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DEPARTMENT OF HEALLTH AND HUMAN SERVICES Office of Inspector General
C Office of Audit Services
«%h REGIONIV
61 Forsyth Street, S.W., Suite 3T41

Atlanta, Georgia 30303

DEC -6 2004

Report Number: A-04-04-03501

Mr. Leo Turner, Board Chairperson
Friends of Children of Mississippi, Inc.
939 N. Presidents Street

Jackson, Mississippi 39202

Dear Mr. Turner:

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of
Inspector General (OIG) final report entitled, Review of Head Start Compensation at Friends of
Children of Mississippi, Inc. The objective of our audit was to determine whether Friends’
compensation practices for teachers and the top five key executives were reasonable and
consistent with Federal requirements and guidelines.

Final determination as to actions taken on all matters reported will be made by the HHS action
official. We request that you respond to the HHS action official within 30 days from the date of
this letter. Your response should present any comments or additional information that you
believe may have a bearing on the final determination.

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. § 552, as
amended by Public Law 104-231, OIG reports issued to the Department’s grantees and
contractors are made available to members of the press and general public to the extent
information contained therein is not subject to exemptions in the Act which the Department
chooses to exercise (see 45 CFR part 5). As such, within 10 business days after the final report
is issued, it will be posted on the Internet at http://oig.hhs.gov.

To facilitate identification, please refer to report number A-04-04-03501 in all correspondence.
Sincerely,
Charles J. Curtis
Regional Inspector General

for Audit Services, Region IV

Enclosures: As stated
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Direct Reply to HHS Action Official:

Mrs. Carlis Williams

Regional Administrator, Region IV
Administration for Children and Families
Atlanta Federal Center — Suite 4M60

61 Forsyth Street, S.W.

Atlanta, Georgia 30303-8909
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Office of Inspector General
http://oig.hhs.gov

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as
amended, is to protect the integrity of the Department of Health and Human Services (HHS)
programs, as well as the health and welfare of beneficiaries served by those programs. This
statutory mission is carried out through a nationwide network of audits, investigations, and
inspections conducted by the following operating components:

Office of Audit Services

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by
conducting audits with its own audit resources or by overseeing audit work done by others.
Audits examine the performance of HHS programs and/or its grantees and contractors in
carrying out their respective responsibilities and are intended to provide independent
assessments of HHS programs and operations in order to reduce waste, abuse, and
mismanagement and to promote economy and efficiency throughout the department.

Office of Evaluation and Inspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and
program evaluations (called inspections) that focus on issues of concern to the department, the
Congress, and the public. The findings and recommendations contained in the inspections
reports generate rapid, accurate, and up-to-date information on the efficiency, vulnerability,
and effectiveness of departmental programs. The OEI also oversees State Medicaid fraud
control units, which investigate and prosecute fraud and patient abuse in the Medicaid
program.

Office of Investigations

The OIG's Office of Investigations (Ol) conducts criminal, civil, and administrative
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and of
unjust enrichment by providers. The investigative efforts of Ol lead to criminal convictions,
administrative sanctions, or civil monetary penalties.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to
OIG, rendering advice and opinions on HHS programs and operations and providing all
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil
monetary penalties on health care providers and litigates those actions within the
department. The OCIG also represents OIG in the global settlement of cases arising under
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops
compliance program guidances, renders advisory opinions on OIG sanctions to the health
care community, and issues fraud alerts and other industry guidance.




Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov

In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552,
as amended by Public Law 104-231), Office of Inspector General, Office of Audit
Services reports are made available to members of the public to the extent the
information is not subject to exemptions in the act. (See 45 CFR Part 5.)

OAS FINDINGS AND OPINIONS

The designation of financial or management practices as questionable or a
recommendation for the disallowance of costs incurred or claimed, as well as other
conclusions and recommendations in this report, represent the findings and opinions
of the HHS/OIG/OAS. Authorized officials of the HHS divisions will make final

determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND
Head Start

Head Start began under Title V of the Economic Opportunity Act of 1964 and is administered by
the Administration for Children and Families (ACF) within the Department of Health and
Human Services (HHS). The purpose of the Head Start program is to: (1) promote school
readiness by enhancing the social and cognitive development of low-income children through the
provision of comprehensive health, educational, nutritional, social and other services; and

(2) involve parents in their children’s learning and to help make progress toward the parents’
educational, literacy, and employment goals. To carry out the program, grants are awarded
primarily to community-based, non-profit organizations and school systems.

Following news articles and congressional inquiries relating to excessive executive
compensation at some Head Start agencies, Federal Head Start officials asked the Office of
Inspector General (OIG) to initiate a nationwide review of nine Head Start agencies’
compensation practices. Head Start officials agreed on our selection of Friends of Children of
Mississippi, Incorporated (Friends) for review.

Friends of Children of Mississippi, Incorporated

Friends is a nonprofit organization that provides complete childcare services emphasizing a
quality education, and health and nutrition programs for children. In its early years, Friends
provided Head Start services as a delegate agency to Tougaloo College. In 1980 Friends became
a Head Start grantee. The primary programs Friends administered were the Head Start and Early
Head Start programs that provide comprehensive family-focused services. Services that Friends
provided include educational services, health services, family development services, such as
male and parent involvement, and community partnership. Other projects that Friends
participated in include, Parent Literacy Upgrade and Support (PLUS), Substance Abuse and
Awareness Project, and a Micro-Loan Demonstration Project funded by the U.S. Department of
Labor.

For the 2001 - 2002 grant year, Friends employed 356 teachers and teacher associates, 72 percent
of which had an Associate of Arts degree or above. For the 2001-2002 grant year, Friends
employed 891 individuals and provided services to 3,569 Head Start/Early Head Start enrollees
at 34 sites.

Friends’ total Head Start expenditures for grant years 2000, 2001, and 2002, were $19,434,600,
$21,600,800, and $23,999,534 respectively. Expenditures for other (non- Head Start) programs
during the same grant years were $2,268,476, $2,871,032, and $2,341,421, respectively. Total
compensation packages for Friends’ top five key executives ranged from $55,389 to $102,850
during grant year 2000 and the range increased from $72,209 to $144,340 for grant year 2002.
The compensation packages were composed of salary and incentive pay, health insurance, and
retirement.



OBJECTIVE

The objective of our audit was to determine whether Friends’ compensation practices for
teachers and the top five key executives were reasonable and consistent with Federal
requirements and guidelines.

SUMMARY OF FINDINGS

Friends’ compensation practices for teachers appeared reasonable and consistent with Federal
requirements when compared to other Head Start grantees in Mississippi as well as teachers
employed by the State. Also, cost of living allowances were allocated and quality improvement
funds used in a manner consistent with ACF program instructions. However, compensation
practices for executives needed improvement. The following conditions were found.

(1) Compensation practices for executives did not meet Federal requirements of the Office of
Management and Budget (OMB) Circular A-122 and § 653 of the Head Start Act.

(2) Friends did not comply with the OMB Circular A-122 when allocating executive
compensation charges to Head Start and other programs.

In addition to the compensation practices specific to the top five key executives and teachers, we
identified two aspects of Friends’ financial operations that need improvement.

REVIEW OF EXECUTIVE COMPENSATION PRACTICES
Executive Compensation May Not Have Been Reasonable

Friends’ could not demonstrate that their compensation practices for executives met the
requirements of OMB Circular A-122 and 8 653 of the Head Start Act. As a result, Friends may
have charged the Head Start program for unreasonable salaries of its top executives. Head Start
may have been overcharged because the information Friends used in its wage study, as a basis
for the salaries of the top executives, was not supported by adequate documentation.

Executive Compensation May be Excessively Allocated to Head Start

Friends did not comply with the OMB Circular A-122 when allocating executive compensation
charges to Head Start and other programs. The total compensation packages for Friends’ top five
key executives were fully allocated to Head Start, although the executives had responsibilities
over other programs which were funded from other Federal departments, State, and private/non-
profit grants. As a result, executive compensation may have been excessively allocated to Head
Start. Friends’ management said that they spent very little of their time on programs other than
Head Start and Early Head Start, and thus had not conducted a personnel activity survey in order
to support charging the Head Start program for all of their compensation costs.



OTHER FINANCIAL OPERATIONS ISSUES

In addition to the compensation practices relative to the executives, we identified two aspects of
Friends’ financial operations that need improvement. Specifically:

(1) Friends may have violated a State statute governing charitable solicitations. Friends
occasionally solicited charitable donations through small local fundraisers. However,
Friends was not registered with the State. According to the Mississippi Secretary of State’s
Office, it is illegal to make charitable solicitations without registering with the State. Failure
to comply with the State’s charitable solicitations law could subject Friends to an
administrative penalty up to a maximum of $25,000 for each violation. Friends’ officials
expressed surprise that they were covered by the State statute and said they would
immediately take steps to comply with the State statute.

(2) Friends underreported, on its Federal Information Form 990, the compensation and employee
benefit plan contributions for its top 5 executives by $147,480 for the 3 grant years. Form
990 instructions require filers to report the compensation of the five highest paid employees
other than officers, directors, and trustees and the payments to employee benefit plans on
behalf of these individuals. As a result of inaccurate reporting, Friends may be subject to
penalties for failing to file a complete return. The compensation amounts were not
accurately reported because Friends did not reconcile Form 990 amounts to general ledger
amounts prior to filing the form. The errors in reporting employee benefit plan contributions
occurred primarily because Friends’ officials were not aware that all its contributions to
employee health benefit plans had not been reported on the Form 990s.

RECOMMENDATIONS
We recommend that Friends:

e improve its executive compensation practices by ensuring future wage comparability
surveys meet the requirements in Section 653 of the Head Start Act and any future
clarification, guidance or requirements ACF might specify;

e establish a time and effort reporting system that complies with OMB Circular A-122
to ensure that costs are equitably allocated when employees have responsibilities for
more than one program; and

e improve general financial operations by:

1) registering under the State’s Charitable Solicitations Act, as appropriate; and

@) reviewing more carefully the amounts listed for Executive Compensation and
Employee Benefit Plan Contributions on future Form 990s before they are filed.



Friends’ Comments — Executive Compensation

In written comments to the draft report, Friends’ officials generally disagreed with our findings
and recommendation regarding executive compensation practices. Friends’ officials said that
their executive compensation was reasonable.

Friends’ officials said that they recalculated the Executive Director’s salary using “corrected”
salary information based on data that was supported by “verifiable” documentation. Based on
this recalculation, Friends’ officials were of the opinion that the Executive Director’s salary was
reasonable and conformed with Federal requirements. The complete text of Friends’ comments
is included in the Appendix.

OIG Response - Executive Compensation May Not Have Been Reasonable

Our assessment of the reasonableness of Friends’ executive compensation practices was based on
a review of wage survey records obtained from Friends’ officials and from the consultant that
prepared Friends’ wage survey. The additional information that Friends’ officials provided in
response to our draft report did not provide assurance that Friends’ executive compensation
practices were reasonable.

Therefore, we continue to recommend that Friends improve its executive compensation practices
by ensuring future wage comparability surveys meet the requirements in Section 653 of the Head
Start Act and any future clarification, guidance or requirements ACF might specify.

Friends’ Comments — Executive Compensation May Have Been Excessively Allocated to
Head Start

Friends’ officials generally agreed with our findings and recommendation regarding the
allocation of executive compensation. Friends’ officials said that they have developed a formal
cost allocation plan that will be in place December 1, 2004.

Friends’ Comments — State Charitable Solicitation Statute

Friends’ officials generally agreed with our findings and recommendation regarding the need to
adhere to the State’s charitable solicitation statute. Friends’ officials said that they have neither
solicited nor plan to solicit any charitable contributions for 2004. Friends’ officials also said that
prior to soliciting any contributions they would file with the State a “Notice of Exemption”.

Friends’ Comments — Inaccurate Federal Information Returns

Friends’ officials generally agreed with our findings and recommendation regarding inaccurate
Federal information returns. Friends’ officials said that its independent auditor would contact the
IRS and determine if Friends needed to correct its Form 990 filings for grant years 2000, 2001,
and 2002.



TABLE OF CONTENTS

INTRODUCTION ..ot

BACKGROUND ...ttt sttt
HEA STAI........iiiiieieie e
Friends Of Children Of Mississippi, Incorporated .............cccceeuennee.
REGUIALIONS ...

REVIEW OF EXECUTIVE COMPENSATION PRACTICES ...............
Executive Compensation May Not Have Been Reasonable.............

Executive Compensation May Have Been Excessively Allocated

(0 J [T (0 BS] - L AR TTRRRRRRRRR
OTHER FINANCIAL OPERATIONS ISSUES ......ooooiieeeeeeeeeeeeeieee
State Charitable Solicitations STatUe............ueueueeeeiees
Inaccurate Federal Information RetUINS ......ccovvveeveveeeeieeeeeeeeeeee

RECOMMENDATIONS ..ot s

Friends’ Comments — Executive Compensation May Not Have

Been ReasONaDIe. ..o

OIG Response - Executive Compensation May Not Have Been

REASONADIE ...

Friends’ Comments — Executive Compensation May Have Been

Excessively Allocated to Head Start...........ccccoovvveviveie e,
Friends’ Comments — State Charitable Solicitation Statute..............
Friends’ Comments — Inaccurate Federal Information Returns........

FRIENDS OF CHILDREN OF MISSISSIPPI WRITTEN COMMENTS......



INTRODUCTION
BACKGROUND
Head Start

The Head Start program began under Title V of the Economic Opportunity Act of 1964 and is
administered by ACF within HHS. The Head Start program’s purpose is to: (1) promote school
readiness by enhancing the social and cognitive development of low-income children through the
provision of comprehensive health, educational, nutritional, social and other services; and

(2) involve parents in their children’s learning and to help make progress toward the parents’
educational, literacy, and employment goals. To carry out the program, grants are awarded
primarily to community-based, non-profit organizations and school systems.

Following news articles and congressional inquiries relating to excessive executive
compensation at some Head Start agencies, Federal Head Start officials asked us to initiate a
nationwide review of nine Head Start agencies’ compensation practices. Head Start officials
agreed on our selection of Friends for review.

Friends of Children of Mississippi, Incorporated

Friends is a nonprofit organization that provides complete childcare services emphasizing a
quality education, and health and nutrition programs for children. The primary programs Friends
administered were the Head Start and Early Head Start programs that provide comprehensive,
family-focused services. Services that Friends provided include educational services, health
services, family development services, such as male and parent involvement, and community
partnership. Other projects that Friends participated in include, PLUS, Substance Abuse and
Awareness Project, and a Micro-Loan Demonstration Project funded by the U.S. Department of
Labor.

Friends was originally created to plan and coordinate support for over 60 volunteer centers. In
its early years, Friends provided Head Start services as a delegate agency to Tougaloo College.
In 1980 Friends became a Head Start grantee.

For the 2001 - 2002 grant year, Friends employed 356 teachers and teacher associates, 72 percent
of which have an Associate of Arts degree or above. For the 2001-2002 grant year, Friends
employed 891 individuals and provided services to 3,569 Head Start/Early Head Start enrollees
at 34 sites.

Friends’ total Head Start expenditures for grant years 2000, 2001, and 2002, were $19,434,600,
$21,600,800, and $23,999,534, respectively. Expenditures for other (non- Head Start) programs
during the same grant years were $2,268,476, $2,871,032, and $2,341,421, respectively. Total
compensation packages for Friends’ top five key executives ranged from $55,389 to $102,850
during grant year 2000 and the range increased from $72,209 to $144,340 for grant year 2002.
The compensation packages were composed of salary and incentive pay, health insurance, and
retirement.



Regulations

The Head Start Act is Title VI, Subtitle A, Chapter 8, Subchapter B of the Omnibus Budget
Reconciliation Act of 1981. The Head Start Act sets forth the requirements specific to Head
Start programs.

The OMB Circular A-122, entitled “Cost Principles for Non-Profit Organizations”, establishes
the cost principles applicable to Friends.

OBJECTIVE, SCOPE, AND METHODOLOGY

Objective

The objective of our audit was to determine whether Friends’ compensation practices for
teachers and the top five key executives were reasonable and consistent with Federal
requirements and guidelines.

Scope

Our review covered Friends’ grant years 2000, 2001, and 2002, which ran from December 1st
through November 30th.

The top five key executives were the highest paid employees who received some or all of their
compensation, either directly or indirectly, from Head Start funding. We defined compensation
as anything that increased the personal assets of the individual, such as salary and wages, fringe
benefits, bonuses, and retirement.

Our review of internal controls was limited to those controls related to the approval of
compensation packages and the processing of payroll.

We performed our on-site fieldwork from December 2003 to March 2004 at the Region IV ACF
office in Atlanta, Georgia and Friends’ Central Office in Jackson, Mississippi. Friends’ officials
did not desire an exit conference. However, on November 8, 2004, Friends’ officials did provide
written comments to the draft report.

Methodology

To accomplish our objective, we:

e reviewed Federal regulations relating to the Head Start program and the OMB cost
principles for non-profit organizations;

e interviewed Region IV ACF, State of Mississippi, and Friends’ officials;

e reviewed payroll journals, W-2s, Forms 990, and general ledger printouts to determine
the total compensation and funding sources for Friends’ top five key executives;



e reviewed Friends’ policies, procedures, and board of director meeting minutes to
determine the compensation approval process;

e reviewed wage comparability surveys and met with a representative of the survey
consultants to determine the basis and reasonableness of the surveys;

e compared the wages Friends paid to its teachers to the wages paid to teachers employed
by the State of Mississippi and other Head Start grantees in the State;

e reviewed Friends’ teachers’ wage data to determine the range of wages paid to teachers,
as well as the average wage paid to teachers; and

e determined if cost of living adjustment and quality improvement funds were used in
accordance with Head Start program instructions.

Our audit was conducted in accordance with generally accepted government auditing standards.

FINDINGS AND RECOMMENDATIONS

Friends’ compensation practices for teachers appeared reasonable and consistent with Federal
requirements when compared to other Head Start grantees in Mississippi as well as teachers
employed by the State. Also, cost of living allowances were allocated and quality improvement
funds used in a manner consistent with ACF program instructions. However, compensation
practices for executives needed improvement. The following conditions were found:

(1) Compensation practices for executives did not meet Federal requirements of the OMB
Circular A-122 and 8 653 of the Head Start Act.

(2) Friends did not comply with the OMB Circular A-122 when allocating executive
compensation charges to Head Start and other programs.

In addition to the compensation practices specific to the top five key executives and teachers, we
identified two aspects of Friends’ financial operations that did not comply with either a State law
or Federal requirements.

REVIEW OF EXECUTIVE COMPENSATION PRACTICES

Executive Compensation May Not Have Been Reasonable

Friends could not demonstrate that their compensation practices for executives met the
requirements of OMB Circular A-122 and 8 653 of the Head Start Act, because not all of the

salaries in the wage comparability survey that Friends implemented were adequately
documented.



OMB Circular A-122, Attachment A, Section A.2.g, provides that, in order to be allowable, costs
must be adequately documented. Without sufficient salary documentation, Friends cannot
demonstrate that it complied with § 653 of the Head Start Act (42 U.S.C. 9848), which provides
that Head Start employees may not receive compensation:

... in excess of the average rate of compensation paid in the area where the
program is carried out to a substantial number of persons providing substantially
comparable services or in excess of the average salary paid to a substantial
number of persons providing substantially comparable services in the area of the
employee’s immediately preceding employment . . . .

Friends consistently followed its human resource policies in reviewing and approving
compensation for the top five key executives and the executives received raises based on the
results of a wage comparability survey. However, Friends’ compensation practices for
executives did not meet Federal requirements for adequate documentation. As a result, Friends
may have charged the Head Start program for unreasonable salaries of its top executives. The
following table shows the effect of Friends’ use of undocumented comparable salaries in its
wage comparability survey.

Hourly Hourly Rate
Rate Recommended
Prior to Hourly Rate in Revised
Salary Recommended Survey (Rate
Position Survey in Initial Survey Paid)
Executive Director $44.24 $53.75 $59.41
Deputy Director $31.07 $29.69 $39.67
Director of Finance $29.88 $33.64 $36.40
Director of Family and Community
Partnership $23.62 $24.40 $26.11
Director of Program Desigh &
Management $23.62 $27.23 $28.23

The differences in the hourly rates shown in the initial and revised surveys represents the amount
by which undocumented salaries increased the hourly rates for each of the top five executives.
These increases ranged from 3.69 percent to 33.61 percent.

Friends could not provide supporting documentation for several of the salary figures used in its
wage comparability survey. According to Friends’ officials, the salary data for the Executive
Director was partially based on information obtained from survey data provided by ACF, Region
IV. However, ACF, Region IV did not have any documentation to support the salary survey data
Friends used.

For the Executive Director, Friends” wage comparability survey showed comparative rates that
ranged from $43.28 to $79.33 per hour. The $79.33 figure was 20 percent higher than the next
highest comparative rate in the range. Friends’ use of this undocumented $79.33 hourly rate
resulted in the final salary recommendation for the Executive Director being about 9 percent
higher than it otherwise would have been.



Furthermore, additional salary information Friends used for comparison purposes for the top five
executives relied on survey data that Friends said was provided by their independent auditors.
We contacted the independent auditors in order to obtain a copy of the survey. Neither Friends,
nor the independent auditors, were able to locate a salary survey that supported the “outlier”
salary amounts Friends used. The independent auditors did provide us a letter that stated, “...
some several years ago we verbally furnished a range of low to high salary figures based upon
our personal knowledge [to the outside consulting firm conducting Friends’ wage comparability
survey]...”

Executive Compensation May Have Been Excessively Allocated to Head Start

Friends did not comply with the OMB Circular A-122 when allocating executive compensation
charges to Head Start and other programs.

OMB Circular A-122, Cost Principles for Nonprofit Organizations, Attachment B, § 7M
provides that salaries and wages charged to awards must be supported by personnel activity
reports that account for the total activity for which an employee is compensated.

The total compensation packages for Friends’ top five key executives were fully allocated to
Head Start, although the executives had responsibilities over other programs which were funded
from other Federal departments, State, and private/non-profit grants. Friends did not maintain
any type of personnel activity reports to support charging the Head Start program for all of its
compensation costs. As a result, executive compensation may have been excessively allocated to
Head Start.

Friends’ management said that they spent very little of their time directly in connection with
programs other than Head Start and Early Head Start and thus had not conducted a personnel
activity survey in order to support charging the Head Start program for all of their compensation
costs.

OTHER FINANCIAL OPERATIONS ISSUES

In addition to the compensation practices specific to the top five key executives and teachers, we
identified two aspects of Friends’ financial operations that needed improvement. Specifically:

(1) Friends may have violated a State statute governing charitable solicitations.

(2) Friends did not accurately complete its Federal information returns (Forms 990) for all
3 grant years.

State Charitable Solicitation Statute

According to the Mississippi Secretary of State’s Office, it is illegal to make charitable
solicitations without registering with the State.



An exemption applies to any charitable organization that does not intend to solicit and receive
and does not actually receive contributions in excess of $4,000 during any State fiscal year. In
order to secure the exemption, the State requires a one-time filing of a “Notice of Exemption.”

As part of our inquiry into other local or State laws that may impact Friends as an agency, we
identified a State statute that governs charitable solicitations. During the course of its operations
as a Head Start grantee, Friends occasionally solicited charitable donations through small local
fundraisers. However, Friends was not registered with the State.

Failure to comply with the State’s charitable solicitations law could subject Friends to an
administrative penalty up to a maximum of $25,000 for each violation.

Friends’ officials expressed surprise that they were covered by the State statute. Friends’
officials said that although Friends occasionally solicits funds through charity events, they do not
operate as a “charity” within the State. Friends’ officials said that they would immediately take
steps to comply with the State statute.

Inaccurate Federal Information Returns

Internal Revenue Form 990, “Return of Organization Exempt From Income Tax”, is a report that
nonprofit entities must file each year. It serves two essential purposes. First, it provides
information that helps the Internal Revenue Service and State charity regulators enforce the laws
that govern nonprofits. Second, Form 990 provides a great deal of financial information about
the filing organization’s financial condition, about its financial strength or weakness and about
such things as the sources of its income.

Form 990 instructions require filers to report the compensation of the five highest paid
employees other than officers, directors, and trustees and the payments to employee benefit plans
on behalf of these individuals. These plans provide benefits such as medical, dental, life
insurance, severance pay, and disability.

Friends underreported on its Federal Information Form 990 the compensation and employee
benefit plan contributions for its top five executives by $147,480 for the 3 grant years.

The differences were as follows:

Compensation Differences

Filing Year Amount Per Amount on Form | Underreported
Accounting 990 Amount
Records
FY 2000 $271,560 $251,824 $19,736
FY 2001 $298,966 $260,027 $38,939
FY 2002 $367,280 $362,591 $ 4,689




Employee Benefit Plan Contribution Differences

Filing Year Amount Per Amount on Form | Underreported
Accounting 990 Amount
Records
FY 2000 $44,089 $11,331 $32,758
FY 2001 $43,396 $15,017 $28,379
FY 2002 $43,114 $20,135 $22,979

As a result, Friends may be subject to penalties for failing to file a complete return.

The compensation amounts were not accurately reported because Friends did not reconcile Form
990 amounts to general ledger amounts prior to filing the form. The errors in reporting
employee benefit plan contributions occurred primarily because Friends’ officials were not
aware that all its contributions to employee health benefit plans had not been reported on the
Form 990s.

RECOMMENDATIONS

We recommend that Friends:

e improve its executive compensation practices by ensuring future wage comparability
surveys meet the requirements in Section 653 of the Head Start Act and any future
clarification, guidance or requirements ACF might specify;

e establish a time and effort reporting system that complies with OMB Circular A-122
to ensure that costs are equitably allocated when employees have responsibilities for
more than one program;

e improve general financial operations by:

(1) registering under the State’s Charitable Solicitations Act, as appropriate; and

(2) reviewing more carefully the amounts listed for Executive Compensation and
Employee Benefit Plan Contributions on future Form 990s before they are filed.

Friends’ Comments — Executive Compensation May Not Have Been Reasonable
Friends’ officials generally disagreed with our findings and recommendation regarding executive
compensation practices. Friends’ officials said that their executive compensation was

reasonable. Friends’ officials also said that the OIG auditors:

e failed to request documentation from Friends’ consultant who prepared the entity’s wage
plan; and

e used preliminary wage survey data that Friends’ consultant subsequently updated.



According to Friends’ officials, the auditors should have relied only on the completed wage
survey dated October 2001.

In regard to the salary data Friends’ independent auditors provided, Friends’ officials said that at
the time of OIG’s request, its independent auditors could not find the letter that documented the
salary data the independent auditors had given to Friends. Subsequently, Friends’ officials said
they were able to obtain a copy of the letter.

In regard to wage survey data that Friends’ said was obtained from ACF, Region 1V, Friends’
officials said that its consultant had relied on wage information obtained through a telephone
conversation with an ACF wage survey contractor and that this telephone inquiry was
documented by the consultants’ “memorandum to the file”.

Friends’ officials further stated that they used incorrect salary information for two of the
“comparables” - Institute of Community Services, Inc. (ICS) and Mississippi Action for
Progress, Inc. (MAP) in their wage study. Friends’ officials said that they recalculated the
Executive Director’s salary: (1) using the correct wage information for these two entities and
(2) disregarding the average salary rate information obtained from the Region 1V, ACF wage
survey contractor. Based on this recalculation Friends’ officials were of the opinion that the
Executive Director’s hourly rate was reasonable.

OIG Response — Executive Compensation May Not Have Been Reasonable

Our assessment of the reasonableness of Friends’ executive compensation was based on a review
of wage survey records obtained from Friends’ and from the consulting firm that Friends
employed to perform its wage study. We also had discussions with: (1) the consultant that
prepared Friends’ wage study, (2) a Region IV ACF official that had first-hand knowledge of
Friends’ Head Start program, (3) a partner in the firm that served as Friends’ independent
auditors, (4) Friends’ Chief Financial Officer, (5) Friends’ Executive Director, and (6) a
representative from the University of Western Kentucky.

In regard to the letter from Friends’ independent auditor that Friends’ officials said could not be
located at the time we were on site, we do not believe this letter constitutes “verifiable”
documentation. The letter stated that the auditing firm was familiar with several nonprofits in
the area that were similar in size and complexity to Friends. The letter also showed what
appeared to be the high and low salary ranges for three positions: Executive Director, Assistant
Director, and Department Heads. In addition, the letter contained hand-written hourly rates for
the high, low and average salary for each of the positions. However, the letter did not:

e identify the number and names of nonprofits from which the information was gathered;
e note the time period covered by the salary ranges;
e indicate the individuals who occupied the positions listed; or

e include a description of the duties of the individuals listed.



Furthermore, Friends appeared to use the higher salary range shown in the letter for the Assistant
Director position for at least one of its Department Heads (Director of Finance). Also, the hand-
written hourly rates were computed based on a 2,080-hour work-year, which may or may not be
the correct number of actual annual hours worked by the individuals who occupied the positions.
In addition, the average salary hourly rates were computed using only the high and low salary
amounts shown. For example, the range shown for the Executive Director position was
$110,000 - $125,000 (average hourly rates of $52.88-$60.10" for this range). However, to arrive
at the average hourly rate for the executives that Friends used in its salary survey, Friends
computed an average of the high and low hourly rates ($52.88 + $60.10=$112.98/2=$56.49
average hourly rate). Without additional documentation, we cannot verify the validity of
Friends’ calculation methodology.

Similarly, the “memorandum to the file” that Friends’ said supported the salary data that was
obtained from ACF, Region IV only showed programs based on the number of enrollees broken
down into three ranges and three average annual salary amounts for each range. For example,
the memorandum shows under the heading “Program Size”, 3,500-6,000 enrollees and an
“Average Annual Salary” of $165,000 for this program size. The memorandum does not show
what programs were surveyed or how the average annual salary for each range of enrollees was
developed. In its written comments, Friends elected not to rely on this unverifiable information
to support its salaries. Instead, Friends recomputed the Executive Director’s salary using revised
salary amounts from the 990s for two other Head Start programs. We do not believe that Friends
recalculation of the Executive Director’s salary using “corrected” wage information obtained
from the ICS and MAP Form 990s documents that the Executive Director’s salary is reasonable.

Because of the problems discussed above with the support documentation, Friends’ officials
have not provided assurance that the agency’s overall executive compensation practices are
reasonable. Consequently, we continue to recommend that Friends improve its executive
compensation practices by ensuring future wage comparability surveys meet the requirements in
Section 653 of the Head Start Act and any future clarification, guidance or requirements ACF
might specify.

Friends’ Comments — Executive Compensation May Have Been Excessively Allocated to
Head Start

Friends’ officials generally agreed with our findings and recommendation regarding the
allocation of executive compensation. Friends’ officials said that they have developed a formal
cost allocation plan that meets the requirements of OMB Circular A-122 for both direct and
indirect costs. According to Friends’ officials, the cost allocation plan will be in place
December 1, 2004.

! Friends computed the average hourly rates as follows: $110,000/2,080 hours=$52.88/hr. and
$125,000/2,080=$60.10/hr.



Friends’ Comments — State Charitable Solicitation Statute

Friends’ officials generally agreed with our findings and recommendation regarding the need to
adhere to the State’s charitable solicitation statute. In their written comments, Friends’ officials
said that they have neither solicited nor plan to solicit any charitable contributions for 2004.
Friends’ officials said that prior to soliciting any contributions they would file with the State a
“Notice of Exemption”.

Friends’ Comments — Inaccurate Federal Information Returns

Friends’ officials generally agreed with our findings and recommendation regarding inaccurate
Federal information returns. Friends’ officials said that the errors in reporting compensation on
its Federal form 990 occurred because its independent auditors used wages that were paid on a
calendar year basis rather than wages that were paid on a fiscal year basis. Friends’ officials said
that, in the future, Friends would reconcile to payroll records the gross wages paid on a fiscal
year basis.

Friends’ officials said that the errors in reporting employee benefit plan contributions on its
Federal form 990 resulted from Friends using estimates for retirement pay benefits. According
to Friends’ officials, the retirement pay benefits were estimated because the retirement plans’
annual report was not yet processed at the time the Form 990 was prepared. Friends’ officials
also said that health insurance premiums were not reported on the Form 990 as employee fringe
benefits because Friends has a self-funded health care plan. In the future, Friends plans to use an
estimate of the premium cost based on similar costs in funded plans.

Friends’ officials further stated that its independent auditor would contact the IRS and determine
if Friends needed to correct its Form 990 filings for grant years 2000, 2001, and 2002.
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FRIENDS OF CHILDREN OF MISSISSIPPI, INC.

939 N. President Street  Jackson, Mississippi 39202-2563  Telephone (601) 353-3264  Fax (601) 353-3220

Marvin Hogan Leo Turner

Executive Director Chairperson
November 4, 2004

Mr. Charles J. Curtis
Regional Inspector General
for Audit Services, Region IV
Department of Health and Human Services
Office of Inspector General
61 Forsyth Street, S.W., Suite 3T41
Atlanta, Georgia 30303 VIA FEDERAL EXPRESS

.. RE: Review of Head Start Compensation at Friends of Children of Mississippi,
Inc.; Report Number A-04-04-03501

Dear Mr. Curtis:

This letter is in response to the results of your audit following your review of Head
Start Compensation at Friends of Children of Mississippi, Inc. Please consider this our
formal response to your request for written comments on your draft report. We respect the
nature of your- inquiry and will do our fullest to comply with any necessary
recommendations. However, we are of the opinion that some of the conclusions in the
report may be based on incorrect data and may warrant further consideration. We have
consulted with and gathered information from our internal auditors (Banks, Finley & White),
our independent auditors (Watkins, Ward & Stafford), the consulting firm that drafted our
wage plan (Systems Consultants Associates, Inc.) and our general counsel (Bob Owens
& Rajita lyer Moss) in preparing our response. The following is our itemized response to
the findings along with supporting documentation:

ISSUE # 1:

Compensation practices for executives did not meet Federal requirements of the
Office of Management and Budget (OMB) Circular A-122 and § 653 of the Head
Start Act. '

Accredited by the

“AN EQUAL OPPORTUNITY EMPLOYER M/F” National Academy
“63,000 MOMENTS OF TRUTH EACH DAY” of Early Childhood
Pro
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L Executive Compensation May Not Have Been Reasonable. FCM,
Inc., could not demonstrate that their compensation practices for
executives met the requirements. The report also concluded that
Head Start may have been overcharged because the information that
FCM, Inc., used in its wage study, as a basis for the salaries of the
top executives, was not supported by adequate documentation.

RESPONSE:

Although the findings were phrased as “may be”, we conducted an extensive review
of the issue and determined that Executive compensation at Friends of Children of
Mississippi, Inc., is indeed reasonable and adequately supported by verifiable
documentation. The following is our rationale and proof to support our determination:

v During the Office of Inspector General (O1G) review, documentation was not
requested from Systems Consultants Associates, Inc., the consulting firm
that completed the survey and prepared the wage plan, and, accordingly,
was not furnished to the auditors at the time.

v Some of the information that was submitted to OIG during its review was
based on a partial preliminary survey that was conducted by the consultant.
The consultant used/ additional data in formulating a revised survey and this
information was not available to OIG at the time of its review. This
preliminary survey dated September 2001 was incomplete and should not
have been used for comparison purposes.

v The completed survey dated October 2001 is the only data that should have
been relied upon by the OIG.

v Included is documentation on the two survey sources questioned by the OIG
auditors, namely, (1) Watkins, Ward and Stafford, PLLC and (2) DHHS
Administration for Children and Families (ACF) Region IV.

v/ Also, we have included information on executive director compensation from
two other sources previously included in the survey results, namely (1)
Mississippi Action for Progress, Inc. and (2) Institute of Community Services,
Inc.

v Following the OIG’s inquiry we obtained 990 information on ICS and MAP
and this information was relied upon by Systems Consultants Associates,
Inc., in evaluating our wage plan.
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v Documentation from these sources is attached hereto as Exhibits 1-4 and is
discussed briefly below.

v The draft audit report indicates that the ACF data was not obtainable through
Region IV and could not be substantiated. The only documentation in our
possession regarding the ACF data is the memorandum that memorializes
the telephone inquiry. Consequently, we have included a table from our
wage consultant that excludes the ACF data to show that the compensation
rates are reasonable and within the average even without the ACF data.

Exhibit 1:

Correspondence dated September 20, 2001, from Watkins, Ward and Stafford
providing the salary range data for the positions of Executive Director, Assistant
Director, and Department Heads in several nonprofit organizations of similar size
and complexity to Friends of Children that are audited by Watkins, Ward and
Stafford, PLLC, an independent CPA firm. Watkins, Ward and Stafford, PLLC,
could not find the letter at the time of OIG’s request but Friends of Children of
Mississippi, Inc., was able to secure a copy of the correspondence. This
correspondence is included in our response as Exhibit 1.

Exhibit 2:

Systems Consultants Associates, Inc., that drafted the wage plan, relied on
information that was obtained from a wage survey contractor for the Administration
for Children and Families Region IV through a telephone inquiry on September 19,
2001. Average salary information was obtained for executive directors in the region
by enroliment size ranking as follows:

Program size Annual salary
3500-6000 $165,000
3000-3499 $ 96,000
2000-2999 $ 91,575

This response to the telephone inquiry was documented by Systems Consultants
Associates, Inc. Exhibit 2 is a memorandum from the consultant to the file that
memorializes the information obtained from the telephone inquiry.

Exhibit 3:

The 2001 Federal Form 990 for the period of 2/1/01 to 1/31/02 filed by Institute of
Community Services, Inc. (ICS) of Holly Springs, MS, indicated that its CEO’s
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compensation was $115,239 (or $55.40 per hour). (Please refer to Exhibit 3 - Page
3.) This certified hourly rate of pay is substantially higher than the $43.28 included
in the wage survey of October 2001. The logical inference for this disparity is that
ICS only disclosed to us the portion of the CEO’s salary included in its Head Start
budget instead of the full salary amount.

Exhibit 4:

The 2000 Federal Form 990 for the period of 12/1/00 to 11/30/01 filed by Mississippi
Action for Progress, Inc. (MAP) of Jackson, MS, indicated that its CEO’s
compensation was $131,349 (or $63.15 per hour). (Please refer to Exhibit 4 — Page
2.) This certified hourly rate of pay is substantially higher than the $52.00 included
in the wage survey of October 2001. As with ICS above, a reasonable explanation
for this difference is that MAP only disclosed to us the portion of the CEO’s salary
included in its Head Start budget instead of the full salary amount.

v Attached as Exhibit 5 hereto is the Personnel Action forms for the year 2001
that reflect the hourly rates for the Executive Director. The hourly rate for
2001 was $60.60.

Fromthe foregoing, itis evident that there is adequate documentation to support the

reasonableness of the salaries for the top five key executives identified in the OIG draft
review report. Concerning the position of Executive Director in specific, even if the $79.33
figure from data provided by ACF was excluded from the survey, the revised average
survey rate using certified and accurate hourly rates is $60.25 (an amount higher than the
previously reported rate of $59.41 which included the $79.33 rate), as shown in the table
below. Based on the $59.41 average hourly survey rate, the OIG auditors concluded that
the “undocumented $79.33 hourly rate resulted in the final salary recommendation for the
Executive Director being about 9 percent higher than it otherwise would have been.”

Since the average hourly survey rate in November 2001 should have been $60.25,

the Executive Director salary recommended at that time was reasonable and conformed
to the Federal requirements of OMB Circular A-122 and Section 653 of the Head Start Act.
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Original Survey
Original Survey Results Revised to
Results Exclude DHHS ACF
Recalculated by OIG  Region IV Data and
Original Survey to Exclude DHHS Correct 2001 ICS
Data Source Results ACF Region IV Data and MAP Data
Central MS Civic Improvement Association, Inc. $65.96 $65.96 $65.96
DHHS ACF Region IV $79.33
Institute of Community Services, Inc. (ICS) $43.28 $43.28 $55.40
Mississippi Action for Progress, Inc. (MAP) $52.00 $52.00 $63.15
Watkins, Ward & Stafford, PLLC $56.49 $56.49 $56.49
Average Survey Rate $59.41 $54.43 $60.25

ISSUE # 2:

Friends of Children of Mississippi, Inc., did not comply with OMB Circular A-122
when allocating executive compensation charges to Head Start and other programs.

RESPONSE:

u Executive Compensation may have been excessively allocated to
Head Start. Total compensation packages for FCM, Inc.’s top five key
executives were fully allocated to Head Start, although the executives
had responsibilities over other programs which were funded from
other Federal departments, State, and private/non-profit grants. FCM,
Inc., stated that the executives spent very little time on programs
other than Head Start and had thus not conducted a personnel
activity survey in order to support charging Head Start for all of their
compensation costs.

Following anintensive review of this issue/finding presented by the draft audit report,
and consultations with our internal auditors (Banks, Finley & White) and the finance
department, we have ascertained the foliowing:

v/

Executive compensation was charged directly to the Head Start program as
opposed to being allocated to Head Start and other programs administered
by the organization.

However, procedures were in place for other programs to reimburse the
organization for time spent by executives. These reimbursements were used
to offset the salaries charged to the Head Start program.
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v

The reimbursements were based on our estimate of the time and effort the
executives and other personnel, such as fiscal office staff, worked on the
other grant programs.

In addition to being reimbursed for compensation, the reimbursement also
included an estimate of the cost of rent, utilities, supplies and other cost
incurred that could not be charged as a direct cost to the grant program.

The reimbursements for non personnel costs were used to offset the cost
charged to Head Start.

Although a formal cost allocation plan was not in effect, other programs
administered by the organization shared in the administrative burden.

This reimbursement, offsets and cost allocation data was available to the
OIG auditors through our general ledger details for the relevant fiscal years.
We will gladly provide you with this information to let you ascertain and
substantiate our findings if you so desire.

Additionally we have taken the following steps to institute the recommended
personnel activity survey and to support and substantiate our cost allocations in the future:

v

We, along with our internal auditing firm Banks, Finley & White, have
developed a formal cost allocation plan that will be put in place for our fiscal
year beginning December 1, 2004.

The plan includes the establishment of a general and administrative cost
pool to charge cost incurred for common or joint objectives that are not
readily identified with a particular program or funding source.

The costs included in the administrative cost pool will be allocated to the
grant programs monthly based on either direct salaries or total direct costs
of the various programs.

The plan meets the requirements of OMB Circular A-122 for both direct and
indirect costs.
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OTHER FINANCIAL OPERATIONS ISSUES
IDENTIFIED BY THE OIG DRAFT AUDIT REPORT
u Friends of Children of Mississippi, Inc., may have violated a State statute
governing charitable contributions by failing to register as a charitable
organization.
RESPONSE:

The following has been ascertained following our review of this issue:

v

We would like to clarify for the record that Friends of Children of Mississippi,
Inc., has never been charged with “violating” a state statute governing
charitable contributions.

Friends of Children of Mississippi, Inc., received a letter of inquiry from the
Secretary of State’s Office regarding an audit of the “charity and its
operation.”

We fully responded to the inquiry and provided all the necessary information
related to the inquiry. Please find attached as Exhibit 6 a copy of the
response that was sent via certified mail to the Secretary of State.

We indicated in our response that we would be willing to be of further
assistance and in answering any other questions. Friends of Children of
Mississippi, Inc., never received any further correspondence from the
Secretary of State’s Office.

General counsel for Friends of Children of Mississippi, Inc., Rajita lyer Moss,
personally placed a call to the Secretary of State’s Office to ascertain the
status of the inquiry.

Our counsel was informed that the Secretary of State’s Office was satisfied
with the response and was not going to take any further action on the matter.
Counsel was also informed that the Secretary of State’s Office had closed
their file on the matter.

During its audit, the OIG’s office, through Mr. Truman Mayfield, contacted
our general counsel and requested that we obtain an independent legal
opinion regarding the issue of registration as a charitable organization.

We retained the firm of McGlinchey Stafford to provide this independent
opinion regarding the registration issue.
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v

Bill Mendenhall, by ietter dated April 21, 2004, provided the requested
independent opinion. A copy of that letter is attached hereto as Exhibit 7.

The opinion indicated that every charitable organization that solicits funds
from the public needed to register with the Secretary of State's office.
However, the opinion also indicated that there were certain exemptions to
this general filing requirement. As per the opinion, Friends of Children of
Mississippi would be exempt from the charitable filing requirement as long
as it did not receive contributions in excess of $4,000 per year and as long
as all the fundraising is conducted by unpaid volunteers. If contributions in
excess of $4,000 were received, the organization must file a registration
statement within 30 days of receipt of the excess funds. Additionally, in
order to secure its exemption the organization would have to file a Notice of
Exemption prior to solicitation of contributions.

Our independent auditors, Watkins, Ward & Stafford, have opined that our
organization does not qualify as a charitable organization and that we do not
need to register as such.

Friends of Children of Mississippi, Inc., has not solicited any charitable
contributions for the year 2004 and does not intend to do so.

However, out of an abundance of caution, Friends will file for a Notice of
Exemption prior to the solicitation of charitable contributions as per the
opinion letter.

Friends of Children of Mississippi, inc., under reported on its Federal
Information Form 990, the compensation an employee benefit plan
contributions for its top five executives by $147,480 for the three grant years.
As a result of inaccurate reporting, Friends of Children of Mississippi, Inc.,
may be subject to penalties for failing to file a complete return. The errors
occurred primarily because FCM, Inc.’s officials were not aware that all its
contributions to employee health benefit plans had not been reported on the
Form 990s.

RESPONSE:

The following has been ascertained following our review of the issue:

v

v

The Form 990 is an information return to the Internal Revenue Service.

There were errors in reporting compensation amounts.
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v The errors in reporting salaries occurred primarily because our independent
auditing firm, Watkins, Ward & Stafford, used W-2 taxable wages on a
calendar year basis rather than gross salaries paid on a fiscal year basis.

v In the future we will reconcile gross wages paid on a fiscal year to our payroll
records.

v/ Amounts used for retirement pay benefits were estimated because the
retirement plan annual report was not yet processed at the time the Form
990 was prepared. Our estimates were close to the actual amounts.

v Health insurance premiums were not included in employee fringe benefits
because we are on a self-funded health care plan.

v In the future we will use an approximation of a premium cost based upon
similar costs in funded plans.

We have attempted to provide an itemized response to all the issues raised and
findings made by your office in its Draft Report. As stated earlier, we understand the
importance of such audits and the benefit to our organization from such outside reviews.
It is our intention to provide your office with the necessary information to accurately reflect
the state of affairs at our agency. To that end we have provided you with documentation
that substantiates the executive compensation issue. Additionally, we have also provided
necessary proof and information on other issues addressed by your office. All relevant
corrective action has been implemented as needed.

v The auditing firm will ascertain from the Internal Revenue Service if any
corrective action is needed to rectify the filings (990's) for grant years 2000,
2001 and 2002.

We take great pride in our heritage as a long standing Head Start Agency and in our
unwavering commitment to the children and families that we serve.

Please call us if we can be of any further assistance.

Sincerely,

Executive Director
Enclosures

CC: Mr. Leo Turner
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. 09/20/01 .15:49 FAX 801494763886 WWS WEST POINT i@ 0o2/002

WATKINS, WARD any STAFFORD Jumes L Stafford, CPA Mort $troud, CPA

. Harry W, Stevens, CPA Gary C. Hamikon, CPA
Profearional Limited Lishility Compory Boyd M. Fdwards, CPA R Stove Sinclair, CPA
Cartified Pukic Acosumans Paul A. Ray, CPA Michael L Pieron, CPA
213 Commicroe St PO.Box 1216 West Puint, MS %773 S. Kcith Winficld, CPA Marska L. McDonald, CPA
Phooe (662) 4945732 Pax (662) 494-7686 William B, Stagsers, CPA Wanda §. Holley, CPA -
Aubry R Holder, CPA Robin Y. McCormick, CPA/FFS
David M. Howell, CPA I Randy Sorivaer, CPA

Michael W, McCully, CPA
September 20, 2001

Mr. Marvin Hogan

Friends of Children of Mississippi, Inc.
4880 Mcwillie Circle

Jackson, Mississippl 39206

Dear Mr. Hogan:

Our firm is familiar with several non-profit organizations in this area that are similar in size
and complexity to Friends of Chiidren.

Compensation currently paid by these organizations s In the following ranges:

Executive Director 5649  $ 110,000 — 125,000 5298 - 6o.10
Assistant Director 3987  $80,000-85000 38.%4 - 4087
" Department Heads 3|25 $60,000-70,000 2845 - 33.65

We would be pleased to answer any questions you might have.
Sincerely,

WATKINS, WARD AND STAFFORD, PLLC

HWS/hm

Members of Mississippi Soclety of Certified Public Accountants
Mambers of American Institnte of Cortified Pubfic Acoommtants

G:\FCM Main files folden\Exhibits\#1.wpd05Nov04
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Exhibit 2
Systems Consultants Associates, Inc.
1400 Fourth Avenue, P.O. Box 5197
Jackson, Mississippl 39296-5197
Phone: (601) 355-5911
Facsimile: (601) 355-5915
E-mall: coosystems@aol.com
MEMORANDUM
TO: The File

FROM: Joshua Ashaka%
RE: Executive Director Salaries in Region IV

DATE: 9/19/01

On Wednesday, September 19, 2001, Mr, Marvin Hogan obtained via telephone the following salary data for
executive directors in Region IV from a wage survey contractor for the Administration for Children and Families,

DHHS Southeast Field Office:

Program Size Average Annual Salary
3500-6000 enrollees $165,000
3000-3499 enrollees $ 96,000
2000-2999 enrollees $ 91,575
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Form 990 Return of Organization Exempt from Income Tax

Under Section 501(c), 527, or 4347(a)(1) of the Internal Revenue Code

{except black lung benefrt trust or private foundation)

Open to Pubhic

OMB No 1545 D347

2001

ﬁ;ﬂ?ﬁ"«:;‘st’eﬁmﬂ: i » The organizalion may have 1o use a copy of this relurn 1o sslisty state reporting requirements Inspection

A For the 2001 calendar year, or tax year beg g 2/01 ,200). andending  1/31 _,20 02

B Check f sppliczble o 0 Employer Identitication Number
Addcesscranga | IRS bat | INSTITUTE OF COMMUNITY SERVICES, INC 64-0440304

Name changs :s’;’.ﬂ P 0 BOX 159
See (HOLLY SPRINGS, MS 38635

E Telophone aumber

Iniira! roluen specihic 662-252-1582 |
Final raturn "l'lsom F ﬁclﬁ:dnhng D{‘Jsh Accn.lal i
Amended retutn m Other (spacity) ™ .
Apphcation pending @ Sﬁgm f’en!‘r(:xt? org;m‘zt:ugns and dlﬁ:éagglz :donleermpt H and| are not appiicable lo Sactan 527 organizations
?Form 930 or ;go_'g) attach a comp! ule H (a) Is tis o group retwrn for affilia es? D Yos No
G Website ™ N/A H (b) 1i yes enter number of aftilrates
H (€} Are all atfihates ingluded? DVn D Ne
J (Oc?]geacl":lmgntg . 216 3« (mertro D - D . @1 no'erach alist Sea nstruchions )
H (d) ts 15 3 separate relum tited by an
K Check here ™ Dxr Ihe organization s gross recepts are normally not more than organizanon covered by 3 group ruling? |—|Y m "
$25 000 The organizalion need not file a return wilh the IRS, bul if 1he organization Ll o
recerved a Form 990 Package in the mail, i should hile a return wilhoul financial dala { Enter 4-digit group GEN -
Same states require a complate retum M Check » {X]dl the organization 1s nol required
L Gross receipts Add lines 6b, 8b 9b and 10bto ine 12 > 37,087,651 to atlach Schedule B (Form 930, 990 EZ, or 990 PF)
[Part]_]Revenue, Expenses, and Changes in Net Assets or Fund Balances (see mstructions)
1 Conirbutions, gifts, granis, and simslar amounts received
a Direct public support 1a 162,148
b Indirect pubhc support 1b)
¢ Government contributions (grants) 1c 36,826,083
9 Te R S e $ 36,988,231 n S ) 1d| 36,988,231
2 Program service revenue mcluding government fees and conlracts (from Part VI, line 93) 2 96,191
3 Membership dues and assessmenls 3
4 Interest on savings and temporary cash investments 4 3,229
§ Dividends and interes! from securties S
6a Gross rents 6a
b Less rental expenses 6b.
¢ Net renlal mcome or (loss) (subtract ine &b from line 63) 6¢c
a{ 7 Olher nvestment mcome (describe > 7
E’ Ba Gross amount from sales of assets olher (A) Securiies (B) Other
N than inventory 8a
'@' b Less cost or olher basis and sales expenses 8b
c Gan or {loss) (allach schedule) 8c
d Nel gain or (oss) (combine line 8¢, columns (A) and (B)) 8d
9 Special events and actwities (allach schedule)
a Gross revenue (not including % of contribulions
reported on kine 13) 9a
b Less airect expenses other than tundraising expenses 9b
¢ Nel income or (toss) from special events (subtract kne 9b from hine 9a) 9¢
102 Gross sales of inventory, less returns and allowances 10a
g b tess cost of goods sold 10b
o3 c Gross profit or (loss) from sales of inventory (altach schedule) (subtract hine §0b trom line 102) 10¢
o 11 Other revenue (from Part VII, hne 103) 11
: 12 Total revenue (add lines 'd 2.3 4,5 6¢c, 7 Bd, 9¢ 10¢, and 11) P ———— 12 37,087,651
1 ¢ | 13 Program services (from ke 44, column (8)) RECE’VED 13 34,525,216
o %114 Management and general (from line 44 column (C)) ) 14 2.494, 345
o £]15 Fundrasing {from line 44 column (D)) 8 SEP [ 15
W |16 Payments lo atiiiales (attach schedute) o 10 2002 ? 16
% S | 17 Totai exp (add fines 16 and 44, column (A)) o 17 37.019.561
& . 18 Excess or (deficit) for the year (subtract line 17 trom line 12) OGDEN-FE 18 68.090
8 N 2] 19 Net assets or fund balances at beginming of year (rom hne 73, column ¢ ! 19 133,055
LEJ 20 Other changes n net assets or lund balances (altach explanalion) 20
5| 21 Net assets or tund balances al end of year (combme hnes 18, 19 and 20) 21 201, 145
BAA For Paperwork Reduchon Act Nobice, see the separate instructions TEEADIOZL 010102 Form 990 (2001)

v

G:\FCM Main files folder\Exhibits\#3 Page 1.wpdOSNov04
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Form'990 (2001) INSTITUTE OF COMMUNITY SERVICES.INC 64-0440304 Page 4
{Part IV-A |Reconciliation of Revenue per Audited Part [V-B |Reconcihation of Expenses per Audited :
Financial Statements with Revenue Financial Statements with Expenses [
per Return (See instructions ) per Return !
a Total revenue, gains, and other support a  Tolal expenses and losses per audited
per audited financial statements >l a 40,004,818 financial statements > a 39,936,728
b  Amounts included on line a but b Amounts included on line a but not
not on ine 12, Form 990 on uine 17, Form
(1) Net unrealized - (1) Donated serv-
gains on ices and use
investments 3 of faciibes $ 2,883,338
(2) Donated serv- (2 Paor year adjust
tces and use menis reportced on
of faciilies $ 2,883,338 line 20, Form 990 $
(3) Recoveries of prior (3) Losses reporled on
year grants . tine 20, Form 990
(4) Other (specify) (4) Other (specity)
SEE STH 5 S____ 33,829 | SEE STMT 6_5___ 33,829
Add amounts on fines (1) through {4) * b 2,917,167 Add amounts on lines (1) through (4) » b 2,917,167
¢ Lmneamnusineb > ¢ 37,087,651 Line & minus ine b ™ e 37.019,561
d Amounts included on hne 12, d  Amounts included on line 17,
Form 930 bul not on Iine a* Form 930 but not on ine a- -
(1) Investment expenses (1) iestment expenses
not included on line not included an line
&b, Farm 930 6b, Form 990 ¢
(2 Other (specify) (2 Other (specify)
I ls o8 :
Add amounts on lines (Nyand (2 ™| d Add amounts on lines (1) and (2) > d
L] Total revenue per line 12, Form e Total expenses per line 17, Form
990 (ine c plus line d) > e 37,087,651 980 (une ¢ plus hne d) > e 37,019,561
[Part ¥ [List of Officers, Directors, Trustees, and Key Employees (List each one even if not compensated, see instructions )
(B) Tile and :\aeragtgd hours (C)(C'om;‘)ensshon (D) Clonlnbtglons' Ilo (2] !%xpeé'ls?h
er weel evo 11 no 1d, employee benell accouni ana oiher
(A) Name and address Pe posiion emeres-) plans and deferred allowances
compensation
SEE STATEMENT 7 ___ ______J|
198,450 27,776 0
75  Did any officer, director, trustee, or key employee recerve aggregale compensation of more
than $100,000 from your orgamization and all related orgamizations, of which more than
$10 000 was provided by \he related organizations? - Dves No
If 'Yes,' attach schedule - see instruclions
BAA TEEADIOSL 1018701 Form 990 (2001)
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Exhibit 3 — Page 3
2001 FEDERAL STATEMENTS PAGE 2
CLIENT 142358 INSTITUTE OF COMMUNITY SERVICES,INC. 64-0440304
8/20/02 02 11PM
STATEMENT 5
FORM 990, PART IV-A, LINE B(4)
OTHER AMOUNTS
DEPRECIATION 33,829
TOTAL 3““‘“‘33‘52?‘
STATEMENT 6
FORM 990, PART IV-B, LINE B(4)
OTHER AMOUNTS
DEPRECIATION 33,829
TOTAL $‘“‘““§§*§2§“
STATEMENT 7

FORM 990, PART
LIST OF OFFICERS DIRECTORS, TRUSTEES, AND KEY EMPLOYEES

TITLE AND CONTRI - EXPENSE
AVERAGE HOURS COMPEN-  BUTION TO  ACCOUNT/
NAME_AND_ADDRESS PER WEEK DEVOTED _ SATION _ _EBP & DC OTHER
AVERN MOORE CEO $ 115,239 $ 16,126 3 0
0 BOX 159 40
HOLLY SPRINGS, MS 38635
GEQRGE LEGGS CFO 83,211 11,650 0
P 0 BOX 159 40
HOLLY SPRINGS, MS 38635
SEE ATTACHED LIST OF DIRECTOR . 0 0 0

TOTAL § 198,450 7,776 %0

STATEMENT 8
FORM 990, PART
RELATIONSHIP OF ACTIVITIES TO THE ACCOMPLISHMENT OF EXEMPT PURPOSES

LINE # EXPLANATION QF ACTIVITIES

93A SUMMER DAY CARE FEES WERE COLLECTED FROM CHILDREN THAT WERE ABLE TO PAY
FOR SERVICES, THESE FEES HELPED TO PROVIDE SERVICES FOR THESE CHILDREN

938 FEES WERE COLLECTED FOR AFTER SCHOOL CARE PARTICIPANTS, THESE FEES HELPED
TO PROVIDE SERVICES FOR THESE CHILDREN

G:\FCM Main files folder\Exhibits\#3 Page 3.wpd05Nov04
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Exhibit 4 — Page 1

. » .. '
OMB No 1545-0047
" rem 990 Return of Organization Exempt From Income Tax

\ Under seclion 501(c) of the Internal Revenue Code (except biack lung benefit 2000
Depariment of e Trozury trust or privale foundation), seclion 527 or section 4947(a)(1} nonexempt chantabte trust Open to Public
Intomal Revenwo Service » The organizauon may have to use a copy of this retum to satisfy stale reporting requisemants Inspection
A For the 2000 calendar year, or tax year period beginning 12/01 2000, and ending. 11/30 ,2001
B Chockul appliceble | meass [ C D Employor demyficaton mumber
Uz"‘“"‘“““” s IMISSISSIPPI ACTION FOR PROGRESS, INC. 64-0440578
B creetrere |wwa |1751 MORSON ROAD E Tororo b
[ Firat etum see | JACKSON, MS 39209-6546 601-923-4125
[ Amenced rwm s:.:: F cneck P [ i epoication panding

[ .8

G Owmwabontpe checkontyonsy B B50ueit 3 ) 4 qnsenno) [0 s27 or [ aseziann
® Section 501(c){3) organizations and 4847(a)(1) nonexempt charitable trusts must
atiach a compieied Schedule A (Form 980 or 900-£7)

Note Hand | are not applicable lo sechion 527 Dﬁs
H{a) Is thes a group retuin led lor afliliates? ves BNo

H{b} I *Yes,”® enter number o! affliates »

Ac b h X S H(c) Ars all affiates included? Yes []No
J Accouning method U Cash [ Acorual [] Other (specty) B (1 "No.- attach a It See st 9 0 O
K Checkhere » (] dthe organizalion's gross recerpts are nonmslly nol more than $25,000 H(g) ts this a separate retum liled by an

The organzalion need not file a relum with the IRS, but it the organization receved a organzation covered by a group ruling?  [1ves BNo

Form 990 Package in the mail, 1t should file a retum without financial data | Enter a-digit group exemption no (GEN) b

L Check this box #t the organization 1s not required
Some states require a complele return 10 atiach Schedute B {Form 990 or 990-E2) >

{Part1 | Revenue, Expenses, and Changes in Net Assets or Fund Balances (See Speciic Instructions on page 16

B

1 Contnbulions, gilis, grants, and similar amounts receved
o Drrect public support 1a
b Indirect pubhe support 1b
¢ Govemment contributions (grants) 1| 34,164,907
d Total (add ines 1a Lhrough tc) (cash$ 34,164,907 noncash§ ) 1d 34,164,907
2  Program service revenue including govemment fees and contracls (from Pan Vil ine 93) 2 59,559
3 Mombership dues and assessments 3
4 Interast on savings and temporacy cash investments 4
5§ Dividends and interest from securmies 5
68 Gross rents 6a
b Less rental expenses 6b
¢ Netrental income or (loss) (subtract line 6b from line 6a) 6¢
2 7 Other nvestment income (describe » )24
g (A) Securities {B) Other
5 gs Gross amount from sales of assets other than nventary 8a
€ b Less costor other basis and sales expenses 8b
¢ Gan or {loss) (attach schedute) 8c
d Nat gamn or (loss) {(combine Iine 8¢, columns (A) and (B)) ad
9 Special events and activihes {(attach schedule)
8 Gross ravenua (not ingludng $ of contributions
reported on Iine 1a) Sa
b Less dwect expenses othg : ] b
¢ Netincome or (loss) from a 3 A 9b fr61 Ine 9a) S¢
108 Gross sales ol mventory, | ﬁ etums and allowances (2] 102
= b Less costofgoods soid fe3f APR 1 4 2002 100
= ¢ Gross profit or (loss) trom ‘:h ol inventory (altach schegiide) (subtract ine 10b irom lne 10a) 10¢c
< x
O {11 Otherrevenue (from Part HIt, mﬁé - 1"
< 12 Tolal revenue (add inesiid 2 3¢ %,E_Nd UToc B 11) 12 34,224,466
¢ 113 Program services {iramline 44, column (B)) 13 30,835,543
X 114 Management and general (from ine 44 cofumn (C)) 14 3,388,923
€ |15  Fundrmsing (from ine 44, column (D) 15
E 16 Paymenis to affiliates (attach schedule) 16
S |17 Totalexp {add Iines 16 and 44 column (A)) 17 34,224,466
a 118 Excess or (deficrt) for the year {subiract hne 17 from line 12) 18 0
g ? 19 Net assets or fund balances al begnning of year (from line 73, column {A)) 19 0
! 5 20 Other changes in net assets or fund balances (attach explanation) 20
S |21 Net assets or fund balances at end ol year (combine ines 18, 18 and 20) 2%

kFa For Paperwork Reduction Act Notice, see page 1 of the separate instructions RFOUS1 1202700

vy
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Femosoooy MISSISSIPPI ACTION FOR PROGRESS,

INC.

64-0440578

Appendix
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Pepe 4

{_Part IV-A| Reconcilialion of Revenue per Audited
Financial Statements with Revenue per

[ Part IV-B | Recontiliation of Expenses per Audited

Financial Statements with Expenses per

. Return (See Spectfic Instrucbons, page 25) Return
a Totalrevenue, gams, and other support a Tolal expenses and losses per audited
per auded financial statements »la] 38,170,088 fmancial statements > aI 38,170,088
b  Amounts included on line a but not on b  Amounts included on lina a but not on
hine 12, Form 980 line 17, Form 990
(1) Net unrealized gains (1) Donated services
on investments $ and use of faciilies $ 3,945,622
{2) Donated services 2Y Prio r adjustments
endweot lacites § 3,945,622 B oot o o 20,
(3) Recovenes of prior Form 990 L2
year grants {3) Losses reported on
{4) Other (specity) line 20, Form 930 $
{4) Other (speciy)
$
Adg amounts on Imes (1) through (4) » b 3,945,622 H
Add amounts on lines (1) through (4) » bl 3,945,622
Line a rmaus Ine b »le|l 34,224,466 Line a minus ne b »lel 34,224,466
Amounts included on line 12, Form 800 but d  Amounts included on ne 17,
not on lne a. Form 890 but not onlne a
(1) Investment expenses (1) Investment expenses not
not included on included on lne 6b,
line 6b, Form 990 $ Form 290 $
(2) Other {spacify) {2) Other (specify)
$ $
Add amounts on ines (1) and (2) »|d Add amounts on linas (1) and (2) »|d
e Total revenus per kne 12, Form 990 e Total expenses per line 17, Form 990
{hine ¢ plus fine d) »le|l 34,224,466 {line ¢ plus Iine d) »le|] 34,224,466
Part V] List of Officers, Directors, Trustees, and Key Employees (List each ons sven 1t not compensated
see Specific Instructions on page 25)
{B) Title nd average hours per () C [} Ccmnouholns. 13 (E) Expensa
W) Nams and accress woch dvorod o posnen @rotponorter0) | s amere componsaton otner allowanchs
BOBBY E BROWN CEOQO
1927 HAMILTON BLVD 40
JACKSON, MS 39213 131,348 12,838 0
DOROTHY S. FOSTER CFO
6542 FDR DR 40
JACKSON, MS 39213 102,555 9,978 0
75 D any officer, director, trusiee o¢ key employee receve aggregate compansation of more than $100,000 from your organization
and all related organizations of whch more fhan $10,000 was provided by the related organizatons? »Oves o
If “Yes," attach schedule see Speciik Instructions on page 26
Form B90 (2000)

RFOUSIC 12:2500
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Exhibit S FRIENDS OF CHILDREN OF MISSISSIPPIL, INC. Appendix

Page 17 of 27
Employee Data Change Form age i o

Name: HOGAN, MARVIN Employee No.: 503

Position: EXECUTIVE DIRECTOR Social Security No.:
/i
Department: WJ i) @/qb ¢ Q Effective Date:  08/20/2001

CHANGE ITEM PREVIOUS DATA NEW DATA
Name*
Address*

Position Title Code
Employee Number*
Department Code*
Position Status

Hourly Rate/Status 44.24 60.60
Annual/Sick Leave*
State Tax*

Federal Tax*
Group Insurance*
Credit Union*

Colonial*

Dental Insurance* /
Burial Insurance* N /
Cancer Insurance* /

Other/Retro Pay* hours:_a}{o.oo amount: $9,816.00

Human Resources Manager

REASONS FOR ACTION(S)

[ ]Resignation [ JPromotion [ ]Termination [ JRetirement
[ ]Demotion [ JRehire [ JTransfer DXRetroactive Pay
XRate Adjustment []Cost-of-Living [ JMerit Increase [ JReduction in Force

APPROVALS

¢ /] ) SIGNATURE TITLE DATE
Department Head / / / 2 ¢ /d /

Finance Director / // _,/)’ /
Deputy Director / 7 é W

; S :
Executive Director /
- , 4 %A_
Does not require all signature, 4
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'ERIENDS OF CHILDREN OF MISSISSIPPI, INC.

939 N. President Street  Jackson, Mississippi 39202-2563 Telephone (601) 353-3264  Fax (601) 353-3220

April 28, 2003
Marvin Hogan Leo Turner
Executive Director Chairperson

Mr. Bill Wilkerson

Director of Regulation and Enforcement
Secretary of State of Mississippi

301 North President

Post Office Box 136

Jackson, Mississippi 39205-0136 VIA CERTIFIED MATL

RE: Inquiry dated March 28, 2003
Dear Mr. Wilkerson.:

This letter is in response to your inquiry dated March 28, 2003. It is our
understanding that your office’s partial audit related to the “charity and its operations.”
We intend to fully cooperate and provide any information related in any way any
activities related to our charitable solicitations. However, we feel that a detailed
explanation of the nature of our organization is in order.

Friends of Children of Mississippi, Inc., is a federally funded Head Start program.
Most of its funding comes from department of Health and Human Services. FFCM also
receives additional funding from the State of Mississippi (TANF and child care) and
USDA reimbursements for its Head Start programrelated operations. The orgranization
is also required, under a Federal mandate, to provide in-kind matching contributions of
at least 20% (reduced to 13.27% by a waiver) every program Yyear. These in-kind
contributions range from donations of space from schools, volunteer time, discounted or
pro-bono physician services, discounts from businesses etc. (See Attachment #1) Al
of these grants and expenditures are subject to extensive federal and state oversight.
Friends of Children is a registered nonprofit corporation and also registered as &
charitable organization in compliance with the Mississippi Charitable Solicitations Act.

Although FCM is registered as a “charitable organization,” charitable sales
revenues comprised just 0.21% (fiscal year 2000), 0.09% (fiscal year 2001) and 0.05%
(fiscal year 2002) of the organization’s operations and its budget for the past three years.
Aspart ofits Head Start program, the Agency conducts some fund-raising activities from
sales of products. Please note that the organization does not solicit any cash donations
directly from the general public.

“AN EQUAL OPPORTUNITY EMPLOYER M/F"” Aceredited by the

Narinnal Academv
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Mr. Bill Wilkerson
April 28, 2003
Page 2

We are providing you with a breakdown of the types of fund-raising activities, the
gross sales amounts for the past three years. We are also providing you with the
disbursements of these amounts for the past two years. Please note that these figures
were compiled through a joint effort between our auditors and this organization and the
chart has been approved by our auditors. (See Attachment #2)

The following is an itemized response to the letter dated March 28, 2003:

ITEM# 1: Pertainingto the answerto questionnumber 12 onthe URS form that
requests the purposes and programs of the organization and those for which funds are
solicited. Our response was “for matching funds of the micro-loan program and for non-
federal expenditures.” Your office deemed this to be an incomplete response and |
requested elaboration.

Please see the itemization of funds received and the disbursements listed above.
The funds raised through these activities are used for expenditures not covered by the
federal or state grants. Some of these expenditures include donations to families in the
community with dire needs (crisis intervention), donations and membership dues tothe
National and Regional Head Start Associations, courtesy/condolences for employees and
policy makers, taking out advertisements in support of community events etc.

The response that we provided, while not in depth, was accurate in terms of
describing the nature of these expenditures. Pleaseletus know if we need to amend our
response to provide a more detailed response in line with the explanation provided in
this letter. Also note that the auditor from your office had full access to all our
documents and also had discussions with our regular auditor and raised no concems.

ITEM #2: Pertainingtothe answerto questionnumber 15 onthe URS form that
requests banks in which the registrant’s funds are*deposited. At the time of the filing
of our registration statement the only account that the solicited funds were deposited
in was the account that was provided. Our micro-loan program is not a service offered
through our “charitable solicitations” or in our capacity as a “charity.” The funds forthe
micro-loan program are obtained through a federal match for funds received through
banking orgamzat1ons and under the auspices of the Small Business Administration.

~ T~
The matching funds are solicited fom banks and not individuals. The breekdown

provided above outlines the sources of these matching funds. There is a separate
account that these micro loan funds are deposited in. The account information for that
is as follows: First American Bank - Acc. #001-75-310132 and Great Southern National
Bank - Acc. #7701032368.

We respectfully decline to provide any other bank accounts on the grounds that
they are wholly unrelated to any charitable solicitations or disbursements. Also note
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Mr. Bill Wilkerson
April 28, 2003
Page 3

that the auditor from your office had full access to all our documents and also had
discussions with our regular auditor.

ITEM # 3. Pertaining to your recornmendation that the board minutes be more
detailed as to discussions and regardmg board involvement in construction bids. We
submit that our board minutes are in full compliance with record-keeping requirements
of Mississippi Code Annotated §79-11-283, other pertinent statutes and the
organization's bylaws. We take your recommendations as to the board minutes into
consideration and view it as a recommendation only.

The Regional Head Start Program Guidelines require us to have a Bid and
Purchasing Policy. Our Bid and Purchasing Policy is contained in our Financial Policies
and Procedures Manual. (See Attachment #3) Our Bids are received and approved in
accordance with our Bid and Purchasing Policy. Additionally, these policies and the Bids
are audited every three years by the Regional authority and audited every year by our
auditors.

The members of the Board of Directors for Friends of Children serve without pay
and are reimbursed for travel and per diem expenses. Most, if not all, of the Board
members have regular full time jobs in addition to their position as members of the Board
of Directors. The Board, out of practical concerns, granted a power of attorney to the
Executive Director to take care of the organizations contracts and other day to day
operations.

Please note that the Board approves all grant awards, organizational budgets and
is presented monthly financial reports and all this is part of the board minutes. The
board will take your additional recommendations with regard to this item into
consideration. Also note that the auditor from your office had full access to all our
minutes.

ITEM # 4: Pertaining to our statement of purpose and your recommendation
that the organization’s bylaws be amended to “include all of the services offered by the
charity.” Article II, Section 1 of our by-laws outlines our primary statement of purpose
as outlined in your letter. Additionally, Section 2 states that the organization has the
“further purpose to coordinate efforts with other Head Start programs in mobilizing and

e ~ I=1a
utilizing all resources, private and public, in order t¢ strengthen and reinforce the

struggle to combat poverty.” (See Attachment #4)

Our micro-loan program is not a service offered through our “charitable
solicitations™” or in our capacity as a “charity.” The funds for the micro-loan program are
obtained through a federal match for funds received through banking organizations and
under the auspices of the Small Business Administration. However, our statement of
purpose under Section 2 does include the objective of the micro-loan program.
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The organization's initiative titled “Pathways Out Of Poverty” is an initiative
focusing on four areas: Early childhood development, expanding economic opportunities,
building organized communities and community development. (See Attachment #5)1t
is the organization's service delivery concept that is made available to the parents of our
enrollees (e.g.. FCM offers participates in literacy efforts by donating use of its
classrooms for GED classes etc.). Please see the attached literature on the same. There
are no special programs being offered under this theory other than those already
operated in conjunction with the Head Start operations. Even if these were separate
services, which they are not, they are again adequately covered under Section 2 of our
statement of purpose.

ITEM #5: Pertaining to a request for explanation on the “PD" notations on the
cellular phone bills and the “policy of the charity on personal calls on cellular telephones .
paid for by the charity.” Please let us reiterate that we play a very limited role as a
“charity.” The breakdown of the charitable solicitations received have been outlined
above. The cell phones located on the buses that transport the Head Start children are
federally required and paid for by operational funds allocated in the federal grant. (See
Attachment # 6)

The employees were allowed to obtain cellular phones at a corporate rate
provided to the centers. The employees are responsible for their own cell phone bills.
However, in early 2002, some of these employees failed to pay their bills and the
organization was billed for these items. The organization paid for these items and later
sought reimbursement (garnished through their paychecks) from the employees for the
same. The “PD” notation indicates items fully “paid” by the employees. Cellular South
currently directly bills the employees for their cell phones.

We are of the opinion that these items are unrelated to our solicitation funds but
are willing to provide the bills and reimbursement receiptsif needed. Alsonote thatthe
auditor from your office had full access to all our documents. -

ITEM # 6: Pertaining to this organization's policy on continuing education of
its employees. The organization does have a policy regarding continuing education of
its employees. The funds for this are wholly derived from our federal grants and the
federal grant in fact mandates certain educational requirements for the teaching staff.
TATA ~Arm ~F £lvm Armivmianm ot +hic tFarm . ia 1imralaskad +a Atir Armaradiswm a0 o HathAariter?!! vt ara
VYV T QLT UL LLIT U_EJ.L.I..LLU.L.L LLICLL LLILUD LLTILL AD Wil TlAaltTuw LU vl U_tJGJ.G-h.L\J.LJ. ao a wilCllivy AL L LT

willing to provide you with a copy of the policy if needed.

ITEM # 7: Pertaining to your request for W-2s for the past three years for the
ten highest paid employees including certain listed employees. The salaries for the
organization's staff are wholly funded for by the federal grants and state funds. The
charitable solicitations are outlined above. None of the money from these solicitations
is applied towards the salaries of any our employees. Werespectfully decline to provide
any of the requested W-2's on the grounds that they are wholly unrelated to any
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charitable solicitations or disbursements. Alsonote that the auditor from your office had
full access to all our documents and also had discussions with our regular auditor.

ITEM # 8: Pertaining to your request for competitive bids received for specific
centers and for evidence that the board approved these contracts. As stated to you
earlier, the Regional Head Start Program Guidelines require us to have a Bid and
Purchasing Policy. Our Bid and Purchasing Policy is contained in our Financial Policies
and Procedures Manual. Our Bids are received and approved in accordance with our
Bid and Purchasing Policy.

The members of the Board of Directors for Friends of Children serve without pay
and are reimbursed for travel and per diem expenses. Most, if not all, of the Board
members have regular full time jobs in addition to their position as members of the Board .
of Directors. The Board, out of practical concems, granted a power of attorney to the
Executive Director to take care of the organizations contracts and other day to day
operations. Please note that the Board approves all grant awards, organizational
budgets and is presented monthly financial reports and all this is part of the board
minutes.

The construction projects that you have requested the bids for were all funded
by federal grants that the organization receives. None of these projects was funded in
any way through any of the monies received through charitable solicitations. You have
been provided a breakdown on the charitable solicitations received in the past three
years. Werespectfully decline to provide these bids on the grounds that they are wholly
unrelated to any charitable solicitations or disbursements. Also note that the auditor
from your office had full access to all these bids.

ITEM #9: Pertaining to your inquiry into expenses payable to employees. The
Federal grants that the organization receives have an allotment for 2 field trips a year for
the children/enrollees. The teachers at the various ‘centers decide the nature and
location of the field trips and make their requests to the center managers. The center
managers (both employees that you listed in your inquiry were center managers) are
sent a check for the student field trips. The center managers in turn cash these checks
and disburse it at the appropriate time to the teachers for the benefit of the children.
All the funds are accounted for with proof of receipts. Any unused funds are returned

+Tn A ™ rm
tc the center manager who in turn returns it to the central office.

Similarly, the federal grants make an allocation for parent activity at the various
centers. The allocation is $5.00 per child. A parent committee decides what it intends
to do with the monies allocated for parent activity from a list of approved activities. The
parent commmittee send in their request for approval and a checkis sent out to the center
managers. The center managers in turn cash this check and have it available for the
parent activity. All the funds are accounted for with proof of receipts. Any unused funds
are returned to the center manager who in turn returns it to the central office.
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We stopped paying the vendors directly because of problems encountered in the
past (including but not limited to delays in obtaining cancellations or refunds etc.). The
system we have in place has proven to be much more accountable than the others we
have utilized in the past.

We are of the opinion that these items are wholly unrelated to any of the
charitable solicitations we receive. However, out of good faith, we are providing proof
of receipts on the items you requested. (See Attachment #7)

We appreciate the need for enforcement and regulation of all charitable
organizations and solicitations and commiend you on your efforts. Itis our sincere hope
that your agency understands our rationale in these responses. Please call us if we can
be of further assistance or if you have any questions.

Sincerely,

=, Chairperson
Bgard of Directors '
riends of Children of MS, Inc.

cc: Watkins, Ward & Stafford
Mr. Marvin Hogan
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SGLINCHEY WTAFFORD PLLC
WILLIAM S, MENDENHALL ACKSD
(501) 960-B421 ,
Fax (601) 352-7757 ' NEW ORLEAN
bmendenhali@mcglinchey.com _ HOUSTO.
BATON ROUG -
Exhibit 7 CLEVELANI
. RONRO!
April 21, 2004
Rajita Iyer Moss, Esq. By Facsimile (601} 352-8447
Owens Law Fitm, PLLC
770 North West Street
Jackson, MS 39202
Re:  Friends of Children of Mississippi, Inc.
Dear Rajita:

You have asked us to provide an opinion as to whether Friends of Children of
Mississippi, Inc., a Mississippi nonprofit corporation (“FCM?”), is exempt from the Secretary of
" State’s charitable organization registration requirements set forth in Section 79-11-501 et seg. of
the Mississippi Code Amnotated of 1972, as amended (the “Code”). It is our understanding that
FCM is a federally funded Head Start program that receives additional finding from the State of
Mississippi for its Head Start program operations. It is onr further understanding that' FCM
currently conducts some restricted fundraising, activities, which are limited to the sale of
advertising space in an annual souvenir booklet. To date, $1,800 worth of adds have been sold in
2004. No ad g were sold, nor were any solicitations made dnring 2003.

Mississippi law requires that every charitable organization (as defined by Section 79-11-
505 of the Code) which solicits or intends to solicit contributions by any means whatsoever must
file a registration statement with the Secretary of State. There are, however, certain exemptions
to this genmeral filing requirement. As set forth in Section 79-11-505(d) of thc Code, the
charitable registration filing requirement does not apply to “[a]ny charitable organization which
does not intend to solicit and receive and does not actuzlly receive contributions in excess of
Four Thousand Dollars ($4,000) during any twelve-month period ending June 30 of any year,
provided all of its fund-raising functions are carried on by persons who are unpaid. for such
services.” Therefore, as long as FCM does not receive contributions in excess of $4000 per year,
and as long as all fundraising is conducted by unpaid volunteers, it will be exempt from the
charitable filing requirements. If contributions in excess of 34600 are received for any such
period, FCM must file a charitable registration staternent with the Secretary of State within thirty
(30) days after receipt of the excess funds.

In order to secure its cxemptmn FCM. musi fle 1' orm CE “Notice of Exemption” for
Charitable Organizations prior -to the solicitation of contributions. A copy of Form CE is
attached 1o this letter. This is a one-time filing which notifies the Secretary of State that FCM is
exempt from filing under Section 79-11-505(1)(d), based upon the fact that it receives gross

153564.1
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annual contributions in an amount which does not exceed $4,000. A copy of FCM’s Bylaws and
IRS determination letter must be submitted with Form CE to the Secretary of State. As stated
above, any changes to the information contained in Form CE must be submitted to the Secretary
of State within thirty (30) days.

Should you need any additional information, please do not hesitate to call.
Sincerely,
McGlinchey Stafford, PLLC

Ud HBD

William S. Mendenhall
WSM:kk

1535641
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FORM CE

NOTICE OF EXEMPTION
FOR CHARITABLE ORGANIZATIONS

Mississippi Secretary of State’s Office
P O Box 136, Jackson MS 39205-0136
(601) 359-1633 or (888) 2366167

1. Name and complete address of organization:

Phone number:

List name, address, and phone number of the person 10 whom correspondence should be directed:

!\)

Exemption claimed..... §79-11-505 (1) (a) (®) (c) d
(e) ® (8) )

3. Statement of Purpose:

4. Attach a list of any other offices in this state.

Attach a list of all officers, trustees, and directors of the charitable organization. This list
must include full names, full addresses, and phone numbers.

w

6. List name, address, and phone number of individual who has custody of the financial records of the
charitable organization:

7. Please give a brief statement of why your organization qualifies under this excmption:

§ certify that the information on this documont and Io the att chments hiercto is trune and correet. | further cartlfy that 1 am antharized £ shbmit this
form an behnll of the Registrant. 1 understund that T nm under n continulny vbligntion fo notify e Secretary of State's Office of nny chuanges in the
information provided to that olfice.

SIGNATURE OF PRESIDENT DA'TB
TYPED (or printed) NAME Sworn to and subscribed before me
This the day of , , 20 .
NOTARY SEAL

Notary Public



CHPK—Zb~ZUU4 TIUN UYi L Hil LaW FITR 01 LUU Vweis

[T SRS A Vg PR

Appendix
Page 27 of 27

MISSISSIPPI SECRETARY OF STATE

NOTICE OF EXEMPTION
FOR CHARITABLE ORGANIZATIONS

INSTRUCTIONS

Completle the "Charitable Organization Statement of Exemption" (FORM CE). If attachments are necessary,
indicate the question number on the attachment. Please type or print clearly.

The president of the Organization must sign the application, and the signature must be notarized.
Submit a copy of the Organization's By-laws and IRS determination letter along with the application.
Return completed application, By-laws and IRS determination letter to:
Mississippi Secretary of State's Office
Charities Registration

P O Box 136
Jackson MS 38205-0136

Any changes in the information cn file with the Division should be made within 30 days.

ORGANIZATIONS EXEMPT FROM REGISTRATION UNDER SECTION 79-11-505 (Miss. Code Ann. 1872)

()
(b)

Accredited educaticnal institutions;

Certain fraternal, patriotic, social, educational, alumni organizations and historical societies who use enly their
membership to solicit contributions;

Pearsons who are soliciting contributions for an individual in need if the solicitations are made solely by persons
who are unpaid;

Organizations which do not intend to solicit or receive more than $4000 per year in contributions;

Organizations which receive allocations from registered united funds or community chests and recsive less
than $4000 from other sources; ,

All volunteer fire departments and rescue units which are chartered as nonprofit organizations by the State of
Mississippi.

Any humane society which contracts with counties or municipalities for the care and keeping of estrays.

IMPORTANT

Prior ta any solicitations for contributions, each charitable organization claiming to be exernpt shall file
a Notice of Exemption. The burden of proving an exemption, or an exception from a definition, is
upon the person claiming it.
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