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Report Summary 
and Recommendations 

Federal funds provide approximately one-fourth of all State 
revenues. In FY 1979, more than 300 federal programs provided over $1. 7 
billion to the State and its localities. Accompanying these funds are 
numerous federal requirements which influence State policies and proced
ures. Although the State may prefer to avoid some of the influences of 
these requirements, its options are limited by the penalties which may 
result from noncompliance. 

This is the second report published under HJR 237 of the 1979 
Session. An interim report was published as House Document 16 of the 
1980 Session. The interim report provided infonnation on the amount and 
distribution of federal funds in Virginia. It also raised issues regard
ing the accuracy of information which the General Assembly receives on 
federal funds during the appropriation process. Several recommendations 
of the interim report dealing with budgetary information and control have 
been acted on. In particular, legislative and executive attention has 
focused on improving the estimation of anticipated federal revenues. 

Although steps have been taken to improve federal fund manage
ment, several areas require continuing legislative and executive atten
tion. The following recommendations are suggested to strengthen the 
State's use of federal funds. 

Influence of Federal Funds on Virginia 

Agency participation in federally-funded programs can require 
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 be accomplished by amending the 1980-82 Appropri
ations 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 approvals granted to agencies to 
spend above appropriated amounts, the reasons for the approvals, and 
implications. 

Reaorrunendation ( 1). Seation 4-3. 05 ( a) of the App1'op1'iations 
Aat should be amended to 1'equi1'e the Gove1'no1' to identify for eaah ap
proved request the antiaipated budgetary, poliay, and administrative 
irrrpaats of signifiaant p1'ogram requirements whiah aaaompany the funding. 

Section 4-3.0S{b) cal ls 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: 
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II. 

The identification of programs that were initiated, 
expanded, or which underwent a significant change in 
anticipated levels of effort during the previous year 
as a result of the availability of additional funds. 

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

Reaommendation (8). The General Assembly should amend Seation 
4-3.05(b) of the Appzoopzoiations Aat to zoequizoe that the Gove:ronozo inalude
in his annual zoepozot a swrunaPy of signifiaant fedezoal Nquizoements and
theizo assoaiated budgetar,y, poliay, and administrative influenae on State
govezonment. The zoepozot should also inalude a swrunaPy statement on the
ovezoal l effeat of azooss-autting zoequizoements ltJhiah have had signifiaant
budgetaey, poliay, ozo administzoative influenaes on State govezonment.

As evidenced by the receipt of almost one-half billion dollars 
in federal funds in FY 1979, local dependence on federal funds is great. 
Participation in federally-funded programs provides valuable resources to 
all Virginia localities. However, the ability of Virginia localities to 
identify and seek federal funds varies significantly. Some localities 
have special staffs to identify and apply for federal funds. Others have 
minimal capabilities. Although the Department of Intergovernmental 
Affairs (DIA) has statutory responsibility to assist localities in seek
ing federal grants, this function has been given low priority. 

Reaommendation (3). The SeazoetaPy of Administzoation and Fi
nanae should roevieltJ the Depazotment of Intezogoveronmental Affaizts' pztesent 
pzoiozoities and pztoaeduzoes with loaalities to ensuzoe that its legislative 
mandate is satisfied and that all Vil'ginia loaalities have adequate 
infoPmation and e:r:pezotise to identify and soliait federal funds. 

Of the 125 State agencies that reported spending federal funds 
in FY 1979, 101 agencies provided matching funds. These agencies report
ed, 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 of the State's match of federal funds, a substantial 
underrepresentation of the State's commitments to match federal funds. 

Reaommendation (4). State funds spent to matah federal funds 
should be aonsistently roeproesented in the CommonltJealth 's Aaaounting and 
Reporoting System (CARS). The Depal'tment of Aaaounts shouZd l'Bquizoe State 
agenaies to use the aapability of CARS to l'eaol'd matah e:r:pendituztes. 

Controls Over Federal Funds 

Federal funds are a valuable resource available to ·the Common
wealth for financing its programs and services. To ensure that federal 
funds are efficiently and effectively controlled and utilized, the fol
lowing recommendations are made. 



Administration and Finance Directive 1-80 

In issuing A&F Directive 1-80, the Secretary recognized the 
need to replace an ineffective grant-by-grant review of agency appl i ca
tions for federal funds. The new system emphasizes agency responsibility 
to seek and accept only funds consistent with legislative and executive 
mandates. It further limits agency acceptance of federal funds to 110 
percent of their legislative appropriations, except in emergencies. This 
limitation should provide agencies with an incentive to accurately esti
mate anticipated federal funds in their budget submissions. 

While A&F Directive 1-80 is an improvement over former poli
cies, it is inconsistent with existing language in the Appropriations 
Act. 

Section 4-4.01. No donations, gifts, grants or 
contracts whether or not entailing commitments as to 
the expenditure, or subsequent request for appropria
tion or expenditure, from the general fund shall be 
solicited or accepted by or on behalf of any State 
agency without the prior written approval of the 
Governor; provided, however, that these requirements 
shall not apply to donations and gifts to the endow
ment funds of the institutions of higher education. 
The use of these funds for land, structures or equip
ment is subject to Sections 4-4.03, 4-7.01 and 4-9.05 
of this act. 

Recorrunendation (5). The General Assembly should consider 
revising Appropriations Act language to reflect the decentralized proced
ures 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 Act do not 
represent the technical sequence of solicitation and acceptance of funds. 
The Act would be clearer if the normal sequence followed by agencies in 
soliciting and accepting funds were reflected by the language of the Act. 

Recommendation (6). The language of Sections 4-3.05 and 4-4.01 
should be reordered to reflect the sequence of actions followed by agen
cies in soliciting and accepting funds. 

Reimbursement Procedures 

There are three basic mechanisms for receiving federal funds: 
cash advance, letter of credit, and reimbursement. Effective use of 
these mechanisms is necessary to support the State's investment program. 
JLARC identified an additional $286,000 in investment revenue that could 
have been gained by better cash flow management practices by agencies. 
State funds are also used unnecessarily to finance federal programs when 
agencies do not apply for all allowable indirect costs. 
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IV. 

Recommendation ('l). The Depa1'tment of. Planning and Budget 
should ca1'eful ly monito1' p1'ovisions of A&F Di1'eative 1-80 whiah add1'ess 
the methods by whiah fede1'al funds a1'e 1'eaeived. Cash advanaes and 
lette1's of credit should be used wheneve1' possible. When agenaies a1'e 
1'est1'iated by fede1'al groanto1's to 1'eaeiving funds by 1'eimbu1'sement, the 
Depa1'tment of Planning and Budget should monito1' suah a1'1'angements to 
ensu1'e that agenaies submit 1'equests fo1' 1'eimbu1'sement in a timely man
ne1'. 

Reaommendation (8). The Depa1'tment of Planning and Budget 
should 1'eVieu) subg1'ant financing a1'rangements used by State agenaies to 
ensu1'e that subg1'antees a1'e relieved, u)heneve1' feasible, of the need to 
provide advance finanaing fo1' federal prog1'ams. 

Reaommendation (9). The Department of Intergove1'nmental Af
fairs should periodically evaluate agenay indirect aost practices to 
ensure that full recovery is taking place. State agencies seeking fede1'
al funds for programs that u)il l subsequently be carried out by a sub
grantee should be encouraged to inalude the indirect costs of the sub
grantee when possible. 

General Fund Loan Procedures 

Procedures for making general fund loans to agencies for expen
ditures pending federal reimbursement need to be reviewed. JLARC identi
fied loans totaling $7 million for advance funding of programs that could 
have been avoided. Unnecessary loans to agencies increase the risk of 
overexpenditure and subsequent deficits and decrease incentives for sound 
cash flow management. 

Recommendation ( 10). General fund loan 1'equests 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 repayment sou1'ce, and that the 
amount is limited to that neaessary to cover an anticipated reimbursement 
cycle. Loans u)hich are required for the operation of particular grant 
programs should be based whenever possible on au)ard notices. When a loan 
must be made based on antiaipated funding, the difference between antici
pated and actual au)ards should be reported and an adjustment made to the 
loan amount. 

Improved Budgeting Infonnation 

Essential to legislative oversight of federal funds is accurate 
budgetary information on the amounts and requirements of federal funding. 
Decisions by the Governor or his designee to increase agency budgets 
between legislative sessions must be based on accurate information. 
Required infonnation on federal funds has not been provided to the Gener
al Assembly in all cases. 



Reaommendation (11). The Department of Planning and Budget 
should require agenaies to furnish information on aatual awards of feder
al funds 1.i)henever the Q1J)aro differs from the antiaipated amount. A 
report of these differenaes should be provided to the House Appropria
tions Committee and Senate Finanae Committee as part of the quarterly 
reports required under the Appropriations Aat. 

Reaommendation (12). The Department of Planning and Budget 
should aontinue to monitor federal budget reduation proposals and their 
potential irrrpaat on the programs of the Common1J)ealth and its Zoaalities. 
Findings should be reported to the House Appropriations and Senate Fi
nanae aommittees. 

Reaommendation (13). Agenaies 1.i)hiah reaeive federal funds as 
subgrantees or seaondary reaipients should be required to identify aon
sistently in their budget exhibits the federal sourae of suah subgrantee 
funding. 

Reaommendation (14). The Department of Planning and Budget 
should ensure that agenaies aorrrply iuith Seation 2.1-398 of the Code of 
Virginia and provide identifiaation of the authority for operation of a 
program. 

Seeking Federal Funds 

In general, agencies should use federal funds for carrying out 
programs which have received legislative endorsement through the appro
priation process. In some cases, however, agencies fail to seek funding 
which is appropriate and could supplement or offset the use of other 
State resources. 

Recommendation (15). State agenaies and departments should 
take steps to assess 1.i)hether they are effeatively identifying and utiliz
ing federal resources available for programs that have been authorized by 
the General Assembly or Governor. 

Financial Administration of Research Grants 

The State needs to take several steps to extend the generally 
adequate financial administration of research grants and contracts to all 
State-supported universities. Adequate procedures are already in place 
in several institutions which can serve as models where needed. 

Federal audit exceptions are an important indication of weak
nesses in the financial administration of research grants and contracts. 
At present, the State lacks a clear pol icy that appropriate State offi
cials be informed of audit exceptions. As a result, audit exceptions are 
sometimes not reported outside the university. 
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VI. 

Recommendation (16). The General Assembly should requiPe that 
copies of all fedePal audits be foFWanied to the Offiae of the AuditoP of 
Public Aaaounts and the Department of Planning and Budget as soon as they 
aPe Peceived by agenaies of State govePnment. In light of the magnitude 
of audit e�aeptions found at VCU and VIMS, the Auditor of Publia Aaaounts 
should consideP putting a high pPioPity on grant and aontraat aaaounts 
while conducting State audits. 

Several weak practices in the financial administration of 
research grants and contracts were found to exist at Virginia Common
weal th 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 addressing known management problems, several 
areas need continuing attention. 

Recommendation (17). VCU should aontinue to stPengthen inteP
nal contPols over grant and aontraat aaaounting, inaluding the following: 

a. All Finanaial Aaaounting System (FAS) aaaounts
with negative balanaes should be identified and
reaonailed by the grant and aontraat offiae with
the responsible aaademia depaPtment or faaulty
member. VCU should establish a poliay that no
expenditures should be made from any aaaount
with a negative balanae without WPitten authori
zation of the university aontrolleP.

b. VCU should develop a proaedure whereby all FAS
aaaounts whiah indiaate that the grant OP aon
traat has terminated aPe proteated from addi
tional enaumbPanae and e:r:pendi tUPe without the
WPitten authorization of the university aontPol
leP.

Reaommendation (18). VCU's administration should take steps to 
fully implement its effort repoPting system as soon as an undePstanding 
is reaahed with federal authoPities. This should inalude appPopPiate 
tPaining sessions and aggressive supervisory post-audits to ensure aom
plianae with peporting pequiPements. 

Reaommendation (19). VCU should develop an internal proaeduPes 
manual for the grant and aontPaat aaaounting seation. Among the areas 
addPessed should be proaeduPes to prevent the submission of late fiscal 
reports to federal gPantors. 

Reaommendation (20). The ongoing implementation of a finanaial 
aaaounting system at VIMS should be aareful ly monitoPed by the adminis
tration of the College of William and Marry. 

Reaommendation (21). VIMS should develop a standani grant and 
aontPaat appPoval aover sheet to be maintained as part of eaah file. 
VIMS should also put a high pPioPity on developing a proaedures manual 
governing the administration of grants and aontPaats. 



New Sources of Information 
For Legislative Oversight of Federal Funds 

Lack of basic 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. The finding that 
one-fourth of all State revenue comes from federal funds justified the 
legislature's concern that more information was needed on this important 
revenue source. The continuing legislative need for current, accurate 
information on federal funds became evident during the course of the 
study. 

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

The feasibility project is nearing completion, and programs on 
State agency and program expenditures of federal funds have been devel
oped using data currently available in State computer systems. Other 
sources are continuing to be explored. 

Recommendation (22). The Depa1'tment of Intergove1'nmental 
Affairas should continue to develop, with the Depa1'tment of Management 
Analysis and Systems Development, user prog1'ams fo'l' the Federal Assis
tance Award Data System (FAADS). 

Recommendation (23). 'P!'ograms using CARS data on fedePal fund 
e:x:penditures should continue to be generated as a means of providing 
comprehensive and timely infomation for legislative budget analysis. 

Recommendation (24). The General Assembly should continue to 
have active corrununication, through JLARC, the House Appropriations Com
mittee, and the Senate Finance Committee, with the Depa1'tment of Inter
governmental Affairs and the Office of Management and Budget on FAADS and 
!'elated pPojects. 

VII.





I. Introduction

warned: 
In 1961, the Virginia Commission on Constitutional Government 

Grants-in-aid • • •  are bringing within the orbit of 
federal supervision, if not control, many of the 
activities of administrative authorities and condi
tioning the prerogatives of governmental agencies at 
the state and local level. 

The commission expressed concern that Virginia governments 
received $125. 7 mill ion in federal grants during FY 1960--five times as 
much as was received in 1950. Today, there are more than 300 federal 
programs which provide over $1.7 billion to the State and its localities. 
And the concerns raised in 1961 are still important to the Commonwealth 
in 1980. The provision of large amounts of intergovernmental aid and 
Virginia's dependence on this aid have given the federal government a 
powerful lever for influencing State and local programs. 

The nature of federal influence is largely defined by the 
requirements attached to intergovernmental a id. The number of these 
requirements has grown substantially in recent years. Decision-makers and 
administrators alike are faced with a sometimes bewildering network of 
requirements which affect program delivery and administrative policies 
and procedures. Although these requirements produce influences the State 
may prefer to avoid, its options are limited by the substantial penalties 
which can result from noncompliance. 

Study Definition and Scope 

This is the second report on federal funds prepared under House 
Joint Resolution 237. It focuses on federal influence over State and 
local programs and evaluates the procedures by which federal funds are 
sought, utilized, monitored, and controlled. 

The General Assembly called for a study of federal funds be
cause of concerns about the growing influence exerted by federal funds, 
and the corresponding potential loss of the legislative prerogative to 
appropriate funds. The specific charge for the study was outlined in HJR 
237, adopted by the 1979 Session. The resolution specified seven areas 
of inquiry: 

l. The dollar amounts of federal funds received by the Com
monweal th and its localities.

2. The distribution of such funds among programs.

3. The dependence of the Commonwealth and its localities on
federal funds for programs.
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4. An analysis of the funds that Virginia would lose for
failing to comply with the requirements of the federal
programs which condition the grant.

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

6. The substantive and procedural rights and duties available
to, and incumbent upon, the Commonweal th 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.

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

An interim report on federal funds was published as House 
Document 16 of the 1980 Session of the General Assembly. The report 
described the intergovernmental aid system and provided infonnation on 
the amount and distribution of federal funds in Virginia. It documented 
the extent to which State agencies underestimated anticipated federal 
fund revenues during preparation of the biennial budget. The report 
included recommendations relating to ways in which the legislative appro
priations process could be strengthened and how budget infonnation and 
control procedures could be improved. 

Methods and Organization 

A number of techniques were used to gather data on federal 
programs. Major data collection efforts included: 

l. A survey to detennine the extent of federal fund expendi
tures and the amount of State funds used to match federal
funds.

2. A series of structured interviews with aget1cy heads, pro
gram managers, and financial officers in 20 State agencies
which received more than 90 percent of all federal funds.

3. A review and analysis of Department of Planning and Budget
files regarding approvals to solicit and accept grant
funds, and a review of documentation for loans made with
federal funds as collateral.

4. A survey of attorneys in the Department of Law regarding
federal fund disputes between State agencies and the fed
eral government.

5. A review of project files and financial records relating
to grants and contracts administered by six ins ti tut ions
of higher education.



This report is organized into five chapters. This chapter 
reviews various 1 egi s 1 ative and executive res pons es to the interim re
port. Chapter II highlights the ways in which federal influence affects 
State agencies and programs, and the consequences of that influence. 
Chapter III evaluates control over the receipt and expenditure of federal 
funds by State agencies. Chapter IV focuses on the management of feder
ally-sponsored grant and contract research by universities and colleges. 
Finally, Chapter V discusses the development of new infonnation programs 
intended to provide accurate and timely data on federal funds for the 
1 eg is 1 a tu re. 

Legislative Action 

During the 1980 Session, important actions were taken by the 
General Assembly in its approach to managing federal funds. 

App1'op1'iations Aat Requil'ements. The interim report recom-
mended that the General Assembly consider language changes in the Appro
priations Act to insist that it be kept fully infonned about the flow and 
use of federal funds in the Commonwealth. Specifically, the General 
Assembly was urged to: 

•Require the inclusion in agency budget estimates of all federal
revenues which could be reasonably anticipated.

•Require a written reconciliation of the difference between
federal funds that were originally appropriated, and those
actually received.

The legislature's long-standing intent that agencies include
all reasonable estimates of nongeneral revenues in their budgets was 
mandated with the adoption of new language • 

• • • It shall be incumbent on each State agency to
ensure that every reasonable estimate of receipts 
from donations, gifts or other nongeneral fund reven
ues are included in their budget estimates. (Section 
4-3.0Sa.)

The legislature also amended the Appropriations Act to require 
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 sec
tion and estimates contained in the budget bill. The 
reconciliation should emphasize the identification of 
programs that were initiated, expanded, or which 
underwent a significant change in anticipated levels 
of effort during the previous year as a result of the 
availability of additional funds. The report shall 
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be furnished to the Chainnan of the House Appropria
tions Committee and the Chainnan of the Senate Fi
nance Committee not later than December 1, of each 
year. (Section 4-3.05b.) 

As a result of increased legislative, as well as executive, 
attention to the appropriation of federal and other nongeneral funds, the 
1980-82 budget more accurately reflected the projected base of State 
spending. Appropriations identified as from a federal trust in the 
1980-82 budget increased by almost $400 million over the 1978-80 amounts. 
This occurred despite the loss of $92 million in general revenue sharing 
funds and other cutbacks in intergovernmental aid. Significantly, $29 
million of the increase came in the fonn of amendments requested during 
the 1980 budget session. These appropriations clearly reflected legisla
tive insistence on full identification of anticipated federal funding. 

Legislative Hearing on Local Impact. The impact and influence 
of federal aid provided to Virginia's cities and counties were assessed 
through a special legislative hearing. A legislative subcommittee was 
appointed from the Commission to address three important questions: 

1. What is the overall impact of intergovernmental aid on
1 oca 1 iti es?

2. What is the potential impact of proposed federal fund cut
backs on localities?

3. What are possible local and State responses to potential
cutbacks?

Representatives of 21 local jurisdictions and municipal organi
zations testified before the subcommittee on May 30, 1980. Testimony 
covered the scope and nature of federal funding influence on local gov
ernments and highlighted the damaging effects of proposed cutbacks in the 
level of federal aid. Most Virginia localities were shown to depend on 
federal funds for between 15 and 20 percent of their operating budgets, 
and other federa 1 grants supported such needed capita 1 improvements as 
parks, wastewater treatment plants, and public buildings. 

Localities and organizations with representatives who spoke 
before the subcommittee, and excerpts from testimony, are shown in Figure 
1. A copy of statements made at the hearing is available on request from
the Commission.

The public hearing also highlighted the difficulty in doing a 
comparative review of federal funds received by localities. The best 
available infonnation indicates that Virginia cities and counties re
ceived $454 million in federal funds during FY 1979. However, reporting 
inconsistencies make it almost certain that this understates the actual 
amount received from all federal sources. The Auditor of Public Ac
counts, the State official responsible for collecting comparative cost 
data on local governments, has recently issued standardized reporting 
guidelines which should improve the usefulness of local cost reports. 



Figure 1 

JLARC SUBCOMMITTEE HEARING ON FEDERAL FUNDS 
May 30, 1980 

Fairfax County 

Charlotte County 

Alleghany County 

Henri co County 

SELECTED LOCAL COMMENTS 

"If none of these fedel'al funds We!'e availa
ble, the aounty Peal estate tax !'ate would 
have to be ina!'eased by appPoximately nine 
aents . • • the ave!'age homeowne!' in Fai!'fax 
County would pay $69 more in Peal estate taxes 
to !'eaoup these funds. "

"The Zoss of al Z these (fede!'al) p!'ograms 
would double OU!' tax rute if the Board of 
Supervisors ahose to fund ou!' request--but we 
are not a wealthy aommunity and the sahool 
prog!'ams would be lost beaause our aitizens 
simply aannot afford the bu!'den of a 100 
pe!'aent tax inarease." 

"· • . AZ leghany County has beaome dependent 
on !'evenue sharing to a point where any auts 
in this program would plaae an unbearable 
burden on OU!' tazpaye!'s. "

"The:r>e stil Z sometimes is a void in getting 
aaaurate finanaial information regarding 
potential poliaies and proaedu:r>es of feder>al 
funding." 

LOCAL JURISDICTIONS AND ORGANIZATIONS REPRESENTED 

Cities 

Hopewell 
Portsmouth 
Richmond 
Virginia Beach 

Counties 

Alleghany 
Charlotte 
Dinwiddie 
Fairfax 
Hanover 
Henri co 
Pri nee Wi 11 i am 

Towns 

Blacksburg 
West Point 

School Boards 

Charlotte 
Portsmouth 

Planning District Commissions 

Central Shenandoah 
Richmond Regional 
Thomas Jefferson 

Associations 

Virginia Association of Counties 
Virginia Association of Planning 

District Commissions 
Virginia Municipal League 
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A final point made during the hearing concerned the adequacy of 
State support in providing information and assistance to localities 
regarding federal funding programs. Three State agencies--the Local 
Government Advisory Council, the Virginia Liaison Office, and the Depart
ment of Intergovernmental Affa i rs--have statutory mandates to provide 
information to localities to help identify and obtain federal grants. 
The Department of Intergovernmental Affairs (DIA) is responsible for 
staffing the information and assistance efforts. 

DIA representatives have concluded that local governments have 
sufficient information and expertise to identify and solicit grants on 
their own. As a result, the department does not place a high priority on 
this -Function. The testimony of local officials suggested that a signi
ficant number of localities may need additional assistance. The Secre
tary of Administration and Finance and DIA need to review priorities and 
procedures to ensure that the department's legislative mandate is satis
fied. 

Executive Action 

During the fall of 1979, and subsequent to the issuing of 
recommendations contained in the interim report, the executive branch 
agencies developed and initiated new procedures to control the receipt 
and expenditure of federal funds. 

Improved Budget Information. The interim report recommended 
that the Governor's budget proposal identify all federal revenues antici
pated by agencies. Comingl ing of funds, where necessary to conform to 
Department of Accounts fund structure, should be explained with appro
priate footnotes and supporting detail. 

The Department of Planning and Budget has already taken action 
by encouraging agencies to provide full information on anticipated feder
al funding in their budget submissions. This action resulted in a fuller 
representation of anticipated federal funding in the 1980-82 budget. In 
addition, revisions of agency revenue estimates provided to the legisla
ture during the 1980 Session resulted in an additional $29 million in 
federa 1 revenues being added as amendments to the 1980-1982 Appropria
tions Act. Many of these revisions were in direct response to legisla
tive questions regarding the accuracy and completeness of agency revenue 
estimates. 

Administration and Finanae Direative 1-80. One of the interim 
recommendations also urged the Department of Planning and Budget to 
clarify its policies governing the Form 16 "notification of intent" 
process. 

In May 1980, the Secretary of Administration and Finance issued 
A&F Directive 1-80 which completely revised the basis for agency solici
tation and acceptance of nongeneral fund revenue. The pol icy directive 
had been under development since September 1979, and became effective on 
July 1, 1980. The new system replaced an application by application, 
notice, review, and approval procedure, with blanket authority to solicit 



and accept grants according to approved agency mission. The directive 
established pol icy guidelines and requires quarterly agency reporting of 
new revenue. Prohibitions are included in the directive against solicit
ing seed money grants for which the State must eventually assume costs 
and against grants which increase manpower beyond authorized levels. 
Agencies are also encouraged to maximize cash flow by using letters of 
credit and by timely claims for reimbursement. 

Under the new system, the review and approval of individual 
grant solicitations will no longer be done centrally. Instead, agencies 
have been given authority to solicit, without prior approval, any funds 
that have been appropriated by the General Assembly. This delegation of 
authority represents the administration's feeling that agencies should be 
able to determine whether a federal program is consistent with their 
approved legislative missions. It also reflects the fact that, under the 
old system, few applications were ever disapproved by DPB. Acceptance of 
federal funding for new programs must receive the prior approval of the 
Governor. 

It is significant that the directive limits an agency's receipt 
of federal funds to 110 percent of its legislative appropriation, except 
for emergencies. This should provide the necessary incentive for agen
cies to accurately estimate all anticipated federal income. 

Con cl us ion 

Many steps have been taken to improve federal fund management. 
Nevertheless, several areas require continuing legislative and executive 
attention. 

•Constant attention needs to be given to the influence which
accompanies federal funds. The State needs to exercise every
option possible to avoid undesirable consequences.

•Agencies need to be carefully monitored to ensure they make
best use of advance funding and letters of credit. JLARC
identified $286,000 in potentially lost investment revenue
resulting from poor agency cash flow management.

•Policies regarding general fund loans, made in anticipation of
federal funding, need review.

•Gaps in the accuracy and completeness of reporting federal
funds need to be closed.

•Accounting procedures used at Virginia Commonwealth University
and the Virginia Institute of Marine Science of the College of
William and Mary to account for and control federally-sponsored
grant and contract research funds need improving.

Finally, accurate information on federal funds is needed by the
legislature to use in its decision-making activities related to the 

7 



8 

appropriations process. The interim report recommended that the State 
continue its participation in the Federal Assistance Information Test and 
examine ways to 1 ink various federal and State account records. This 
effort has begun. Legislative and executive agencies have worked togeth
er to develop a new report. The status of that effort is reported in 
Chapter V. 



II. Influence of Federal Funds

Federal funds substantially influence budgets, policies, and 
administration of programs they aid. This influence is most often ef
fected through the use of requirements attached to a id programs. There 
are two types of requirements. Program-specific requirements relate to 
individual programs. Cross-cutting requirements relate to all federal 
programs. Together, these requirements have substantial impact and 
influence on the State. 

Program-Specific Requirements 

Program-specific requirements limit the use that recipients can 
make of funds and the way in which the program can be administered. 
Often detailed and numerous, program-specific requirements originate in 
the program's authorizing legislation and are frequently expanded by 
federal agency interpretations. 

For example, provisions of the Older Americans Act, which 
provides funds to Virginia's Office on Aging, demonstrate the scope of 
program-specific requirements. These requirements include: 

•State match requirement--at least 25 percent of administrative
costs must be borne by the state and local agencies.

•Specific organizational requirement--a sole state agency must
be designated to administer the program.

•Staffing requi rement--persons over 60 wi 11 receive preference
for staff positions.

•Planning requirements--three-year state and area plans must be
developed and annually updated.

•Specified priorities are established--50 percent of funds must
be spent in three priority areas: access to services, in-house
services, and legal services.

•Service delivery requirements--no direct services can be pro
vided by state or area agencies if an alternate provider is
available.

•Special needs requirements--special menus necessitated by
heal th or religious requirements or ethnic backgrounds should
be provided \t1here appropriate and feasible.

•Special program requi rements--an ombudsman program for long
term facility residents must be established, for example.

9 
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Cross-Cutting Requirements 

Cross-cutting requirements, in contrast, do not originate with 
any particular program and do not reflect unique program needs. Instead, 
they are specifically designed to gain the cooperation of recipients in 
attaining broad federal objectives--whether related to program goals or 
not. Thus, while grantees may be concerned with a focused goal, such as 
providing services to the handicapped, they frequently must also assist 
in attaining federal goals. 

There are currently 59 cross-cutting requirements, according to 
the U. S. Office of Management and Budget, up from one such requirement 
in 1934. Most of these requirements have been added during the past 
decade and seek to affect the socio-economic policies of recipients in 
areas such as protection of the environment, non-discrimination, and 
labor standards. Others prescribe administrative and fiscal practices 
which must be followed. 

Due to the lack of a clear relationship to the program's objec
tives, recipients sometimes consider cross-cutting requirements more 
objectionable than program-specific requirements. Nonetheless, to re
ceive federal assistance in accomplishing a particular goal, recipients 
must commit themselves to the goals represented by cross-cutting require
ments. 

Cost of Implementing Requirements 

While the goals of federal requirements may be admirable, they 
can result in added costs to the State. The number of federal programs 
and the complexity of their interactions make it impossible to detennine 
an overall cost of compliance. However, the following example illus
trates that the increased costs resulting from federal requirements are 
not only high, but can appear to be both arbitrary and unnecessary. 

The Davis-Baaon Aat requires that 1JJOrkers in 
federally-assisted aonstruation projeats be paid the 
prevailing wage rate for aonstruation bJOrk alassifi
aations in the area. 

In 1978, the Department of Highways and Trans
portation (DHT) entered into a dispute with the U. S. 
Department of Labor over the alassifiaation of some 
1JJOrk on the I-66 projeat in Northern Virginia. As 
part of the State's aorronitment to the Metro subway 
system, the State agreed to aonstruat a tunnel for 
Metro in the I-66 median. DHT had aonstruated simi
lar struatures for other highway projeats elsewhere. 

When DHT requested approval for ''highway" wage 
rates for the entire projeat, it was told that the 
work for Metro must be done under the more e:x:pensive 
''heavy aonstruation" wage rates, even though the 



skills neaessal'y to do the Wol'k wel'e the same as the 
highway Wol'k, and similal' Wol'k had been done by DHT 
in othel' pl'ojeats undel' highway Pates. 

Appliaation of the pl'evailing heavy wage Pate to 
the pl'ojeat meant an inal'ease in houl'ly wages Panging 
fl'om 121 pel'aent to 310 pel'aent. 

DHT appealed the deaision and lost. It Pede
signed the pl'ojeat to exalude the tunnel work in the 
median, whiah it designed and aontraated separately. 
The aost to Virginia in inal'eased aonstruation aosts 
due to delays and the payment of higher !'ates for a 
portion of the projeat was estimated by DHT to be 
between $4 and $5 million. 

Even when State and federal policies are consistent, the feder
al government may impose its requirements on the State in the interest of 
nationwide uniformity. In the case below, a State program was preempted 
by a similar federal act. 

In 1970 the Genel'al Assembly passed a law whiah 
required that buildings built or altered with publia 
funds must be made bal'rier free to the handiaapped. 
Three years later, the U. S. Envil'onmental Barriers 
Removal Aat was passed. The federal law requires 
that reaipients of funds through designated progl'ams 
must make their programs aaaessible to the handi
aapped. 

The federal law established a aomplianae da.te of 
June 3, 1980, although no aonstruation standards were 
ever adopted. The State did not meet the aomplianae 
deadline, and aould be subjeat to sanations even 
though its aorrunitment to the goal of barrier removal 
was l'efleated in the 1970 law, and by the appl'opria
tion of approximately $5 mil lion in both the 1978-
1980 and 1980-1982 bienniums to aarry out this goal. 

The deadline in the above case will likely be extended because 
no state in the nation is in compliance. 

A significant aspect of federal requirements is that many of 
them apply to large and small grants alike. In the example below, feder
al fund requirements and conditions must be met by recipients, even 
though some of the grants affected are for very small amounts of money. 

Any State agenay Ol' Zoaality applying fol' a 
subg1>ant of the $12 million reaeived by the Division 
of Justiae and Cl'ime 'Pl'evention under its grant from 
the LaM Enforaement Assistanae Administration (LEAA) 
must aomply with th1>ee lists of federal l'equirements. 

11 
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Cross-Cutting Federal Requirements 

Prohibition of Discrimination 

1964 -due to race, color, or national 
origin 
(Civil Rights Act ol 196,,,. Title VI) 

1965 -due to race, color, religion, sex, 
and national origin in construction 
employment 
/Executive Order 11246, September 
24, 1965, Part Ill) 

1968 - against the handicapped in ac
cess to public facilities 
/Architectural Barriers Act of 1968) 

1968 -due to race, color, religion, sex, 
and national origin in housing 
(Civil Rights Act of 1968, Title VIII) 

1970 -against alcohol abusers by hos
pitals 
(Comprehensive Alcohol Abuse and 
Alcoholism Prevention, Treatment, 
and Rehabilitation Act of 1970) 

1972 -against drug abusers by hos
pitals 
/Drug Abuse Office and Treatment 
Act of 1972) 

1972 -due to sex in education pro
grams 
/Education Act Amendments of 
1972, Title IX) 

1973 -against the handicapped 
/Rehabilitation Act of 1973, Section 
504) 

1975 -due to age 
(Age Discrimination Act of 1975) 

Protection of the Environment 

1934 -mountain fish and wildlife re
sources 

(Fish and Wildlife Coordination Act 
of 1934) 

1966 -Protect historical resources 
(National Historical Preservation 
Act ol 1966, Section 106) 

1968 -protect wild and scenic rivers 
/Wild and Scenic Rivers Act of 1968) 

1968 -protect from loss due to floods 
(National Flood Plain Insurance Act 
ol 1968) 

1969 -eliminate damage to the en
vironment 
/National Environmental Policy Act 
of 1969) 

1970 -clean up the air 
/Clean Air Act Amendments ol 1970, 
Section 306/ 

1971 -protect and enhance cultural 
environment 

/Executive Order 11593, May 31, 
1971) 

1972 -protect and enhance coastal 
resources 
(Coastal Zone Management Act of 
1972, Section 307/et (d) ) 

1972 -clean up waterways 
(Federal Water Pollution Control Act 
Amendments of 1972, Section 508) 

1973 -protect endangered species 
(Endangered Species Act of 1973) 

1974 -prolect drinking water sources 
(Public Health Service Act, Title XIV) 

197 4 - protect historic and cultural 
properties 
(Procedures for the Protection of 
Historic and Cultural Properties) 

197 4 -preserve archeological remains 
in construction 
(Archeological and Historic Preser
vation Act of 1974) 

1977 -protect flood plains 
/Executive Order 11988, May 24, 
1977) 

1977 -protect wetlands 
(Executive Order 11990, May 24, 
1977) 

1977 -coordinate state/federal efforts 
to clean up the air 
(Clean Air Act Amendments of 1977 
Title I) 

Protection and Advancement 
of the Economy 

1954 - protect U. S. shipping 
(Cargo Preference Act) 

197 4 -protect U. S. air transport 
/U.S. Flag AirCarriers, International 
Air Transportation Fair Competitive 
Procedures Act of 1974) 

1977 -encourage employment of re
sources in labor surplus areas 
/Placement and Procurement and 
Facilities in Labor Surplus Areas) 

Health, Welfare and Safety 

1966 -provide for human treatment of 
research animals 
(Animal Wei/are Act ol 1966) 

1971 - prohibit use of lead paint 
(Lead-Based Paint Poisoning Pro
hibition) 

1974 - protect human research sub
jects 
(National Research Act, Section 474) 

Minority Participation 

1975 -give preference to Indians in 
assistance that benefits Indians 
(Indian Sell-Determination and Ed
ucation Assistance, Section 7/ 

1979 -encourage women's business 
enterprise 
/Executive Order 12138, May 18, 
1979) 

Labor Standards 

1931 -pay construction workers pre
vailing wages 
/Davis-Bacon Act) 

1934 -prohibit illegal deductions or 
kickbacks from wages earned in 
construction 
/Anti-Kickback Copeland Act) 

1962 -prohibit sweat shops and pay 
overtime 
(Contract Work Hours and Safety 
Standards Act) 

Publlc Employee Standards 

1940 -ensure political independence 
of u. S. financed activities 
(The Hatch Act) 

1970 -support professionalized public 
personnel systems 
(Intergovernmental Personnel Act 
of 1970) 

General 

194 7 -coordinate payout of federal 
funds to reduce interest costs to 
government 
(Treasury Circular 1075: Regulation 
Governing the Withdrawal of Cash 

from Treasury for Advance Payments 
Under Federal Grant and Other Pro
grams) 

1962 -minimize public reporting burden 
(0MB Circular A-40: Management 
of Federal Reporting Requirements) 

1966 -provide standards for collection 
of U.S. claims 
(Claims Collection Act o/ 1966) 

1970 -provide equitable, uniform treat
ment to persons displaced by fed
erally-assisted projects 
/FMC 74-8: Guidelines /or Agency 
Implementation of the Uniform Re
location Assistance and Real Pro
perty Acquisition Policies ol 1970) 

1973 -inform states concerning grant 
awards to states and localities 
(Treasury Circular 1082: Notification 
to States o/GranNn-Aid Information) 

197 4 -combine federal and state re
sources in support of projects 
(0MB Circular A-111: Jointly Funded 
Assistance to State and Local Govern

ments and Nonprofit Organizations, 
Policies and Procedures) 

1976 -coordinate federal and federally
assisted programs and projects 
(0MB Circular A-95: Evaluation, Re
view and Coordination of Federally
Assisted Programs and Projects/ 

1977 -rationalize federal assistance 
relationships and processes 
/Federal Grant and Cooperative 
Agreement Act of 19 77) 

1978 -improve rulemaking procedures 
/Executive Order 12044, March 23, 
1978, Improving Government Re
gulations) 

1978 -provide uniform standards for 
federal statistical surveys 
/Department of Commerce, Direcllves 
for the Conduct of Federal Statistical 
Activities) 



Growth of 
Cross-Cutting 
Requirements 

c::::J SOCIO-ECONOMIC REQUIREMENTS 

- ADMINISTRATIVE-FISCAL REQUIREMENTS

1930-1939 

Non-Profit Organizations and 
Institutions 

1973 - encourage cost-sharing on fed

erally-funded research projects 

(FMC 73-3: Cost Sharing on Federal 
Research) 

1973 - provide for single agency deter

mination of allowable costs and 

single audit 

(FMC 73-6: Coordinating Indirect 
Cost Rates and Audit on Educational 
Institutions) 

1973 - ensure greater consistency of 

agency policies and procedures 

with respect to the administration of 

research grants/contracts by ed
ucational institutions 

(FMC 73-7: Administration of College 
and University Research Grants) 

1976 - establish standards for obtaining 

consistency and uniformity in ad

ministration of grants to nonprofits 

(0MB Circular A-110: Grants and 

Agreements with Institutions of 

Higher Education, Hospitals and 
Other Nonprofit Organizations-Un
iform Administrative Requirements) 

1979 - apply generally accepted ac
counting principles to determine 

costs of research and development 

performed by educational institutions 
(OM B Circular A-21: Cost Principles 
for Educational Institutions/ 

State and Local Governments 
1968 - achieve a more coordinated and 

effective intergovernmental flow of 

information while eliminating dup

lication 

(0MB Circular A-90: Cooperating 
with State and Local Governments 

to Coordinate and Improve Inform
ation Systems/ 

1973 - improve audit practices, improve 
coordination of audit efforts, and 
emphasize need for early audits of 

new programs 

Source: JLARC representation of 0MB data. 

(0MB Circular A-73: Audit of Federal 

Operations and Programs) 

197 4 - establish uniform principles for 

determining allowab le program 

costs 

(FMC 74-4: Cost Principles Appli
cable to Grants and Contracts with 
State and Local Governments/ 

1977 - establish standards for obtaining 

consistency and uniformity in ad

ministration of grants 

(0MB Circular A-102: Uniform Ad
ministrative Requirements /orGrants

in-Aid to State and Local Govern
ments, Revised/ 

Access To Information 
1965 - make information about assisted 

activities readily available to the public 

(Freedom of Information Act/ 

197 4 - restrict the disclosure of personal 

information by federal agencies and 
grantees 

(Privacy Act of 1974/ 
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T!iJenty-seven PequiPements Pelate to Justiae 
System ImpPovement Aat funds, 16 PequiPements aPe 
unde1' the Juvenile Justiae and Delinquenay P!'oteation 
Aat, and 34 PequiPements apply genePally to the 
pPogPams. Examples of these PequiPements inalude: 

•P!'oposed aations must not jeopa1'diae the aontin
ued e:x:istenae of endangePed speaies.

•Federal funds must not be used to supplant State
and loaal funds.

•Subgrants and aontraats will not be made with
paPties aonviated of offenses under the Clean
Ai1' Aat and the Water Pollution Control Aat.

eAny aompute1' appliaation will be w1'itten in ANS
COBOL or ANS FORTRAN. 

•LEAA will be notified if any rivers speaified in
the Wild and Saenia Rivers Aat will be affeated.

While the restrictiveness of federal requirements varies, most 
programs are subject to requirements similar in scope to those mentioned 
in the example. The choice is to accept the conditions under which the 
funds are offered, or to not participate in the program and lose the 
benefits. Given the State's dependence on federal funds and the benefits 
of the programs, the choice to turn down funds is usually unattractive. 

Such requirements are "the cost of doing business" with the 
federal government. The requirements are not accidental or purposeless, 
though they may seem so to the program administrator who sees little 
relationship between juvenile justice and clean rivers. Rather, federal 
requirements are what they are designed to be--powerful levers of influ
ence intended to promote broad social, economic, and administrative 
goals. 

Types of Federal Influence 

Just as federal requirements are often broader than the pro
grams they accompany, federal influence manifests itself over a broad 
range of State governmental activities. Federal influence is pervasive, 
affecting not only programs, but also the institutions and agencies of 
State government which manage the programs. To provide a framework for 
understanding the nature of influence, JLARC has categorized federal 
influence into three types: budget influence, policy and program influ
ence, and administrative influence. 

Budget Influence 

Intergovernmental aid influences the State budget in four major 
ways. The most obvious way is by financing almost one-fourth of all 
State expenditures in FY 1979 (Figure 2). One hundred and twenty-five 



FIGURE 2 

FEDERAL FUND EXPENDITURES BY STATE AGENCIES 
(FY 1979) 
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01v1s1on ol Parks 81.975 
Vtrgmia Slate Travel SeMce 25.000 

Department ot Transportation Safely 
Stale Water Control Board 
Rehab1hta1ive School Aulhonly 
Stale Council ot Higher Educa11on 
Comm1ss10n ol Game & Inland F1shenes 
State Offices ol Emergency & EnergySeMces 
Department or Labor & Industry 
James Madison University 
Oepartmenl ot M1ll1ary Allairs 
State Air Po!lulron Conlrol Board 
\11rgm,a State L1brar)f 
Department ot s1a1e Po11ce 
Department of Agriculture & 
Consumer Services 

Virgm,a H,sroric Landmarks Comm,ssion 
Supreme Court of V1rg1n1a 
George Mason Un1vers1ty 
Virgmia Developmenlal D1sab,111y 

Planning Council 
Department of Personnel & Tra.n1ng 
V1rgm1a Airports Au1hor1ly 
V,rgm,a Commission of the Arts & Humanities 
Mar,ne Resources Commission 
Radford University 
Longwood College 
Stale Ofhce ol M1nonly Business 
Secretary ol Commerce & Resources 
V1rg1n1a School at Hamp1on 
V1rg1rna Developn,ental Disablli11es Proiec1ion 
ancs Advocacy Offcce 

AUorney General 
Public Delender Comm,ssion 
Cnminal Jus11ce Services Comm,ss1on 
Secretary ot Human Resources 
Commonwealth Allorney Services & 

Tra1n1ng Council 
Drv1s1on tor Children 
Virg1n1a Stale Sar 
\11rgm1a School !or lhe Deal & Bhnd 
V1rg1ma Museum ol Fme Arts 
Department of lnlergovernmenlaf Atla1rs 
V1rg1n1a Council for the Deaf 
Chnslopher Newport College 
Old Oom1n1on Un1vers1ly 
Stale Education Assistance Aulhonty 
Council on the Env1ronment 
V1rg1maSoll & WaterConsel\lat1on Commission 
01v1s,on ol Leg1slat1ve Serv1ces 
The Science Museum of V11gm,a 
V1r91ma Housing Study Comm,ss,on 
V1rgm1a Stale Fire Services Comm1ss1on 

3.634 ,640 

3,146,054 
3.146.054 
1.548,798 
1 .516,459 
1.405.468 
t.393.797 
1 .278,893 
1,251.764 

1,24 8.220 
1.132.34 9 
1.060.4 01 
1,042.721 
1.041.945 

999.579 
884.881 
784.224 
663.876 

651.626 
553.014 
517.663 
464,923 
368.235 
35-4.618 
270.988 
255.073 
248.702 
219.526 

179.840 
165.348 
136.420 
134,111 
133.295 

129.779 
121.252 
114.052 
112.201 
109.514 

72.578 
62,133 
60.229 
47.233 
39:830 
13.959 
12,054 

8.756 
4.259 
4.080 
649 

TOTAL $1 093 1184 882 
•Less than 1 % 
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agencies spent federal funds. Nineteen agencies used federal funds for 
at least half of all program expenditures. In addition, almost one-half 
billion dollars in federal funding was received by Virginia localities 
(Table 1). This degree of support creates a corresponding measure of 
State dependence on continued federal funding. 

There are three 1 ess prominent, but nevertheless important, 
ways in which federal funds affect the budget-making process: match 
requirements, assumption of costs, and maintenance of effort. 

Matah Requirements. In many cases the federal government 
requires the State to demonstrate a 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. For example, the Rehabilitation Act of 1973 provides 
federal funds for rehabilitating the handicapped to each state on the 
basis of an 80:20 ratio. In other words, the State agency must budget 
one dollar for every four dollars in federal aid. 

A survey of State agencies revealed the pervasiveness of feder
al matching requirements. Of 125 State agencies that reported spending 
federal funds in FY 1979, 101 agencies provided matching funds. These 
agencies reported spending $335 million, or seven percent of all FY 1979 
expenditures, to match federal funds. Overall, for every federal dollar 
spent in FY 1979, the State spent 31 cents. 

Three State agencies accounted for 82 percent of the State's 
total match: the Department of Health ($139.3 million), the Department 
of Welfare ($85.6 million), and the Department of Highways and Transpor
tation ($50.2 million). The Department of Health spent 68 cents in State 
funds for every federal dollar spent. For the Department of Welfare and 
the Department of Highways and Transportation, the amounts were 51 cents 
and 17 cents, respectively. 

Of the ten largest federal programs providing funds to Virgin
ia, six required a match (Table 2). Matching dollars for these six 
programs totaled $260.7 million. 

Match requirements can be met through either direct cash expen
ditures on the program (cash match) or, if allowed by the federal pro
gram, through one application of agency overhead costs to the program 
(in-kind match). In FY 1979, 95 percent of the State's match was met 
through the expenditure of cash, $256 million from the general fund, and 
$64 million from nongeneral funds. The remaining $16 million represented 
in-kind contributions. 

Agency expenditures to match federal funds were substantially 
underrepresented in the State's central accounting records, the only 
central point of fiscal information for controlling federal funds. Only 
32 percent of the cash match for FY 1979 was identified in the Common
weal th' s Accounting and Reporting System (CARS). Included among the 
agencies that did not report match in CARS was DHT, which alone accounted 
for 15 percent of the State's match. 



Alexandria 
Bedford 
Bristol 
Buena Vista 
Charlo1tesv1lle 
Chesapeake 
c11tton Forge 
Colonial Heights 
Covington 
Danville 
Emporia 
Fairfax 
Falls Church 
Franklin 
Fredericksburg 
Galax 
Hampton 
Harrisonburg 
Hopewell 
Lexington 
Lynchburg 
Manassas 

Accomack 
Albemarle 
Alleghany 
Amelia 
Amhersl 
Appomattox 
Arlington 
Augusla 
Bath 
Bedford 
Bland 
Botetourt 
Brunswick 
Buchanan 
Buckingham 
Campbell 
Caroline 
Carroll 
Charles City 
Charlolte 
Chesterfield 
Clark 
Craig 
Culpeper 
Cumberland 
Dickenson 
D1nw1dd1e 
Essex 
Fairfax 
Fauquier 
Floyd 
Fluvanna 
Franklin 
Frederick 
Giles 
Gloucester 
Goochland 
Grayson 
Greene 
Greensville 
Halifax 
Hanover 
Henrico 
Henry 
Highland 
Isle of Wight 
James City 
King and Queen 
King George 

TABLE 1 

FEDERAL FUNDS RECEIVED 

BY LOCAL GOVERNMENTS 
(FY 1979) 

CITIES 

$ 8.358.878 
216.906 

2.966.684 
621.441 

2.848.066 
10.036.206 

527.817 
955.566 
507.223 

5.493.592 
682.304 
656.950 
524.116 
810.660 

1 .429.018 
544.806 

16.188.72 1 

987.175 
2.982.092 

491.62 1 

7.601.535 

Manassas Park 
Martinsville 
Newport News 
Norfolk 
Norton 
Petersburg 
Poquoson 
Portsmouth 
Radford 
Richmond 
Roanoke 
Salem 
South Boston 
Staunton 
Suffolk 
Virginia Beach 
Waynesboro 
Williamsburg 
Winchester 

675.854 
COUNTIES 

$ 5.589.278 
1.781.293 

828.392 
634.596 

1.409.502 
579.425 

21.679.593 
2.202.811 

891.316 
1.252.613 

502.342 
775.698 

1.501.823 
4.206.133 
1.017.86 1 

2.361.396 
1.225.924 
2.292.451 

677.503 
895.735 

4.429.366 
411.789 
361.890 
837.847 
530.957 

2.145.774 
1.186.326 
1.528.794 

50.575.617 
1.217.091 

603.474 
697.898 

1.557.640 
1.885.888 
1.327.733 
1.080.823 

769.537 
915.372 
618.278 

1.101.041 
5.366.095 
1.741.867 
7.173.793 
3.220.747 

437.165 
1.41 2.433 
1.409.705 

379.392 
680.254 

King W1ll1am 
Lancaster 
Lee 
Loudoun 
Louisa 
Lunenburg 
Madison 
Mathews 
Mecklenburg 
Middlesex 
Montgomery 
Nelson 
New Kent 
Northampton 
Northumberland 
Nottoway 
Orange 
Page 
Patrick 
Pittsylvania 
Powhatan 
Prince Edward 
Prince George 
Prince W1ll1am 
Pulaski 
Rappahannock 
Richmond 
Roanoke 
Rockbridge 
Rockingham 
Russell 
Scott 
Shenandoah 
Smyth 
Southampton 
Spotsylvania 
Slattord 
Surry 
Sussex 
Tazewell 
Warren 
Washington 
Westmoreland 
Wise 
Wythe 
York 

GRAND TOTAL: $454,151,427 

Source Auditor ol Public Accounts. Comparative Cos/ Reports FY 1979 

$ 581.963 
2.071.133 

13.834.762 
26.203.959 

202.209 
6.0 1 9.231 

549.163 
19.111.810 

925.349 
36.030.079 
12.354.11 1 

1.232.669 
960.297 

1.983.112 
4.905.025 

20. 790.059 
1.5 72.280 

77 4.499 
1.657.890 

Tola/ $217.866.831 

$ 713.870 
952.397 

2.561.8 72 
:?.354.018 

941.858 
882.984 
453.924 
301.631 

1.925.666 
438.030 

3.206.854 

700.219 
443.490 

1.583.386 
823.453 

1.045.250 
1.175.749 
1.069.049 

932.027 
4.740.172 

408.050 
894.145 

2.458.416 
12.341.038 

2.069.513 
246.743 

36.030.079 
2.841 .878 
1.647.323 
2.406.074 
3.182.674 
1.907.730 
1.039.148 
1.998.513 
1.755.002 
1.774.561 
4.217.564 

914.821 
984.537 

2.113,034 
1.054.766 
2.866.743 
1.667.410 
3.219.653 
1. 1 00.044 
5.289.590 

Total $235.661.140 
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Table 2 

MATCH REQUIREMENTS FOR VIRGINIA'S TEN 
LARGEST FEDERAL FUND PROGRAMS 

FY 1979 Expenditures 

State Agency 
Program Federal Funds Match 

Highway Research, Plan-
ning & Construction $289,328,000 $ 50,247,000 

Medicaid 176,676,726 132,587,437 
Aid to Dependent 

Children 82,646,405 62,344,115 
Comprehensive Employment 

& Training (CETA) 69,964,879 None 
Title XX 64,893,001 5,341,795 
Educationally Deprived 

Children 51,384,777 None 
General Revenue Sharing 48,949,381 None 
National School Lunch 43,774,330 4,724,198 
Rehabilitative Services 19,817,800 5,459,745 
Employment Service 9

1
729

1
582 None 

Total $857,164,881 $260,704,290 

Source: Agency fiscal officers. 

Amount Agency 
Spent for Each 
Federal Dollar 

17¢ 
75 

75 

8 

11 
28 

30¢ 

Match amounts represent the State's obligation to the federal 
government to spend State funds. Infonnation on expenditures to meet 
this obligation should be centrally available. The Department of Ac
counts should require State agencies to report through CARS all match 
expenditures. 

Assumption of Costs. The federal government sometimes offers 
intergovernmental aid to 11seed 11 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 own. Seed money programs may be very attractive ini
tially, but when federal funding begins to diminish, recipients may be 
hard-pressed to finance the programs on a continuing basis. 

The largest single source of seed money in Virginia is the law 
enforcement assistance funding received by the Division of Justice and 
Crime Prevention (DJCP). These funds provided support for numerous 



programs, including some mandated by the State such as training for local 
law enforcement officers. In the 1980-82 biennium, DJCP estimates that 
the demand for general fund money to continue such projects could be as 
high as $5 million, and for 1982-84, almost $9 million. The State has 
already had to assume significant costs in order to continue some of 
these programs. A total of $3,266,500 was appropriated for the 1980-82 
biennium to fund the Department of Corrections' Academy for Staff Devel
opment. Until this time the academy had been funded 100 percent by Law 
Enforcement Assistance Administration (LEAA) funds. 

Under the Crime Control Act, the State's Council on Criminal 
Justice is responsible for establishing administrative policies, includ
ing the application of the cost assumption requirement. In 1974, in 
response to the LEAA General Counsel I s interpretation of what the act 
meant by "reasonable length of time" for cost assumption, the council 
adopted its current policy. The first three years of a continuing pro
gram are 100 percent federally funded, in the fourth year the federal 
government pays 50 percent of the costs, and in the fifth year the recip
ient must assume all costs for continuing programs. 

The problems that may be encountered are illustrated by the 
need, addressed by the General Assembly last session, to replace the 
federal funds used in law enforcement personnel training with State 
revenues. 

In 1977, the Council on Criminal Justice for the 
first time applied its cost asswrrption poliay to the 
administrative costs of training programs. F'z>evi
ously, training had been excluded at the council's 
option. 

Since the council realized LEAA funds would lJe 
diminishing, it wanted the State and localities to 
begin planning to assume program costs. Direat oosts 
for training would continue to be 100 percent feder
ally funded as long as LEAA funds come to the State. 

Under the cost asswrrption policy, the State 
would have to begin assuming 50 percent of the costs 
in FY 1981 and 100 percent in FY 1982. An e:ceoutive 
steering committee consisting of members of the State 
Crime Corrunission, JLARC, and the Secretary of Public 
Safety, and ahaired by Senator Stanley C. Walker, 
reviewed the program with an advisory corrunittee and 
recommended that the program be continued through 
State funding of administrative oosts. 

In the Appropriations Act, the General Assembly 
appropriated the 50 percent matoh of $JOO, 000 from 
the general fund for 1981. For 1982, the General 
Assembly appropriated $360,000, 60 percent of what is 
needed. Localities may have to pay the remaining 
$240,000, or 40 peraent. Although final federal 
action has not yet ooen taken, it is anticipated that 
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LEAA direat training aosts may have to be asswned as 
early as FY 1982. This aould result in aosts to the 
State of $1.3 to $1.8 million per year. 

Thus, both the State and its localities will have to pay the 
cost of continuing a program initiated with federal funds. If law en
forcement funds are eliminated by the federal government, as is currently 
being considered, the cost will become much higher as direct training 
costs will also have to be funded if Virginia wishes to continue training 
its local law enforcement officers. 

Seed programs affecting the State generally operate on a much 
smaller scale and have a more limited duration, as in the fol lowing 
examples: 

A Minority Business Development grant to the 
Offiae of Minority Business Enterprise will be re
duaed between FY 19'19 and FY 1982 from $139, '100 to 
$49,000 in federal funding, while State support will 
inarease from $46, 5'10 in aash and in-kind matah to 
$121,800 general fund aash matah. 

* * * 

A Developing Institutions grant to J. S. 
Reynolds Community College is saheduled to dealine 
from $366,000 in FY 19'19 to $200,000 in FY 1982, 
while State support inareases from $44,000 to 
$225,000. 

Seed programs can be benefi ci a 1 from both State and federa 1 
perspectives. The federal government is able to encourage recipients to 
develop programs that will promote federal objectives. When these objec
tives are similar to those of Virginia, the State is able to take advan
tage of federal funding to pay program start-up costs. 

As the DJCP law enforcement training program illustrates, 
however, the State must constantly be aware of the potential long-tenn 
effects such agreements may have. The State should, therefore, partici
pate in federal programs with cost assumption requirements only when the 
long-tenn benefits of the program can justify State funding beyond the 
life of federal funding. 

Maintenanae of Effort. When intergovernmental aid is intended 
to support or expand an activity in which the State is already involved, 
the federal government may prohibit substituting State dollars with 
federal dollars. The recipient may be required to maintain the same, or 
some other approved, level of effort it gave the program before federal 
involvement. Some examples of maintenance of effort include: 

The funds reaeived by the Virginia State LibraPy 
(VSL) through a Library Serviaes and Construation Aat 
program illustrate a federally-assisted program with 
a maintenance of effort requirement. VSL must spend 



at least the amount of money it spent in the seoond 
previous year to reoeive the federal funds this year. 

As a result, $ 3. 4 mil lion in State funds was 
required to be spent in FY 1979 to receive $1 million. 
VSL has not had trouble meeting the requirement, but 
if the State considers r>eduoing VSL 's appropr>iation 
in the future, a loss of $1 mil lion in feder>al funds 
oould result. 

* * * 

The Air Pollution Control Board must maintain 
the level of effor>t it expended the previous year 
($1.5 million in FY 1979) to reoeive over $1 million 
in feder>al funds each year>. 

* * * 

The Division of Mined Land Reclamation is re
quired by the Surface Mining Control and Reolamation 
Aot to maintain the level of effort expended in 1978. 
The division has been spending about $1. 2 million to 
r>eceive $3 million. In 1982 this will beoome a 50/50 
matoh program, and State oosts and obligations will 
be greater. 

In cases such as these, maintenance of effort requirements can 
affect budget decisions. 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 loss of the federal contribu
tion. In each of the three examples above, State budget cuts that bring 
the programs below the previous year's expenditures could be met with the 
loss of over $1 million in federal funds. 

By taking advantage of federal funds which involve matching or 
maintenance of effort agreements, the State loses some of its budgetary 
flexibility. Shifts in resources from programs involving such agreements 
are difficult because of the potential loss of federal funding. Budget
ary flexibility is also limited by cost assumption agreements because the 
State commits itself to a higher level of expenditure and must dedicate 
new revenues to fulfill long-tenn commitments. 

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 feder
al 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 demonstrations of influence which 
best illustrate the scope of federal impact. These include broad grants 
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of authority, influence over program priorities, influence over spending 
priorities, and influence over legislative decision-making. 

Broad Grants of Authority. Broad grants of statutory authority 
are usually given by the legislature to State agencies which administer 
programs 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. In a review of the authorizing 
legislation for the agencies that received over $10 million in federal 
funds in FY 1979 (excluding institutions of higher education), it was 
found that six of the seven State agencies had such broad grants of 
authority (Table 3). 

That such broad grants of authority are considered necessary to 
comply with federal requirements illustrates a recognition of continuous 
federal involvement in program policy and management. These grants 
establish a legislative intent that agencies possess necessary flexibil
ity to comply with federal requirements. 

Infl.uenae Ove1' P1'io1'ities. 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 the Developmental Disability Aat of 1978, 
Cong1'ess ahanged its definition of "developmental 
disabilities." P'l'eviously, the definition ws aate
go1'iaal and persons with mental 1'etardation, epilep
sy, ae1'eb1'al palsy, o1' autism were eligible for 
se1'vices. 

The 1978 aat 's definition beaame functional. 
Pe1'sons we1'e eligible if they had an irrrpaiment that 
resulted in substantial functional limitations in 
three or more of the following a1'eas: self-aare, 
language, learning, mobility, self-direction, capac
ity for independent living, and economia suffiaienay. 

Unde1' the new definition, individuals a1'e eligi
ble fo1' se1'Viaes rega'l'dless of the category of the 
impairment if they have seVe1'e funational limita
tions. 

The new definition changed the alient g1'oup fo1' 
the Developmental Disabilities Planning Council and 
the Developmental Disabilities P1'otection and Advoca
ay Offiae. Those for'merly ineligible--fo'l' example, 
pe1'sons who a1'e deaf--can now reaeive services. 

The aouncil has had to engage in an extensive 
outreach effort to notify p1'ospeative clients of 
available serviaes and began to fund projects under 
the new crite'l'ia on July 29, 1980. 



Table 3 

BROAD GRANTS OF STATUTORY AUTHORITY GIVEN 
TO STATE AGENCIES TO COMPLY WITH FEDERAL REQUIREMENTS 

HIGHWAY AND TRANSPORTATION COMMISSION 

Cor.rpZianae !Ji.th Federal Aats--To comply fully with the provisions of the present or future 
federal aid acts, the Commission may enter into all contracts or agreements with the 
United States government and may do al 1 other things necessary to carry out fully the 
cooperation contemplated and provided for by present or future acts of Congress for the 
construction, improvement and maintenance of roads. Section 33. 1-12(5). 

VIRGINIA EMPLOYMENT COMMISSION 

State-Federal Cooperation--In the administration of the provisions in Section 60.1-51.1 of 
this Act, which are enacted to conform with the requirements of the Federal-State Extended 
Unemployment Compensation Act of 1970, the Commission shall take such action as may be 
necessary (1) to ensure that the provisions are so interpreted and applied as to meet the 
requirements of such Federal Act as interpreted by the United States Department of Labor, 
and (ii) to secure to this State the full reimbursement of the federal share of extended 
benefits paid under tMs Act that are reimbursable under the Federal Act. Section 60.1-
44. 

OFFICE ON AGING 

General PG1Jers of Offiae--To accept grants from the United States government and agencies 
and instrumentalities thereof and any other source. To these ends, the Office shall have 
the power to comply with such conditions and execute such agreements as may be necessary, 
convenient or desirable. Section 2.l-372{c). 

DIVISION OF JUSTICE AND CRIME PREVENTION 
and 

COUNCIL ON CRil1INAL JUSTICE 

PG1Jers and Duties of Division and Counail--To do all things necessary on behalf of the 
Conunonwealth of Virginia and its units of general local government, or combinations there
of, to secure the full benefits available under the Omnibus Crime Control and Safe Streets 
Act of 1968 and any amendments thereto, and under other federal acts and programs designed 
to strengthen and improve law enforcement, the administration of criminal justice and 
delinquency prevention and control throughout the State, and in so doing to cooperate with 
federal and State agencies, departments, and institutions, private and public agencies, 
interstate organizations, and individuals to effectuate the purposes of those acts, and 
any amendments thereto, and the purposes of this chapter. Section 2.l-64.24{h). 

DEPARTMENT OF REHABILITATIVE SERVICES 

PG1Jers and Duties of Direator--To accept grants from the United States government and 
agencies and instrumentalities thereof and any other source and, to these ends, to comply 
with such conditions and execute such agreements as may be necessary, convenient or desir
able. Section 2.1-580.3. 

DEPARTMEtlT OF WELFARE 

Cooperation !Ji.th Federal Agenaies--The Department shall cooperate with the federal Depart
ment of Health, Education and Welfare, and any other agencies of the United States, in any 
reasonable manner that may be necessary for this State to qualify for and to receive 
grants or aid from such agencies for auxiliary grants, social services, rehabilitation, 
personal adjustment, library and education services to the blind or visually handicapped 
in conformity with the provisions of this title, including the making of such reports in 
such form and containing such information as such agencies of the United States may from 
time to time require, and to comply with such provisions as such agencies of the United 
States may from time to time find necessary to assure the correctness and verification of 
such reports. Section 63.1-81. 

Source: Code of Virginia. 
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As a result of the clefinitional change, the 
client group is expected to {J'l'OW from appro:cimately 
two percent of the State population to three percent. 

In other cases, program changes may exclude some clients from 
continuing services. 

The Rehabilitation Act of 1973 produced a major 
shift in the services and direction of the Department 
of Rehabilitative Se'l'Vices. °Pr'ior to 1973, Virginia 
l.cJas using federal pro{J'l'am money to serve the physi
cally, mentally, and emotionally handicapped. 

The neiv priorities required that the sevez>ely 
disabled be given service priority. Some Virginia 
programs had to be z>educed, others eliminated. 
Included were programs in correctional institutions, 
welfare programs, and school pr>ograms. 

With recent cutbacks in funding under the pro
gram, the Department of Rehabilitative Se'!'Vices has 
announced that se'!'Vices to the non-severely handi
aapped will have to be further reduced. Those cur
rently being se'!'Ved will continue in programs until 
their aase is closed, but neiv clients will not :re
ceive services. 

Influence Over Spending. In some cases federal actions design
ed to affect State priorities are implemented through spending decisions 
rather than direct mandates. In the following example, the mentally 
retarded were included as a group eligible for Medicaid to upgrade State 
facilities for the mentally retarded. The State subsequently spent $20 
million renovating facilities to qualify for funds. 

Amendments to Title XIX of the Social Security 
Act (PL 89-97) macle the institutionalized mentally 
:retaro..ed eligible for Medicaid covez>age, providing 
that institutional facilities met certification 
standards. 

In 1970, the Commission on Mental, Indigent, and 
Geriatric Patients recommended that "maximum use be 
made of all applicable federal funding programs for> 
the purpose of strengthening services to the mental, 
indigent, and geriatric patients." As a result, the 
Department of Mental Health and Mental Retardation 
began to use funds available as reimbursements 
through Medicaid and Mediaa:t>e. 

The State appropriated $20 million to substanti
ally :renovate its mental retardation institutions to 
meet the standaro..s of quality for services and facil
ities established by the federal programs. 



The impact of this influence over spending is demonstrated by 
the fact that, in 1980, in all but one institution, 100 percent of the 
beds were certified for Medicaid. 

Influenae Over Legislative Deaision-Making. A final manifesta
tion of federal policy and program influence is in the area of legisla
tive decision-making. A particularly forceful exercise of such influence 
occurred during the 1980 Session of the General Assembly when the legis-
1 a tu re debated the cos ts of complying with requirements of the Environ
mental Protection Agency. 

At the 1980 Session of the General Assembly, the 
U. S. Environmental f>raoteation Agenay threatened 
Virginia with funding and eaonomia growth sanations 
if an aaaeptable auto emission inspeation and mainte
nanae bill was not passed. 

An estimated $250 million in federal funds, 
inaluding highway and sewage treatment projeat mon
ies, was said to be endangered. In addition, air 
quality permit appliaations for shopping aenters and 
heavy industry aould be suspended, stifling eaonomia 
growth. 

An EPA representative went so far as to lay out 
before a Virginia Senate aommittee "base minimums for 
aorrrplianae" and to state that a partiaular bill had 
been ''approved by EPA." Many legislators objeated to 
this blunt exeraise of influenae, but the potential 
sanations were enormous. 

After aonsiderable resistanae, the "approved" 
bill (HB 116) was finally passed. It provides for an 
auto emission inspeation and maintenanae program in 
the Northern Virginia and Riahmond areas beginning in 
1982, and the setting of standards by the Air Pollu
tion Control Board. To administer the program, 
$1,346,097 was appropriated. 

The EPA case illustrates how a wide range of federal sanctions 
can be brought to bear on a relatively narrow issue. Federal influence 
over the General Assembly's decision-making manifests itself frequently. 
It appears in the fonn of threatened sanctions. It appears in the broad 
grants of authority delegated to State agencies by the legislature. 
Federal influence is also evident in the myriad legislative decisions 
which appropriate federal funds. It cannot be said that federal influ
ence removes legislative prerogatives in these areas. However, faced 
with the potential loss of federal funds if certain decisions are not 
made, legislative options and prerogatives are unquestionably con
strained. 
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Administrative Influence 

The final major category of federal influence is in the organi
zational and administrative requirements placed on State government. 
Practices are prescribed to help ensure that programs are conducted 
efficiently and effectively and that funds are used for legitimate pur
poses. Individually, many of the requirements do not appear significant, 
but taken collectively, the extent of federal influence on program admin
istration is substantial. 

Influences have been found in all major phases of administra
tion, including accounting, program reporting and evaluation, and person
nel. Often the State must bear the costs of federal requirements. 

Aaaounting. All federal programs detail financial management 
and reporting procedures to be used with their funds. In some cases, 
State agencies have to meet two sets of requirements, one for the State 
and one for the federal government. 

The Offiae on Aging aolleats data to aorrrply iuith 
fedePal aaaroual 1'epo1'ting PequiPements. The State 
1'equi1'es aaaounting on a modified aash basis, Pe
fleating aatual e:r:pendituPes and aash balanaes. 
Aaaroual aaaounting, 'IJ]hiah inaludes not only aatual 
e:r:penditu1'es but also obligations inau1'1'ed, 'IJ]aS

1'equi1'ed fo1' fedePal PepoPts beginning in 1978. 

FedePal agenaies aroe not allO'IJ]ed to 1'equi1'e 
states iuith diffePent aaaounting systems to modify 
thei1' systems, but they aan 1'equi1'e aaaroual Pepo1't
ing. 'l'his 1'equi:r>ement has plaaed a buroen on the 
Offiae on Aging to aol leat infoPmation on obl-igations 
fPom its subg1'antees. 

Not all agencies find the requirement to be a hardship. The 
Virginia Employment Commission must also report on an accrual basis, but 
it has been under the requirement since 1946. It implemented an auto
mated accrual accounting system in 1970, eight years before the State 
automated its cash accounting system. 

P'l'ogPam RepoPting and Evaluation. Increasingly, the federal 
government is demanding more documentation of program activities and 
results. Fulfilling these requirements can be costly and, as the follow
ing examples demonstrate, the demands are not always accompanied by 
additional federal funds. 

By Oatobe1' 1982, the Developmental Disabilities 
Planning Counail is to have aorrrpletely developed and 
irrrp lemented a fedePal ly PequiPed evaluation system. 

The mandated system 'IJ]ill be used to t1'aak ali
ents in p1'og1'ams funded by the Developmental Disabil
ities Planning Counail. No additional funds have 
been p1'oVided by the fede1'al govePnment to meet this 
1'equi1'ement. 



The aounail's alternatives for this system's 
development and implementation inalude: 

•Tie in with the Department of Mental Health and
Mental Retarod.ation's plans for a alient monitor
ing system, at yet unknown aosts.

•Develop a stand-alone system to meet the re
quirement, at a probable aost of $2-J million.

•IJraop out of the progrcun and forfeit $1 million
in federal support for people with developmental
disabilities.

If the cost of es tab 1 i sh i ng the ev a 1 ua t ion sys tern proves to be 
too �igh, the State will have to consider foregoing the federal funds it 
receives. In another case, a State agency was recently required by the 
Department of Health, Education and Welfare to provide annual evaluations 
of its subgrantees' programs for compliance with cross-cutting require
ments. 

Beginning in 1980, the Department of Eduaation 
must evaluate the voaational eduaation progrcuns of 
its 174 subgrantees for aomp l ianae with the nondis
arimination provisions of the Civil Rights Aat. 

The l'equil'ements for the evaluations are very 
speaifia, inaluding that 20 peraent of all the ser
viae providers must be evaluated eaah year, and that 
25 peraent of the evaluations must be conduated 
on-site. 

This means that J5 evaluations must be aonducted 
annually, and nine of these must be on-site. The 
department estimates that it will take three or four 
days for a tecun of eight or nine evaluators to aom
p lete eaah on-site l'eview. 

The department estimates that the cost of imple
menting these evaluations will be $157,015. The 
fedel'al government imposed the requirement without 
pl'oviding any additional funds for administration. 

Personnel. The federal government has an impact on State 
employment practices in a number of ways. rtost prominent among these is 
prohibiting discrimination against applicants on the basis of age, sex, 
race, and religion in federally-assisted programs. 

To ensure that persons are employed on the basis of their 
ability to do a job, and not due to non-job-related characteristics, the 
federal government sometimes requires a system of personnel administra
tion based on merit for programs it funds. Recipients of funds through 
designated programs must meet merit system standards established by the 
federal government. 

27 



28 

Personnel standards are among the oldest federal standards, and 
to comply with them the State established the Joint Merit System in 1942. 
Virginia has chosen to restrict the system to agencies administering 
programs which are required by the federal government to be covered. 
During FY 1979, 12 State agencies and over 12,000 State positions were 
covered by the requirement (Table 4). Some positions in local government 
agencies on welfare, aging, and emergency services have also been 
covered. 

Table 4 

POSITIONS COVERED BY THE JOINT MERIT SYSTEM 
(As of May 1980) 

Total Positions = 12,257 

Agencies Entirell Covered Agencies Partialll Covered 

Department of Welfare 5,623 Commission for the Visually 
Department of Health 4,216 Handicapped 
Virginia Employment Department of Mental Health 

Commission 1,921 and Mental Retardation 
Office of Emergency and Department of Labor and 

Energy Services 147 Industry 
Office on Aging 25 Department of Personnel 
Governor's Employment and and Training 

Training Council 20 
Developmental Disabilities 

Planning Council 7 
Developmental Disabilities 

Protection and Advocacy 
Office 6 

Source: Joint Merit System administration. 

110 

45 

96 

41 

Federal merit standards are met by the State's regular person
nel system in most respects, except for recruitment and selection on the 
basis of performance on competitive examinations. This requirement often 
results in long delays in filling positions because valid exams must be 
developed, administered, and scored before applicants can be interviewed 
(Figure 3). 

The Joint Merit System is currently experiencing difficulty in 
the validation of exams. Only 107 of approximately 600 exams have been 
validated, resulting in the State being sued three times in the past two 
years for allegedly using invalid exams. Although completion of the test 
validation studies is a priority, it takes approximately a month to do 
each exam and, with the staff currently available for this type of analy
sis, the Department of Personnel and Training estimates that validation 
may not be completed for up to three years. This delay potentially opens 
the door to more suits by applicants. 



Figure 3 

RECRUITING DIFFERENCES IN 
STATE AND JOINT MERIT SYSTEMS 

JOINT MERIT SYSTEM 

SELECT AN 
APPLICANT 

TOP 5 
SCORERS 
INTERVIEWED 

POSITION OPEN 

REGULAR 
STATE SYSTEM 

�.-----
� POSITION FILLED 

Source: JLARC representation of Joint Merit System information. 

Federal influence is an unavoidable consequence of the State's 
receipt and use of federal funds. As a rule, when the State accepts 
federal funding, it accepts the influence which accompanies the funding. 
While the State may accept this circumstance as a rule, the State's 
interpretation of actions necessary to comply with federal requirements 
can differ significantly with that of the administering federal agency. 
Such differences produce a variety of State-federal conflicts. 

State-Federal Conflicts 

State-federal conflicts over programs receiving funds are 
inevitable given the multitude of requirements, the magnitude of federal 
funding, and the pervasiveness of federal influence. Most State agency 
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personnel interviewed by JLARC emphasized that, although federal require
ments were sometimes unwelcome, they were rarely onerous and usually 
represented an acceptable 11cost of doing business 11 with federal grantors. 
At the same time, given the scope of activity, there are numerous exam
ples of State-federal conflicts. 

The Attorney General's office identified 17 conflicts between 
State agencies and five federal departments during the 1978-80 biennium. 
In addition, several dozen equal opportunity and civil rights cases 
initiated by individuals were identified. Federal funds for some pro
grams were suspended pending resolution of these conflicts but no signi
ficant amount of funding was actually lost. 

Most of the conflicts concerned compliance with requirements 
attached to individual federal programs. Some of the federal agencies 
alleging noncompliance with program-specific requirements were the Envi
ronmental Protection Agency and the Departments of Labor, Interior, and 
Health, Education and Welfare. 

One dispute caused the withholding of funding for a multi
mill ion dollar program for almost six months. 

The DepaPtment of Health, Eduaation and WelfaPe 
withheld FY 1980 funding fol' the State's voaational 
eduaation pPograms beaause the method by whiah the 
State alloaated funds to aommunity colleges allegedly 
did not aorrrply with regulations. 

The fedePal govePnment pPevious ly appPoved 
ViPginia's funding pPoaedUPe, even though the Pegula
tion beaame effeative in October of 1977 and Virgin
ia's 19?9 State plan had used the earlier pPoaedure. 

The funding was aut off fol' all pPograms, in
aluding those in seaondary sahools and four-year 
aolleges, fPom July 1, 19?9, until DeaembeP ?, 1979,

when a tentative Pesolution was r>eached. 

ViPginia's fisaal year alloaation of $16 million 
was r>etr>oactively Pestor>ed. However>, aolleges and 
schools wer>e r>equired to either use their own re
sour>ces to cover the six-month gap of almost $8 
million in federal funding, or> postpone planned 
activities and projects. 

Cons·ider>able disPuption occuPred in vocational 
education because the funding of sever>al constr>Uction 
projects was del ayed, and a laPge poPtion of the 
funds had to be car>Pied over into the next fiscal 
yeaP. Further, the tentative r>esolution provided fol' 
re lease of the aommuni ty college po Pt ion only after 
the State implemented the new system for> distPibu
tion. 



The State aompleted this proaess and full fund
ing for the aommunity aolleges was released in May 
1980, 'IJJith just two months left in the State fisaal 
year. 

Even though the violation of the al location requirement applied only to 
the Community College System, funding for the State's entire program was 
withheld, causing an adverse impact to a number of State and local educa
tional systems. 

The fo 11 owing is an examp 1 e of a suspension of funding which 
affected the programs of a single State agency. 

The U. S. Department of the Interior temporarily 
suspended funding for a regulatocy enforaement pro
gram operated by Virginia's Division of Mined Land 
Realamation. At issue was the State's interpretation 
and enforaement of federal regulations on surfaae 
mining. 

The suspension was in plaae from Marah 24, 1979, 
through August 10, 1979, and resulted in the 'IJJith
holding of appro:cimately $500,000. The agenay was 
able to use its other resouraes to aontinue the 
program until, after a series of negotiations between 
federal and State offiaials, the dispute was resolved 
and the funding was restored. 

As the examples illustrate, disputes with federal agencies 
regarding program requirements can delay the State's receipt of large 
amounts of funding. This places a burden on the State to provide interim 
financing for affected programs. 

Most of the conflicts arising from cross-cutting requirements 
involved nondiscriminati'on provisions. These conflicts typically focused 
on allegations of race and sex discrimination in employment. 

No instances of actual delays or suspensions of federal funding 
resulting from these disputes were reported. However, a potentially 
severe loss of funding was threatened in one case. 

In early 1978, the Department of Health, Eduaa
tion and Welfare notified Virginia that further 
delays in adopting an aaaeptable plan for integration 
among 41 publia higher education institutions would 
result in a autoff of HEW funding to these institu
tions. 

Although civil rights laws had been appliaable 
to states sinae 1972, HEW and Virginia had not 
reaahed agreement on a desegregation plan. 
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Potentially, the flow of over $JOO mil lion to 
the State aould have been halted. '!'he matter was 
finally resolved in .January 1979 after an e:ctended 
period of intense negotiations. 

Because cross-cutting requirements do affect a wide range of 
federal programs, the potential loss of federal funding can reach enor
mous proportions. 

A review of compliance conflicts involving both program-specif
ic and cross-cutting requirements indicated that federal agencies are not 
reluctant to cut off funding. To enforce its position, the federal 
government has the option of withholding funds for the specific program 
and State agency involved in a conflict, for the entire program, or even 
possibly a large number of programs. 

In some instances, the withholding of federal funds places 
serious stress on the State•s resources to carry out budgeted programs 
pending resolution. Even if no funds are lost, the State experiences 
costs in terms of personnel used to negotiate or litigate disputes and of 
its resources tied up to continue programs when federal funds are tempo
rarily withheld. 

Actions Available to the State 

Virginia could avoid federal influence and resulting conflicts 
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 consequences of 
federal influence. Options are available to the State short of withdraw
al from programs through administrative, legal, and political channels. 

Administrative Options 

State-federal conflicts often arise at the program or implemen
tation level and they can frequently be resolved there. Federal programs 
and their accompanying rules and regulations often are developed with 
opportunities for input. Administrative options also exist for the State 
to seek waivers to some requirements. 

Rule-Making Inputs. Administrative rule-making procedures 
allow interested parties to comment on rules and regulations as they are 
being developed. The State can use this opportunity to try to ensure 
that the regulations do not conflict with State policies and practices. 
Although participation in the process does not guarantee success, it does 
provide the State with the opportunity to mitigate arbitrary regulations 
which do not take Virginia 1 s interests into account. 



Waivers. Provisions for waivers of some requirements are 
sometimes available in federally-funded programs. Some waivers apply to 
individual programs, while others apply to all programs due to central 
federal directives. 

One broad requirement applicable to many programs is subject to 
such a general waiver. Many federal programs require that a single state 
agency be established to administer grant programs. Congress, in the 
Intergovernmental Cooperation Act of 1968, allows for the waiver of such 
requirements at the request of a state if the head of the administering 
federal agency is given "adequate showing that such provision prevents 
the establishment of the most effective and efficient organizational 
arrangements within the State government • • • 11 

Flezibility. There is often a degree of flexibility in feder
ally-funded programs that can be used to the State's advantage. In the 
following case, an agency used a program's flexibility to select an 
option favorable to the department. 

The Department of Welfare (SDW) used a Depart
ment of Health, Eduaation and Welfare program provi
sion to merge HEW funding with that provided by 
another agenay for a similar program. 

In the Fuel Assistanae program that was initi
ated in 19?9, SDW roeaeived funds fr-om both HEW and 
the Community Seroviaes Administration (CSA). SDW had 
the option of using HEW funds to supplement the CSA 
program or to establish a separate program. 

SDW decided that a merger of the funding into a 
single program would be moroe efficient and adequately 
serve the target population. 

Effective agency management of federally-funded programs in
cludes knowledge of administrative options the State has. Where appro
priate, administrative resolutions of State-federal conflicts should be 
sought. Where they are not adequate or successful, however, there are 
legal and political forums available. 

Legal Options 

Few legal principles have been established in the area of 
intergovernmental aid. It is generally recognized that traditional rules 
of contract law do not apply to the granter-grantee relationship that 
exists between federal and state governments. There is a consensus, 
however, that recipients of federal funds do have rights, including 
withdrawal from programs and legal and political redress. 

Paramount among the rights of the state is refusal of federal 
funds. A state can withdraw from any grant program offered by the feder
al government. There is no continuing obligation to receive federal 
funds and operate programs. 
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Withdrawal is not a practical course of action, however, when a 
state disputes cross-cutting requirements such as those dealing with 
environmentdl protection, nondiscrimination, labor standards, and access 
by the handicapped. Withdrawal in these cases would amount to an almost 
complete withdrawal from the intergovernmental aid system, and the loss 
of huge amounts of federal aid. 

Virginia has the right to challenge in court most federal 
decisions with which it disagrees. The requirements of standing are met 
by the State to use the courts as long as the dispute actually poses hann 
to the State's interests, such as the tennination or suspension of fund
ing for a program. 

\�hen federal legislation for a program provides an adminis
trative appeal process, however, a state must seek a resolution under 
available administrative procedures before it can obtain judicial review. 

Finally, it is important to note that, in most cases, the 
courts and Congress have not afforded the states the right to due pro
cess. That is, the state does not generally have the right to notice and 
a hearing prior to a federal agency taking an action, even when the 
action may have severe and immediate consequences to the state, such as 
tennination of funding. 

Political Options 

Political avenues are also available to Virginia for seeking 
favorable resolution of conflicts with the federal government. These 
avenues include appeals to the State's congressional delegation, appeals 
to the President or his advisors for intervention, and enlistment of 
support from other states for a unified stand on common issues. 

Although political action is perhaps the fastest and most 
direct method of settling disputes, it is practical only for issues of 
major consequence. 

Conclusion and Recommendations 

Agency participation in federally-funded programs can require 
major policy, budgetary, and program commitments of the Commonwealth. 
For this reason, the General Assembly should be kept fully infonned of 
significant policy and program impacts resulting from federally-mandated 
requirements. This can be accomplished by amending the 1980-82 Appropri
ations 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 approvals 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 
Act should be amended to require the Governor to identify for each ap
proved request the anticipated budgetary, policy, and administrative 
impacts of significant program requirements which accompany the funding. 

Section 4-3.0S(b) cal ls for the Governor to prepare for each 
agency a written reconciliation of the difference between revenues autho
rized for expenditure and estimates contained in the budget bi 11. The 
reconciliation is to emphasize: 

• • •  The identification of programs that were initi
ated, expanded, or which underwent a significant
change in anticipated levels of effort during the
previous year as a 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 l of each year. 

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

As evidenced by the receipt of almost one-half billion dollars 
in federal funds in FY 1979, local dependence on federal funds is great. 
Participation in federally-funded programs provides valuable resources to 
all Virginia localities. However, the ability of Virginia localities to 
identify and seek federal funds varies significantly. Some localities 
have special staffs to identify and apply for federal funds. Others have 
minimal capabilities. Although the Department of Intergovernmental 
Affairs has statutory responsibility to assist localities in seeking 
federal grants, this function has been given low priority. 

Recommendation (3). The Secretary of Administration and Fi
nance should review the Department of Intergovernmental Affairs' present 
priorities and procedures with localities to ensure that its legislative 
mandate is satisfied and that all Vir•ginia localities have adequate 
info!'mation and e:x:pertise to identify and solicit federal funds. 

Of the 125 State agencies that reported spending federal funds 
in FY 1979, 101 agencies provided matching funds. The State's central 
accounting records, however, identified less than one-third of the 
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 funds 
should be consistently represented in the Commonwealth's Accounting and 
Reporting System (CARS). The Department of Accounts should require State 
agencies to use the capability of CARS to record match e::;pendi tures. 
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III. Controls on Federal Funds

Federal programs provided $1.2 billion in FY 1979 to fund 
services and activities of State government. These funds are a valuable 
resource which must be managed efficiently and effectively. 

Control of cash flow is important in managing federal funds. 
However, JLARC 1 s review of management procedures found that some agencies 
use i neffi ci ent procedures for the receipt and expenditure of federal 
funds. In particular, problems were found regarding reimbursement pro
cedures, indirect cost recovery, payments to subgrantees, and general 
fund loan procedures. JLARC identified an additional $286,000 in invest
ment revenue that could have been gained by better cash fl ow management 
practices by agencies. Also, Treasury loans totaling $7 million for 
advance financing of federally-funded programs could have been avoided. 

Alterations in existing policies of managing and controlling 
federal funds were encouraged in Administration and Finance Directive 
1-80. While the directive addressed important policy concerns, it will
require agency action to fully correct present weaknesses.

Reimbursement Procedures 

There are three basic mechanisms for receiving federal funds: 
cash advance, letter of credit, and reimbursement (Figure 4). The most 
favorable mechanisms for the State are cash advances and letters of 
credit which provide federal funds as needed to meet program expendi
tures. The Office of Management and Budget (0MB) has fonnally encouraged 
federal agencies to utilize these two mechanisms rather than reimburse
ment arrangements when dealing with state and local programs. 0MB has 
also stated that a letter of credit is to be used instead of cash ad
vances when the funded program lasts 12 or more months and involves 
$120,000 or more. 

The reimbursement mechanism is least advantageous to the State. 
When an agency expends State funds and is later reimbursed with federal 
funds, the State loses the use of its funds until expenditures are reim
bursed. Because of the State Treasury's investment program, loss of 
return on unreimbursed funds averages about one percent per month. (The 
investment performance of the State Treasury during the 1978-80 biennium 
averaged better than ten percent.) 

Unnecessary Reliance on Reimbursement Method 

Despite the disadvantages of reimbursement financing, several 
programs have been unnecessarily operated on this basis, thereby tying up 
State funds and costing the State significant amounts of investment 
revenues. 

37 



38 

Figure 4 

MECHANISMS FOR RECEIVING FEDERAL FUNDS 
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Although a letter of aredit has been available 
sinae early 1976, the Corrunission of Game and Inland 
Fisheries received funds from the U. S. Fish and 
Wildlife Service on a reimbursement basis. From 
$400,000 to $800,000 in billings were usually out
standing, awaiting reimbursement by the federal 
government. 

Subsequent to JLARC inqu1-nes on the agency's 
use of reimbursement financing, the Corrunission of 
Game and Inland Fisheries arranged to establish a 
letter of credit 1JJith the U. S. Fish and Wildlife 
Service, effective July 1, 1980. 

This conversion to a letter of c'!'edit basis 
should make approximately $600,000 available for 
investment by the T'!'eaSUI'!f or for othe'l' uses. The 
return on the investment of this sum should approxi
mate $72,000 pe'I' year. 

* * * 



The Division of Justiae and Crime Prevention has 
a letter of aredit with the LcM Enforaement Assis
tanae Administration. The division distributes LEAA 
funds to other State agenaies and loaalities. 

DJCP routinely distributes State funds, and then 
makes a drawdown in the amount of the distribution. 
This praatiae is aomparable to a reimbursement aP

rangement and has the same disadvantages. 

The average amount of distl'ibuted State funds 
that has been expended but not l'eimbul'sed at any 
given time is about $200,000. 

Better use of the DJCP Zettel' of al'edit to draw 
down federal funds as needed to meet distl'ibutions 
would al low the Treasury to invest these othel'Wise 
aorrunitted State funds. 

Eaah drawdown should be deposited prior to, but 
as alose to as possible, the time the distributions 
are made. The appro:i:imate investment return on these 
monies would amount to $24,000 annually. 

* * * 

The State Department of Agriaulture and Conswner 
Serviaes is paid by the U. S. DepaPtment of Agriaul
tul'e for one-half of its expenses in aonduating a 
meat and poultPy inspeation pPogram. 

Payments totaling $668,321 were reaeived from 
the USDA in FY 1980 thPough monthly reimbul'sements. 
However, the Department of Agriaul ture and Conswner 
SePviaes has a letter of aredit and aould have re
quested payments as needed to aover expenditures. 

Proper use of the letter of aredit would have 
inareased the funds available for investment by the 
Treasury. Approximately $6,000 in investment reve
nues would have been generated in FY 1980 by proper 
use of the letter of aredit. 

In these three cases, the unnecessary use of reimbursement 
arrangements reduced State funds available for investment, resulting in 
the loss of an estimated $102,000 annually. 

A&F Directive 1-80 recognized the problem created by poor cash 
flow management by directing that agencies use letters of credit and cash 
advances when available. The Department of Planning and Budget, which 
has responsibility for implementing the directive, should review each 
agency reimbursement arrangement to ensure that the most advantageous 
mechanism is used. 
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Timing of Requests for Reimbursement 

A problem with reimbursement procedures was noted in regard to 
the timing of agency requests for reimbursement. Some federal programs 
do not a 11 ow the use of 1 etters of credit or cash advances. In these 
cases, agencies need to submit reimbursements as frequently as possible 
to minimize the time that State funds are tied up. This would reduce the 
average amount of unreimbursed funds outstanding and increase the invest
ment return on those funds. 

The review found several instances of agencies delaying for 
long intervals before requesting payment. 

The Vil'ginia Community Col Zege System l'eaeived 
fedel'al funds fl'om the State Depal'tment of Eduaation 
to pl'ovide voaational eduaation pPogPams. The tel'ITls 
of the aontl'aat al lOIJ)ed VCCS to submit l'equests fol' 
l'eimbul'sements on a qual'tel'ly basis. 

However', VCCS submitted these Pequests only 
semiannually. As a Pesult, the avel'age monthly 
e:x:penditul'es fl'om State funds Wel'e $150,000 mol'e than 
would be needed if l'eimbul'sements Wel'e submitted 
qual'tel'ly. Investment by the Tl'easu!"!f of this sum 
ovel' the pel'iod of a yea!' would pPoduae about $18,000 
in Pevenues. 

* * * 

The State Depal'tment of WelfaPe, thl'ough aon
tl'aats with othel' agenaies, l'eimbul'ses fol' Title XX 
soaial sel'Viaes pPovided by State agenaies. Agenaies 
al'e allowed to claim l'eimbul'sement as fl'equently as 
monthly, with SDW pPoviding fedel'al funds thl'ough 
tl'ansfel's to the individual agencies. 

Dul'ing FY 1979 the State Depal'tment of Health 
and the Depal'tment of Mental Health and Mental Retal'
dation delayed Pequesting some l'eimbursements fol' up 
to 18 months. The l'esults of these delays included: 

•The unneaessa!"!f use of $1,604,485 in State l'e
soul'ces beyond the time that fedel'al funds wel'e
available.

•The Zoss of appPo:r:imately $63,000 in intel'est on
e:x:pended State funds.

* * * 

The UniVel'sity of Vil'ginia obtained a $6.4 
million gPant fl'om the 'Public Health Sel'Viae to 
assist in the constl'Uation of its new pPima!"!f aal'e 
center. The faaility was substantially aorrrpleted in 
July 1979. 



Beaause of aonf1,iats in the use of PHS funds 
with another federal grant aLJa.rded for the facility, 
no reimbursements under the PHS grant were permitted 
from late 1978 until Marah 6, 1980, when the matter 
was finally resolved. 

Yet, UVA did not sulxnit a billing to PHS until 
May 22, 1980, two and one-half months later. The 
amount of the reimbursement was $1,227,836. 

Another delay of one month occurred before the 
funds aould be collected beaause the billing, when 
aombined with other federal e:x:pendi tures, exaeeded 
the monthly letter of aredit maximum approved by the 
Department of Health, Education and Welfare. This 
was a foreseeable situation for which UVA should have 
requested an inarease in the maximum for the month of 
billing. 

If UVA had proaessed the billing and the related 
inarease in letter of aredit authorization more 
expeditiously, the reimbursement could have been 
aolleated as muah as thl'ee months earlier. The Zoss 
of investment revenue due to the delayed receipt of 
this l'eimbursement was approximately $37,000. 

* * * 

In Oatober 1977, the Department of Corrections 
reaeived approval from the Department of Planning and 
Budget to soliait food assistanae funds from the USDA 
to serve juveniles within youth-care institutions. 

Correations' central office compiled the insti
tutions' reports and made monthly requests to the 
USDA for reimbursement. 

A reorganization of the Department of Correc
tions beginning in September 1978 caused the program 
to go unmonitored, and l'eimbursement requests stopped 
being sent to the USDA. 

The institutions sti Z l provided the neaessary 
information to the aentral offiae; however, Correa
tions did not bill the USDA from September 19?8 until 
February 1980. 

After JLARC inquiries, Corrections obtained 
back payments aovering a 15-month period totaling 
$783,711. 

Had these funds been available to the State, 
$60,000 in interest could have been earned on State 
money needlessly used to finanae the program. 
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* * * 

Beginning in May 1979, James Madison UnivePsity 
entePed into a $436,883 aontPaat with the A:r'm!f Corps 
of EngineePs to aonduct aPcheology PeseaPah at a 
PesePvoiP site. ReimbuPsement Pequests tvePe submit
ted as late as five months afteP e:x:penditUPes had 
been made. 

If PeimbuPsements had been Pequested on a timely 
basis, the inaPease in funds on deposit in the State 
TPeasu:ry would ha.ve genePated about $4,000 in invest
ment Pevenues. 

* * * 

The State WateP ContPol Boal'd paPticipates in 
the National Dam Safety Pr>ogPam administePed by the 
Ar'TT1y Corps of EngineePs. FY 1980 Peaeipts undeP the 
pPOgPam WePe $121,786. 

The funds could ha.ve been Pequested on a monthly 
PeimbuPsement basis. HoweveP, PeimbuPsement Pequests 
typically aovePed a five-month pePiod. Thus, the 
investment Pevenue lost thPough the delayed Peim
buPsements totaled about $2,000. 

Although the interest lost on individual programs may seem to 
be small, in the aggregate, increased attention to cash flow management 
of federal funds may increase the opportunity to earn significant inter
est on investment revenues. Potential earnings of approximately $286,000 
that could have been realized from the programs above are summarized in 
Table 5. 

Table 5 

EXAMPLES OF ANNUAL INVESTMENT GAINS THAT 
COULD BE GAINED BY IMPROVED AGENCY CASH FLOW MANAGEMENT 

Agency 

Commission of Game and Inland Fisheries 
State Department of Health/Department of 

Mental Health and Mental Retardation 
Department of Corrections 
University of Virginia 
Division of Justice and Crime Prevention 
Virginia Community College System 
Department of Agriculture and Consumer Services 
James Madison University 
State Water Control Board 

Total 
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Estimated Annual Gain 

$ 72,000 

63,000 
60,000 
37,000 
24,000 
18,000 
6,000 
4,000 
2,000 

$286,000 



The receipt of federal funds by reimbursement should only occur 
when letters of credit or cash advances are not pennitted by the federal 
grantor. In addition, submitting reimbursement requests in a timely 
manner would reduce the State funds tied up while awaiting federal reim
bursement. Both of these practices are now State policy under A&F Direc
tive 1-80. Full implementation of this pol icy will free substantial 
funds, thereby increasing the cash on hand in the Treasury and generating 
additional revenues through the State's investment programs. 

Recovery of Indirect Cos ts 

JLARC found that some agencies do not recover administrative 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. 

Indirect costs have not been recovered fully in the following 
cases: 

Foz, FY 1980, the Commission on Outdooz, Recz,ea
tion has a negotiated indiz,ect cost rate of 1. 8 
percent with the Department of Intez,ior, and will 
z,ecovez, about $70,000 of administrative costs. 

Howevez,, the rate does not include costs of 
office space and othez, allowable items which the 
commission is pePmitted to include in the determina
tion of indirect cost rates. 

* * * 

The University of Viz,ginia z,eceives a number of 
fedez,al subgz,ants from other State agencies. Typi
cally, no indirect costs for UVA are budgeted by the 
State agency in the subgrant. 

Presently, UVA is conducting nine subgz,ants 
totaling ovez, $1. 5 million for which it cannot re
ceive indirect costs. 

The 1980-1982 Appropriations Act and A&F Directive 1-80 now 
require full recovery of indirect costs, unless exempted by the Governor 
or prohibited by the grantor. The Secretary of Administration and Fi
nance will need to monitor the indirect cost recovery rates of all State 
agencies to ensure compliance with General Assembly policy. 

Beginning in August 1980 with the promulgation of DPB Directive 
8-80, the Department of Intergovernmental Affairs has been charged with
offering comprehensive assistance to State agencies in identifying and
recovering indirect costs. DIA had offered similar assistance to agen
cies on a request basis since 1977. Under the new directive, DIA is
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responsible for reviewing all agency indirect cost proposals. This new 
procedure was adopted in response to Appropriations Act provisions re
quiring the full recovery of indirect costs. Developing an indirect cost 
allocation plan can be complicated, and some agencies are underrecovering 
costs to which they are entitled. A central agency with special knowl
edge of this subject can be helpful in identifying and justifying cost 
figures. 

Payments to Subgrantees 

A number of federal programs are set up so that a single State 
agency receives and, in turn, distributes federal funds to secondary 
recipients including other State agencies and local governments. These 
secondary recipients are considered 11subgrantees. 11 Generally, State 
agencies make payments to their subgrantees on a reimbursement basis. 
This practice imposes additional costs on the subgrantees because they 
must use other funds to finance program expenditures while awaiting 
reimbursement. 

The U. S. Office of Management and Budget has recommended that 
subgrantees be provided financing arrangements on the same basis as 
grantees. Thus, a State agency with a federal letter of credit can draw 
down federal funds as needed to make cash advances to subgrantees and to 
operate letters of credit with subgrantees. The following case illus
trates the burden placed on subgrantees. 

The State Department of Welfare (SDW) operates 
several programs, suah as Title XX, under whiah it 
provides federal funds to localities on a subgrant 
basis. The federal funds are available to SDW 
through a letter> of cr>edit, whiah means that the 
funds are unavailable to the State until they are 
dr>awn down for r>eimbur>sement of localities. 

However, localities have to use local funds to 
operate the programs for at least 30 days before 
reimbursements are processed by SDW. 

The combined aost borne by all localities pend
ing reimbursement is in the millions. The State has 
recognized the burden placed on loaalities by such 
programs and is aurrently developing a system whereby 
aheaks issued by loaal welfare boards will be drawn 
against the State Treasury. This system will elimi
nate the need for loaalities to operate as subgrant
ees. 

General Fund Loan Procedures 

Improved review needs to be given to the issuance of general 
fund loans in anticipation of reimbursement from federal sources. Loans 



are often made for amounts larger than an agency reasonably requires to 
meet its expenditures between reimbursements. As of February 1980, over 
$7 mill ion in loans was acknowledged to be outstanding in excess of 
agency needs. In some cases loans are made without identification of an 
adequate repayment source. 

Review of Loan Use 

When agencies receive federal funds by reimbursement arrange
ments, they generally seek approval from the Department of Planning and 
Budget for a general· fund loan to provide advance funding. The amount of 
general fund loans outstanding for federal programs has ranged from $13 
million to $54 million during the 1978-1980 biennium (Figure 5). Low 
points occur at the close of each fiscal year when old loans are repaid. 
However, new loans for the same purpose and in the same amount are fre
quently issued at the beginning of the following year. 

Figure 5 

GENERAL FUND LOANS FOR FEDERAL PROGRAMS 
1978-1980 Biennium 
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To assess the control over the issuance of loans, JLARC exam
ined the files maintained by the Department of Accounts for all loans 
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made in anticipation of federal revenues between July l, 1978, and Febru
ary l, 1980. A total of 133 loan authorizations were made to 58 State 
agencies. 

To test loan procedures, agencies with loan balances over 
$100,000 and outstanding for at least 18 months were reviewed in-depth. 
The 18-month period was selected because of the increased potential that 
loans outstanding this long could conceal a cash deficit. That is, loans 
are generally needed for the period of a grant, typically 12 months, plus 
a closeout period, typically several additional months. Therefore, the 
need for loans in excess of 15 months could be questionable. 

Loan renewal periods were included in computing the length of a 
loan. Also, individual loan periods separated by a month or less were 
combined when they involved the same program. 

The 14 agencies having loan balances meeting these criteria are 
listed in Table 6. Twenty-nine loan authorizations contributed to the 

Table 6 

AGENCIES HAVING LOAN BALANCES 
IN ANTICIPATION OF FEDERAL FUNDS 

OF AT LEAST $100,000 
FOR PERIODS OF 18 MONTHS OR MORE 

(February 1, 1980} 

Loans to Finance Specific Grants or Contracts 

Division of Justice and Crime Prevention 
Conmission of Game and Inland Fisheries 
Department of Mental Health and Mental Retardation 
Virginia Department of Transportation Safety 
Rehabilitative School Authority 
Department of Housing and Community Development 
Virginia School for the Deaf and Blind (Staunton} 
George Mason University 

Loans to Finance University-Sponsored Programs 

Virginia Institute of Marine Science 
State Board of Community Colleges 
Virginia Tech - Research Division 
University of Virginia 
Virginia Tech - Extension Division 
College of William & Mary 

Total 

Loan Balance* 

$ 7,500,000 
2,525,930 
1,194,633 

955,400 
346,700 
ll 1,000 
100,000 
100,000 

$ 4,825,531 
2,500,000 
1,500,000 
1,200,000 

400,000 
100,000 

$23,359,194 

*Loan balances for some agencies have increased or decreased during
the period reviewed due to loan additions and repayments.

Source: Department of Accounts. 



total loan balance. The loan balance for these agencies represented 57 
percent of all loans made in anticipation of federal revenues that were 
outstanding on February 1, 1980. 

The loans for these 14 agencies can be separated into two 
categories, according to the purpose of the loan. The first category 
consists of loans to provide advance financing for specific federal 
grants or contracts. 

The second category involves loans used as revolving funds to 
pay advance expenses under sponsored programs, a term which, in general, 
encompasses numerous research grants and contracts received throughout 
the year by institutions of higher education. 

Specific Grants or Contracts 

Two of the eight agencies in this category were found to have 
loans for the proper amount, secured by adequate sources of repayment. 
In six cases, general fund loans were unnecessarily high. 

To issue a loan, the Department of Planning and Budget {DPB) 
simply required a letter from the agency identifying the source of repay
ment for the loan and the authority to receive the federal funds. The 
authority cited for receiving the funds was either a legislative appro
priation or a standard application form {formerly Form DPB-16, which was 
submitted to DPB for approval prior to soliciting the grant). 

Basically, agencies should request, and DPB should approve, 
1 oan amounts necessary to operate a program through an appropriate reim
bursement cycle. However, DPB has approved loans in the amount requested 
by an agency without analysis of the actual amount needed by the agency. 

When questioned, six of the eight agencies identified in Table 
7 acknowledged that they had loan amounts greater than necessary for the 
operation of their programs over a normal reimbursement cycle. A total 
of $7,331,330 was loaned to these agencies in excess of their needs. 

For example, the Virginia Department of Transportation Safety 
{VDTS) 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 VOTS need 
to utilize any proceeds from the loan and the maximum amount used was 
slightly more than $117,000. The department has acknowledged that a loan 
of no more than $300,000 would have been sufficient. 

In one case the amount of the loan was not only greater than 
needed, but apparently the loan itself had an inappropriate basis. 

GeoPge Mason Univerasity raequested and raeaeived 
appraoval fraom the Deparatment of Planning and Budget 
fora a $100,000 loan in Aprail 1979. The loan was to 
praovide funds in advanae of Peimburasement fraom a 
gPant awal'ded by the National Endowment fora the 
Humanities. 
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Table 7 

AGENCY LOAN BALANCES COMPARED 
WITH AMOUNTS NEEDED FOR PROGRAM OPERATION 

(February 1, 1980) 

Needed for 
Agency Loan Balance Program Operation Difference 

Division of Justice & 
Crime Prevention $ 7,500,000 $ 3,000,000 $ 4,500,000 

Commission of Game &

Inland Fisheries 2,525,930 800,000 1,725,930 
Department of Mental 

Hea 1th & Men ta 1 
Retardation 1,194,633 894,633 300,000 

Virginia Department of 
Transportation Safety 955,400 300,000 655,400 

Rehabilitative School 
Authority 346,700 346,700 0 

Department of Housing & 
Community Development 111 ,000 111,000 0 

Virginia School for the 
Deaf & Blind 100,000 50,000 50,000 

George Mason University 100.000 0 100.000 

Total $12,833,663 $ 5,502,333 $ 7,331,330 

Source: Department of Accounts, JLARC interviews. 

HOuJever, the application form cited in the loan 
request and revie'IJ)ed by DPB clearly stated that the 
National EndolJJTrlent for the Humanities 'IJ)ould provide 
all funding necessai>y for the grant on a cash advance 
basis. 

Under these circumstances, the loan 'IJ)aS unneces
sai>y and should not have been requested by the uni
versity or approved by DPB. 

Another agency was given a loan greater than the amount of 
funds which could be collected from the repayment source as shown on the 
documentation supporting the loan request. 

The Department of Mental Health and Mental 
Retardation (DMHMR) received a loan for $1,194,633 in 
July 1979. A revie'IJ) of the applications submitted 
for federal funding and referenced in DMHMR 's loan 
request sho'IJ)ed that only $894,633 could be collected, 
$300,000 less than the amount of the loan. 

In April 1980, lJMHMR paid back $300,000 to 
reduce the loan to the amount receivable. 



The Department of Planning and Budget needs to establish better 
procedures for analyzing loan requests. Loans should be limited to 
actual amounts needed by agencies to operate their programs pending 
federal reimbursement. In addition, the source of repayment for loans 
should be carefully scrutinized to ensure that adequate revenues wil 1 be 
collected to repay a loan. 

Sponsored Programs 

JLARC's review of loans for federally-sponsored programs at six 
institutions of higher education found similar problems with the proced
ures used by the Department of Planning and Budget. Specifically, the 
review found that loans have been made on the basis of grant applications 
rather than actual awards. DPB also has provided loans for amounts 
greater than the amount to be collected during the loan period, and for 
amounts greater than needed to operate sponsored programs during a normal 
reimbursement cycle. 

The integrity of general fund loans for sponsored research has 
been a documented concern since July 1976, when a JLARC review first 
noted problems with loans made to the Virginia Institute of Marine Sci
ence (VIMS). Since that review, investigations have found cash deficits 
in VIMS financing which have accumulated over a number of years. As of 
July 17, 1980, the president of the College of William and Mary estimated 
the VIMS accumulated deficit to be approximately $8 million. 

This level of deficit was possible in part because of the 
approval of State loans that the institute used to permit operations 
beyond appropriated limits. JLARC's review of VIMS loans found problems 
including: 

•Authorization of loans based on grant proposals rather than
awards.

•Inclusion as loan collateral of a grant paid by letter of
credit rather than reimbursement.

•Approval of a loan based in part on proposals whose grant
revenues could not be collected until after the due date for
the 1 oan.

As illustrated by the VIMS loans, the Department of Planning
and Budget needs to establish better procedures for controlling 1 oans 
made for sponsored programs. DPB should require all agencies to provide 
information on awards received, the duration of the project, and the 
amount and timing of expenditures which need to be financed over a normal 
reimbursement cycle. The amount of loans made should not be greater than 
the federal award. Loans made for sponsored programs covered by letters 
of credit or cash advances are generally unnecessary and should be made 
only in exceptional cases. 
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Budget Information 

Agency and executive budgets have not provided the General 
Assembly with sufficient information on federal fund receipts. The 
executive does not require that agencies provide information on actual 
awards of federal funds when authorizing an increase in their budgets. 
In addition, information on subgrants of federal funds between State 
agencies is not consistently depicted in agency budget exhibits. Final
ly, the executive has not provided the information required by statute in 
the biennial budget on federally mandated programs. 

Information on Awards 

The Department of Planning and Budget has relied on revenue 
estimates without follow-up information on actual awards to increase 
agencies' appropriations of federal funds. This practice creates a weak 
link in the control of agency budgets and excessive increases in agency 
budgets have resulted. 

In FebruaP!J 1979, the Department of Planning and 
Budget increased the Commission on Outdoor Recrea
tion's budgeted appropriation by $3,550,000 from 
federal funds for the Young Adults Conservation 
Corps. The approval of this increase by DPB was 
based on a notifiaation of intent fol'rrt originally 
approved in July 1978. 

The agency's request for the additional appro
priation included the statement that this fol'rrt was 
being revised to reflect expected funding. However, 
no revisions of this form were received by DPB. 

In fact, actual federal awards totaled 
$3,171,511, or almost $400,000 less than the amount 
DPB al loaated the agenay based on the request of 
$3,550,000. 

The use of revenue estimates to increase agencies' appropria
tions does not always provide accurate information on federal funding for 
State activities. Provisions should be made to report actual awards, 
possibly on an exception basis for those cases in which the award differs 
substantially from anticipated funding. Award information, instead of 
estimates, is the only accurate basis for increasing appropriations and 
would provide greater control over federal funds. 

Because State agency estimates of federal revenues are devel
oped before the federal budget is passed, these estimates are subject to 
error. Changes in funding levels for federal programs in which the State 
participates can have a dramatic effect on the State's budget. Thus, it 
is important for State agencies to keep the General Assembly informed of 
potential and actual changes in federal funding levels. At the request 
of the House Appropriations Committee, the Department of Planning and 
Budget has begun reporting information of this type on a monthly basis. 



Subgrant Infonnation 

A review of agency budget exhibits showed that agencies did not 
consistently reflect federal revenues received from other State agencies 
in their revenue estimates. Frequently, no narrative statement is in
cluded on the source or use of these revenues even if they are included 
in the budget. 

AZ though al Z State aommunity aol Zeges Peaeived 
fedePal voaational eduaation funds fPom the State 
DepaPtment of Eduaation, only 12 of 23 aolleges 
detailed these Pevenues in theiP budget exhibits. 
Consequently, only $605,120 of a total fedePal amount 
of $1,599,900 was identified in the Pevenue desaPip
tions pPovided by the aolleges. 

While these funds WePe inaluded in the total 
amount of Pevenue estimated fop eaah aol Zege, the 
souPae of the Pevenue was not identified. 

Thus, the budget exhibits fop 11 aolleges aannot 
ful Zy infomz a PeadeP about the funding of theiP 
voaational eduaation pPogPam. NoP aan the GenePal 
Assembly be adequately info1'med of the degPee to 
whiah voaational eduaation pPogPams aPe dependent on 
fedePal funds. 

Agency budget exhibits should provide infonnation on estimated 
revenues which clearly identifies federal funds to be received through 
subgrant arrangements. Clarification of executive budget policy is 
needed to improve the quality of infonnation provided to the Governor and 
General Assembly. 

Statutorily Required Infonnation 

The Department of Planning and Budget has not satisfied statu
tory requirements in its preparation of the 1980-82 budget. Section 
2.1-398 of the Code of Virginia states: 

As nearly as practicable for each program there 
should be included an identification of the authority 
for operation (i) mandated by the federal government, 
(and) (ii) necessary to avoid losses in federal 
revenues • • •  

Budgetary infonnation of this type has not always been provided, even 
though the statute has been in effect since 1976. 

For example, the State must achieve and maintain clean air and 
clean water standards under several federal environmental statutes. Yet, 
no mention of these federal statutes is found in the 1980-82 budget bil 1 
for the two State agencies responsible for fulfilling the requirements of 
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these standards--the State Water Control Board and the State Air Pollu
tion Control Board. The only authority cited for the programs of these 
two agencies is the Code of Virginia. 

The executive should comply with this statutory requirement. 
Information of this type would more accurately detail to the General 
Assembly the commitments of the State to continue funding specific pro
grams, and would avoid potential losses of federal funds. 

Seeking Federal Funds 

Although most agencies are successful in obtaining appropriate 
federal funding, one agency was found not effectively identifying and 
seeking available federal funds. In general, agencies should use federal 
funds for carrying out programs which have received legislative endorse
ment through the appropriation process. In some cases, however, agencies 
fail to seek funding which is appropriate and could supplement or offset 
the use of other State resources. 

Southside Virginia Training Center has not 
applied foro and does not reaeive any nutritional 
assistanae funds from the U. S. Department of Agri
aulturoe, despite the troaining aenter's eligibility 
and the faat that similar mental heal th and mental 
roetardation institutions reaeive this support. 

Appro:,:imately $50,000 annually in federal funds 
�ould be available to improve food seroviaes, aaaord
ing to aentero offiaials, �ere they to apply foro them. 

Agencies and departments need to assess the availability and 
appropriateness of federal resources for support of their programs. 
Internal agency policies and procedures need to address the role of 
federal funds in financing agency programs. 

Conclusion and Recommendations 

Federal funds are a valuable resource available to the Common
wealth for financing its programs and services. To ensure that federal 
funds are efficiently and effectively utilized, several recommendations 
are in order. 

Administration and Finance Directive 1-80 

In issuing A&F Directive 1-80, the executive recognized the 
need to replace an ineffective grant-by-grant review of agency appl ica
tions for federal funds. The new system emphasizes agency responsibility 
to seek and accept only funds consistent with legislative and executive 
mandates. It further limits agency acceptance of federal funds to 110 
percent of their legislative appropriations, except in emergencies. 



While A&F Directive 1-80 is an improvement over fonner poli
cies, it is inconsistent with existing language in the Appropriations 
Act. 

Section 4-4.01. No donations, gifts, grants or 
contracts whether or not entailing commitments as to 
the expenditure, or subsequent request for appropria
tion or expenditure, from the general fund shall be 
solicited or accepted by or on behalf of any State 
agency without the prior written approval of the 
Governor; provided, however, that these requirements 
shall not apply to donations and gifts to the endow
ment funds of the institutions of higher education. 
The use of these funds for land, structures or equip
ment is subject to Sections 4-4.03, 4-7.01 and 4-9.05 
of this act. 

Recommendation (5). 'l'he General Assembly should consider 
revising Appropriations Act language to reflect the decentralized proced
uPes of A&F DiPective 1-80. Such an cunendment would reflect legislative 
endorsement of the policy. 

Sections 4-3.05 and 4-4.01 of the Appropriations Act do not 
represent the technical sequence of solicitation and acceptance of funds. 
The Act would be clearer if the norr.ial processes followed by agencies in 
soliciting and accepting funds were to be reflected by the language of 
the Act. 

Recommendation (6). 'l'he language of Sections 4-3.05 and 4-4.01 
should be reordered to Peflect the sequence of actions followed by agen
cies in soliciting and accepting funds. 

Reimbursement Procedures 

There are three basic mechanisms for receiving federal funds: 
cash advance, letter of credit, and reimbursement. Effective use of 
these mechanisms is necessary to support the State's investment program. 
JLARC identified an additional $286,000 in investment revenue that could 
have been gained by better cash flow management practices by agencies. 
State funds are also used unnecessarily to finance federal programs when 
agencies do not apply for all allowable indirect costs. 

Recommendation (7). 'l'he Department of Planning and Budget 
should carefully monitoP provisions of A&F Directive 1-80 which address 
the methods by which federal funds are reaeived. Cash advances and 
letters of aredit should be used whenever possible. When agencies are 
restPicted by federal grantors to reaeiving funds by reimbur>sement, the 
Department of Planning and Budget should monitor au.ah aPrangements to 
ensure that agencies submit requests for reimbursement in a timely man
ner. 

Reaommendation (8). 'l'he Department of Planning and Budget 
should review subgrant finanaing arrangements used by State agencies to 
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ensure that subg�ntees are relieved, whenever feasible, of the need to 
provide advance financing for federal programs. 

, Recommendation (9). The Department of Inte1'(1oVernmental Af
fairs should periodically evaluate agency indirect cost practices to 
ensure that full recovery is taking place. State agencies seeking feder
al funds for- progr>ams that will subsequently be carried out by a sub
(J!'antee should be encouraged to include the indirect costs of the sub
g�ntee when possible. 

General Fund Loan Procedures 

Procedures for making general fund loans to agencies for expen
ditures pending federal reimbursement need to be reviewed. JLARC identi
fied loans totaling $5 million for advance funding of programs that could 
have been avoided. Unnecessary loans to agencies increase the risk of 
overexpenditure and subsequent deficits and decrease incentives for sound 
cash flow management. 

Recommendation ( 1 OJ. Generoal fund loan requests should be 
thorooughly analyzed by the Department of Planning and Budget to ensuroe 
that the need for> advance financing by the State e:cists, that the amount 
of the loan is secured by an adequate repayment source, and that the 
amount is limited to that necessary to cover an anticipated reimburosement 
cycle. Loans which are requiroed for> the operation of particular gr-ant 
progroams should be based whenevero possible on award notices. When a loan 
must be made based on anticipated funding, the difference between antici
pated and actual awards should be reported and an adjustment made to the 
loan amount. 

Improved Budgeting Infonnation 

Essential to legislative oversight of federal funds is accurate 
budgetary information on the amounts and requirements of federal funding. 
Decisions by the Governor or his designee to increase agency budgets 
between legislative sessions must be based on accurate infonnation. 
Required information on federal funds has not been provided to the Gener
al Assembly in all cases. 

Recommendation (11). The Deparotment of Planning and Budget 
should roequiroe agencies to furnish inforomation on actual awards of federo
al funds whenever the award differos froom the anticipated amount. A 
reporot of these differences should be provided to the House Approproia
tions Committee and Senate Finance Committee as parot of the quaroteroly 
roeporots roequiroed under the Appropriations Act. 

Recommendation (12). The Department of Planning and Budget 
should continue to monitor- fedePal budget reduction prooposals and theiro 
potential impact on the pPograms of the Commonwealth and its localities. 
Find'ings should be reported to the House Appropz,iations and Senate Fi
nance committees. 



Reaorrunendation (13). Agenaies whiah reaeive federal funds as 
subgrantees or seaondary reaipients should be required to identify aon
sistently in their budget exhibits the federal sourae of suah subgrantee 
funding. 

Reaorrunendation ( 14) • The Department of Planning and Budget 
should ensure that agenaies aorrrply with Seation 2.1-398 of the, Cod.e of 
Virginia and provide identifiaation of the authority for operation of a 
program. 

Seeking Federal Funds 

In general, agencies should use federal funds for carrying out 
programs which have received legislative endorsement through the appro
priation process. In some cases, however, agencies fail to seek funding 
which is appropriate and could supplement or offset the use of other 
State resources. 

Reaorrunendation (15). State agenaies and departments should 
take steps to assess whether they are effeatively identifying and utiliz
ing federal resouraes available for programs that have been authorized by 
the General Assembly or Governor. 
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IV. Financial Administration

of Research Grants

Federal grants and contracts to institutions of higher educa
tion account for the majority of the State's individual federally-spon
sored projects. In FY 1979, for example, Virginia's six doctoral degree
granting institutions submitted proposals for more than 3,000 federally
funded projects. compared to about 400 proposals for the rest of State 
government combined. 

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 Commonweal th Univers ity--rank among 
the top 100 research institutions in the nation, and have shown increased 
competitiveness in recent years (Table 8). 

Table 8 

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

Institution 

University of Virginia 
Virginia Polytechnic Institute 

& State University 
Virginia Commonwealth University 

Source: National Science Foundation. 

Rank in 1973 

p2 

97 
96 

Rank in 1979 

53 

72 

84 

The General Assembly and the Governor have recognized the value 
of research grants and contracts, as wel 1 as their unique characteris
tics, and have recently taken several actions to improve the climate for 
research funding. 

•The General Assembly added 1 anguage to the Appropriations Act
which treated retention of 70 percent of university indirect
cost recovery funds as a legislative appropriation in support
of research activities (Section 4-4.03). At the same time, the
General Assembly required institutions to recover the full
amount of indirect costs. This action should result in in
creased recovery of indirect cos ts because some universities
have purposely waived some of these costs in the belief that
this made their grant applications more competitive during
federal review.
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•The Governor discarded a cumbersome federal grant preappl ica
tion process and exempted higher education research programs
from new conditions relating to the solicitation and acceptance
of nongeneral funds.

•The General Assembly exempted from prior approval by the De
partment of Management Analysis and Systems Development (MASO)
university purchases of data processing equipment costing less
than $50,000 or $2,000 per month, when it is detennined by MASO
that the equipment is grant or contract related and not an
integrated part of the university's total automated data pro
cessing system (Section 4-9.03).

These actions should have the effect of expediting and encour
aging grant and contract research. 

Scope of Sponsored Research in Virginia 

Research constitutes the major portion of what are called 
"sponsored programs" in the budgets of institutions of higher education. 
Sponsored programs include a wide range of externally-funded university 
activities that are usually, but not always, research-related. Examples 
of sponsored programs include conferences, demonstration projects, and 
teaching and training activities. 

The majority of sponsored research in Virginia occurs in the 
institutions which grant doctoral degrees. Almost 90 percent of all 
grant and contract awards are received by the three institutions--UVA, 
VCU, and VPI--which also confer about 90 percent of all doctoral degrees 
awarded. The six principal research institutions and the scope of their 
sponsored program activity in FY 1979 are shown in Table 9. Combined, 
these institutions were awarded over $77 million in federal money in FY 
1979. 

Table 9 

SPONSORED PROGRAM GRANT AND CONTRACT AWARDS 
FY 1979 

Total Number 
of Awards Federal Nonfederal Total 

UVA 639 $31,406,550 $ 5,138,558 $36,545,108 
vcu 452 19,756,215 4,914,5ll 24,670,726 
VPI 555 15,875,310 3,007,149 18,882,459 
ODU 113 3,228,058 535,675 3,763,715 
W&M 53 1,245,723 175,772 1,421,495 
VIMS 57 5,583,419 58,820 5,642,239 

--

Total 1,869 $77,095,275 $13,830,485 $90,925,742 



Sponsored research also enhances research facilities and capa
bilities. Funds are received to support the institution's share of 
indirect costs (Table 10), and indirect cost recovery funds may be used 
by the universities to acquire equipment or facilities, or support re
search faculty and staff. 

Table 10 

INDIRECT COST REVENUE AND EXPENDITURES 
FY 1979 

Recoveries Payments to Year End 
Received Genera 1 Fund Ex�end i tu res Account Balance 

UVA $5,596,000 $1,654,000 $3,097,000 $4,589,000 
VPI 2,668,527 876,309 1,806,020 345,335 
vcu 3,335,466 1,000,639 1,601,182 4,039,307 
ODU 733,049 88,000* 530,361 163,909 
W&M 335,517 74,223 160,801 315,168 
VIMS 792,639 O** 1,218,381 246,200 

*The 30 percent payment rule has not applied to ODU because the State
does not pay the ODU Research Foundation administrative overhead.

**VIMS was not required to make such payments. 

Source: Appropriations Committee survey, 1979. 

Federal funds at the six institutions also supported over 800 
full-time equivalent (FTE) faculty positions and more than 1,100 FTE 
classified positions (Table 11). 

It should be noted that George Mason University achieved doc
toral degree-granting status in July 1980 and will most 1 ikely increase 
its sponsored research activities. In addition, the Virginia Institute 
of Marine Science became part of the College of William and Mary during 
FY 1979. Old Dominion University totals also include expenditures and 
faculty of the Old Dominion University Research Foundation, a private, 
nonprofit institution created primarily for the administration of spon
sored research. In addition, Norfolk State University and Virginia State 
University each received more than $5 million in federal funds in FY 
1979, principally in non-research Basic Educational Opportunity Grant 
funding. 

Need for Control Over Research Funding 

Controlling grant and contract research funding presents spe
cial problems. The volume of relatively small projects with a wide range 
of purposes requires internal controls which are both flexible and capa
ble of satisfying the accountability requirements of a variety of federal 
and other sponsors. 
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Table 11 

UNIVERSITY FULL-TIME EQUIVALENT (FTE) 
POSITIONS FUNDED BY FEDERAL FUNDS 

11arch 1980 

FTE Classified 

Faculty FTE Total FTE 
Total FTE Funded By Classified 

Facul ti Federal Monei Personnel 

UVA 2046 388 2622 
vcu 1777 148 2439 
VPI 2039 226 3557 
ODU 671 15 756 
(ODU Foundation) 33 30 36 
W&M 349 10 606 
VIMS * * 323 

Total** 6915 817 10,339 

*VH1S personnel not cl ass ified as faculty at time of report.

**Totals may not add, due to rounding. 

Personnel 
Funded by 
Fed era 1 
Monei 

372 
297 
304 

0 
33 
3 

112 

1121 

Note: Full-time equivalent positions are used to estimate the number 
of positions totally funded from a given revenue source. Some 
qualifications apply to university figures. 

Source: University reports to JLARC. 

In addition, there is a long-standing concern that dependence 
on federal funding for sponsored programs may lead to the State being 
asked to absorb the costs of programs and personnel if federal funding is 
removed. State policy currently makes it clear that the State is under 
no obligation to universities to assume the cost of programs if federal 
grants or contracts are terminated. Furthermore, staff hi red for spon
sored programs are informed, pursuant to State policy, that their employ
ment is contingent on the receipt of adequate sponsored program revenues. 
Nevertheless, a major reorientation caused by a decline in research 
funding or problems with internal controls could have a significant 
impact on State support for universities. 

The absorption of the Virginia Institute of Marine Science 
(VIMS) as a school of the College of \Jilliam and Mary (W&M) provides an 
example of such a reorientation. Several factors, including the inabil
ity of VIMS to effect necessary controls over its financial affairs, 
caused the reorientation. An audited accumulated deficit of $6.9 million 
existed from past years as of January 1, 1980. Subsequent expenditures 
will likely result in a total deficit of $8 million. 



While W&M has sought to establish financial integrity at VIMS, 
State appropriations are seen as the principal means by which the insti
tute's accounts will ultimately be balanced. 

•An additional appropriation of $1.8 million was made by the
General Assembly and subsequently released by the Governor to
pennit the continuation of VIMS activities.

•Despite the fact that the institute long operated at a level of
activity beyond that appropriated, future supplemental appro
priation requests of approximately $1.8 mil 1 ion per year are
expected to enable the institute to continue established opera
tions.

•An appropriation request of approximately $300,000 is expected
as the one-time cost for payments to employees for accumulated
annual and sick leave. This expense will result when VIMS
scientists are converted from classified to faculty status.

Al though any institutional reorientation due to funding de-
clines or losses due to inadequate controls would have unique character
istics, it is incumbent on each institution to develop and maintain an 
adequate control system. 

Review Criteria 

JLARC evaluated the administrative controls of the six State 
institutions with major grant and contract research activities. Four 
criteria were used for this evaluation: proposal services, proposal 
review and approval, account administration, and program reports and 
audits. 

Proposal Services. Services are provided to assist ins titu
tional faculty and staff in developing sound and competitive proposals. 
The most basic proposal service is a grant and contract manual stipulat
ing university procedures and requirements. Without a manual or its 
equivalent, the many departments and faculty members involved in spon
sored programs may not be aware of established controls. 

Proposal Review and Approval. Review and approval constitutes 
the university's assurance that departments and faculty members have 
confonned to established procedures and controls. The use of a standard 
approval sheet is essential because it provides documentation that re
quired steps have been taken and approved by the appropriate authorities. 
Review of the proposal approval sheet by a fiscal section safeguards 
against the submission of grant proposals that are fiscally unrealistic 
or that do not take full advantage of indirect cost recovery and other 
funding advantages. 

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

Pr>ogram Reports and Audits. Universities are directly account
able to the federal government for the proper use of grant 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. 

Generally, adequate controls and management practices were 
found at four of the six institutions reviewed by JLARC staff (Figure 6). 
At these four institutions, the administration appeared to have access to 
accurate and reliable information on the status of research grants and 
contracts. In each case a manual was provided to faculty, and the review 
and approval procedures appeared appropriate. No major audit exceptions 
were outstanding at these institutions. 

Figure 6 

ADt1INISTRATIVE PERFORMANCE IN SELECTED AREAS 

UVA VPI vcu ODU W&M 

PROPOSAL SERVICES 

Provides grant manual or equivalent ,/ ,/ ,/ ,/ ,/ 

PROPOSAL REVIEW AND APPROVAL 

Uses a standard approval sheet .I .I .I .I .I 
Fiscal section reviews proposal .I .I • .I .I 

ACCOUNT ADMINISTRATION 

,/ ! Actively monitors account• 

-�
• .I .I and follows-up i 

Maintains timely and well-organized 
.I ,/ • ,/ ,/ records 

PROGRAM REPORTS AND AUDITS 

Submits timely reports to sponsor ,/ .I • .I ,/ 
Received no significant audit exceptions ,/ ,/ • ,/ ,/ 

KEV:,/ No significant problems noted. 
e Significant problems noted. 

VIMS 

• 

• 

,/ 
--·· --

·-

• 

• 

,/ 

• 

The controls and procedures at the other two institutions--VCU 
and VIMS--had weaknesses in several key areas. 

Virginia Commonwealth University 

VCU's federally-sponsored programs have grown substantially in 
recent years. From FY 1975 to FY 1979, federally-sponsored research 



alone grew from $5.4 million to $12.1 million per year. Fiscal control 
over these funds is the responsibility of the university controller 
through the grants and contract accounting section. 

VCU has two major problem areas: (1) problems in grant and 
contract control procedures. and (2) a major audit exception on its 
former time and effort reporting system. 

Weaknesses in Control 

Weaknesses in control over the receipt and expenditure of 
research grant and contract funds were evident in several areas. Al
though VCU has an automated Financial Accounting System (FAS). entries 
were often inaccurate, diminishing the value of FAS as an effective 
management tool of federal grants and contracts. Problems with FAS were 
evidenced by 101 fiscal reports to federal sponsors which were overdue, 
one by as much as a year, as of May 2 1 1980. Major control problems 
noted by the JLARC staff included: 

•Negative balance accounts inappropriately reconciled.
•Ineffective use of encumbrances.
•A large number of donnant accounts.

Ne(J.ative Balanae Aaaounts. The review found that 197 of the
1,044 federal grant and contract FAS accounts had negative balances when 
they were examined as of May 30, 1980. The combined value of these 
negative balances totaled $1.1 million. 

In subsequent discussion with JLARC staff, VCU estimated that 
approximately $600,000 of the negative balance was due to inaccuracies 
resulting from incorrect budget and accounting entries. Another $400,000 
was said by VCU to be the result of account structure, particularly the 
practice of establishing multiple accounts for one award. Forty-seven 
accounts of this nature were overspent, but the total al lowed by the 
award itself may not have been exceeded at the time of the review. VCU 
is reviewing the remaining awards for potential deficits. Deficits that 
are verified as the result of overspending wi 11 have to be made up from 
other funding sources. 

In spite of the many accounts shown with negative balances, VCU 
did not automatically monitor or follow up on FAS-reported deficits. 
Vouchers were routinely submitted and processed against accounts which 
showed negative balances. Reliance was placed on the academic department 
and the principal investigator to note problems occurring as a result of 
overspending. Essentially, there was no central control because a prin
cipal investigator could continue to spend against an account with a 
negative balance. 

A summary financial report of a typical negative balance ac
count is shown in Figure 7. The figure shows examples of problems noted 
in the review. The first four items relate to negative balance accounts 
and are shown by the shaded areas on the figure. 
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RUN DATE 05/31/80 
REPORT•A61R090 
PGN•ll2415061 RPT•AII090 
SEQUENCE•Ol 0 
FIS ADIIIN 

ORIGINAL 
BUDGET 

PERS SER EXPEND 13,000 
FACILITY SLRY 
CLASSIFIED SLRY 
WAGES HOURLY 
OTHER OPER EXPEND 

FRINGE BENEFITS 1,352 
ALLOC FR BENE 

TRAVEL 600 
CONV&EOUC TRAY 
l1ILEAGE-DOl1STC 
OTHER REPROOCT 
SPON PGNS PUB 

SUPPL! ES 5,264 
MEO & LAB SUP 
ANIMALS 

CENT AN! FAC CHG 
OFFICE SUP 

VISUAL ED CHGS 
OTHER SUP&NATL 
t1EO&LA8 EQUIP 

SUBSCRIPTIOllS 

TOTAL DIRECT 
EXPENDITURES 20,236 

mo COST&TRANSFER 
INDIRECT COST 

TOTAL INDIRECT 
CDST&TRANSFER 

% TOTAL % 

REF. 

X040361 
A051909 
A051962 
X595657 
X595ffl 

9,750 

9,750 
29,986 

DATE 

03/21/79 
11/01/79 
10/23/79 
08/01/78 
07/14/78 

Figure 7 

EXAMPLE OF SUMMARY FINANCIAL 
REPORT IN DEFICIT STATUS 

VIRGINIA COlf40NWEALTH UNIVERSITY ACCOUNTING SYSTEM REPORT REPORT PAGE 3083 
G/L 0-20284 UNIV ACCT 

BUDGET PERIOD 06/78-11/79 
DEPT 
DEPT ADOR 
RESP PERS 
AWAlll ID 

SUlt1ARY FINANCIAL REPORT FOR THE PERIOD ENDED 05/31/80 PROJ PERO • 06/77-05/79 

REVISED 
BUDGET 

EXPENDITURES_ & _ REVENUES BAL BEFORE 5 BUDGET 

1,045.42 
8,992.50 

2,962.08 
1,799.28-

101.18-
1,453.18 

323.60 
110.00 
166.40 

21.00 
75.20 

1,200.21-
6,201.81 

67. 70 
212,58 

21.78 
346.25 

72.50 
1,236.37 

31.00 

THIS 11(). 

876.00 

2 
20,236.00 876.00 

9,750,00 

9,750.00 

29,986.00 876.00 

TO DATE 

8,992,50 

2,962,08 

1,453.18 

110.00 
166.40 

21.00 

5,812.18 
67. 70 

212.58 
21. 78 

346.25 
72.50 

1,236.37 
31.00 

21,505.52 

9,750.00 

9,750.00 

31,255.52 

6 

C!H4ITKENTS CGJIIU'Jmr$ BALANCE 

1,045.42 

1,779.28-
101.18-

323.60 

72,50 
1,100.21-

389.63 

1,269.52-

1 
l,269.51!-

72.50 

389.63 

3 
462.ll 

462.13 

1,045.42 

1,779.28-
101,18-

323.60 

1,200.21-

1,731,65-

Ol'EII COltlll'ltENT STATUS 

. 

DESCRIPTION 

B10C!f£N1CAL SOC 
FISNER 
R£S PlllOUCTS INTERNA 
CONT IIAT£R COND 
CONTIIIEIITAL I/ATER CO 

ORlGIIIAI. AmUIIT 

72.50 
38.88 

13'.QO 
151.00 
63.75 

CURN't AllOUIIT 

1MO 
311.88 

l36.00 
m.oo
63,75 

I.AST ACfY 

03/21/19 
11/01/79 
10/Zlnt 
08/01/18 
0111.1178 

PERC 
AVAL 

4-

Source: VCU FAS System. 



Item 1: The account has been charged for $1,269.52 more in 
expenditures than the amount of the grant budget. 

Item 2: In spite of the fact that the account had a negative 
balance,a charge of $876 was made to the account. 

Item 3: Encumbrances totaling $462.13 are outstanding. 

Item 4: The encumbrances plus expenditures resulted in a to
tal negative balance of $1,731.65. 

La.ak of Control Over Encwnbranaes. A second problem with VCU's 
control system is highlighted by Figure 7. The column headed "commit
ments" (Item 5 on Figure 7) is a record of encumbrances against the 
account. Many accounts had encumbrances, or open commitments, which dated 
back to 1978 (Item 6 on Figure 7). Since it was unlikely that vendors 
would wait several years for payment, the presence of these old commit
ments was evidence of the questionable accuracy of the statements. 

Dormant Aaaounts. Accounts on VCU's financial accounting files 
have never been purged. As a result, as many as one-half of the accounts 
in FAS were dormant. That is, the date for project termination had 
passed and the account showed 1 ittle or no recent activity. Dormant 
accounts represent projects which have been completed, or project contin
uations which are recorded in a new account. Monthly summary reports 
continue to be generated on accounts which have been inactive for as long 
as two yea rs • 

Numerous dormant accounts pose a serious problem of potential 
fraud or abuse. VCU accounts, al though dormant, could be routinely 
accessed for payment of billings. This is contrary to sound internal 
control which requires a procedure to automatically freeze accounts which 
become dormant. For example, dormant accounts at UVA cannot be accessed 
without the written approval of the university controller. Without this 
kind of control, dormant accounts could be looted through fraudulent 
billings. 

Control weaknesses in VCU grant and contract accounting existed 
primarily because available reports and controls designed into the system 
were not used. 

•Deficit accounts were identified by FAS, but were not monitored
and reconciled.

•Encumbrances were programmed into the FAS system, but were not
used to stop payments on accounts which exceeded budgeted
amounts.

•Dormant accounts could be frozen, but were not.

Without improved use of existing controls, VCU's grants and
contracts accounting section could not provide adequate control over the 
expenditure of sponsored research funds. 
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A final factor contributing to the weaknesses in internal 
control at VCU was the grant and contract accounting office's lack of an 
internal procedures manual for employees. The office has experienced 
substantial turnover in recent years, particularly at the supervisory 
level. The lack of a manual can contribute to lack of consistent appli
cation of existing procedures and controls. 

Federal Audit Exceptions 

VCU is currently involved in a major audit dispute with the 
National Institute of Health (NIH). An audit report claimed that 11the 
overall labor distribution system was not acceptable for recording the 
costs charged to federal grants and contracts." The original audit 
exception was for $27.5 million. 

This dispute resulted from a 1978 audit by HEW of direct costs 
incurred by VCU under federal research and training grants and contracts 
for the period July 1, 1971, to June 30, 1976. Funds audited totaled $38 
million. In this audit, HEW stated the following: 

The University needed to establish procedures to 
assure that charges to Federal grants and contracts 
for direct labor costs accurately reflected actual 
effort expended. Under current procedures, such 
charges appeared to be based primarily on budget 
estimates and anticipated effort. As a result, over 
$27.5 million of personal service costs for profes
sional, professorial, and administrative personnel 
charged to Federally sponsored programs were not 
adequately supported • • •  

VCU disputes the federal claim that the entire $27.5 million of 
direct costs for personal services is unsupported. In spite of the claim 
that none of the $27.5 million was adequately supported, NIH has recog
nized that research was done and reports submitted. As the basis of a 
settlement, NIH elected to disallow two percent of the $27.5 million 
total, approximately $500,000. Negotiations between VCU and NIH have 
since focused on this repayment claim. VCU has offered to settle for 
substantially less. The dispute is still not resolved. 

Any repayment of direct costs by VCU would most likely come out 
of its indirect cost recovery accounts, according to VCU's Vice President 
for Financial Affairs. In this regard, VCU has set aside about $500,000 
in indirect cost funds which were paid to it as a result of a separate 
under-recovery settlement. This money has been placed in an interest
bearing account as a source for repaying the potential direct cost audit 
exception. Of note is the fact that the State's 30 percent share of the 
indirect cost recovery provided for by the Appropriations Act has not yet 
been credited to VCU • s educational and general accounts as an offset of 
general fund appropriations. 

Since the audit, VCU has worked to prepare an acceptable effort 
reporting system. Among other actions, VCU has employed a private con-



sul tant, Peat, Marwick, Mitchell and Company, for two effort reporting 
projects totaling $43,022. These projects were designed to comply with 
new effort reporting requirements of the Office of Management and Budget. 

In an effort to mitigate future difficulties, VCU has submitted 
its new effort reporting system to federal authorities for their review. 
Once agreement is reached, it is essential that the university adminis
tration take steps to fully implement the new system. 

Virginia Institute of Marine Science 

Problems in the management of the Virginia Institute of Marine 
Science (VIMS) have been documented since a special study of the insti
tute in 1976. Serious problems in the financial administration of grants 
and contracts continue to exist. A State-mandated audit of the institute 
by the firm of Coopers and Lybrand reported that V ms had an audited 
accumulated deficit of $6,933,181 as of December 31, 1979. The total 
deficit, which would include the first six months of 1980, has been 
estimated at $8 million. 

The Coopers and Lybrand audit also showed contingent liabili
ties of $1.3 million in federal audit exceptions and the possibility of 
additional exceptions of some portion of a $1.9 million payment for work 
completed prior to 1975, during a period when VIMS accounting records 
have been subsequently found to be inadequate. As noted in the 1976 
JLARC review of VIMS management, and in several subsequent reports, much 
of this deficit resulted from the receipt and use of State loans which 
proved to be inadequately secured by the funds actually available from 
federal research grants and contracts. 

The College of William and f1ary assumed control of VIMS in July 
1979. Since then college officials have been working to improve the 
controls and procedures used at VIMS. The JLARC on-site review conducted 
in f1arch 1980 found that, al though progress had been made, several impor
tant areas still required more attention. 

Lack of Records and Controls 

The most fundamental problem at VIMS was the lack of records, 
which has created basic weaknesses in internal control. On May 28, 1980, 
a status report to the president of William and Mary noted delays due to 
staff expending far more time than anticipated in assisting commercial 
auditors employed by the State in reconstructing records. This delay, it 
was reported, "is due primarily to the lack of and poor condition of the 
accounting records • • •  11 Evidence from existing files indicated instan
ces of disregard in the past for essential record-keeping practices.

One file included a 1977 note written on an envelope, which 
stated: "Budgets were messed-up. (Accountant) told me not to worry 
'bout monitoring sheets. Therefore, I didn't do them. (Initialed)." No 
resolution of the budget errors was noted. 

67 



68 

Record-keeping deficiencies were confinned by the Coopers and 
Lybrand audit of vrns which noted that: 

Grant/contract cost records have not been kept cur
rent as required for effective grant/contract admin
istration. As a result, overruns developed presuma
bly before principal investigators were advised their 
projects were reaching critical financial limita
tions. 

* * *

Grant/contract files are difficult to examine because 
the information is so dispersed. Contract amount, 
amendments, match requirements, cost accumulations to 
date, bi 11 ings to date, and collections to date can 
be found on any number and variety of documents. 

The lack of records and associated accounting procedures re
sulted in poor internal control. A VIMS grant administrator told JLARC 
that no one at VIMS had ever checked on the federal balance of a multi
mill ion dollar Sea Grant letter of credit. VIMS did not know what the 
balance was, and had never reconciled its own records against it. Such 
loose procedures inevitably cost the institute, as the example below 
illustrates. 

On one occasion an employee of the institute 
authorized the e:r:penditur>e of $846,564 in cost over
runs on a Bureau of Land Management contract. 

The VIMS employee aated on the basis of tele
phone conver>sations 1JJi th the BIM whiah were never 
documented. BIM has since challenged the overrun and 
$471,564 r>emains in dispute. 

The condition of existing records will continue to be a problem 
at VIM S  for years to come. In many instances, it will be difficult to 
establish the audit history necessary to support direct cost audits and 
indirect cost rates. The following example illustrates that federal 
agencies may require documentation to support expenditures made against a 
series of grants over a number of years. 

Questionable costs totaling $2,498,594 were 
reported to VIMS on April 18, 1980. The audit excep
tions were the result of an audit of National Marine 
Fisheries grants totaling $3,514,415 made to VIMS 
aovering the period July 8, 1965, through September 
JO, 1975. The audit aited: 

•unrecorded claimed costs of $277,984;

•unsupported alaimed costs for personal services
totaling $1,612,B?J; and



• unsuppo1'ted al aimed indi'l'eat aosts totaling
$607,737.

The federal audit was completed in early 1977 but not released 
until April 1980. This long, and questionable, delay notwithstanding, 
VIMS may have difficulty refuting the audit findings due to the condition 
of agency records from the period in question. 

Lack of Current Reports and Manuals 

Improvements were needed in internal financial reporting and a 
grants manual and approval cover sheet needed to be developed. 

Finanaial Repo'l'ts. Internal financial reports have not been 
provided in the past in a timely manner. In April 1980, the most recent 
report available on the account balances of VIMS research grants was as 
of December 1979. Data almost 100 days old is of questionable value in 
controlling expenditures and places almost total reliance on the princi
pal investigator to avoid overspending. In recognition of this problem, 
the Acting Associate Di rector for Financial Affairs implemented interim 
control procedures, including a manual account system to provide data 
only 15 days old. 

vms is in the process of implementing a computerized Financial 
Accounting System (FAS) to provide current information on the status of 
grant and contract accounts. As observed at VCU, hm,ever, effective 
control requires that the information be both accessible and accurate. 
Progress on FAS implementation should be carefully monitored by the 
Co 11 ege of Wi 11 i am and f1a ry. 

Covel' Sheet and Manual. VIMS was the only institution reviewed 
which did not use a standard approval cover sheet for routing grant and 
contract applications. VIMS was also the only institution without any 
form of grants manual. 

The cover sheet is essential for fixing responsibility and 
certifying the consideration of essential points. William and Mary's 
proposal approval sheet, for example, addresses the following issues: 

•Proposal Status (new or other)
•Summary of Costs
•Human Subject Involvement
•Availability of Space
•Personnel Involvement
•Faculty Release Time
•Departmental Approval

VIMS should adopt a similar cover sheet with the Associate Director for 
Financial Affairs as the final signator. 

A grant and contract manual was also greatly needed at VIMS. 
While it is acknowledged that procedures have yet to be fully estab-
1 i shed, the early production of a manua 1 for use by departments and 
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principal investigators is essential. As an interim measure, the Acting 
Associate Director for Financial Affairs has published several memos 
outlining various procedures. 

Conclusion and Recommendations 

The State needs to take several steps to extend the generally 
adequate financial administration of research grants and contracts to all 
State-supported universities. Adequate procedures are already in place 
in several institutions which can serve as models where needed. 

Federal audit exceptions are an important indication of weak
nesses in the financial administration of research grants and contracts. 
At present, the State lacks a clear policy that appropriate State offi
cials be informed of audit exceptions. As a result, audit exceptions are 
sometimes not reported outside the university. 

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 as they 
are reaeived by agenaies 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 contraat acaounts 
while aonduating State audits. 

Several weak practices in the financial administration of 
research grants and contracts \'Jere found at Virginia Commonwealth Univer
sity and the Virginia Institute of Marine Science, now a school of the 
College of William and Mary. Although the institutions have identified 
and are addressing known problems, several areas need continuing atten
tion. 

Recommendation (17). VCU should aontinue to strengthen inter
nal controls over grant and aontract aacounting, including the following: 

a. All Finanaial Accounting System (FAS) accounts
with negative balances should be identified and
reconailed by the grant and aontract office with
the responsible aaademic department or faculty
member. VCU should establish a policy that no
e:x:penditures should be made from any account
with a negative balance without written authori
zation of the university controller.

b. VCU should develop a procedure whereby all FAS
accounts which indicate that the grant or con
tract has terminated are protected from addi
tional encumbranae and e:x:penditure without the
written authorization of the university aontrol
ler.



Reaommendation (18). VCU's administration should take steps to 
fully implement its effort reporting system as soon as an understanding 
is reaahed bJith fedez>al authorities. This should inalude appPopl'iate 
tmining sessions and aggz>essive supewisorry post-audits to ensul'e aom
plianae bJith repol'ting Pequiz>ements. 

Reaommendation (19). VCU should develop an intePnal proaedUl'es 
manual fol' the gl'ant and aontmat aaaounting seation. Among the aPeas 
addl'essed should be pz>oaedures to prevent the submission of late fisaal 
z,epol'ts to federal gl'antors. 

Reaommendation (20). The ongoing implementation of a finanaial 
aaaounting system at VIMS should be aareful ly monitored by the adminis
tz>ation of the College of William and Marry. 

Reaommendation (21). VIMS should develop a stand.am gz>ant and 
aontraat approval aover sheet to be maintained as part of eaah file. 
VIMS should also put a high priority on developing a proaedul'es manual 
govez>ning the administration of gmnts and aontl'aats. 
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V. New Sources of Information

Lack of basic infonnation 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. The finding that 
one-fourth of all State revenue comes from federal funds justified the 
legislature's concern that more infonnation was needed on this important 
revenue source. The continuing legislative need for current, accurate 
infonnation on federal funds became evident during the course of the 
study. 

To address this need, JLARC authorized its staff to apply to 
the National Conference of State Legislatures (NCSL) for technical assis
tance and funding to explore the feasibility of developing a computer 
program for legislative infonnation on federal funds. NCSL awarded the 
Commission $5,000 for this purpose. 

The feasibility project is nearing completion, and programs on 
State agency and program expenditures on federal funds have been devel
oped using data currently available in State computer systems. Other 
sources are continuing to be explored. The project has been a coopera
tive effort with NCSL, other states, the federal government, and legisla
tive and executive agencies in Virginia. 

Reports for Legislative Infonnation on Federal Funds 

Several reports have been designed for pres en ting federal fund 
expenditure infonnation contained in the Commonwealth I s Accounting and 
Reporting System (CARS). Four reports were developed using a complete 
fiscal year's expenditure data. 

These reports provide for the first time comprehensive infonna
tion on federal fund expenditures using the State's program structure. 
The Department of Management Analysis and Systems Development (MASO) 
developed the specifications for the reports. The Department of Accounts 
(DOA) programmed the applications. Using the applications developed for 
this project, similar reports can be generated at the close of each 
fiscal year on a continuing basis. 

Two of the reports provide infonnation on State programs across 
all State agencies, while the other two report on programs receiving 
federal support within State agencies. The type of infonnation available 
on the reports is illustrated in Figure 8. 

Legislative fiscal staffs have reviewed and commented on both 
the program and agency reports. The reports will be used to review 
agency budget requests and monitor the use of federal funds. These 
reports will be delivered to the fiscal committee staffs within two 
months of the close of each fiscal year. Infonnation of this type was 
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REPORT NO:
FAIT04CR 

Figure 8 

FEDERAL AGENCY DEPENDENCE ANALYSIS 
EXAl'IPLE OF PROGRAtl DETAIL REPORT 

COr+10NWEALTH OF VIRGINIA PAGE NO: 191 
AGENCY DEPENDENCE ANALYSIS: PROGRAM DETAIL RUN DATE: 06/12/80 

FISCAL YEAR 1979 RUN TIME: 11 :37:50 
• 

• 
* * * * * * * * * • • * * • ' * * * * * * * * * * * * * * * * * * 

�u�NC.� 
ROGRAM

• 

• 

• 

• 

• 

• 

PROGRAM RECAP 

201 
457

fBFUND 

GENERAL 
NONGENERAL
FEDERAL 

03 
04 
07 
10 

OTHER

PCT GENERAL
PCT OTHER 
PCT FEDERAL 
FED PCT NONGEN

OAUTHORIZATIONS 

S 5,143,015.00
$57,639,328.98
$57,639,328.98
S 0.00
S 0.00
S 0.00
557,639,328.98
S 0.00

S62,782,343.98 

008. 2'.�
000.0%
091.8% 
100.0%

C) EXPENDITURES

S 4,953,591.85
550,319,440.69
SS0,319,440.69
S 0.00
S 0.00
S 0.00
SS0,319,440.69
S 0.00

SSS,273,032.54 

009.0%
000.0%
091. 0%
100.0%

• 

• 

• 

• 

• 

• 

• 

• 

• 
----------� -------
- - -=---�--- � --- - - -

9 State progl'am aode--the program in \'lhich the agency spent federal 
funds. Program "457" is Nutritional Services. 

8 State agency aode--the agency that expended federal funds, in this 
case "201," the Department of Education. 

• Expenditures--the amounts spent by the agency in the progra1i1 from
each fund.

0 Authol'izations--the amounts authorized to be spent by the agency in 
the program through legislative appropriations, executive authoriza
tions, and appropriations transfers. 

t, Funds--the amounts authorized or expended in each State fund includ
ing: 

Genera 1 funds 
All nongeneral funds 

- The federal component of nongeneral in

(03) Higher Education and Trust
(04) Highway Maintenance and Construction
(07) Trust and Agency
(10) Federal Trust

- Other nongeneral funds

CD Total amounts--authorized or expended for all funds. 

74 



not available to the legislature in the past until after the budget was 
submitted in December or January. Reports for FY 1980 will be used in 
reviewing budget requests during the 1981 Session. 

Future Availability of Information on Federal Funds 

In addition to the computer reports which have been generated, 
two addition a 1 sources of comp re hens i ve data on f ede ra 1 funds a re being 
developed. The U. S. Office of Management and Budget (0MB) is developing 
a nationwide system on grant award information to states. In addition, 
future reports of the Auditor of Public Accounts will include more relia
ble information on federal funds in localities. 

0MB Grant Award System. 0MB has designed a system which will 
provide comprehensive data on a quarterly basis to states on federal 
awards made within their boundaries--information not previously availa
ble. Since the system reports awards quarterly, the data can be compiled 
on the basis of either the state or federal fiscal year. Because the 
report focuses on awards, as opposed to expenditures, it is somewhat 
prospective in nature, particularly where multi-year grants are involved. 

The 0MB system, the Federal Assistance Award Data System 
(FAADS), replaces the Federal Assistance Information Test (FAIT), a pilot 
test of the system in which Virginia and 12 other states participated. 
FAADS extends the system to the entire country, effective October 1, 
1980. 

FAADS information will provide state planners and decision
makers with current and comprehensive data on federal awards made to 
state agencies and localities. This information could play a role in the 
allocation of state resources to agencies and localities and the coordi
nation of program activities. 

An important feature of FAADS is the opportunity for flexible 
use by the states. 0MB has designed FAADS to include a 20-character 
field for 1

1State Application Identifier 11 numbers. States can use this 
field to encode data s igni fi cant to the state and necessary for report 
generation. The Department of Intergovernmental Affairs is taking the 
lead in developing this coding scheme with other executive agencies. 

Virginia's work on FAADS is not yet complete, but to date it is 
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 jurisdictions. Eventually, 
Virginia may be able to crosswalk the information with data from State 
accounting systems. 

Although the FAADS sys tern shows promise, its full impl ementa
tion· is not expected until 1983. While this delays the use of the system 
to the State, it also provides substantial planning time for developing 
programs to use the information when it is available. In addition, the 
partial information that will be provided in the interim should prove 
useful. 
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Loaality Reports. Comparative cost reports on Virginia locali
ties, published by the Auditor of Public Accounts, include data on feder
al funds. Through FY 1980, however, data in these reports have been 
inconsistently reported by the localities. Beginning in FY 1981, report
ing for cities and counties will be unifonn. 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 an accu
rate picture of local government receipts of federal funds. 

Using Federal Funds Data 

The availability of new infonnation sources on federal funds 
provides both the legislative and executive branches with powerful tools 
for analysis. Basic infonnation gaps that existed when this study was 
initiated by HJR 237 have been closed, largely through the restructuring 
of available infonnation. 

The CARS programs can be used to construct a history of program 
and agency federal fund expenditures. These expenditure reports can be 
used to assess the accuracy of agency projections of federal funds avail
able in the future. FAADS data, when available, can be used as a check 
to ensure that other federal fund reports accurately reflect the full 
range of awards received, both by agencies and localities, and to assist 
in coordinating programs. FAADS will also provide comparative data among 
Virginia localities and between Virginia and other states. 

The use of these data systems will always be constrained some
what by the vagaries and flexibility of the federal system. The federal 
budget has been extremely volatile in recent years. Major programs 
affecting the states, such as general revenue sharing, have been in and 
out of the budget on a weekly basis. Monitoring the federal budget 
process is essential. Any usage of federal fund data must take into 
account the overall character of this process. 

Recommendations 

Reaommendation (22). The Department of Intergovernmental 
Affairs should aontinue to develop, with the Department of Management 
Analysis and Systems Development, user programs fol' the Federal Assis

tanae Award Data System (FAADS). 

Reaorrunendation (23). F>l'ogl'ams using CARS data on federal fund 
eX'()enditul'es should aontinue to be generated as a means of providing 
aompl'ehensive and timely info1'171ation fol' legislative. budget analysis. 

Reaorrunendation ( 24). The Genel'al Assembly should aontinue to 
have aative aommuniaation, thl'ough JLARC, the House Appropriations Com
mittee, and the Senate Finanae Committee, with the Department of Inter
governmental Affairs and the Offiae of Management and Budget on FAADS and 
related pPojeats. 
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House Joint Resolution No. 237 

Directing the Joint Legislative Audit and Review Commission to conduct a 
study of federal funds coming into the Commonwealth. 

Agreed to by the House of Delegates, February 16, 1979 

Agreed to by the Senate, February 22, 1979 

L4HEREAS, the increasing growth of the federal government and its 
programs has resulted in rapidly escalating amounts of money to be grant
ed for various programs at the State and local level; and 

WHEREAS, these funds are made available for a proliferating multi
tude of programs in the Commonwealth, the actual size, distribution and 
impact of which are unknown to the Commonv,ealth; and 

WHEREAS, these funds may be used to augment or conflict with pro-· 
grams funded by the General Assembly of Virginia through its appropria
tions process; and 

WHEREAS, the federal government's influence in the Commonwealth has 
increased at an alarming rate, partially through the distribution and 
control of these federal funds; and 

WHEREAS, the experiences of other states have shown that federal aid 
can result in a total level of expenditure for specific programs that is 
in excess of that authorized by the legislature, thereby creating a 
distortion or preemption of the legislative prerogative; and 

WHEREAS, the federal government is considering the possibility of 
shifting to the states the costs of various federally mandated programs; 
and 

WHEREAS, the General Assembly may better perform its appropriations 
function if more complete information regarding the extent and impact of 
federal funding is available; and 

WHEREAS, the Commonwealth has a duty to be fully aware of the 
amounts, extent, and effect of the federal funds that flow into and pass 
through the Commonwealth; now, therefore, be it 

RESOLVED by the House of De 1 ega tes, the Senate con curring, That the 
Joint Legislative Audit and Review Com�ission is directed to undertake a 
study of the total funds coming into or passing through Virginia from 
federal government sources. The Commission shall make an interim report 
to the Governor and the General Assembly by December one, nineteen hun
dred seventy-nine and shall make a final report by December one, nineteen 
hundred eighty. 

The study shall include, but not be limited to: (1) the dollar 
amounts of federal funds received by the Commonwealth and her localities; 
(2) the distribution of such funds among the various types of programs;
(3) the dependence of the Commonwealth and her localities on the federal
funds for the various types of programs; (4) an analysis of the funds
that Virginia would lose for failing to comply with the requirements of
the federal programs which condition the grant; (5) the growth of federal
funds and the resulting growth of federal influence on State and local
policies and programs over the last ten years; and (6) 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 federaf program costs to the agencies and institutions of State and
local governments; and (7) the methods and procedures by which such
federal funds are sought, utilized, monitored and controlled.



Technical Appendix 

JLARC policy and sound research practice require the use of 
rigorous research methodology. A number of such research methods were 
applied to gather data on federal programs participated in by State 
agencies and localities. Some of the major data collection efforts were: 

1. A census of State and non-State agencies was conducted to
determine the extent of federal fund expenditures and the use of State 
funds to match federal funds. Responses were received from the 255 
agencies queried. 

2. An extensive series of structured interviews were held with
agency heads, program managers, and fiscal officers. Personnel were 
interviewed at 20 State agencies which receive more than 90 percent of 
all federal funds. 

3. Central files at the Department of Accounts and the Depart
ment of Planning and Budget were reviewed and analyzed to assess the 
basis for loans made with federal funds as collateral. Follow-up discus
sions were held with agency personnel on questionable loans or potential 
losses of interest due to the use of an inappropriate, questionable cash 
flow mechanism. Potential interest loss was calculated at one percent 
per month of the amount outstanding. One percent per month represents 
the approximate average yield of State investments during the biennium. 

4. Special programs were developed to retrieve revenue and
expenditure data available in the Commonwealth's Accounting and Reporting 
System. The reports generated were used to compute the percentages of 
State revenues and expenditures derived from federal funds. 

5. A survey of assistant attorneys general was conducted
regarding federal fund disputes between State agencies and the federal 
government. 

6. Project files and financial records were reviewed for
grants and contracts at six institutions of higher education. 
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Charles B. Walker 

Office of fhe Governor 
Secretary of Administration and Finance Richmond 23219 
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Mr. Ray D. Pethtel 
Joint Legislative and Audit 

Review Commission 
Suite 1100 
910 Capitol Street 
Richmond, Virginia 23219 

Dear Ray: 

September 25, 1980 

I have reviewed the second exposure draft of Federal Funds in 
Virginia with the assistance of the staff of the Department of 
Planning and Budget. 

I am pleased \O say that your revised draft provides a 
more objective analysis of the initiatives taken by the 
Administration dealing with the control of federal funds. 
There are, however, a couple of areas which, I believe, 
require correction or clarification and I have noted these in 
Attachment 2. One area in particular, the consistency of 
Administration and Finance Directive No. 1-80 with the 
Appropriations Act, requires more carefull review on your 
part, the Directive is not in conflict with the Act. 

I appreciate having the opportunity of reviewing the 
draft and would be glad to expand upon any of my comments. 

CBW/dkj 
Attachments 

cc: Mr. Stuart W. Connock 

uly yours, 



EXECUTIVE ACTIONS DIRECTED AT CONTROLLING RECEIPT 
AND EXPENDITURE OF FEDERAL FUNDS 

(ATTACHMENT 1) 

1) Issued in September 1978, Directive No. 12 required each agency to gain

approval from its respective Secretary for the solicitation of grants

that included positions. As a result of this procedure, most of the

Secretaries expanded the approval requirement to all grants.

2) Issued in May 1978, a memorandum informed all college and university

presidents that higher education institutions could not expect

allocations of additional nongeneral funds beyond those listed in the

Appropriation Act.

3) Issued in November 1978, the 1980-82 Budget Manual Instructions

required each agency to include all nongeneral fund revenue in its

budget submission. In August of 1979, DPB budget analyst contacted

their agencies to ensure that all anticipated nongeneral fund revenue

was included.

4) The Budget Bill as introduced in the 1980 General Assembly included the

following new provisions:

The Governor shall withhold from expenditures a portion of 

appropriations from the general fund equivalent to that 

provided from additional revenues earned and collected. 

Each State agency receiving general funds which accepts a 

federal grant shall recover full Statewide and agency 

indirect cost as defined by the Department of Planning and 

Budget, unless prohibited by the granter, and deposit such 

recoveries into the general fund. 
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Excluded the Mental Health and Mental Retardation Revenue 

Fund from the ongoing provision which requires that general 

fund appropriations to State agencies are supplemental to 

revenues earned and collected by the agencies. (This 

exclusion was later restored by the General Assembly} 

5} Issued in May 1980, Secretary of Administration and Finance Directive

1-80, established a basis for agency solicitation and acceptance of

nongeneral fund revenue. Included in the Directive are prohibitions 

for soliciting grants that are not appropriated by the General 

Assembly, for State absorption of programs after the grant terminates 

and for increasing personnel beyond the manpower targets. (While 

A & F Directive 1-80 was issued in May, revisions to the grant 

procedure began in September 1979.} 

6) Issued in June 1980, DPB distributed implementing procedures for A & F

Directive 1-80. The procedures require each agency to report quarterly

the collection of nongeneral fund revenue.

7} Issued in May 1980, Treasury Loan guidelines establish the procedures

for the request, approval and management of treasury loans. The

procedures include prohibitions of loans for grants which provide

letter of credit or cash advance and for more than fifty percent of

a grant award.

8} Issued in August 1980, DPB Directive No. 8-80 requires agency which

participates in a Federal grant to recover indirect costs and to

deposit such recoveries into the general fund.



Co11111ents on JLARC, Federal Funds in Virginia, 
Exposure Draft Dated September 16, 1980 

(ATTACHMENT 2) 

RECOMMENDATION (1). SECTION 4-3.05 (a) OF THE APPROPRIATIONS ACT MIGHT BE 

AMENDED TO REQUIRE THE GOVERNOR TO IDENTIFY FOR EACH APPROVED REQUEST THE 

ANTICIPATED BUDGETARY, POLICY, AND ADMINISTRATIVE IMPACTS OF ANY PROGRAM 

REQUIREMENTS WHICH ACCOMPANY THE FUNDING. 

RECOMMENDATION (2). THE GENERAL ASSEMBLY MIGHT AMEND SECTION 4-3.05 (b) OF 

THE APPROPRIATIONS ACT TO REQUIRE THAT THE GOVERNOR INCLUDE IN HIS ANNUAL REPORT 

FOR EACH AGENCY SIGNIFICANT FEDERAL REQUIREMENTS AND THEIR ASSOCIATED BUDGETARY, 

POLICY, AND ADMINISTRATIVE INFLUENCE ON STATE GOVERNMENT. THE REPORT SHOULD 

ALSO INCLUDE A SUMMARY STATEMENT ON THE OVERALL EFFECT OF CROSS-CUTTING 

REQUIREMENTS WHICH HAVE HAD SIGNIFICANT BUDGETARY, POLICY, OR ADMINISTRATIVE 

INFLUENCES ON STATE GOVERNMENT. 

COMMENT: The Department of Planning and Budget currently reviews the budgetary, 

policy, and administrative influences of grant funding as a part of the regular 

budget process and in reviewing proposed exceptions to A & F Directive 1-80. 

Those grants which have been continuing over the years are reviewed both during 

budget review and as a part of planned program evaluations. This information is 

available to the Legislature upon request. 

With respect to the proposed Code Amendments, the law of Virginia should not 

prescribe administrative or procedural directives, but rather it should enact 

policy. 

The annual report should not contain the level of detail expressed in the 

cited recommendation since to compile this information on an annual basis would 
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be time-consuming and would be of questionable utility. A & F Directive 1-80 

will eliminate most actions to increase legislative appropriations pursuant to 

the Section 4-3.05 provision. Under the procedures of the Directive, an agency 

may solicit, accept and expend nongeneral fund revenues derived from grants, 

gifts, donations and contracts only if such funds have been appropriated to the 

agency by the General Assembly. 

RECOMMENDATION (3). THE SECRETARY OF ADMINISTRATION ANO FINANCE SHOULD 

REVIEW DIA's PRESENT PRIORITIES AND PROCEDURES WITH LOCALITIES TO ENSURE THAT 

ITS LEGISLATIVE MANDATE IS SATISFIED AND THAT ALL VIRGINIA LOCALITIES HAVE 

ADEQUATE INFORMATION AND EXPERTISE TO IDENTIFY AND SOLICIT FEDERAL FUNDS. 

COMMENT: This recommendation appears to be based on the expession of local 

concern (made at the JLARC Subcommittee Hearing on Federal Funds) about the 

adequacy of State support in providing information and assistance to localities 

regarding federal funding programs, without an adequate assessment of previous 

and current State services. 

Information such as newsletters on federal programs, quarterly summaries of 

federal grant awards and direct assistance in preparing grant applications were 

provided by the Division of State Planning and Community Affairs (OSPCA) in the 

late 1960 1 s through the mid-1970's. When evaluations were conducted on the 

usefulness and desirability of continuing or expanding the services, the 

majority of local governments felt the planning district commissions, local 

employees, the federal agencies and other sources of information and assistance 

were available for grant development. Therefore, comprehensive services were 

terminated. However, throughout the remainder of the 1970 1 s the Department of 

Intergovernmental Affairs (DIA) and the Department of Housing and Community 

Development (DHCD) have used their resources and staff to assist localities on a 

need or request basis. DHCD is significantly more active than DIA in providing 



technical assistance and information on federal issues to both local governments 

and planning district corrmissions. For DIA to become more involved would be 

encouraging duplication of services. 

RECOMMENDATION (4). STATE FUNDS SPENT TO MATCH FEDERAL FUNDS SHOULD BE 

CONSISTENTLY REPRESENTED IN THE COMMONWEALTH ACCOUNTING AND REPORTING SYSTEM 

{CARS). THE DEPARTMENT OF ACCOUNTS SHOULD REQUIRE STATE AGENCIES TO USE THE 

CAPABILITY OF CARS TO RECORD MATCH EXPENDITURES. 

COMMENT: Information on State funds spent to match federal funds would have to 

control for in-kind and cash match, Agency and State indirect costs, dedicated 

and discretionary match, and variations based upon the distribution of funds to 

grantee Agency programs and subgrantees such as other State agencies, local 

governments, and non-profit corporations which also may be required to make some 

types of match. Although each of these types and combinations of match could 

conceivably be identified in CARS through the use of expenditure, revenue and 

project codes, such an effort would be costly, time consuming, and would yield 

marginal information for the allocation of resources. 

RECOMMENDATION (5). THE GENERAL ASSEMBLY MIGHT CONSIDER REVISING 

APPROPRIATIONS ACT LANGUAGE TO REFLECT THE NEW PROCEDURE OF A & F DIRECTIVE 

1-80. SUCH AN AMENDMENT WOULD ELIMINATE THE DISCREPANCY BETWEEN THE LANGUAGE OF

THE ACT AND THE DIRECTIVE. IT WOULD ALSO REFLECT LEGISLATIVE ENDORSEMENT OF THE 

POLICY. IF THE ACT'S LANGUAGE IS NOT CHANGED, A & F 1-80 SHOULD BE AMENDED TO 

CONFORM WITH THE LANGUAGE OF THE ACT. 

COMMENT: The intent of Sections 4-3.05 and 4-4.01 is to require that each 

agency receive approval for the solicitation, acceptance and expenditure of 

nongeneral funds. The requirement that all nongeneral funds be appropriated in 

the Act, that the appropriation of funds pursuant to A & F Directive 1-80, 

constitutes approval. Therefore, A & F Directive 1-80 is not inconsistent with 

Sections 4-3.05 and 4-4.01. 
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Section 4-4.01 of that Act indicates that agencies may not solicit or accept 

donations, gifts, grants or contracts without the prior written approval of the 

Governor. The Governor delegated the authority to Secretary Walker to act for 

him under this section. 

The Directive provides the approval required by the Appropriations Act under 

certain conditions. Specifically, if funds requested are contained in Agency 

Budget Submissions, agencies may solicit or accept funds. For funds in excess 

of their appropriations they may do so after seeking an exception, as set forth 

in the Directive. Thus, in all cases agencies have either been given or must 

seek prior written approval prior to their solicitation or acceptance, as 

required by the Appropriations Act. It is not in our best interest to have the 

appropriations language reflect the new procedures. The Act should provide the 

general policy framework within which the Governor, Secretary Walker, and others 

must operate. The inclusion of the language of the Directive in the 

Appropriations Act would limit ability to meet changing conditions. As long as 

the procedures are consistent with legislative mandate, there is no reason or 

need to incorporate them within the body of the Act itself. 

RECOMMENDATION (6). THE LANGUAGE OF SECTIONS 4-3.05 and 4-4.01 SHOULD BE 

RE-ORDERED TO REFLECT THE SEQUENCE OF ACTIONS FOLLOWED BY AGENCIES IN SOLICITING 

AND ACCEPTING FUNDS. 

COMMENT: DPS plans to propose total revisions to the General Provision of Law 

Sections to maintain its integrity as a policy and legal instrument rather than 

an administrative procedures document. 
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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. WHEN AGENCIES ARE RESTRICTED BY FEDERAL GRANTORS TO 

RECEIVING FUNDS BY REIMBURSEMENT, THE DEPARTMENT OF PLANNING AND BUDGET SHOULD 

MONITOR SUCH ARRANGEMENTS TO ENSURE THAT AGENCIES SUBMIT REQUESTS FOR 

REIMBURSEMENT IN A TIMELY MATTER. 

COMMENT: Under the provisions of Administration and Finance Directive 1-80, the 

Department of Planning and Budget is responsible for developing the necessary 

procedures and reporting requirements to implement the policies. Agencies 

adherence to the Directive and the Treasury Loan Procedure are being monitored. 

In those cases where reimbursement payments are used and an anticipation loan 

has been approved, the agencies will be compelled to "draw down" reimbursements 

as soon as practical. Such loans are authorized for the amounts of the first 

reimbursement cycle, not to exceed 50% of the grant award. This action will 

minimize the amount of the loan and will provide agencies with operating cash 

for each succeeding cycle. 

RECOMMENDATION (8). THE DEPARTMENT OF PLANNING AND BUDGET SHOULD CONDUCT A 

REVIEW OF SUBGRANTEE FINANCING ARRANGEMENTS USED BY STATE AGENCIES TO ENSURE 

THAT SUBGRANTEES ARE RELIEVED, WHENEVER FEASIBLE, OF THE NEED TO PROVIDE ADVANCE 

FINANCING FOR FEDERAL PROGRAMS. 

COMMENT: The federal government will not in most cases advance funding. 

Therefore, advance financing for federal programs operated by subgrantees of 

State agencies is difficult to provide since State agencies are prohibited from 

using their funds for purposes other than that for which the appropriation was 

made. One option would be to provide more treasury loans for this purpose, 

however, that would result in significant lost investment income. In addition, 

letter of credit procedures to subgrantees could foster unallowed costs being 

charged to projects since subgrantees would not be required to submit 

expenditure records before drawdown. 
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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 SUBSEQUENTLY BE CARRIED OUT BY A SUBGRANTEE SHOULD BE ENCOURAGED TO 

INCLUDE THE INDIRECT COSTS OF THE SUBGRANTEE WHEN POSSIBLE. 

COMMENT: On August 19, 1980 the Department of Planning and Budget issued DPB 

Directive No. 8-80 entitled "Recovery of Allowable Indirect Costs Under Federal 

Grants". 

Under the Directive's implementing procedures, the Department of 

Intergovermental Affairs is responsible for providing technical assistance to 

the agencies. This assistance includes the review of an agency's indirect cost 

proposal on an annual basis. Furthermore, DIA is responsible to assist the 

agencies in preparing and negotiating the indirect cost proposals, if requested. 

Concerning the recovery of indirect costs by subgrantees, the Directive 

states that: "Each State agency receiving federal monies for 'pass-through' 

purposes shall include an indirect cost recovery component for the federal 

monies in the subgrant if: (1) the subgrantee has an approved indirect cost 

proposal and computes indirect costs in accordance with federal regulations and 

if (2) there are no federal restrictions or prohibition against such payment." 

RECOMMENDATION (10). GENERAL FUND LOAN REQUESTS SHOULD BE THOROUGHLY 

ANALYZED BY DPB TO ENSURE THAT THE NEED FOR ADVANCE FINANCING BY THE STATE 

EXISTS, THAT THE AMOUNT OF THE LOAN IS SECURED BY AN ADEQUATE REPAYMENT SOURCE, 

AND THAT THE AMOUNT IS LIMITED TO THAT NECESSARY TO COVER AN ANTICIPATED 

REIMBURSEMENT CYCLE. 



COMMENT: The DPB Treasury Loan procedure implemented in May of 1980 has 

provisions which require more thorough information from agencies to verify need, 

duration, amount, and source of repayment. Revenue revisions by revenue source 

codes as required by A & F Directive 1-80 are used to verify repayment sources. 

All Treasury Loan authorizations stipulate that if any change occurs in the 

condition of the revenue source, the agency is responsible for notifying DPB. 

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. THE "EXCEPTION REPORT" SHOULD BE 

PROVIDED TO THE HOUSE APPROPRIATIONS COMMITTEE AND SENATE FINANCE COMMITTEE AS 

PART OF THE QUARTERLY REPORTS REQUIRED UNDER THE APPROPRIATION ACT. 

COMMENT: The provisions contained in A & F Directive 1-80 procedures and 

1980-82 Budget Manual: Revenue require agencies to report all revenue revisions 

actual and anticipated by revenue source. The data will be monitored at the 

fund source level and not at the program award level. A return to the level of 

detail contained in the Form 16 procedure is costly, time-consuming, and 

discounts agency management abilities. 

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 AND REPORT FINDINGS TO THE HOUSE 

APPROPRIATIONS AND SENATE FINANCE COMMITTEE. 

COMMENT: This has been done since late 1979 when DPB and the Department of 

Intergovernmental Affairs set up an interagency Federal Budget Impact Project 

Team. The Team has made several reports, the most recent of which was presented 

to the Senate Finance Co11111ittee on September 19, 1980. 
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RECOMMENDATION {13): AGENCIES WHICH RECEIVE FEDERAL FUNDS AS SUBGRANTEES OR 

SECONDARY RECIPIENTS SHOULD BE REQUIRED TO IDENTIFY CONSISTENTLY IN THEIR BUDGET 

EXHIBITS THE FEDERAL SOURCE OF SUCH SUBGRANTEE FUNDING. 

COMMENT: Funds from federal programs which are stable and/or formula driven 

will be appropriated to the subgrantee, rather than the grantor for the 1982-84 

biennium. Specific instructions will be provided to affected agencies in March 

of 1981 for the preparation of budget submissions. 

RECOMMENDATION (14): THE DEPARTMENT OF PLANNING AND BUDGET SHOULD ENSURE 

AGENCIES COMPLY WITH SECTION 2.1-398 OF THE CODE OF VIRGINIA AND PROVIDE 

IDENTIFICATION ON THE AUTHORITY FOR OPERATION OF A PROGRAM. 

COMMENT: DPB conferred with the patrons of this statute in 1978 in order to 

decide the format for the 1980-82 budget. It was agreed that the appropriate 

code citation would be sufficient for identification purposes due to the 

inability to uniformly distinguish between mandated and discretionary costs. 

It also was decided that in those instances (e.g. State Air Pollution Control 

Board, State Water Control Board) in which federal and State law are identical, 

the State law takes precedence and would be cited. 

RECOMMENDATION (15): STATE AGENCIES AND DEPARTMENTS SHOULD TAKE STEPS TO 

ASSESS WHETHER THEY ARE EFFECTIVELY IDENTIFYING AND UTILIZING FEDERAL RESOURCES 

AVAILABLE FOR THEIR PROGRAMS. 

COMMENT: This recommendation appears to be contrary to the expression of 

caution stated in the JLARC Report. However, the Governor, and to some extent 

governing boards, have and will continue to assess participation in federal 

programs. For instance, this year the Governor limited the State's 

participation in the CETA program due to such an assessment. Those federal 

programs which are compatible with State priorities and of direct benefit will 

be the standard for participation. 
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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 AS THEY ARE RECEIVED BY AGENCIES 

OF STATE GOVERNMENT. IN LIGHT OF THE MAGNITUDE OF AUDIT EXCEPTIONS FOUND AT VCU 

AND VIMS, THE APA SHOULD CONSIDER PUTTING A HIGH PRIORITY ON GRANT AND CONTRACT 

ACCOUNTS WHILE CONDUCTING STATE AUDITS. 

COMMENT: We concur with the rec011111endation that copies of all federal audits 

be forwarded to the Department of Planning and Budget. 

RECOMMENDATION (17): VCU SHOULD TAKE TWO INITIAL STEPS TO STRENGTHEN 

INTERNAL CONTROLS OVER GRANT AND CONTRACT ACCOUNTING. 

a. All FAS accounts with negative balances should be identified and

reconciled by the grant and contract office with the responsible

academic department or faculty 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.

COMMENT: This reconrnendation is being assessed by VCU and their response will 

be reviewed by the Executive. 
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RECOMMENDATION (18}. VCU's ADMINISTRATION SHOULD TAKE STEPS TO FULLY 

IMPLEMENT ITS EFFORT REPORTING SYSTEM AS SOON AS UNDERSTANDING IS REACHED WITH 

FEDERAL AUTHORITIES. THIS SHOULD INCLUDE DEVELOPING APPROPRIATE TRAINING 

SESSIONS AND CONDUCTING AGGRESSIVE SUPERVISORY POST-AUDITS TO ENSURE COMPLIANCE 

WITH REPORTING REQUIREMENTS. 

COMMENT: This reconmendation is being assessed by VCU and their response will 

be reviewed by the Executive. 

RECOMMENDATION (19}. VCU SHOULD DEVELOP AN INTERNAL PROCEDURES MANUAL FOR 

THE GRANT AND CONTRACT ACCOUNTING SECTION. AMONG THE AREAS ADDRESSED SHOULD BE 

PROCEDURE TO PREVENT THE SUBMISSION OF LATE FISCAL REPORTS TO FEDERAL GRANTORS. 

COMMENT: This reconmendation is being assessed by VCU and their response will 

be reveiwed by the Executive. 

RECOMMMENDATION (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. 

COMMENT: The administration of the College of William and Mary is carefully 

monitoring the implementation of VIMS accounting system and providing periodic 

reports to the Secretary of Administration and Finance. 

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 PRIORTIY ON DEVELOPING A PROCEDURES MANUAL GOVERNING THE 

ADMINISTRATION OF GRANTS AND CONTRACTS. 

COMMENT: This recommendation is being assessed by the College of William and 

Mary and their response will be reviewed and acted upon by the Executive. 
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RECOMMENDATION (22): THE DEPARTMENT OF INTERGOVERNMENTAL AFFAIRS SHOULD 

CONTINUE TO DEVELOP, WITH THE DEPARTMENT OF MANAGEMENT ANALYSIS AND SYSTEMS 

DEVELOPMENT, USER PROGRAMS FOR THE FEDERAL ASSISTANCE AWARD DATA SYSTEM (FAADS). 

COMMENT: On August 25, 1980 the Secretary of Administration and Finance 

informed the Office of Management and Budget that the Department of 

Intergovernmental Affiars will serve as the Commonwealth's coordinator with 0MB 

on this project. 

RECOMMENDATION (23): PROGRAMS USING CARS DATA SHOULD CONTINUE TO BE 

GENERATED AS A MEANS OF PROVIDING COMPREHENSIVE AND TIMELY INFOMRATION FOR 

LEGISLATIVE BUDGET ANALYSIS. 

COMMENT: The Department of Planning and Budget has no conment on this 

reconmendation. 

RECOMMENDATION (24): THE GENERAL ASSEMBLY SHOULD CONTINUE TO HAVE ACTIVE 

COMMUNICATION, THROUGH JLARC AND HOUSE APPROPRIATIONS AND SENATE FINANCE 

COMMITTEE STAFF, WITH THE DEPARTMENT OF INTERGOVERNMENTAL AFFAIRS AND THE OFFICE 

OF MANAGEMENT AND BUDGET ON FAADS AND RELATED PROJECTS. 

COMMENT: The Department of Planning and Budget has no conment on this 

reconmendation. 
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Charles B. Walker 

Office of the Got1ernor 

Richmond 232195.tctt-tary cf .c.a-:1".s:r.u:.;n and Finance May 6, 1980 
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Secretary of Administration and Finance Directive No. 1-80 

Subject: Solicitation and Acceptance of Nongeneral Fund 
Revenues and Grants, Gifts, Donations, Contracts 
or Agreements. 

Pur�ose: This Directive establishes the basis for State agency 
solicitations and acceptances of nongeneral fund revenues from 
grants, gifts, donations, contracts or agreements from any source 
or entity, It is promulgated in accordance with§ 4-4.01 of the 
1980-82 Appropriations Act and Executive Order Number 37 (80). 
The purpose is to: 

1. Simplify the process of soliciting and accepting
nongeneral fund revenues from grants, gifts,
donations, contracts or agreements.

2. Eliminate the approval, with certain exceptions,
of solicitations and acceptances which are consistent
with the policies set forth in this Directive; and

3< Hold agency heads strictly accoun .. able for the 
implementation of the policies set forth in this 
Directive. 

The Department of Planning and Budget shall be responsible for 
developing the necessary procedures and reporti11g requirements 
to implement these policies. 

Applicabilit!: This Directive applies to the solicitation and
acceptance o nongeneral fund revenues from grants, gifts, donations, 
contracts or agreements by any State agency. It does not apply 
to nongeneral fund revenues derived from donations and gifts to 
the endowment funds of institutions of higher education or from 
grants, gifts, donations, contracts or agreements to support 
sponsored research programs in such institutions, except that 
the instit1.1tions shall comply with the monitoring and reporting 
requirements of this Directive for such funds. 

Effective Date: The policies and procedures set forth in this 
Directive are effective July 1, 1980, 



Secretary of Administration and Finance Directive No. 1-80 
Page two 
May 6, 1980 

Policies: State agencies are hereby authorized to solicit, 
accept and expend nongeneral fund revenues derived from grants, 
gifts, donations, contracts or agreements consistent with the 
following policies: 

1. State agencies may solicit, accept and expend non
general fund revenues derived from grants, gifts,
donations, contracts or agreements on the authority
of the ugency head if such funds have been appropri
ated to the agency by the General Assembly.

2. State agencies may accept and expend nongeneral fund
revenues from grants, gifts, donations, contracts or
agreements:

(a) For those revenues appropriated to the agency
but not in excess of 110 percent of the amount
included in the Appropriations Act, and then
with the approval of their respective Secretary.

(b) For those revenues in excess of 110 percent of
that amount appropriated to the agency, in the
case of an emergency approved by the Governor,
in accordance with the Exception provisions of
this Directive.

3. State agencies, except in the case of an emergency
approved by the Governor in accordance with the
Exception provisions of this Directive, shall not
solicit, accept and expend nongeneral fund revenues
from grants, gifts, donations, contracts or agreements:

(a) 

(b) 

Whose specific sources have not been included in 
its budget submission terminology and/or have 
not been appropriated to the agency. 

When the federal government prov:f.des the funds 
and the option exists for either the State or 
the federal government to administer the program 
supported by such funds. 

(c) When a grant, gift, donation, contract or agreement
has, as a condition of acceptance, that the State
absorb the services should funds be reduced or
terminated, unless such has been provided for
in the Appropriations Act.

(d) When the purpose of such grant, gift, donation,
contract or agreement is inconsistent with an
agency's legislative or administrative mandate.
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Secretary of Administration and Finance Directive No. 1-80 
Page three 
May 6, 1980 

{e) When such grant, gift, donation, contract or 
agreement obligates an agency to (1) additional 
positions and/or employment levels beyond that 
provided under the Manpower Utilization Program, 
{2) additional office space and/or (3) ,jditional 
costs beyond those provided for in the Appropri
ations Act. 

4. Each State agency funded in part by the general fund
and which accepts a federal grant shall recover full
statewide and agency indirect costs and include in
the grant suffici·ent funds for rental. and space charges,
unless prohibited by the granter agency.

5. Upon the acceptance of a federal grant or contract,
State agencies shall take appropriate action to maxi
mize the cash flow associated with the grant or con
tract by: (1) utilizing letters of credit or cash
advance techniques, where available, as opposed to
the reimbursement of expenses method of payment;
(2) processing claims in a timely fashion; and (3)
seeking reimbursement of expenses within the fiscal
year in which they are incurred.

Exceptions: Agencies may request a declaration of an emergency 
or seek an exception to the policies stated above by submitting 
a letter to their respective Secretary with a copy to the Depart
ment of Planning and Budget. The requests should set forth the 
reasons why an emergency exists or why the agency is seeking an 
exception, and include an impact analysis which contains: (1) 
the reason the agency was unable to anticipate the revenues in 
the budget submission; (2) a description of the proposed use of 
the revenues; (3) implications on State operations and funding, 
both short-term and long-term; (4) the revenue amount and source 
and (5) the effect on the agency's full-time equivalent positions 
and full-time equivalent employment levels as provided for in 
the Manpower Utilization Program. Emergencies and exceptions 
shall be approved by the Governor and conmrunicated to the House 
Appropriations and Senate Finance Committee�. 

Directives Rescinded: This Directive rescinds Secretary of 
AdmL1istration and Finance memorandum dated March 19, 1977, 
entitled "Procedure for Approval to Solicit and accept Donations, 
Gifts and Grants - DPB Form 16/SF 424, DPB Form 16-A and DPB 
Form 16-B" and Secretary of Administration and Finance Directive 
No. 12, dated September l, 1978, entitled "Preliminary Authorization 
to Apply for Federal Grants Requiring Additional Staff." 



COMMONWEALTH-of VIRGINIA 
CHARLES A. CHRISTOPHERSEN 

DIRECTOR 

B. C. LEYNES, JR. 

DEPUTY DIRECTOR

DEPARTMENT OF 

INTERGOVERNMENTAL AFFAIRS 

916 Ninth Street Office Building 
Richmond, Virginia 23219 

Tek•phone (804) 786-4407 

Mr. Kirk Jonas. 
Principal Analyst 

September 18, 1980 

Joint Legislative Audit and Review Commission 
Suite 1100, 910 Capitol Street 
Richmond, Virginia 23219 

Dear Kirk: 

Thank you for your letter of September 16 transmitting 
the exposure draft of Federal Funds in Virginia. We appreciate 
the opportunity to comment on the draft report. 

Recommendation 3 (page 46) states that the Department 
of Intergovernmental Affairs (DIA) should review its priorities 
concerning grarit information for local governments. I under
stand that the Secretary of Administration and Finance has 
already responded to this recommendation, and I concur with 
Mr. Walker's reply. 

Pages 54 and 55 of the report address DIA's role in 
assisting state agencies with indirect cost recovery. I 
would like to bring to your attention an error on page 54, 
paragraph four. It is stated that DIA began assisting agencies 
on July 21, 1980, while, in fact, we have been providing 
such assistance since 1977. 

We certainly agree that indirect cost recovery is complic
ated and that a central agency with special expertise is 
desirable. DIA serves a central agency role and, jointly 
with the Department of Planning and Budget, is continuing 
to pursue policies which are leading to increased cost 
recovery at both the statewide and the agency level. 

Recommendation 9 (page 69) is likewise currently in 
effect. Pursuant to DPB Directive 8-80, DIA reviews all 
agency indirect cost pro.posals to ascertain if full recovery 
is taking place. Agencies which fail to recover full costs 
are notified that subsequent proposals must be modified. 
This review occurs on an annual basis. 

We concur with recommendation 22 (page 96) that DIA 
should continue to develop the FAADS system. We have 
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Mr. Kirk Jonas
Page Two 
September 18, 1980 

been designated as Virginia's lead agency for implementation
of FAADS and look forward to serving both the General 
Assembly and state agencies as FAADS achieves the sophist
ication necessary to provide timely and accurate informa
tion on the amount and type of federal funds coming into 
Virginia. 

If you would like further explanation of any of these
comments, I will be happy to discuss them. We are grate
ful for the opportunity to participate in JLARC's study 
of federal funds in Virginia. 

With kindest regards, I am 

Yours� 

Charl� Christophersen 

CAC/ja 

cc: Honorable Charles B. Walker 



S. MASON CARBAUGH
COMMISSIONER 

COMMONWEALTH of VIRGINIA 
RAYMONDD.VAUGHAN 
DEPUTY COMMISSIONER 

DEPARTMENT OF AGRICULTURE AND CONSUMER SERVICES 

P. 0. Box 1163, Richmond, Virginia 23209

September 24, 1980 

Mr. Kirk Jonas, Principal Analyst 
Joint Legislative Audit and Review Commission 
Suite 1100, 910 Capitol Street 
Richmond, Virginia 23219 

Dear Mr. Jonas: 

We acknowledge receipt of your letter under date of 
September 16, 1980, with reference to the study of federal funds in 
Virginia which was directed by House Joint Resolution 237 of the 
1979 session of the General Assembly with attachments. 

This matter has been reviewed and action is being ta.ken 
to facilitate the use of the letter of credit to draw advances 
rather than monthly reimbursement as has been done in the past. 

We are concerned, however, that this will involve pre
paration of estimates which will subsequently need to be compared 
and reconciled with actual expenditures. This will essentially 
double the administrative paperwork required to obtain these funds. 
We are hopeful that the cost of this additional paperwork will be 
more than offset by gain in funds. 

Nevertheless we coaaend you on the work you have done and 
feel that it will be beneficial to our staff in dealing with similar 
accounts. 

SMC:vdw 

cc -- Dr. Paul J. Friedman 
Mr. Henry H. Budd 

Sincerely yours, 

{��0 
COlllllissioner 
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COMMONWEALTH of VIRGINIA 
Department of 

LEO E. KIRVEN, JR., M.D. 

Mental Health and Mental Retardation 

Septanber 24, 1980 

MAILING ADDRESS 

P. 0. BOX 1797 

RICHMOND, VA. 23214 
COMMISSIONER 

Mr. Kirk Jonas 
Principal Analyst 
Joint Legislative Audit and Review Ccmn:i.ssion . 
Suite 1100, 910 Capitol Street 
Rictm:md, Virginia 23219 

Dear Mr. Jonas: 

This is in reference to your letter date:i September 16, 1980, 
asking for this agerx:y's ocmnents on your draft report, "Federal Funds 
in Virginia." 

Members of rcw staff have reviewed the report and offer the 
foll.owin3 ocmnents: 

Federal Grants 

Under the current budget process, agencies no longer can 
solicit for Federal grants unless the grants have been 
identified in the agency's budget. This presents State 
agencies with a problem when Federal agencies anoounc:e one 
time Federal grants in cycles which make it difficult to 
anticipate duriDJ our budget process. 

Title XX Fums 

The Department of Mental Health and Mental Retardation re
ceives nonthly invoices fran cx:mmmity services boards for 
services provided umer State level contract by a,wroved Title 
xx providers. The Department ocq>iles all invoices fran the 
cx:mmmity sez:vices board into one major report (interagerx:y 
invoice) and sul:mits this invoice to the Welfare Department 
for reinblrsnent. The Department of Welfare re.illburses the 
Department of Mental Health and Mental Retardation nonthly, 
based on the interagency transfer invoice. 
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The Department of Mental Health and Mental Retardation does 
not hold invoices for reimbursemmt. If the State Welfare 
Deparunent has expended the Federal faros allocated for 
a fiscal year, they will notify us; otherwise, we continue 
to invoice the State Welfare Department on a nonthly basis. 

I hope these cannents will be of assistance to you in developing 
your final report. I would like to take this opportunity to thank you 
for giving us the opportunity to cannent. 

YQ\lrS very truly, 

LEKjr:CWB:eg 

. . .  ��·"' 
.· .· .-· . .. ,_ ... 
\.._I·----< " - 1 . 

. 

7 ,.. 4-.,. 

Leo E. Kirven, 
Ccmnissioner 

cc: The Honorable Jean L. Harris 

/c.i • \ J "'-' �- .. ·; � /"'
) 

Jr., M. D. . l 
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COMMONWEALTH of VIRGINIA 
COUNCIL ON CRIMINAL JUSTICE 

BEVERLY A. DAVIS, Ill, Chairman 
Division of Justice and Crime Prevention 

8501 MAYLAND DRIVE RICHMOND, VA. 23229 

(804) 281-9276 

Mr. Kirk Jonas 
Principal Analyst 
Joint Legislative Audit &

Review Commission 
Suite 1100, 910 Capitol Street 
Richmond, VA 23219 

Dear Kirk: 

October 3, 1980 

RICHARD N. HARRIS 

D1rec1or 

Thank you for providing us the opportunity to review the exposure draft 
of Federal Funds in Virginia. The following are our comments. Some of 
thell are for clarification, whereas others address conclusions or implica
tions we feel are inaccurately pertrayed. 
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Your attention is first directed to the first paragraph on page 23. When 
one reads that, the implication is that all DJCP funds are used for training 
purposes. The facts are that DJCP funds are used for many other excellent 
programs and projects. We suggest that the paragraph be re-drafted to re
move that implication. 

It is further suggested that the $5 million amount mentioned for 1980-82 
and the $9 million amount mentioned for 1982-84 is the amount needed to 
assume all programs, not just training programs. Once it is decided 
whether the paragraph is to be re-worded it will be necessary to make sure 
the correct amounts are used. If the paragraph is going to deal with all 
programs, then the mnount as given appears to be correct. If the para
graph is to deal with training only, then the amounts need changing. In 
any event, it is suggested that you should call Ron Bell at this office 
to discuss these items. 

There is another point that needs to be made. In that paragraph, the first 
non-italicized paragraph on page 24, and the second non-italicized para
graph on page 25, one gets the impression that the State and local units of 
government were inveigled into starting training programs with federal funds 
and are now having to face the cost assumption problem. What is totally 
and completely missed or ignored is that the very programs referred to in 
the Department of Corrections and at the local government level provide 
training mandated by the General Assembly which has never, since the pro
grams were inaugurated, appropriated any general funds other than required 
match, to support those mandates until faced with the assumption of cost 
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requirement. It would seem that in the interest of a balanced, factual 
report that this has to be included. 

On page 24 at the end of the first paragraph (italicized) it is suggested 
that the fol lowing be added, " •.. as long as LEAA funds come to the State". 

The remainder of our comments is an attempt to clarify Division of Justice 
and Crime Prevention cash disbursements and cash control policies. 

In the report the Division is cited for certain negative cash control prac
tices. At the outset, it should be explained that the DJCP cash transfers 
to other State agencies is approximately $5 million dollars annually. While 
this amount is shown as an expenditure to the account of the Division of 
Justice and Crime Prevention, the amount is not an expenditure to the State 
until the actual grant recipients make expenditure from the transferred 
funds. 

Since the inception of the LEAA Program in Virginia, the Division has fol
lowed the practice of advancing grant money to local units of government 
and to State agencies on a quarterly basis. This practice had a positive 
affect in that it eliminated personnel needed to process draw-down requests 
more frequently at both the disbursing point (DJCP), and at the receiving 
point (sub-grantee). One accountant has handled grant disbursement at the 
Division of Justice and Crime Prevention. During FY 1980, approximately 
1500 grant disbursement requests were processed, representing about 
$12,000,000. To disburse money more frequently would necessitate the 
hiring of additional accounting personnel to handle the increased work and 
related duties. 

However, to accomplish a quarterly disbursement of grant funds, the DJCP was 
required to have either the federal cash or secure a loan in lieu of cash. 
Under the Department of Treasury Circular 1075, federal cash balances held 
by either the DJCP or its grant subgrantees were to be at a minimum. Sub
section 205.4 of Circular 1075 states "Cash advances to a recipient organi
zation shall be limited to the minimum amounts needed and shall be timed 
to be in accord only with the actual, immediate cash requirements of the 
recipient organization in carrying out the purpose of the approved program 
or project. The timing and cash amount of advances shall be as close as 
it is administratively feasible to the actual disbursement by the recipient 
organization for direct program cost and the proportionate share of any 
allowable indirect cost." Cash on hand has been held to be the minimum 
cash needed for cash disbursement for disbursements within a few days. The 
maintenance of a minimum cash amount on hand and a disbursing of grant money 
quarterly was reconciled by securing a State Treasury loan. The cash loan 
enabled the DJCP to disburse money less frequently and reduced general fund 
administrative costs, and kept the State in compliance with Treasury guide
lines. It should be noted that failure to comply with Circular 1075 could 
have resulted in the revocation of the unobligated portion of the letter 
of credit. 
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At the time the Division secured a loan agreement for fiscal year '80, 
which by the way, averaged about $1 million, we were cognizant of the fact 
that it could be argued that interest income on the general fund loan could 
be considered as a loss to the State. However, it was our determination 
that it was more beneficial to the State, both administratively and for 
cash flow control, to proceed and use a Treasury loan and comply with the 
Treasury disbursing policies. It was our estimate that the increase in 
administrative costs to the State would be far greater than any anticipated 
lost interest. 

In summary, DJCP's use of a Treasury loan was guided by the following fac
tors: 

1. Treasury Circular 1075 mandates minimum cash balances.

2. State Comptroller requires cash or a loan in lieu of cash.

3. Loan assurance permits advanced grant disbursement quarterly
for convenience of grant subgrantees and to reduce admini
strative overhead at all points of a disbursement.

4. Maintenance of a cooperative system with federal treasury, state
treasury, agency, and grant recipients.

It is hoped that these comments will be taken into account when the final 
draft is prepared. If you feel the need for any further facts in any of 
the above, please call me or Eddy Hegamyer. 

sgs 
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JLARC NOTE: The report does not suggest that the Division of Jus

tice and Crime Prevention (DJCP) process grant disbursements more

frequently. The report states that DJCP could d�aw down !ederal 

funds in advance of these disbursements. Th:re.,� no bas�s for 

assuming that this procedural change would s1gn1f1cantly increase

administrative costs. 



COMMONWEALTH of VIRGINIA 

TEMELL DON HUTTO 

DIIIECTOR 

Department of Corrections P. 0. BOX HN3 

RICHMOND. VIRGINIA 23281 

804/257• I IIOO 

November 26, 1980 

Mr. Kirk Jonas 
Joint Legislative Audit and Review Committee 
Suite 1100, 910 Capitol Street 
Richmond, Virginia 23219 

Dear Mr. Jonas: 

It is my understanding that you have had discussions with 
one of my staff members concerning an apparent discrepancy 
in the timetable for recovery of USDA funds. I have been told 
that, as a result of these discussions, it has been determined 
that the time frames reported in your study are substantially 
correct with the first billings to the USDA occurring in 
December, 1980, covering the period September, 1978 - June, 
1979. I would, therefore, ask that you withdraw my letter 
of September 25, 1980, as the discrepancies now seem to have 
been resolved. Evidently, confusion over the Department's 
ability to file for recovery of funds during the time care 
labor study resulted in a much later submission of the bills 
than we had originally believed. Your patience and cooperation 
in resolving these differences have been greatly appreciated. 

I would, however, like to reiterate a more general comment 
concerning federal "seed monies." It seems to me that there 
is a rather significant difference between the assumption of 
law enforcement training grants and the type of grants mentioned 
at the top of page 25. The Legislature has mandated that 
compulsory training be provided to all law enforcement officers 
and certain other individuals (Sections 9-107 through 9-111.14 
COV). The federal dollars used over the past several years 
to provide this training simply removed the financial burden 
of these programs from the State and the localities during the 
grant period. Had these dollars not been available, the total 
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cost of the training would, of necessity, have been absorbed 
from the time of the mandate. This is very different from a 
truly "seed money" situation where a program is begun without 
legislative mandate and must be assumed later in the project 
life. It is estimated that through the use of LEAA funds at the 
Academy for Staff Development, $2,716,969 in federal funds have 
been used, dollars which otherwise would have had to come from 
the State general fund. It might be helpful to the Legislature 
for this basic difference to be delineated. 

Again, thank you for the opportunity to review this document 
and for your assistance over the past several weeks. I hope 
that these comments have been useful and that they will help to 
strengthen an already excellent study. Should you have additional 
questions or need more information, please do not hesitate to 
contact my office. 

Sincerely, 

� ... ,. 

·-�/ 

Gi'..errel Don Hutto 

jf 

cc: Mr. William E. Weddington 
Mr. Robert Zukowski 
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C·OMMONWEALTH of VIRGINIA 

Mr. Kirk Jones 
Principal Analyst 
Joint Legislative Audit 

and Review Conmission 

DEPARTMENT OF EDUCATION 

P.O. BOX 60 

RICHMOND, 23216 

September 23, 1980 

Suite 1100, 910 Capitol Street 
Richm:>nd, Virginia 23219 

Dear Mr. Janes: 

Dr. Iavis, Superintendent of Public Instruction, has asked that I respond 

to your letter of September 16 relative to the draft report which the JI.ARC 

staff has completed on federal funding. We have reviewed the report and find 

no reason to make any recannendations for a change. It appears to be care

fully done and sh:>uld prove to be informative for the legislature. 

WHC:SJIJn 

cc: Dr. S. Jolm Ia vis 

Sincerely yours, 

d��L__ 
William H. Cochran 
Deputy Superintendent 
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VIRGINIA COMMONWEAL TH UNIVERSITY 
910 West Franklln Street • Richmond, Virginia 23284 

Mr. Kirk Jonas 
Joint Legislative Audit and 

Review Commission 
Suite 1100 
910 Capitol Street 
Richmond, VA 23219 

Dear Mr. Jonas: 

This has reference to your letter of September 16 to Dr. Edmund F. 
Ackell of Virginia Commonwealth University, concerning your study of 
federal funding in Virginia. Members of my staff have discussed 
certain sections of this report with you, and we note that appropriate 
adjustments have been made in the draft that was forwarded to us. We 
appreciate the opportunity at this time to formally respond to your 
draft report. 

As you know, we presented on August 6, 1980, a rather detailed response 
to your initial draft. Certain of our comments below will be redundant 
with those that were transmitted earlier. 

Generally, your report addresses (1) what you believe to be inadequate 
internal accounting controls and (2) a large backlog of delinquent 
reports required to be submitted to federal agencies. With regard to 
the first item, we continue to believe that basic accounting controls 
are in place which provide reasonable assurance that funds are 
expended in accordance with federal regulations and that expenditures 
in excess of budget are readily identified and corrected. 

With respect to the second item, the backlog of Reports of Expenditures 
(ROE) was created at the time of the implementation of our new account
ing system on July 1, 1978. Since that time, we have sustained 
extraordinary turnover in our Grant and Contract Accounting section, 
particularly at the supervisory level. In addition, we have been 
understaffed in this area and have taken steps to increase the staffing 
(subject to State approval) and improve the effectiveness of this 
organization. Although the number of delinquent reports has not 
decreased, this is due primarily to the large number of reports coming 
due at this time. With improved staffing, we feel optimistic that this 
problem can be substantially alleviated by the end of this fiscal year. 

For your convenience in reviewing this response, we have identified the 
appropriate page number in your draft of September 16, 1980. 
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Page 77 

Page 79 

One of the criteria utilized in the evaluation of grant 
and contract administrative performance is the "proposal 
review and approval process." At VCU, proposals are 
reviewed by the Office of Research Administration in 
accordance with the Manual on Grants and Contracts, an 
internal policy and procedures document. This manual 
clearly states that the federally-approved indirect cost 
and fringe benefit rates are to be used when submitting 
proposals. You suggest that a review of the proposal by 
a fiscal section would provide certain safeguards, but 
we contend that such a review would simply verify that 
the Office of Research Administration is properly 
performing its review function. The Grants and Contracts 
Accounting section of the Controller's Office, which would 
perform this review function, would have little way of 
determining that a proposal is fiscally realistic in 
that research proposals are typically submitted and 
awards granted on a competitive basis after peer review, 
and without an understanding of the details of a research 
project (most of which are highly sophisticated and 
complex), it would be impossible for this group to under
stand the financial needs of a project. Therefore, we 
believe that it would be redundant and ineffective to 
have a review made by the Controller's Office and that 
this issue should not be considered a significant problem 
as represented in figure 9, page 78. 

You indicate that the backlog of Reports of Expenditures 
(ROE) to federal sponsors was due to the ineffective use 
of the Financial Accounting System (FAS). While it is 
true that the current backlog was created during the 
implementation of FAS on July 1, 1978, we feel that FAS 
no longer contributes to this backlog. overdue reports 
are more a function of understaffing and organization of 
work flow. 

Page 80 
Although Grants and Contracts Accounting does not have in 
place a fonnal procedure for the periodic review of FAS 
negative balance accounts, appropriate management personnel 
are aware of these accounts and do not believe that they 
represent or indicate a serious overspending problem at 
vcu. 

A number of control features allow us to monitor the 
over-budget status of federal accounts. 

• The quarterly review of federal grant expenditures
compared with the budget during the preparation of
the Departmental Federal Assistance System report
(DFAFS).
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• The review by the fiscal administrators and/or depart
mental support persons of FAS-generated reports prior
to distribution to principal investigators.

• The submission of financial report inquiry forms
regarding erroneous charges or budget entries.

These controls did alert management to the two major causes 
of negative balances, namely, (1) incorrect budget entries 
and (2) incorrect accounting entries. We do recognize that 
adjustments to these accounts were not made responsively due 
to staffing problems. 

You also state that "there is no central control because a 
principal investigator can continue to spend against an 
account, even one with a negative balance." If the controls 
mentioned above failed to reveal an overexpended account, 
the principal investigator could only continue to spend 
against this account until the end of that account's budget 
period. 

With regard to item 2 of the summary of a typical negative 
balance account, we would point out that the $876 charge was 
a retroactive adjustment, made by journal entry, which 
originated in Grants and Contracts Accounting. This charge 
was to correct a credit made in error, and it consequently 
zeroes-out expenditures for that particular code. 

With respect to the lack of control over encumbrances, 
Grants and Contracts Accounting does have a procedure 
whereby a daily diagnostic listing is reviewed to determine 
that disbursements liquidate the proper encumbrances. 

Page 82 
We are aware of the number of dormant or inactive accounts and 
are addressing the establishment of policy and procedures 
to "purge" accounts from the FAS system. We intend that this 
policy and procedures include the following points. 

• The requirement of an interface between our Effort
Reporting System {ERS) and FAS and the need to access
certain data fields in FAS to make ERS operational.

• The need for an interface between the federal DFAFS
system with FAS since the DFAFS expenditures must be
available on file until submission of the final ROE
for the project.

• The time (15 months) allowed by federal agencies to
revise a ROE.

We plan to evaluate all user needs prior to the establishment 
of a workable policy to remove dormant accounts from the system. 
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The comment is also made that the number of unpurged dormant 
accounts poses serious problems for potential fraud or abuse. 
We do not agree with this assessment since we feel that the 
following control features prevent abuse. 

• The review by the Invoice Processing Section of
the expiration date of all accounts when voucher
ing an invoice for payment. Any invoice processed
for payment after an account's expiration date is
reviewed to detennine that the charge does, in fact,
relate to goods or services received during the
grant period as evidenced by appropriate purchasing
and receiving documents.

• Disbursement adjusbnents, the method by which charges
are transferred from one account to another, require
the approval of an individual in a supervisory
position within the Grants and Contracts Accounting
section.

• The FAS system rejects the processing of current
payroll transactions against a dormant account.

• The FAS monthly reports are sent to fiscal admin
istrators and principal investigators for their
review.

We do not concur with your comment that "control weaknesses in 
VCU grants and contracts accounting exists primarily because 
available reports and controls designed into the system have 
not been used." We believe that our internal accounting 
control procedures, although different from those in place 
at other State institutions, are effective and adequate. 
Certain system-related controls were consciously not 
implemented, and we have utilized other control procedures. 

With respect to freezing dormant accounts, we would like to 
point out that, effective in April, 1980, Grants and Contracts 
Accounting instituted the following procedures regarding such 
accounts. 

• At the time the ROE is prepared, all necessary adjust
ing entries are also processed. When these adjustments
appear on the monthly FAS report, the account is frozen.
This fact is then noted on a 10-step check list, with
the appropriate initials of the person freezing the
account, which is reviewed by an appropriate supervisor.

• Grants and Contracts Accounting is also reviewing,
retroactively, the FAS accounts for which ROE's
have been submitted to federal agencies, and these
accounts are being frozen.
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We also disagree with your conment that we are "unable to 
provide adequate control over the expenditure of sponsored 
research funds." We have recited a number of control 
features that are in existence at VCU and that have not 
been noted in your report. We feel that there are controls 
which ensure that the charges made to grants and contracts 
as reported to federal agencies are proper and in conformity 
with federal regulations. 

With respect to an internal procedures manual for Grants 
and Contracts Accounting, you are correct that we do not yet 
have a formalized manual for employees. There are, however, 
a number of existing sources of information available to aid 
employees in the application of procedures and controls. 
Among these are the following. 

• The Detailed Design for Grants and Contracts, which
is a docwnent specifying detailed procedures for the
accounting group and prepared as part of the
implementation of the new accounting system on
July 1, 1978.

• Check list used in the preparation of ROE's, the
creation of accounts, and for contract billings.

• Flow charts developed by the VCU Internal Audit
Department.

• The FAS Users Manual.

• The Effort Reporting System (ERS) Manual.

• The Manual on Grants and Contracts prepared by the
Office of Research Administration.

• The Public Health Service (PHS) Grants Policy State-
ment and other literature from federal sources.

The sources are currently used to achieve a consistent 
application of accounting procedures and controls and 
pertinent elements will be incorporated in an internal 
procedures manual which will be under development in the 
very near future. 

Page 84 
The Effort Reporting System which has recently been designed 
has been implemented. We are not waiting for final federal 
approval or review. We have presented the system to the 
Department of Health and Hwnan Services and to the National 
Institutes of Health for their conments, and we expect a 
letter from them expressing their concerns, if any, about the 
system. 
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Page 89 
With respect to recommendation 17b, we already have procedures 
to monitor and approve charges to dormant accounts. In 
addition, accounts are frozen after the ROE has been prepared. 

Page 90 
With respect to recommendation 18, we have already implemented 
the Effort Reporting System, and as mentioned above, we are 
not waiting for final federal approval or review. We have 
conducted a number of training sessions with fiscal admin
istrators, faculty and principal investigators, and a rather 
extensive Effort Reporting Manual is available. Furthermore, 
detailed instructions are provided to schools and departments 
each academic term concerning effort reporting requirements. 

With respect to recommendation 19, we agree that an internal 
procedures manual should be developed. Since the main cause 
of late fiscal reports is understaffing, however, we fail to 
see what procedures could be developed to prevent this from 
happening. We have requested additional resources in the 
Grants and Contracts Accounting section to address the back
log situation as well as the many new requirements imposed by 
the recently issued 0MB Circular A-21. Furthennore, we 
report monthly to appropriate management personnel the status 
of all ROE's that are due or coming due within the next 90 
days. 

Once again, we appreciate this opportunity to respond to your draft 
report. If you would like additional information on any of the 
c011111ents that we have made, please let us know. 

Very truly yours, 

James G. Guerdon 
Vice President for Finance 

JLARC NOTE: Sponsored research activity at VCU has grown substan
tially over the past decade. This growth may well have c�nt'.ibuted 
to the understaffing which the university cites as the pr1nc1pal 
cause of the conditions observed by JLARC staff during the study. 

These conditions -- including 101 overdue reports to 
federal sponsors, account errors totalling $6�0,000, and �umerous
unfrozen dormant accounts -- provided the basis for JLARC s concern 
for VCU's controls over federal grants and contracts. 

Improvements have taken place that were not present when 
JLARC reviewed VCU records. Management attention is being focused 
on delinquent reports. Negative balance accounts found by JLARC 
are being reconciled. A process has been adopted to freeze donnant 
accounts. Additional staffing has been requested. 

The data cited in the report are correct and are �at dis
puted by the VCU response. The conclusions and reconmendat1ons of 
the report reflect that data. 
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THE COLLEGE OF WILLIAM AND MAR.Y IN VIR.GINIA 

OFFIQ OF TH! PR.!SID!NT 

WILLIAMSIUR.C. VIR.CINIA 23185 October 2, 1980 

Mr. Ray D. Pethtel, Director 
Joint Legislative Audit and Review Commission 
Suite 1100, 910 Capitol Street 
Richmond, Virginia 23219 

Dear Ray: 

I am pleased to provide you with our written comments on the draft report 
of your review of the Federal Funds in Virginia. 

While the College does not have any serious objections to the report, there 
is one area that needs to be clarified. As was discussed by Paul Koehly 
and Kirk Jonas. we suggest that the following comments be included as an 
addendum to the report. 

Reference: Page 76, second paragraph 

It is true that for years VIMS operated improperly in its 
service center activities and in other areas of financial 
management. The supplemental appropriation request for 
1981-82 amounting to $1.78 million will enable VIMS to 
maintain its present research capability in order to meet 
the mandated requirements of the General Assembly. A portion 
of the $1.78 million is needed to provide the minimal 
essential support services for adequate control of the funds 
appropriated. If these requirements and objectives are not 
met, VIMS will lose its credibility in the scientific 
community and its future capacity to obtain research funds 
from external sources. 

The one time faculty conversion cost of $300,000 in 1981-82 
is an accumulated financial obligation of the state and is 
in no way a means of balancing the Institute's accounts. 

If you have any questions concerning this request, I am available to discuss 
this matter further. 

With best wishes, 
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Mr. Kirk Jonas, Principal Analyst 

September 26, 1980 

Joint Legislative Audit and Review Commission 
Suite 1100 
910 Capitol Street 
Richmond, Virginia 23219 

Dear Mr. Jonas: 

Office of the Vice President 
for Business Affairs 

Harrisonburg, Virginia 22807 
(703) 433-6434

Your letter concerning the JLARC draft report studying federal funds 
in Virginia has been referred to me for response in Dr. Carrier•s absence. 
We do not dispute the facts presented on page #52 of the draft concerning 
the contract between James Madison University and the Army Corps of Engi
neers. However, as I discussed with you by telephone on Wednesday, I would 
like to share with you our perspective in reviewing a report that cites us 
as an agency delaying for long periods before processing reimbursement 
requests in connection with this project. 

Two years ago our Department of Sociology, Anthropology and Social 
Work entered into a contract with the Army Corps of Engineers to retrieve 
all they could about the people and history of the Jackson River basin before 
its 12,000 acres were flooded upon completion of the Gathright Dam. This 
turned out to be the largest archeological project ever undertaken in Vir
ginia, and the problems and challenges encountered were new to us. The 
archeology staff and students were in the field all of the time weather 
would permit, living in tents, to complete the field work before the flooding 
began. Accounting for expenses was methodically accomplished, but summarizing 
the data into the required format for reimbursement was done only after the 
pressure from the demands of work on the site lessened. As our experience 
in these situations grows, we are certain that we will be able to reduce the 
time required to file reimbursement requests. 

We believe that the history of the region revealed by the work put 
into the project is proving to be very worthwhile to the citizens of the 
Commonwealth, and the field training experience afforded our students is 
irreplaceable. Furthermore, the $42,500 received to date in indirect cost 
recovery and deposited with the State Treasurer as part of the $436,883 
contract more than offsets the $4,000 in potential investment revenue lost by 
the Commonwealth. 

A State University of the Commonwealth of Virginia 115 
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We do understand the point the study is making. However, it is neces
sary to recognize the benefits derived from the project as well as the costs 
so as not to imply that the results were totally counterproductive to the 
interests of the State. 

WFMII/ec 

Sincerely yours, 

. i 

? ··-· . i, \ 

William F. Merck, II 
Assistant Vice President 

cc: Dr. Ronald E. Carrier, President 
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GEORGE l\1ASON UNIVERSilY 
THE STATE UNIVERSITY IN NORTHERN VIRGINIA • 4400 UNIVERSITY DRIVE • FAIRFAX • VIRGINIA • 22030 

OFFICE OF THE PRESIDENT September 23, 1980 

Mr. Kirk Jonas, Principal Analyst 
Joint Legislative Audit and Review Commission 
Commonwealth of Virginia 
Suite 1100, 910 Capitol Street 
Richmond, Virginia 23219 

Dear Mr. Jonas: 

I have received the Joint Legislative Audit and Review Commission staff 
report draft on federal funds in Virginia, and I appreciate the oppor
tunity to comment on the report as it relates to George Mason University. 
Our review of the draft report has found the report to be factually cor
rect in most instances, but a few points need to be clarified. Addition
ally, the entire context relative to the University's borrowing needs to 
be reexamined if you are to give an accurate presentation of the circum
stances surrounding the state loans. 

There are three specific items in the draft report which require clarifi
cation. First, on page 58 of the report you cite George Mason University 
as one of fourteen agencies with loans of over $100,000 outstanding for 
18 months or more as of February 1, 1980. The loan which you reference in 
this table was initiated in April of 1979, retired in full in November of 
1979, and was never renewed. Neither the original loan cited nor a re
newal thereof was active on February 1, 1980. The total term of this 
initial loan was seven months, not more than 18 months. 

Although the University did have an active loan in the amount of $100,000 
in February of 1980, the loan was for a different set of grants and can 
in no way be considered a renewal of the earlier loan. The second loan 
was authorized on November 15, 1979, and the University actually borrowed 
the funds on December 10, 1979. The grants cited as justifying the loan 
were legitimate reimbursement grants and contracts. 

Secondly, the draft report states (page 59) by implication that George 
Mason University "acknowledged that (it) had loan amounts greater than 
necessary for the operation of (its) programs over a normal reimburse
ment cycle." You support this statement on page 61 by noting that the 
grant application form cited in the loan request stated that the National 
Endowment for the Humanities would fund the grant on a cash advance basis. 
The University has admitted that the grant cited was erroneously a cash 
advance grant, but we have never acknowledged borrowing beyond the require
ments of our sponsored programs operation. 

The loan application was the University's first experience in borrowing 
to meet the cash flow needs of sponsored programs, and, unfortunately, we 
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cited a single, cash advance grant rather than a series of smaller reim
bursable grants totalling more than $100,000. The University had more 
than enough reimbursement grants active in April, 1979, to justify the 
borrowing. (See table below.) 

Reimbursement Grants Active April, 1979 

Granting Agency 

State Dept. of Education 

VIMS Sea Grant 

VIMS Sea Grant 

Va. Dept. of Welfare 

TOTAL 

Term 

7/78-6/79 

1/79-12/79 

1/79-12/79 

7/78-6/79 

Amount 

$ 42,000 

46,100 

36,200 

132,940 

$257,240 

In addition, a number of new reimbursement grants began during the term 
of the loan, which would have further supported our need. {See table 
below.) 

Reimbursement Grants Beginning between 4/79 and 11/79 

Granting Agency 

Va. Dept. of Welfare 

State Dept. of Education 

VIMS Sea Grant 

TOTAL 

Term 

9/79-6/80 

7/79-6/80 

7/79-8/79 

Amount 

$204,062 

45,000 

6,977 

$256,039 

All of these grants were part of our sponsored programs effort, yet on 
page 60 you state that George Mason had zero need for loans to support 
programs operation. While we obviously could not have justified our need 
to borrow based upon the one grant which, through our own error, was cited 
in our loan application, we nevertheless had a substantial need to borrow 
to operate our program. In addition, if the grant application had been 
questioned at any point in the process, we would have cited the above 
mentioned reimbursement grants as the proper justification in support of 
the application. 

The third item is a technical distinction which should be remedied rela
tive to the categorization of our loan. Based upon the full range of 
sponsored activities at George Mason University, our loan clearly should 
have been identified as "University Sponsored Programs," rather than 
"Specific Grants and Contracts." (Table 4, page 58.) My letter of 
March 14, 1979 to Stuart Cannock, Director of the Department of Planning 
and Budget, is clear in identifying numerous grants as the basis for our 
borrowing. I am confident that your statement that George Mason had zero 
need to borrow could have been avoided, if the loan had been properly cat
egorized. 
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Mr. Kirk Jonas - 3 - September 23, 1980 

To more fully support the statements I have made in this letter, I am
attaching the following materials for your reference. 

•Loan Request (March 14, 1979) to Stuart Connock from George Johnson.

•Loan Authorization No. 79 (April 2, 1979).

·Letter (October 18, 1979) to GMU Vice President Henry Adams from 
Department of Accounts notifying the University of repayment date.

•Letter (October 23, 1979) to Department of Accounts from GMU Vice
President Maurice Scherrens authorizing repayment. 

·Notification of repayment (November 21, 1979).

•Loan Request (November 5, 1979) to Stuart Connock from Vice Presi
dent Scherrens. 

•Loan Authorization No. 162 (November 15, 1979).

•Loan Takedown Requests (December 10, 1979) approved by State Treasurer.

I understand that the primary purpose in studying federal funds in Vir
ginia is to evaluate the procedures by which such funds are acquired and 
expended, and I fully support the need for such a study. However, it is 
critically important that such a report be completely accurate, and I be
lieve that the comments which I have provided are essential to insure this
necessary degree of accuracy. 

I am available to discuss any of my points further if you desire. Once 
again, I appreciate the opportunity to c

��e
�

t on your study at this time.

s/nce�,·) 

Attachments (9) 

GWJ/jeb 

cc: Mr. Maurice w. Scherrens
Mr. Andrew Soll 

'-'1 J,' .'. 
I , 

---G�;/g/w.: .. j6;;n;��---·, 
. - -1?resident 

JLARC NOTE: The enclosures cited in the letter are available from 
JLARC upon request. 
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VIRCIINIA COMMUNITY COLLEGE SYSTEM 

7 NOATH 8TH BTA •• T, P.a. aax 115158, RICHMOND, VIACIINIA 83818, AREA caa• 804/788-8831 

September 24, 1980 

Mr. Kirk Jonas 
Principal Analyst 
Joint Legislative Audit 

and Review Commission 
910 Capitol Street 
Richmond, Virginia 23219 

Dear Kirk: 

Thank you for the opportunity to respond to the Federal 
Funds in Virginia Exposure Draft dated September 16, 1980. 

My comments are directed to the section labeled State
Federal Conflicts beginning on page 37. I would like to 
bring to your attention an example of conflict between 
Federal program objectives and State practices. 

The Vocational Education Act of 1963, as amended, provides 
for Federal grants to assist the States in carrying out 
vocational education programs. Department of Health, Edu
cation, and Welfare rules and regulations implementing the 
Act provide: 

that FederaZ funds made avaiZabZe under this Aat will 
be so used as to supplement, and to the extent praati
cable, increase the amount of State and Loaal funds 
that would in the absence of such Federal funds be made 
available for the uses specified in the Act, and in no 
ease supplant such State or Local funds. 

The Vocational Education funds made available to VCCS colleges 
are included in the appropriation for Educational and General 
Programs instead of Sponsored Programs. This means the 
funds are applied as unrestricted funds in support of Edu
cational and General Program requirements. 

The methodology dictated for use in developing budget requests 
leading to the appropriation by the General Assembly clearly 
establish that Vocational Education funds are considered a 
funding source, along with the general fund and tuition and 
fees, to support the total educational and general program 
requirements of VCCS colleges. This practice appears to be 
in conflict with the HEW rules and regulations quoted above. 
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Mr. Kirk Jonas 
September 24, 1980 
Page Two 

The following comments apply to the first paragraph on page 
39 of the Exposure Draft. The dispute as described on page 
38 of the Exposure Draft was between the Department of 
Health, Education and Welfare and the State Department of 
Education regarding the methodology proposed by the State 
Department of Education to allocate Vocational Education 
funds to VCCS colleges. VCCS colleges were the "victims" of 
this dispute rather than the "violators". Therefore, 
request the first paragraph on page 39 of the Exposure Draft 
be deleted. 

Thank you. 

illy J. Kittrell, Vice Chancellor 
Administrative and Fiscal Affairs 

BJK/ml 

cc: Dr. J. Wade Gilley, Secretary of Education 
Dr. James H. Hinson, Jr. 
Dr. Melvin H. Garner, Department of Education 
Mr. Ray T. Sorrell, Department of Planning and Budget 
Dr. Donald J. Finley, Staff Director, 

House Appropriations Committee 
Mr. Paul w. Timmreck, Staff Director, Senate 

Finance Committee 
Chancellor's Staff 
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