LEPARTIENTAL GRALT APPEALS BOARD

llepartment of Yealth, Zducation, and Uelfare

SUBJECT: Hurman Services, Inc. CATE: March 3, 1°fu
Locket iio 73-3
Lecision YNo. &3

DECISION

du~an Services, Inc., is a Somunity Action dcency, formerly Lrown as
Cormmunity Action Prorram of Bartholorew, Trown, and Jackson Couaties, Inc.,
conducting among other programs a VPead Start nroject originally funded hv
(%0 and later by HEW. An IEY audit for the period February 1, 1974, to
January 31, 1975 (Head Start Grant llo. 4176, Program Year I, Action YNos.
i/1, H/0), found that the grantee did not have satisfactory internal con-
trols, had failed to document expenses appropriately, and had extensively
commingled funds of various programs without regard to sources or purnose.
(Audit Report Audit Control Mo. 05-61454.) PRased on their examination of
tlle arantee's recorls, reconstructed as completely as was rossible, the
auditors found a number of expenses that were, in their view, definitely
not properlv chargsed. After eliminating auestioned items amountinz to
310,288 «rith resnect to Kead Start, the auvditors recommended that a
maxinun of $100,521, plus some share tmich thev did not determine of
$15,135 which had not been allocated anonz srantee's various prograns, he
allowed to the tHead Start prosram. The determination of the walidity of
the coste as a whole and the distribution of the unallocated portion was
left to the respective federal agencies based on programnatic benefits
received. (Audit Revort, pp.3, 22-23.)

I'EW Rezion V disallowed 510,258, the costs questioned in the audit report,
and allowed §10C,521 in tead Start expenses as recorded after adjustments
plus 37,525 in nreviously unallocated costs found to be justified and rea-
sonable. The TRegion directed the grantee to immediately restorz and have
available for repronrarming 510,634, identified as '"the difference betwe=n
the Total of the ~rant for that year, 397,121, less thz Federal share of
exnenditures, $55,437." The Reoion computed the federal share as /05 of
S106,046 (8100,521 + 87,525).

(Grantee apnealel this decision to the Roard, asserting that the computa-
tional methol used by the Region was incorrect, that loczl cash contributions
o 820, lv4 should have been applied to the S10,258 in disallowed costs, =nd
that the federal share should have bheen conputed as a percentace of total
costs, whetiar allowable or not, becauses they were, in fact, "actual costs
of the »nrogram. In addition, the grantee clained to have docunentation of
¢8,5652 in in-kind exvenditures which shoulc have been included in allowaile
costs, and which the gzrantee claimed hai heen disregarded hv the auditors
sinply because they were not posted to a ledger.
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The Pezion's response to the appeal was based solely on an Audit Agency
memorandun and failed to address certain specific questions asked by the
Executive Secretary of the Board. The auditors did, in their mecorandun
to the Region, state that the reason that the in-kind expenditures wvere
not accepted was not that they had rot been posted to a ledger but that

the grantee did not adequately accumulate, sumnarize, or record the con-
tributions.

Non-Federal Share

The Panel Chairman then issued an Order to Show Cause, intended to clarify
and narrow the questions in dispute, directed primarily to the grantee. In
that Order, the Panel Chairman tentatively took the position that grantee's
arguments with respect to computation of the federal share were inconsistent
with basic rules of federal grant law. The Panel Chairman pointed out that
program funds, which include amounts derived from federal or non-federal
sources, nay only be spent for the approved program. (General Conditions
Governing Grants Under Title II (except Section 222(a)(4)) and ITI-B of

the Economic Opportunity Act, submitted by grantee as an attachment to the
Grant No.4176, I/H/0 Statement of Grant Award.) Further, expenditures, to
be counted, must lie within the limitations on expenditure of program funds,
including restrictions as to when costs may be incurred, how they must te
supported, and to what purposes they must be related.

Assuming that the grantee's method of computation should he rejected, that
the in-kind contributions were not acceptable, and that the disallowances

by the auditors were appropriate, the Panel Chairman tentatively concluded
that grantee's local cash contribution of approximately $20,104 would be
sufficient to support a raximum of $80,417 (rounded) in federal share, the
relevant statute providing for a 20/80% split. 42 U.S.C. 2812(c)(1970). The
Panel Chairman directed the grantee to show cause why the appeal should not
be dismissed on the ground that the in-kind expenditures were not properly
documented, local share was inadequate to support the size of the program
authorized and the size of the program conducted, and funds drawn down from
the federal grant had bteen utilized for purposes not authorized by the grant.
Grantee was given the opportunity to persuace us that this analysis of the
federal/non-federal share issue was incorrect, to identify specific itens
which may have been improperly disallowed, and to furnish suitable docu-
mentary evidence of gzrantee's claimed in-Find expenditures.

In response to that Order, grantee expressly electad to argue its case
further only on the issue of in-%ind contributions. Accordingly, the issue
of computation of the non-federal share is decided acainst the grantee on
besis of the analysis stated above.

In-Kind Txpenditures

Grantee did submit in response to the Order documentation which it clairs
suhstantiates $7,636.50 in in-kind contributions to "fead Start during the
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grant period. Grantee indicated that it had reduced the $£,3552 originally
clairmed because certain individual documents upon which that fisure was
based would not meet the ®oard's "technical requirements.” The documents
submitted are described by the grantee as being in original, not recon-
structed, form,

At that point, rather than analyzing each of the documents subtmitted, we
decided to provide the Region with an opportunity to make an initial deter-
mination of the allowability of the in-Find expenditures clained and, if
appropriate, to reach a resolution of this issue with the zrantee. e
informed the Region that, if it could not negotiate a resolution with the
grantee, it should notifv us of its determination, setting forth sufficient
detail to enable the grantee to respond.

The Roard Chairman subsequently granted an extension of time to the Zegion
to allow it to consult with the Audit Agency, but reminded the Region that
the responsibility to decide in the first instance was with it, not with the
Audit Agency. The Region's response was to submit a late and impronerly
filed memorandum, stating generally the principles upon which allowability
of costs are determined and concluding that none of the grantee's documen-
tation was acceptable. Attached to the Region's response was an Audit
Agency analysis of the documentation somewhat more detailed than the
Region's memorandum but lacking any specific citation to grant require-
nents and based, in part, on "the possibility that documentation was
created after the completion of the audit."

As indicated in the Order to Show Czuse, in-kind contritutions, while
acceptable and within certain limits as valid as cash contributions, are

in practice often loosely documented, padded and exaggerated. levertheless,
if real in-kind contributions have been made and can be documented, they are
ordinarily accepted. We were not prepared, therefore, to adopt the Audit
Agency analysis wholesale, when it appeared to us that grantee's documents,
while clearly insufficient in certain regards, evidenced some cormunity
suppert for grantee's project unless one assumed, contrary to grantee's
assertion, that they were totally fabricated. Based on our own analysis

of the documents, we concluded that some clearly did net meet required
conditions, some appeared to be trustworthy evidence of services provided
although these services may have been overvalued, and some apneared to
represent allowable costs of benefit to the program. These conclusions
were modified somewhat, in grantee's favor, 2s a result of documentation
and comments subtmitted by grantee in response to an opportunity provided

to the parties, to comment on a draft decision. OCur final conclusions are
set forth below.

Specific Items Disallowed

Ve fiad that the following items totaling $5,355.46 do not represent
allowable costs and, therefore, disallowance by the Region is upheld
for the reasons stated below:
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Documents identified by grantee as items 33-40 are "out=-of-tcwn
expense"” or "consultant services" forms purportedly representin~
consultant services donated by a T. N. Wallsteadt znd valued at
$100 per day. "Technical assistance to Y.S. Director” 1is listed
on the forms under "purpose,” btut no indication is given as to
what the professional qualifications of T. D, "Tallsteadt were
other than an identification as "consultant."” T. D. Jallsteadt
signed these forms on a line provided for signature of an employee.
Four out of the eight forms contained no supervisor's signature.

The Special Condition on Volunteer Services attached to the
I/H/0 grant award document ("Special Condition") states that
required recorrds must show the professional qualifications of
the volunteer, the specific duties performed, the volunteer's
siznature, and a signature of = supervisory employee. The
Special Condition also states that "Services will not he
treated as partially volunteered. o services for which a
person is compensated, even though the compensation may be
low, shall bte treated as volunteered." It is possible that
T. D. Wallsteadt was an employee of Human Services, Inc., or
was the consultant referred to in the audit report where the
auditors questioned consultant services costs for a variety
of reasons. (Audit Report, pp.17-18.)

The S1£00 claimed for the services of T. D, "allsteadt is
disallowed based on the Special Condition cited above.

Items 58, 5¢, and 62'appear to represent cash rather than in-
kind contributions. The £85 claimed for these items should

not be allowed as in-kind expenditures, and even if these cash
contributions were not previously claimed as such, 2rantee has
produced no documentation showing they were apnlied to allowable
costs.

Items 48-57, A60-61, and 63-92 represent a varietv of donations,
all reported by Thelma Routier, in April 1974, and all related
either to a bazaar or fashion show. There is nothing to indicate
that these items in any way benefited the Head Start pro ject,
although it is possible that the proceeds of the events went

to the project, but if that is so, the proceeds should have

been claimed zs cash contributions. Item ©6 represents, in

rart, a claim for $40C of Thelma Routier's tine working on a
style show in “March or for "raffling tickets for card table."
This time is valued at $2 per hour for a total of $400. Para-
graph G. 33, of Part II of Appendix F to 45 CFR Part 74 states
that "costs related to fund-raising appeals are unallowable.... "

The $1,111.%4% in costs represented by the donated items and the
$4C0O for Thelma Routier's time are accordincly disallowed on the
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sround that the costs were not of direct benefit to grantee's
Yead Start project or were related to fund-raising appeals.
Furtherrore, Thelma Poutier's time shculd have teen valued at
the £1.60 per hour specified as the value of unskilled services
in the Special Conditicn referenced above, rather than the §2
per hour claimed.

Item 25 represents £4.,52 claimed for services of county hospital
attendants. Mo specific hours are listed, the form is unsigned,
and it is not clear how these services were of henefit to the
grantee's project nor how they were valued. This claim is
disallowed on the ground that this docurentation is inadequate

to reet the requirements of the Special Condition outlined abhove.

Iten 97 identifies Z1llen Trowbridge as a teacher's aide, claiming
S878 of services at $1.9C per hour. Althouch the form lists the
time period June-tlovember *1974, it fails to list any specific
dates or times and does not give Ellen Trowbridge's professional
qualifications. This amount is disallowed on the ground that the
services claimed do not meet the Special Condition requirements.

Item 98 claims $1624 at $2.90 per hour for the time period Nctober
1973 to ifay 1974 for the services of Shirley Fenry, identified as

a teacher's aid but also called Head Start Mirector. Shirley Henry
sisned other forms as a supervisor of wolunteers and there is no
signature of a supervisor for her services. o specific dates or
times are given.

This claim is disallowed on the grounds that it does not neet
the Special Condition requirements described above, particularly
as it appears that Shirley Henry was possibly compensated as

an employee for at least part of her services, and the Special
Condition states that services will not be treated as partially
volunteered.

Item 93 is a claim for 100 hours of volunteer services perforned
by Randy Pentschlir from October 1973 to “ay 1974, valued at $150.
There are no specific dates or times given and the volunteer's
signature does not appear on the form. This amount is disallowed
on the ground that the Special Condition was not met.

Item 44 is a clain for $2 of volunteer time spent "cookinr dinner-
3NJ=-CAP." This may have been an entertainment cost within the
meaning of Paragraph C.l12. of Part II of Apperndix F to 45 CFR

Part 74 and was not clearly of henefit to Head Start. This arount
is disallowed on the basis of Paragraph G.l12. and, alternativelv,
because the services were not of henefit to grantee's Yead Start
pro ject.



Specific Items Allowed in Part

Certain costs identified below are allowable, but at total value of
$1395.14 rather than the $1713.04 clained.

9)

10)

11)

12)

Documents identified by grantee as items numbered 3, 16-24,
26-32, and 41-42 apparently represent costs of a llalloween

Party and a Christmas Party for Head Start students. The cost
principles of Subpart (, Appendix F, of 45 CFR Part 74 provide
at Paragraph G.l2. that "costs of amusement, diversion, social
activities, ceremonials, and incidental costs relating thereto
«+e are unallowable." We conclude, however, that this provision
was not meant to apply in the context of a Head Start Program to
activities for students intended to bring about a greater degree
of social competence in children of low income families. (Cf.
Head Start Program Goals, 40 FR 27563, June 30, 1975, 45 CFR
1304.1-3.) CGroup socialization experiences are a legitimate
part of a Head Start project, and community contributions to
these experiences are of benefit to the project and may be a
valid in-kind expenditure. The disallowance of $277.34 claimed
for these costs is, therefore, reversed.

Items 11-15 represent a variety of donated items valued act $49,
including several paintings donated to "H.S. room" and materials
and services related to "aprons." It appears that these items
benefited the Head Start pro ject and are allowable costs.

Items 1,2, 4-1U, 94 and ‘95 are volunteer sign—-up sheets. In
general, these sheets appear to meet some of the Special
Condition requirements in that dates, times, and volunteer

and supervisor signatures are given. The services are valued,
however, at $2.20 per hour rather than the $1.60 for unskilled
services specified in the Special Condition. Furthermore,
certain individual aspects of some of these claims appear to be
deficient. Item 2 contains no supervisor's signature. Item 6
does not identify the job performed. In Item 7, the names of
the volunteers appear to have been written by the supervisor
rather than the volunteers themselves. Eliminating these items
as not meeting the Special Condition requirement and revaluing
tlie services at $1.60 per hour would reduce the total allowable
claim for these volunteer services from $1232.70 to $856.C0.

Items 43, 45, and 46 appear to represent volunteer services of a
Billy (or Willie) Arnold, giving the number of liours worked oun
specific dates in "making picnic tables," which appears to have
been of benefit to the Head Start program. No professional quali-
fications are stated for Mr. Arnold on the forms, but grantee hLas
submitted a statement, signed by Mr. Arnold, that in 1974 his
hourly wages as a skilled union tradesman were $8 an hour. We
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aave determined to accept this docuanentation and allew the full
5176 claii:ed for the services.

13) Itea Yo includes a claim for 3% for 23 hours of Tiielia Loutier's
tine for evaluvating liead Start centers. Yotuing on the form indi-
cates her professional qualifications for such evaluation. This
amount is disallowed at the rate clalued on the zround that the
services claiwed do not meet tue Special Coacition requiremeunt of
a siiowinyg of professional gualifications but allowed at the rate
of $1.60 per uour, or 336.20.

Thus, $1,395.14 is allowed on the zround that grantee has produced docu—
n2ntation of tihiese costs waiceh appears to nmeet tiwe Special Condition and
evigeace valid in=zind expencitures, and the .iisallowaace with resvect
to citese items is upueld to the extent of 3355.50, for a total disal-
lowance of $0,241.36 of the §7,630.50 in in-liud expenditures claimed.

Crantee has objected to the amount of time it nas spent clearing up a
financial problem created by people who are no louger working for ;raatee
and has objected to its integrity being questioned although its docuuen-
tation of in-kind expenditures in years other than the year in question
have been satisfactory to the auditors. The fact is, however, that ths
docunentation relatiung to the year in question aid not sacisiy the audi-
tors and is even less satisfactory to us, presented as it is in an appeal
wiere its reliability is less than if the auditors had exariined the doucuments
thiauselves at the time of the audic. Furthermore, grantee cannot assolve
itself of responsivility for accounting for federal funds in the year

in question by blanmiany former employees. It is clear frowm the record

that tnere were srave deficiencies in ;rantee's recordi:eeping ia that

year. In light of the claim by gsrantee that the in-kind documentation

was offered to the auditors and that their failure to examine the documrents
carefully at the time was due to an interruption in the audit, ana in

lizht of cthe Rezion's failure to present sufficiently clear reasons as

a basis for its refusal to accept any of 3zraantee's documentation, however,
by forwarding a tentative decision in draft fora, we offered the jrantee
aaotiier cpportunity to justify some of the costs it claimed. Grantee met
that Lurden, in part, but to tlhe extent taat srantee falled to meet that
burden because it could not or would not produce the necessary docunentation,
sralitee nust Dear Cie cousaguences.

Coneclusion

Fur reasons summarized above and discussed riore fully in the Order to thow
Cause issue!l in this case, we uphold the disallowaancs to the extent tiaat
it 15 based on the agency's view taat prantee's non—-Federzl slhare caanot
ve apnlied nere to cover disallowed costs. liicth respect to ,rantee's
claised in—kina expenditures, we hold tnat jrantee has sihwwa that it had
$1,395.14 in allowable in-izind costs for a total non-Federal centribution
of $21,4%9.14. Grantee lhias raquested in ics letter of Cctoover 13, 19793,
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that it be allowed to use excess non-Federal, non-cash, in-kind contribu-~
tions received in its current year to compensate for the remaining Federal
balance due for Program Year I. This is a matter of the discretion of the
agency although the Board encourages such arrangements.

/s/ David V. Dukes
/s/ Thomas Malone

/s/ Malcolm S. Mason, Panel Chairman



