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December 15, 2011

Michael J. Paul, President and CEO
Goodwill Industries of Santa Cruz, Monterey and SLO Counties
Workforce Investment Act Services
350 Encinal St.
Santa Cruz, CA 95060

RE: WORKFORCE INVESTMENT ACT
FISCAL AND PROCUREMENT REVIEW
FOLLOW-UP MONITORING REPORT
PROGMM YEAR 2O1O-11

Dear Mr. Paul:

This follow-up report is to inform you of the results of our review for Program Year
2010-2011 of the Goodwill Industries of Santa Cruz, Monterey and San Luis Obispo
Counties Workforce Investment Act Seruices (Goodwill Industries) grant financial
management. For this review, we focused on the implementation of the
Response/Action Plan submitted by Goodwill Industries on July 2l,20Lt in response to
the recommendations outlined in the Fiscal and Procurement Review Monitoring Report
Program Year 2010-2011 dated June 15, 2011.

Our review was conducted under the authority of Section 667.410 (bxl), (2) & (3) of
Title 20 of the Code of Federal Regulations (20 CFR). The purpose of this follow-up
review was to determine whether Goodwill Industries implemented the
recommendations identified in the Fiscal and Procurement Review Monitoring Repoft
Program Year 2010-20t1 dated June 15, 201t, as well as the Corrective Action Plan
submitted by Goodwill Industries on July 21,2011.

We collected the information for this report through interviews with representatives of
Goodwill Industries, and a review of documentation retained by Goodwill Industries for
a sample of reimbursement claims and expenditures for the months July-September,
2011.
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BACKGROUND

The County of San Luis Obispo Auditor-Controller's Office has a policy of conducting
follow-up reviews when issues or findings are identifled to determine whether the
recommendations have been implemented correctly and timely. During our prior review
we identified three areas of noncompliance and provided recommendations which
would assist Goodwill Industries in complying with their contract with the County of San
Luis Obispo Depaftment of Social Services.

PREVIOUS FiNDINGS & FOLLOW-UP RESULTS

FINDING 1

Requirement: County of San Luis Obispo Depaftment of Social Services
Policy 16-08, Monthly Financial Repofting Requirements and
Exhibit B-2, 4.h, Accounting System, of the FY 10-11
renewal contract between Goodwill Industries and the
County of San Luis Obispo Depaftment of Social Services
require the service provider to report expenditures on an
accrual basis.

We determined expenditures were not accrued for the two
quafters reviewed: July-September 2010 and October-
December 2010.

Management at Goodwill Industries stated personnel at the
corporate office do not accrue expenditures. Because the
accounting books are not closed at month-end, it is common
practice for staff to back-date entries to prior months rather
than to post accruals.

Back-dated expenditures create additional costs in months
that have been previously invoiced. As a result, the
accountant invoices these costs in subsequent months. No
adjustment log is maintained. Nor was any type of sufficient
audit trail in place to make it possible for us to precisely re-
create the reimbursement claim amounts submitted to the
County by Goodwill Industries. As a result, an accurate
representation of expenditures and suppofting
documentation for monthly invoicing is unavailable.

Observation:

Cause:

Effect:
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Recommendation:

Follow-up Results:

FINDING 2

Requirement:

Observation:

Cause:

Effect:

Recommendation:

Follow-up Results:

Goodwill Industries must comply with the Depaftment of
Social Seruices' policy and the contract, and accrue
appropriate expenditures for each month of repofting and
invoicing. Best accounting practices dictate the accounting
records be closed within a reasonable period such as ten
days after the end of the month, and no additional entries
for that month should be allowed. Known expenses such as
salaries or services that have not been paid by month end
should be accrued so the expense matches the period it was
incurred.

We determined Goodwill Industries accrued employee
salaries and other appropriate operating expenditures.

The FY 09-10 contract between Goodwill Industries and the
County of San Luis Obispo Department of Social Seruices,
Exhibit B-2, section 12.d, states the Contractor agrees to
complete a close-out package for the period of the contract
within 30 days after the ending date of the contract.

We determined the Contractor did not complete an accurate
final invoice.

Goodwill Industries did not record expenditures as required
for the month of June 2010 (see Finding 1 above).
Expenditures continued to be recorded after the accounting
books should have been closed for the month.

$22,504.83 of FY 2009-10 expenditures were reimbursed
with funds from the FY 2010-11 contract.

Goodwill Industries must repay the $22,504.83 of
reimbursed funds. Expenditures must be accrued, and a
close-out package must be completed for the period of the
contract within 30 days after the ending date of the
contract.

We verified Goodwill Industries repaid the 922,504.83 of
reimbursed funds on August L7, 201L. As noted in Finding
1, Goodwill Industries is appropriately accruing expenditures.
A close-out package is not yet required, however, Goodwill
Industries is aware of grant close-out procedures.
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FINDING 3

Requirement:

Obseruation:

Cause:

Effect:

Recommendation:

Office of Management & Budget Circular Number A-t22,
subparagraph B.m.(1) states "The distribution of salaries and
wages to awards must be supported by activity repolts. . ."
Subparagraph B.m.(2Xa) continues that "Repofts must
reflect an after-the-fact determination of the actual activity
of each employee. Budget estimates (i.e., estimates
determined before the services are performed) do not
qualify as suppoft for charges to awards."

We determined some salary reimbursements were based on
FTEs allotted in the FY 2010-11 contract rather than actual
time allocated to the WIA and ARRA programs.

Management at Goodwill Industries stated the payroll
service ADP was unable to identify the amounts allocated to
various government programs, and that it would be too
onerous for Goodwill Industries staff to calculate the
amounts prior to invoicing.

Salary and wage reimbursements are made based on
estimates, rather than actual time allocated to the WIA and
ARRA programs.

Goodwill Industries must comply with the Office of
Management & Budget Circular Number A-L22 when
requesting salary and wage reimbursements for time
allocated to the WIA and ARRA programs.

We determined salary reimbursements were based on actual
time allocated to the WIA and ARRA programs in accordance
with the Office of Management & Budget Circular Number A-
t22.

Follow-up Results:

Goodwill Industries successfully implemented the Corrective Action Plan submitted on
July 21,2011 and resolved each of the findings.

We would like to thank Goodwill Industries of Santa Cruz, Monterey and San Luis
Obispo Counties and your staff for their cooperation and assistance during our follow-up
review.
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If you have any questions regarding this report or the review that was conducted,
please contact Kerry Bailey at (805) 788-2979 or Matt Purkiss at (805) 781-5099.

Gere W. Sibbach, CPA
Auditor-Controllera P A-_./-'.-' / '
Jfues P. Erb, CPA
Assista nt Aud itor-Control ler
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GOODWI LL
lndustrics of Santa Cruz, Monttrty
& san Luis ohispo counties, Ina-

{)ar Basiness is Changrng Lives !
July21,2011

County of San Luis Obispo
Auditor-Controller' s Offi ce
Ath: Matthew Purkiss, Auditor Analyst
1055 Monterey Steet, Room D-220
San Luis Obispo, CA 93408

9orrective Action Pkn
Fiscal and Fitandal lllonitor Renort

Confiact Year II 2010-201 I

Dear Mr- Matthew Purkiss:

As ruluested, we are submifthg our comments and Corrective Action Plan regarding the findings ss
ouflined in the Workforce Inveshnent Act ilMIA) Title I Adult and Dislooated Worker Program
Compliance Monitoring PY 2010-2011 Draft Monitoring Report of June 15, 2011

Goodwill, doing business as Shorrline Workforce Development Services, began operation of the
Business and Career One Stop system of San Luis Obispo on July 1, 2009. This Corrective Action PIan
(CAP) is in respon$s to the secoild progffim monitoring conducted from February 2011 through May
201l. We appreciate the feedback the County Auditors have provided. We view this a$ an opportunity
to improve our fisoal prograrn controls, and resolve the identified weaknesses.

Since the identification of findings, we have improved internal contools and approvals for reporting. This
report outlines the steps we have taken to remedy these findings.

Frsgfr- BE^ yIEw Bx$ulrs
We believe that ovetall Goodwill Industries is meehng the basic applicable WIA requirements
conceming the financial manageffIent of this grant for Program Year 2010-2011. We did identifu and
agree to $ome areas of noncompliance as discussed in the findings listed below.

FINDINC i

Requirem+ntr

Observation:

Counfy of San Luis Obispo Department of Social Servioes Policy 16-08,
Monttdy Financial Reporting Requirements ard Exhibit B-2 4.tr"
Accounting System, of the FY 10-11 renewal conkaot between Goodwill
Induskies aud the Couuty of San Luis Obispo Deparftnent of Social
Services require the prgvider to report expendifures oil an accrual basis.

We determined expenditures we.re not accrued for the trryo quar[ers
reviewed: July- September 2010 and October-Decemher 2010

sso uncinal Strcet Santfl Cruz, cA 95060 (agl) +es-sett (r:t) 423-8968 tax urww.scgoodwtll.org www.shorclineworks.org

I
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Cause:

Effect:

Recommendation:

Response/Action Planl

IJ|]OOl{ILL #042t F 003i008

Management at Goodwill hrdusties stated personnel at the corporflte
office do not accrue expenditures. Beeause the accountiug books are not
closed at morfh end, it is common practice for staffto back-date enfties to
prior months rathsr than post acfluals.

Back-dated expenditures create additional costs in montls that have been
previously invoiced. As a result, the accountant invoices these costs in
$ubsequert months. No adjustnent log is maintained. Nor was any type of
sufflcient audit trail in place to make it possible fot us to precisely recreate
the reimbursement claim amounts submitted to the County by Goodwill
Industries. As a result, an aocurate representation of expenditnres and
supporting documentation for monthly invoicing is unavailable.

Goodwill lndustries must oomply with the Deparknent of Social Services'
policy and the contract, and accrue appropriate oxpenditures for each
month of reporting and invoicing. Best accounting practices dictate the
accounting records be closed withh a reasonable period such as ten days
after the end of thc month, and no additiongl entuies for that month should
be allowed. Known cxp€nse$ such as salmies or services that have not
been paid by the month end should be accrued so that Bxpeflse matches the
period it was inourred.

Goodwill uses afl accrual accounting systom. We keep the books open
until the 25fi of the month for the whole agenay. Our contract with dSS
requires that we invoice by the 10h. It has been between the 10e invoioing
and the 25th agency closing that some non-payroll, non-benefit expenses
worp attributod to an invoiced month and not accrued for the invoice. This
created differrmces between tho invoice and the kial balance. We do not
back-date expenses but have booked them in the month they were
incrured.

To address the need for a congruous trial balance and the invoice for each
month we have developed an aocrual systun for the WIA repo*ing on the
basis of an affilysis of the documontation on hand at invoioing time. As
agrced upon in our meeti-ug, after invoicing, any item that was un}mown at
tho time yet rclates to the month that was invoiccd will bc shown as
incured in the next month. h should be noted that at the end of our fiscal
year, December 31, our compary auditors will require us to show all
expenses inourred in the previous year no matter when they are
discovered. This may lead to a discrepancy matching invoices to the tial
balance in December. We anticipate these discrepancies will be minor.

Our new proccdures for capturing and invoicing all expenses for each
mouth are being aggressively implemented, communicated and overseed-
We encourage and invite the WIA monitors to review and comment on our
doeutrentatiou" procedures and results after the first contract quarter. This
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FTNDING 2

Requirement:

Observation:

Cause:

Effect:

Recommendation:

ResponseiAction Plan: :

ljIUIIlILL #042t P.004/008

will allow us to make midcourse correctiorts, if needed, and insure we are
eomplying with the regulations.

The FY 09-10 contract between Goodwill Indusfties and the County of
San Luis Obispo Deparknerrt of Social Services, Exhibit B-2, seotiou 12d.
states that the Contractor agrees to complete a close out package for the
period of the contract withfu 30 days after the ending date oftlre oontiact.

We determined th.st the Contractor did not complete a close-out package
withiu 30 days aftor the ending date of the contract-

Goodwill Industies did not record expendinues as required for the rnonth
ofJune 2010 (see finding 1 above). Expenditures continued to be recorded
after the aooounting books should have been closed for the month.

$22,504.83 of FY 2009-2010 expendihue$ were reimbursed with flmds
from FY 201 0-l I contract.

Goodwill Lrdustries must repay the $22,504.83 of the reimbursed frmds.
Expenditures must be accrued, and a close out package must be completed
for the period of the contoact within 30 days after the ending date of the
contf,act

Goodwill did not provide a close out package for the 2009-2010 conffact
year as tlere was no definition of what a close out pachage consisted. The
Department of Social Services aoknowledged this dwing the presentation
of the draft re,port. DSS also indicated they would remove the sefiion on
the "Close Out Package'n from the report. Goodwill has not seerr how this
portiou of the finding B'iIl be rewritten so caffiot respond to it.

Pending the final report and acceptance of the wording for this finding,
Goodwill will re,pay the $22,504.83 for legitimate program expenses that
were invoiced iu the 2010-2011 csntract year that were incurred in the
2009-201 0 coilksot year.

To avoid this from halrpening this year, DSS and Goodwill agreed that
Goodwill would provide a l3th invoice (part of the close out package?)
that will capture debits and credits that were not known at the time of the
June invoice. This should allow us to include all costs in ths proper yesr.
If thEre are still outstanding items we will cornmunicate them to DSS for
disoussion and resolution.

Goodwill requests that the close out package be defined.
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FINDING 3

Requireurent:

Observation:

Cause:

Effect:

Recommeodation:

Response/Action Plan: :

|jOI]Ol{ILL #0423 P.005/008

Office of Mauagement & Budget Circular Number A-122, subparagraph
8.m (1) stiltes "The distibution of salaries and wages to awards ilust be
supported by activity reports..." reflect an after tlre fact determination of
the actual activity of each employee. Budget estimates (i.e., estimates
determined before the services are performed) do not qualrty as support
for chargos to the awards."

We deteflrined some $alary reimbursement$ wore basod on FTE's
allocated to the FY2010-11 contract rather than actufll time allocated to
the WIA ARRAprograms.

Managernent at Goodwill Industuies stated the palroll servioe ADP was
unable to identiff the amounts allocated to various government progftrms,
and that it woirld be oneruus for Goodwill Industies staffto cslculate the
anrounts prior to invoicing.

Salary and wage reimbursemtrnts are made based on estimates, rather then
aotual time allocated to tle WIA and ARRA programs.

Goodwill Industries must comply with the Office of Management and
Budget Cimrlar Number A-122 when requesting salary and wage
reimbursemEnts for the time allocated to the WIA and ARRA prografirs.

We acknowledge that Goodwill tndustries used a Personnel Action Form
(PAF) to allocate a few employees" wage$ based on a percentage of time
allocation on various government contracts. In the future, Goodwill wili
$ubstantiate and distuibute salmies and wages via after-the-fact activity
reports firurd on the back of the time sheet for each employee. This
process was in place for most employees throughout the contract yem. We
will now include all fimded employees in this progmm.

AII funded prcgram direct line staff will report astuEl time worked by
prognm on their bi-weekly time oard. We will directly record the
associated houridollar amounts into our contoact ledgers. We will pnrduce
a labor distribution report that reflects a prnjeots labor costs to the tiai
balanle that wns inclrrded in our invoice preparation.

Program Management stafl as agreed to in the draft monitoring
confermrce, will continue to be allocated based on a budgeted percentage
allocation Program Management staff will report actual time worked as
line skff does, however, these reports will be summarized and made
available to support the hour#dollars invoiced for these employees.

We believe this actual time reporting on the time oard meets A-122's
requirement and replaces ow prior "allocation' ptocess as reported in this
monitoring.
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In Summary

As documented by the County Auditors, this was a much more rigorous "Audit" than a typical program
"Monitoring" nlvicw. The rcview proc.Ess was started in February and finished in May. The auditors
reviewed 6 invoices covering over a million doiiats in expenditures and thousands of tansactions. In the
c,ourse of their "audit"'they identified three (3) Findings.

We believe Findings #1 and #2, #3 have been properly addresse<l. We agreed to the repaymetrt of funds
expended on program, irnplemented a Best Accounting Practice for quicker monthly cut offwith a better
accrual systorn, and retooled our payroll proc.€ss to allow for an achral time charge pay card process for
paytoll, cost allocation and labor diskibution that supports it.

We appreciate the work of the County Auditors and the on-going and supportive guidance of DSS. We
have made the appropriate corrections which comply with the applicable WIA requirements.

Should lou have any questioirs, plea$e do not hesitate to contact one ofus directly at (831) 600-0227 or
Nick Andffiws at (831) 600-0204 or Bill Bmker at (805) 903-1422 or (80s) 235-3132

Michael J. Paul
President/CEO

Nick Anfuews
Dfuector of Finance

Bill Bmker
Financial Managor
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