB Circufar A-110. Grents end

Agreements wilh Institurions of
Higher Education, Hospitels end
QOther Nonprofit Orgenizetions-Un-
ftorm Administrative Requirements)

1979 — apply generally accepted ac-
counting principles to determine
costs ot research and development
performed by educationatinstitutions
{OMB Cireular A-21: Cost Principles
lor Educetional Insiftutions)

State and Local Governments

1968 — achieve a more coordinated and
effective intergovernmental tiow of
tntormation whils efimtnating dup-
ficatton
{OMB Circuiar A-90: Coopereling
with Stete end Loca) Governments
to Coordinete end Improve inform-
ation Systems}

t873 — improve audit practices, Improve
coordtpation of audit stforts, and
emphastze need tor early audits of
new programs

SOURCE: JLARC REPRESENTATION OF OMB DATA

{OMB Cireuier A-73: Auditol Federe!
Opwerations and Programs)

1974 — agtablish unitorm principles tor
determining allowabite program
cosls
(FMC 74-4: Gos! Principles Appil-
cable 1o Grants end Contrects with
State and Locali Governments)

1477 — establish standards lor abtaining
consistency and unitormity in ad-
ministratton of grants
{OMB Circufar A-102: Uniform Ad-
ministrative Requirernants for Granis-
fn-Ald to State and Locel Govern-
ments, Revised)

Access To Information

1965 — make fntormation about as-
ststed activities readily available to
the public
{Freedom of Intermaltion Act)

1974 — restrict the disclosure of per-
sonal intormation by tederal agencies
and grantees
fPrivecy Act ot 1874)

VII.



Policy and Program Influence

State policies and programs are also often
influenced by the conditions of federal funding.
Indeed, this is the intent of many federal funding
programs, particularly those involving seed money
and required matches.

Although federal influence over State policies
and programs can take many forms, the review
found four key illustrations of the scope of federal
impact. These include broad grants of authority,
influence over program priorities, influence over
spending priorities, and influence over legislative
decision-making.

Broad grants of statutory authority are usually
given to State agencies which administer pro-
grams that are heavily dependent on federal
funds. These grants give the agencies sweeping
authority to take any action deemed necessary to
comply with federal funding requirements. That
such broad grants of authority are considered
necessary to comply with federal requirements
illustrates a recognition that continuous federal
involvement in program policy and management
will occur.

Many State programs which receive substantial
federal funds also receive substantial direction
from the federal government regarding service
and client priorities. When federal priorities change,
shifts in State programs result, often affecting the
type and number of clients being served. In some
cases federal actions designed to affect State
priorities are implemented through spending
decisions rather than direct mandates.

A final manifestation of federal policy and pro-
gram influence is in the area of legislative decision-
making. A particularly forceful exercise of such
influence occurred during the 1980 Session of
the General Assembly when the legislature de-
batedthe costs of complying with requirements of
the Environmental Protection Agency.

At the 1980 Session of the General Assembly,
the U.S. Environmental Protection Agency threatened
Virginia with funding and economic growth sanc-
tions if an acceptable auto emission inspection
and maintenance bill was not passed. An estimated
$250 million in federal funds, including highway
and sewage treatment project monies, was said to
be endangered. In addition, air quality permit
applications for shopping centers and heavy in-
dustry could be suspended, stifling economic
growth.

VI1Il.

An EPA representative went so far as to lay out
before a Virginia Senate committee "base minimums
for compliance” and to state that a particular bill
had been “"approved by EPA" Many legislators
objected to this blunt exercise of infuence, butthe
potential sanctions were enormous.

After considerable resistance, the “approved”
bill (HB 116} was finally passed. It provides for an
auto emission inspection and maintenance pro-
gram in the Northern Virginia and Richmond
areas beginning in 1982, and the setting of standards
by the Air Pollution Control Board. To administer
the program, $1,346,097 was appropriated.

The EPA case alsoillustrates how a wide range
of federal sanctions can be brought to bear on a
relatively narrow issue. Faced with the potential
loss of federal funds if certain decisions are not
made, legislative options and prerogatives are
unquestionably influenced.

Administrative Influence

The final category of federal influence is in the
organizational and administrative requirements
placed on State government. Practices are pre-
scribed to help ensure that programs are con-
ducted efficiently and effectively and that funds
are used for legitimate purposes. Individually,
many of the requirements do not appear signif-
icant, but taken collectively, the extent of federal
influence on program administration is substan-
tial.

All phases of administration can be affected,
from initial planning to post-activity evaluation.
Often the State must bear the costs of federal
requirements. Administrative influences are found
in areas such as accounting, program reporting
and evaluation, and personnel.

Virginia could avoid federal influence and re-
sulting confligts by refusing to participate in federal
programs. In practical terms, however, this is not
feasible, particularly since cross-cutting require-
ments are associated with nearly all federal funds.
In addition, there are manageable solutions to
most State-federal conflicts. Often, the State can
mitigate some, if not all, of the negative con-
sequences of federal influence. Options are avail-
able to the State short of withdrawal from pro-
grams through administrative, legal, and political
channels. As a rule, however, the State must
expect to be subject to federal influence when-
ever it accepts federal money.



Controlling Federal Cash Flow

Control of cash flow is an important element in
managing federal funds. However, some agencies
use inefficient procedures for the receipt and
expenditure of federal funds. In particular, prob-
lems were found regarding receipt procedures,
indirect cost recovery, payments to subgrantees,
and general fund loan procedures.

Receipt Procedures

There are three basic mechanisms for receiving
federal funds: cash advance, letter of credit, and
reimbursement. The most faveorable mechanisms
forthe State are cash advance and letter of credit,
which provide needed funds before or at the time
program expenditures are made.

The reimbursement mechanism is least advan-
tageous to the State. When an agency expends
State funds and is later reimbursed, the State
loses the use of its funds forinvestment purposes
untilthe expenditures are reimbursed. Because of
the State Treasury's investment program, loss of
return on unreimbursed funds averages about
one percent per month.

Despite the disadvantages of reimbursement
financing, several major programs have been
unnecessarily operated on this basis, thereby
tying up State funds and costing the State signifi-
cant amounts of investment revenues. For ex-
ample:

Afthough a fetter of credit has been available
since early 1976, one State Commission re-
ceived funds from the U.S. Fish and Wildlife
Service on a reimbursement basis. From
$400,000 to $800,000 in billings were usually
outstanding, awaiting reimbursement by the
federal government.

Subsequent to JLARC jnquiries on the
agency’s use of reimbursement financing, the
Commission arranged to establish a letter of
credit, effective July 1, 1980.

This conversion to a fetter of credit basis
should make approximately $600,000 avail-
able for investment by the Treasury or for other
uses. Thereturn onthe investmentofthissum
should approximate $72,000 per year.

The following case illustrates agency use of a
letter of credit as if it were a reimbursement.

Another State agency had a letter of credit
with the Law Enforcement Assistance Admin-
istration. The agency distributes LEAA funds
to other State agencies and localities.

Mechanisms for Receiving

Federal Funds

CASH ADVANCE s
RECE(PTS COLLECTED RECEIFTS: R S
PR{OR TQ EXPEND{TURES N
{FEDERAL FUNDS ALWAYS —— 1
CN HAND TQ COVER EX- === EXPENOITURES
PEND{TURES} -—
IHIMATION PACJECT DURATICN COMPLETION
LETTER OF CRED(T Y

RECE{PTS COLLECTED 1O
MATCH T{M{NG OF EX-
PEND{TURES{FEDERAL
FUNDS SPENT AS RE-
CE{VED!

EXPENCITURES

INITIATION PACJECT GURATION COMPLETION

RE{MBURSEMENT

RECE({PTS COLLECTED
AFTER EXPEND{TURES
{STATE FUNDS EXPENDED
AND LATER RE{MBURSED
W({TH FEDERAL FUNDS}
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State funds are routinely distributed and
then a drawdown in the amount of the dis-
tribution is made. This practice is comparable
to areimbursement arrangement and has the
same disadvantages.

The average amount of distributed State
funds that has been expended but not reim-
bursed at any given time is about $200,000.

Better use of the agency’s letter of credit to
draw down federal funds as needed to meet
distributions would affow the Treasury to jnvest
these otherwise committed State funds.

Each drawdown should be deposited before,
but as close to as possible, the time the
distributions are made. The approximate in-
vestment return on these monies would amount
to $24,000 annually.

In these two cases, the use of reimbursement
arrangements reduced State funds available for
investment and resulted in the loss of the op-
portunity to earn about $100,000 annually in
interest. JLARC identified $286,000 in annual
investment gains that could have been achieved
by improved agency cash flow management.
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The receipt of federal funds by reimbursement
should only occur when letters of credit or cash
advances are not permitted by the federal grantor.
In addition, submitting reimbursement requests
in a timely manner would reduce the State funds
tied up while awaiting federal reimbursement.
Such improved procedures are now State policy
under A&F Directive 1-80. Full implementation of
this policy will free substantial funds, thereby
increasing the cash on hand in the Treasury and
generating additional revenues through the State's
investment programs.

Indirect Cost Recovery

Some agencies do notrecoveradministrative or
indirect costs for operating federal programs. In
these cases, State general fund dollars were used
for indirect costs, such as utilities, office supplies,
and administrative staff, even though federal funds
were available to offset these costs.

Both the 1980-1982 Appropriations Act and
A&F Directive 1-80 require full recovery of indirect
costs. On August 19, 1980, the Department of
Planning and Budget issued DPB Directive 8-80
entitled "Recovery of Allowable Indirect Costs
Under Federal Grants.” This directive gave the
Department of Intergovernmental Affairs respon-
sibility for assisting agencies in preparing in-
direct cost proposals.

General Fund Loan Procedures

Improved review needs to be given toc general
fund loans issued in anticipation of reimburse-
ment from federal scurces. Loans are often made
for amounts larger than an agency reascnably
requires to meet its expenditures. As of February
1980, over $7 million in loans was acknowledged
to be outstanding in excess of agency needs. In
some cases loans are made without identification
of an adequate repayment scurce.

When agencies receive federal funds by reim-
bursement arrangements, they generally seek
approval from the Department of Planning and
Budget for a general fund loan to provide ad-
vance funding. The amount of general fund loans
outstanding for federal programs ranged from
$13 million to $54 million during the 1978-80
biennium.

To assess the control over the issuance of
loans, JLARC examined the files maintained by
the Department of Accounts for all loans made in
anticipation of federal revenues between July 1,
1978, and February 1, 1980. A total of 133 loan
authorizations were made to 58 State agencies.

X.

To test loan procedures, agencies with loan
balances over $100,000 and outstanding for at
least 18 months were reviewed in-depth. It was
determined that a total of $7,331 330 was loaned
to these agencies in excess of their needs.

For example, one agency did not need most of
the $955,400 loan which it obtained for FY 1980
for its federal programs. Only twice during FY
1980 did the agency heed to utilize any proceeds
fromthe loan and the maximum amountused was
slightly more than $117,000. The department has
acknowledged that a loan of no more than
$300,000 would have been sufficient.

The most serious problems involving State agency
use of Treasury loans involved a Virginia research
institute. In this case, loans enabled this institute
to operate at levels exceeding its revenues. As a
result, the institute has accumulated over the
years a deficit estimated at $8 million.

State loans should be limited to actual amounts
needed by agencies to operate their programs
pending federal reimbursement. In addition, the
source of repayment forloans should be carefully
scrutinized to ensure that adequate revenues will
be collected to repay a loan. The Secretary of
Finance and Administration has begun to take
steps which should improve Treasury lcan pro-
cedures.

Use of Federal Grants in
Sponsored Research

Federal grants and contracts to institutions of
higher education account for the largest number
of the State's individual federally-sponsored pro-
jects. In FY 1979, for example, Virginia's six doc-
toral degree-granting institutions submitted pro-
posals for more than 3,000 federally-funded pro-
jects, compared to about 400 proposals for the
rest of State government combined. These grants,
however, comprise less than ten percent of the
federal dollar total.

Federally-funded research grants and contracts
are a valuable resource which can and should be
utilized by State universities and colleges. Virginia
institutions have become strong competitors for
federal grants and contracts, a development that
generally reflects well on the quality of a university.
The State's three leading research institutions —
the University of Virginia, Virginia Polytechnic
Institute and State University, and Virginia Com-
monwealth University — rank among the top 100
research institutions in the nation, and have shown
increased competitiveness in recent years.



FEDERAL RESEARCH AND
DEVELOPMENT FUNDING
(Ranking in Top 100 in United States)

Rank in Rank in

Institution 1973 1979
University of Virginia 62 53
Virginia Polytechnic

Institute & State

University 97 72
Virginia Commonwealth

University 96 84

Sponsored research also enhances research
facilities and capabilities. Funds are received to
support the institution's share of indirect costs,
and indirect cost recovery funds may be used by
the universities to acquire equipment or facilities,
or support research faculty and staff.

In addition, federal funds of $77 million at the six
institutions supported in 1979 over 800 full-time
equivalent faculty positions and more than 1,100
full-time equivalent classified positions.

Toreview university controls over federal grants
and contracts, JLARC evaluated the administrative
procedures of the State institutions with major
grant and contractresearch activities. Four criteria
were used for this evaluation:; proposal services,
proposal review and approval, account admin-
istration, and program reports and audits. The
results are shown in the checklist below.

Proposal services are provided to assist in-
stitutional faculty and staff in developing sound
and competitive proposals. The most basic pro-
posal service is a grant and contract manual
which stipulates university procedures and re-
quirements. Without a manual or its equivalent,
the many departments and faculty members in-
volved in sponsored programs may not be aware
of established controls.

Proposal review and approval constitutes the
university's assurance that departments and faculty
members have conformed to established pro-
cedures and controls. The use of a standard
approval sheet is essential because it provides
documentation that required steps have been
taken and approved by the appropriate authorities.
Fiscal review of the proposal approval sheet
safeguards against the submission of grant pro-
posals that are fiscally unrealistic or that do not
take full advantage of indirect cost recovery and
other funding advantages.

Account administration primarily involves moni-
toring accounts, timely record-keeping, and records
organization. Account monitoring provides day-
to-day control over the hundreds of individual
sponsored projects. Timely posting of changes to
accounts is important, as is the availability of well-
organized records for administrative review and
audit.

Program reports and audits were reviewed be-
cause universities are directly accountable to the
federal government for the proper use of grant

i Uva [ VPI [ VGU l oDU l WaM I VIMS
PRCOPCSAL SERVICGES
Provides grant manual or equivalent l / | / | / I / ] / ] @
PROPOSAL REVIEW AND APPROVAL
Uses a standard approval sheet / / / / / ®
Fiscal section reviews proposal v v ® v v v
ACCOUNT ADMINISTRATION
Actively monitors accounts and follows up / / ® / / ®
Maintains timely and well-organized records ./ ‘/ ® / / ®
PROGRAM REPORTS AND AUDITS
Submits timely reports to sponsor / ./ [ ] / / /
Received no significant audit exceptions / / ® v / o

KEY:\/NO significant problems noted
@ nternal control changes suggested
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funds. The two primary federal controls are the
periodic fiscal reports provided to federal sponsors
on a grant-by-grant basis and comprehensive
audits that are made of all grants and contracts.

JLARC found generally adequate controls and
management practices atfour of the sixinstitutions.
At these four institutions, the administration ap-
peared to have access to accurate and reliable
monitoring information on the status of research
grants and contracts. In each case a manual was
provided to faculty, and the review and approvql
procedures appeared appropriate. No major audit
exceptions were outstanding at any of these in-
stitutions.

Controls and procedures at two institutions,
however, were found to be weak in several key
areas.

Improving Sources

of Legislative Information

L ack of information on the amount, distribution,
and impact of federal funds in Virginia was one of
the principal reasons the General Assembly
asked JLARC to study federal funds. A continuing
legislative need for current and accurate informa-
tion on federal funds became evident during the
course of the study.

To address this need, JLARC applied to the
National Conference of State Legislatures (NCSL)
for technical assistance and funding to explore
the feasibility of developing a computer program
for legislative information on federal funds. NCSL
awarded the Commission $5,000for this purpose.

As aresult of the project, four reports have been
designed for presenting federal fund expenditure
information contained in the Commonwealth's

Accounting and Reporting System (CARS). These
reports provide comprehensive information on
federal fund expenditures based on the State's
program structure. Using the applications de-
veloped for this project, similar reports can be
generated at the close of each fiscal year on a
continuing basis.

Two of the reports provide information on State
programs across all State agencies, while the
other two report on programs receiving federal
support within State agencies. The reports will be
usedto review agency budget requests and monitor
the use of federal funds. They will be delivered to
the fiscal committee staffs within two months of
the close of each fiscal year. In the past, com-
prehensive information of this type was not avail-
able to the legislature until the budget was sub-
mitted in December or January.
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In addition to the computer reports which have
been generated, two additional sources of com-
prehensive data on federal funds are being de-
veloped. The U.S. Office of Management and
Budget (OMB} is developing a nationwide system
on grant award information to states. In addition,
future reports of the Auditor of Public Accounts
will include more reliable information on federal
funds in localities.

The OMB source, the Federal Assistance Award
Data System (FAADS), replaces a pilot test system
inwhich Virginia and 12 other states participated.
FAADS extended the test system to the entire
country, effective October 1, 1980.

FAADS information will provide state planners
and decision-makers with current and compre-
hensive data on federal awards made to state
agencies and localities. This information could
play a key role inthe allocation of state resources
to agencies and localities and the coordination of
program activities,

Although the FAADS system shows promise, its
full implementation is not expected until 1983.
Virginia's work on FAADS is also not complete,
butto date itis promising. The system can provide
information on awards to agencies, their subunits,
and localities. This data can be aggregated within
State secretarial areas and planning district juris-
dictions. Eventually, Virginia may be able to cross-
walk the information with data from State ac-
counting systems.

Comparative cost reports on Virginia localities,
published by the Auditor of Public Accounts,
include data on federal funds. Through FY 1980,
however, data in these reports have been incon-
sistently reported by localities. Beginning in FY
1981, reporting for cities and counties will be
uniform. Direct federal revenues will be identified,
as will funds passed through the State to localities,
The local share of any federal-State-local matching
programs will also be reported. Overall, future
comparative cost reports should give anaccurate
picture of local government receipts of federal
funds.

The use of these data systems will always be
constrained somewhat by the vagaries and flex-
ibility of the federal system. The federal budget
has been extremely changeable in recent years.
Major programs affecting the -states, such as
general revenue sharing, have beenin and out of
the budget on a weekly basis. While constant
monitoring of the federal budget process is es-
sential, any use of federal fund data must take into
account the overall character of this process.



INTERIM RECOMMENDATIONS ACTIONS TAKEN
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Sixrecommendations were made by JLARC with the release Substantial progress has been made
of the interim report. These recommendations focused largely in better controliing federal funds in
oh hecessary improvements in estimating and reporting federal Virginia. The State’s heightened aware-
funds. ness of the impact of federal funds is

reflected in the actions taken in re-
sponse to legislative recommendations
as wejl as by related executive branch

initiatives.

Recommendation 1. The General Assembly should consider 1. Language to implement Recom-
including language in the Appropriations Act for the 1980- mendation 1 was adopted as Sec-
1982 biennium which clarifies the desire of the legislature to tions 4-3.05(a) and 4-3.05(b} of the
be kept fully informed of the flow and use of federal funds in 1980-82 Appropriations Act. Mech-
the Commonwealth. Specifically, the General Assembly may anisms for accompiishing this were
wish to: promulgated in Administration and

(@) require inclusion in agency budget estimates for Finance Directive 1-80 issued on
1982-1984 of all federal revenues which can be May 6, 1980.
reasonably anticipated, whether or not a written
agreement is in force; and

(b) require agencies to make a written reconciliation of
all differences between federal funds that were origi-
nally appropriated, and funds actually received. Par-
ticular emphasis could be placed on identifying pro-
grams which are initiated or expanded, or which
undergo an increase in the level of effort, as a result
offederalfunds received under the Governor's author-
ization during the legislative interim. Reconciliations
should be provided on a timely basis to the House
Appropriations and Senate Finance Committees.

Recommendation 2. The Department of Planning and Budget 2. Procedures for soliciting, accepting,
should clarify its policies governing the notification of intent and expending federal funds are
process to ensure that all agency heads are aware of notifi- clarified by A&F Directive 1-80.
cation requirements.

Recommendation 3. For the 1980-1982 biennium the 3. No action reported.

General Assembly may wish toreenact as aseparate section
those portions of Section 4-3.05 of the 1978-1980 Appropri-
ations Act which require the Governor to submit quarterly
reports of approvals given to agencies to expend federal
grants and other nongeneral funds in excess of legislative
appropriations. Such action would clearly distinguish between
the approval authority and the reporting responsibility of the
Governor.
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Recommendation 4. The Governor's 1982-1984 budget bill
should identify all federal revenues anticipated by agencies.
Comingling of funds, where necessary to conform to Depart-
ment of Accounts fund structure, should be explained with
appropriate footnotes and supporting detail.

4.

fncreased estimates were pro-
vided in the 1980-82 budget bill.
An additional $29 million in fed-
eral funds were added by amend-
ment Supporting detail was pro-
vided. Numerous executive ini-
tiatives should contribute to in-
creasingly accurate estimates.
A&F Directive 1-80 limits agencies
to solicit accept, and expend
only appropriated funds, except
foremergencies approved by the
Governor. Secretarial approval
is required for acceptance and
expenditure of revenues above
appropriations, but not in excess
of 110 percent of the amount in
the Appropriations Act. Approval
of the Governor is required for
larger amounts.

Recommendation 5. The Department of Accounts should
require all agencies to use the appropriate federal identification
program codes when reporting depositstothe State Treasury.
These codes would provide important information for improved
executive control and legislative review,

As part of its standard proce-
dures, the Department of Ac-
counts is beginning to require
agencies to properly encode re-
venue source identifiers, Codes
are being assigned where they
do not currently exist, A revision
tothe Commonwealth Accounting
Policy Manual is planned to
clearly state this policy.

Recommendation 6. The State should continue its partici-
pationinthe Federal Assistance Information Test and examine
ways to link this information system to central State ac-
counting records for legislative reporting purposes,

X1V,

Participation in the test project
has been successfully completed.
The Department of Intergovern-
mental Affairs and JLARC staff
continue towork on the test's suc-
cessor, the Federal Assistance
Awards Data System, and explore
related sources of information. The
National Conference of State Leg-
islatures awarded JLARC a $5,000
grant to develop federal funds re-
ports for the General Assembly.



FINAL RECOMMENDATIONS ACTIONS TAKEN

Agency participation in federally-funded programs can re-
quire major policy, budgetary, and program commitments of
the Commonwealth. For this reason, the General Assembly
should be kept fully informed of significant policy and program
impacts resulting from federally-mandated requirements. This
can beaccomplished by amending the 1980-1982 Appropria-
tions Act.

Section 4-3.05(a) directs the Governor to prepare a quarterly
report summarizing nongeneral fund revenues in excess of
appropriated amounts. The report is to summarize the ap-
provals granted to agencies to spend above appropriated
amounts, the reasons for the approvals, and implications.

Recommendation 1. Section 4-3.05(a) of the Appropriations 1. Amendment drafted.
Actshould be amended to require the Governor to identify for
each approved request the anticipated budgetary, policy,
and administrative impacts of significant program require-
ments which accompany the funding.

Actions taken or in progress on the
final recommendations are summa-
rized below.

Section 4-3.05(b) calls for the Governor to prepare for each
agency a written reconciliation of the differences between
revenues authorized for expenditure and estimates contained
in the budget bill. The reconciliation is to emphasize;

The identification of programs that were initiated, ex-
panded, or which underwent a significant change in
anticipated levels of effort during the previcusyearasa
result of the availability of additional funds.

The report of the Governor is to be furnished to the chairmen
of the House Appropriations Committee and the Senate Finance
committee by December 1 of each year.

Recommendation 2. The General Assembly should amend 2. Amendment drafted.
Section 4-3.05(b) of the Appropriations Actto require that the
Governorinclude in his annual repert a summary of significant
federal requirements and their associated budgetary, policy,
and administrative influence on State government. The report
shouldalsoinclude a summary statement on the overall effect
of cross-cutting requirements which have had significant
budgetary, policy, or administrative influences on State govern-

ment.

Recommendation 3. The Secretary of Administration and 3. The Secretary of Administration
Sinance should review the Department of Intergovernmental and Finance has considered the
AMffairs' present priorities and procedures with localities to recommendation but rejected it
insure that its legislative mandate is satisfied and that all as duplicative.

firginialocalities have adequate information and expertise to
dentify and soclicit federal funds.
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Of the 125 State agencies that reported spending federal
funds in FY 1979, 101 agencies provided matching funds.
These agencies reported, on a JLARC survey, spending
$352.4 million to match federal funds. This represents a State
expenditure of 30 cents for every federal dollar spent. The
State’s central accounting records, however, identified less
than one-third ofthe State’s match of federal funds, a substantial
underrepresentation of the State's commitments to match
federal funds.

Recommendation 4. State funds spent to match federal 4. The Department of Accounts is
funds should be consistently represented in the Common- planning to monitor agency use
wealth's Accounting and Reporting System (CARS). The De- of match codes against the Ap-
partment of Accounts should require State agencies to use propriations Act as part of its
the capability of CARS to record match expenditures. standard procedures.

Federal funds are a valuable resource available to the
Commonwealth for financing its programs and services. To
ensure that federal funds are efficiently and effectively controlied
and utilized, the following recommendations are made.

White A&F Directive 1-80 is an improvement over former
policies, it is inconsistent with existing language in the Ap-
propriations Act which states:

Section 4-4.01. No donations, gifts, grants or contracts
whether or not entailing commitments as to the ex-
penditure, or subsequent request for appropriation or
expenditure, from the general fund shall be solicited or
accepted by or on behalf of any State agency without
the pricr written approval of the Governor . ..

Recommendation 5. The General Assembly should consider 5. Amendment drafted.
revising Appropriations Act tanguage toreftect the decentral-
ized procedures of A&F Directive 1-80. Such an amendment
would reflect legislative endorsement of the policy.

Sections 4-3.05 and 4-4.01 of the Appropriations Actdo not
represent the technical sequence of solicitation and accept-
ance of funds. The Actwould be clearerifthe normal seguence
followed by agencies in soliciting and accepting funds were
refiected by the language of the Act.

Recommendation 6. The language of Sections 4-3.05 and 6. Amendment drafted.
4-4.01 should be reorderedto reflect the sequence of actions
followed by agencies in soliciting and accepting funds.
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Recommendation 7. The Department of Planning and Budget
should carefully monitor provisions of A&F Directive 1-80
which address the methods by which federal funds are
received. Cash advances and letters of credit should be used
whenever possible. When agencies are restricted by federal
grantors to receiving funds by reimbursement, the Depart-
ment of Planning and Budget should monitor such arrange-
ments to ensure that agencies submit requests for reim-
bursement in a timely manner.

7. The Department of Planning and

Budget is monjtoring the use of
receipt methods. Some agencies
using post-expenditure reim-
bursements have switched to
letters of credit.

Recommendation 8. The Department of Planning and Budget
should review subgrant financing arrangements used by
State agencies to ensure that subgrantees are relieved,
whenever feasible, of the need to provide advance financing
for federal programs.

No action reported.

Recommendation 9. The Department of Intergovernmental
Affairs should periodically evaluate agency indirect cost
practices to ensure that full recovery is taking place. State
agencies seeking federal funds for programs that will sub-
sequently be carried out by a subgrantee should be encouraged
toinclude the indirect costs of the subgrantee when possible.

DIA was charged with the re-
sponsibility to provide technical
assistance for indirect cost pro-
posais by DPB Directive 8-80
rssued August 9, 1980. Indirect
costs of subgrantees are also
addressed in Directive 8-80.

Recommendation 10. General fund loan requests should
be thoroughly analyzed by the Department of Planning and
Budget to ensure that the need for advance financing by the
State exists, that the amount of the loan is secured by an
adequate repaymentsource, and thattheamountis limited to
that necessary to cover an anticipated reimbursement cycle.
Loanswhich are required for the operation of particular grant
programs should be based whenever possible on award
notices. When a loan must be made based on anticipated
funding, the difference between anticipated and actual awards
should be reported and an adjustment made to the loan
amount,

Loan procedures wete addressed
in part by Administration and
Finance Directive 1-80 and re-
vised Treasury loan procedures
were issued in May 1980.

Recommendation 11. The Department of Planning and
Budget should require agencies to furnish information on
actual awards of federal funds whenever the award differs
from the anticipated amount. A report of these differences
should be provided to the House Appropriations Committee
and Senate Finance Committee as part of the quarterly
reports required under the Appropriations Act.

Procedures under A&F Dijrective
1-80regarding revenue revisions
are based on revenue sources
rather than awards, as was re-
commended.

Recommendation 12. The Department of Planning and
Budget should continue to monitor federal budget reduction
proposals and their potential impact on the programs of the
Commonwealth and its localities. Findings should be reported
to the House Appropriations and Senate Finance committees.

12. DPB js providing reqular repofts

to the committees.
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Recommendation 13. Agencies which receive federal funds
assubgrantees or secondary recipients shouldbe required to
identify consistently in their budget exhibits the federal
source of such subgrantee funding.

13.

Implementing instructions are
to be provided for the 1982-84
Budget Bill.

Recommendation 14. The Department of Planning and
Budget should ensure that agencies comply with Section
2.1-398 of the Code of Virginia and provide identification of
the authority for operation of a program.

14,

No action reported.

Recommendation 15. State agencies and departments
should take steps to assess whether they are effectively
identifying and utilizing federal resources available for pro-
grams that have been authorized by the General Assembly or
Governor.

15.

Standards for participation in
federal programs were issued in
Administration and Finance Di-
rective 1-80.

Recommendation 16. The General Assembly should require
that copies of all federal audits be forwarded to the Office of
the Auditor of Public Accounts and the Department of Planning
and Budget as soon asthey are received by agencies of State
government. In light of the magnitude of audit exceptions
found at VCU and VIMS, the Auditor of Public Accounts
should consider putting a high priority on grant and contract
accounts while conducting State audits.

16. Leglfslation drafted.

Several weak practices in the financial administration of
research grants and contracts were found to exist at Virginia
Commonwealth University and at the Virginia Institute of
Marine Science, now a school of the College of William and
Mary. Although the institutions have identified and are ad-
dressing known management problems, several areas need
continuing attention,

Recommendation 17. VCU should continue to strengthen
internal controls over grant and contract accounting, including
the following:

a. All Financial Accounting System (FAS) accounts with
negative balances should be identified and reconciled
by the grant and contract office with the responsible
academic department orfaculty member, VCU should
establish a policy that no expenditures should be
made from any account with a negative balance
without written authorization of the university controller,

b. VCU should develop a procedure whereby all FAS
accounts which indicate that the grant or contract has
terminated are protected from additional encumbrance
and expenditure without the written authorization of
the university controller.

XVIII.

17. Areview of negative balances at

VCU has taken place. Although
VCU has reviewed jts controls, it
disagrees with portions of the
recommendations.
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Recommendation 18. VCU's administration should take
steps tofullyimplement its effort reporting system as soon as
an understanding is reached with federal authorities. This
should include appropriate training sessions and aggressive

supervisory post-audits to ensure compliance with reporting
requirements,

18. An effort reporting system has

been implemented by VCU.

Recommendation 19. VCU should develop an internal pro-
cedures manual for the grant and contract accounting section.
Among the areas addressed should be procedures to prevent
the submission of late fiscal reports to federal grantors.

19. Additional resources have been

requested by VCU to address
late reports and other problem
areas.

Recommendation 20. The ongoing implementation of a
financial accounting system at VIMS should be carefully
monitored by the administration of the College of William and
Mary.

20.

The FAS is fully implemented at
VIMS according to officials at
the College of William and Mary.

Recommendation 21. VIMS should develop a standard
grant and contract approval cover sheet to be maintained as
part of each file. VIMS should also put a high priority on
developing a procedures manual governing the administration
of grants and contracts.

21.

Acontract approval sheetis now
in use at VIMS. A procedures
manual is being developed with
a target completion date of July
1, 1981,

Recommendation 22, The Department of Intergovernmental
Affairs should continue to develop, with the Department of
Management Analysis and Systems Development, user pro-
grams for the Federal Assistance Award Data System (FAADS).

22.

On August 25, 1980, the Depart-
ment of Intergovernmental Af-
fairs was designated as the Com-
monwealth’s coordinator with
OMB on this project.

Recommendation 23. Programs using CARS data on federal
fund expenditures should continue to be generated as a
means of providing comprehensive and timely informationfor
legislative budget analysis.

23.

Four programs using CARS fed-
eral funds data have been de-
veloped by JLARC and the De-
partment of Accounts for legis-
lative use.

Recommendation 24. The General Assembly should continue
to have active communication, through JLARC, the House
Appropriations Committee, and the Senate Finance Com-
mittee, with the Department of Intergovernmental Affairs and
the Office of Management and Budget on FAADS and related
projects.

24.

Continuing communication on
FAADS and related projects s
taking place.
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The Virginia Community College System, March 1975

Virginia Drug Abuse Control Programs, October 1975

Working Capital Funds in Virginia, February 1976

Certain Financial and General Management Concerns, Virginia Institute
of Marine Science, July 1976

Water Resource Management in Virginia, September 1976

Vocational Rehabilitation in Virginia, November 1976
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Marine Resource Management Programs in Virginia, June 1977

Sunset, Zero-Base Budgeting, Evaluation, September 1977
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Zero- Base Budgeting ?, December 1977
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Medical Assistance Programs in Virginia: An Overview, June 1978

Virginia Supplemental Retirement System, October 1978

The Capital Qutlay Process in Virginia, October 1978

Camp Pendleton, November 1978

Inpatient Care in Virginia, January 1979

Outpatient Care in Virginia, March 1979

Management and Use of State-Owned Vehicles, July 1979

Certificate-of-Need in Virginia, August 1979

Report to the General Assembly, September 1979

Virginia Polytechnic Institute and State University Extension Division,
September 1979

Deinstitutionalization and Community Services, September 1979

Special Study: Federal Funds, December 1979

Homes for Adults in Virginia, December 1979
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The General Relief Program in Virginia, September 1980
Federal Funds in Virginia, October 1980
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