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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 (OI) 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 OI 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.

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.
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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 § 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/nonprofit 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.
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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:
•

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;

•

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

•

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.
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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.
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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.
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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:
•

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

•

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

•

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;
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•

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

•

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

•

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;

•

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

•

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 § 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 § 653 of the Head Start Act, because not all of the
salaries in the wage comparability survey that Friends implemented were adequately
documented.
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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.

Position
Executive Director
Deputy Director
Director of Finance
Director of Family and Community
Partnership
Director of Program Design &
Management

Hourly
Rate
Prior to
Salary
Survey
$44.24
$31.07
$29.88

Hourly Rate
Recommended
in Revised
Hourly Rate
Recommended Survey (Rate
Paid)
in Initial Survey
$53.75
$59.41
$29.69
$39.67
$33.64
$36.40

$23.62

$24.40

$26.11

$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.
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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.
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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
Accounting
Records
FY 2000
$271,560
FY 2001
$298,966
FY 2002
$367,280

Amount on Form
990
$251,824
$260,027
$362,591
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Underreported
Amount
$19,736
$38,939
$ 4,689

Employee Benefit Plan Contribution Differences
Filing Year
Amount Per
Amount on Form
Accounting
990
Records
FY 2000
$44,089
$11,331
FY 2001
$43,396
$15,017
FY 2002
$43,114
$20,135

Underreported
Amount
$32,758
$28,379
$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:
•

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;

•

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;

•

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:
•

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

•

used preliminary wage survey data that Friends’ consultant subsequently updated.
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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 IV, 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 IV, 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:
•

identify the number and names of nonprofits from which the information was gathered;

•

note the time period covered by the salary ranges;

•

indicate the individuals who occupied the positions listed; or

•

include a description of the duties of the individuals listed.
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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 handwritten 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-$60.101 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.

1

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