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I.
BACKGROUND

In 1988, Congress passed legislation that empowered Department of Veterans Affairs medical centers (VAMCs) to establish Non-Profit Research Corporations (“NPCs” hereafter), forming a unique partnership for the conduct of VA-approved research.  The 1988 legislation allowed the establishment of private, state-chartered, non-profit entities that provide flexible funding mechanisms for the administration of funds, other than those appropriated to VA, for the conduct of VA-approved research.  The initial purpose of the VA-affiliated NPCs was to support research at the VAMCs.   However, in 1999, Congress expanded the NPCs’ authority to include support for VA’s education and training missions. 

During 2002, the NPCs expended $174 million in support of VA research and education.  These expenditures financed research projects and their supporting infrastructure, as well as salaries, laboratories, equipment and other research and/or education related costs.  The sources of these funds were private sector companies, charitable foundations, professional societies, other nonprofit entities, individuals, and non-VA Federal agencies.  Because the only statutory purpose of the NPCs is to facilitate VA research and/or education, all funds expended by the NPCs must support those activities. 

II.
NPCs’ ROLE IN SUPPORT OF VA RESEARCH & EDUCATION 

The NPCs support VA’s research and education programs in five major ways: 

1. The NPCs provide a flexible funding mechanism for private and public grants to support VA-approved research.  NPC administered research projects bring additional resources to VA research in a time of increasingly constrained Federal funding. 

2. The NPCs provide additional resources to VA that ultimately benefits veterans' medical care.  Nurses and doctors hired to conduct research projects also provide care for veterans during the course of studies.  Computers, copiers, and medical equipment are among the many purchases made by NPCs to support research, but which also enhance care for veterans. 

3. NPC-funded research increases veterans' access to the latest drugs and technology.  By participating in the development of new treatments, veterans are offered new medications in a closely supervised setting.  Veterans benefit from the improved treatments and the extra care they receive when they participate in an approved study.  The overwhelming majority of NPC administered research is clinically focused with a direct impact on patient care. 

4. The NPCs generally have administrative rates well below industry standards.  As a result, the NPCs are able to maximize the benefits to VA of the funds they administer. 

5. NPCs provide VA personnel with learning experiences designed to improve performance of current duties; assist employees in maintaining or gaining specialized proficiencies; and expand understanding of advances or changes in patient care, technology, or health care administration.  Examples of education activities supported by NPCs include holding scientific conferences, training for research compliance personnel and education in biosafety for staff.  In addition, NPCs support medical education for veteran patients and their families such as training in diabetes management.

III.
NPC LOCATIONS

VA medical centers throughout the country have recognized the benefit of establishing NPCs to facilitate the conduct of VA approved research and education activities.  Currently, there are 90
 (87 active in 2002) NPCs operating in 40 states
, Puerto Rico, and Washington, DC.  Tab B contains a map depicting NPC locations as well as a list of all NPCs and affiliated VAMCs. 

IV.
NPC ANNUAL REPORTING

Under title 38 of the U.S. Code (U.S.C.), NPCs must submit to the Secretary a detailed statement of their operations, activities and accomplishments during the previous year.   VA Handbooks 1200.17 and 1400.2 requires NPCs to submit their annual reports to the VA Chief Research & Development Officer (CRADO) and Chief Academic Affiliations Officer respectively on or before June 1 of each year.  The VA Non-Profit Program Office, located in the Finance Division of the Office of Research and Development, is responsible for reviewing all annual reports and compiling them for the NPC annual report that the Secretary is required to submit to Congress.  The information the NPCs submit consists of, but is not limited to, the IRS Form 990 – Return of Organizations Exempt from Income Tax, audited financial statements with management letter (if applicable), and related funding and expenditure information. 

The IRS Form 990 is the primary source of information about the NPCs.  Examination of the 990 data plays a major role in the evaluation of each NPC’s financial activity by the VA Non-Profit Program Office.  Most of the analysis focuses on each NPC’s revenues and expenditures because these are two of the most accessible indicators of a non-profit’s performance and overall financial health.  Review of Form 990 is one of the most readily available methods of assessing the accountability of nonprofit organizations and their boards. 

In order to obtain a more balanced picture of NPC programmatic activity and additional substantive evidence of accountability, the VA NPC Program Office reviews other documents such as the auditor’s management letter, research and education project list, and supplemental revenue and expenditure information.  In addition, NPCs’ audited financial statements are reviewed for reasonableness while taking into account any deficiencies/recommendations noted by the independent public accountant.  Material weaknesses reported by auditors are now tracked by the VA Non-Profit Program Office to verify that the NPCs take corrective actions from one year to the next.  Analysis of the financial and operational data provides an abundance of useful information for the Annual Report reader. 

A total of 90 annual reports were submitted by NPCs for the June 1, 2003 deadline. Eighty-five submissions (94%) met the deadline requirement while five reports were submitted late.  This represents a small regression over last year, when only one report was submitted late.  After review of the annual reports, the VA Non-Profit Program Office made follow up inquires to some NPC Executive Directors for clarification and/or to resolve inconsistent reporting issues (such as inconsistent financial data reported on the IRS Form 990).  The VA Non-Profit Program Office was able to successfully resolve these issues in a timely manner.

V.
FINANCIAL REPORTING 

Revenues

In 2002, NPCs reported receipt of over $185 million in revenues including interest income.  This represents a 6 percent increase in NPC revenues over the previous year
.  Between 1998-2002, NPC revenues increased over 52 percent.  As demonstrated by the increase, VA clinicians and scientists continue to be successful in competing for private and non-VA public sector research and education funding. (See Tab C for Revenue)

	# of NPCs
	Revenue Range for 2002

	
	

	34
	Below  $500K

	19
	$500K - $1M

	34
	$1M - $10M

	3
	$10M & Above

	90
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Under the title 38 statutory reporting requirements, NPCs are required to report research and education revenues and expenditures separately.  In addition, they are requested to report revenues based on governmental or non-governmental (private) funding source.  Less than 2 percent of 2002 government and private revenues were received in direct support of education.  (See Tab D for detailed Research and Education Revenue) 
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As in previous years, non-government (or private) research and education funding  represents the majority of funding received by the NPCs (approx. 62%).  NPCs reported revenues from non-governmental sources totaling over $115 million, an increase of 7 percent over the prior year amount of $107.7 million
.  Governmental funding continues to be the fastest growing source of revenue.  Revenues from various governmental sources increased 10 percent over the prior year amount of $59.5 million to $65.7 million (35% of total).  Forty-four NPCs reported an increase in revenues during 2002 compared to 39 (40 when including education-only NPCs) in 2001, contributing, in part, to the 6 percent increase in total revenue over the previous year.  
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Funding Sources

NPCs continue to demonstrate significant diversity by administering research and education funding from a variety of donors, including private sector companies, universities, and governmental agencies such as the National Institutes of Health (NIH), Department of Defense (DoD), VA
 and Centers for Disease Control (CDC). 

Based on the data that the NPCs provided about donor funding sources greater than $25,000, funding generated from private sector, governmental, university, and VA sources in 2002 totaled approximately $143 million. (See Tab E for complete listing of Sources of Funding Over $25,000)
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Expenditures

Eighty-three NPCs reported expenditures totaling $174 million in 2002, a 5 percent increase over the prior year
.  Between 1998-2002 expenditures have increased over 65 percent.  The funds used by the NPCs to pay salaries, purchase equipment, and maintain and upgrade VA facilities supplement VA appropriated funds for research.  (See Tab F for Expenses)  
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Approximately 53 percent of total expenditures were for salaries and benefits for research and education personnel including technicians, nurses, research coordinators, animal caretakers, data clerks and investigators.  About 3 percent of total expenditures were for travel to scientific and educational conferences and seminars.  

The NPCs continue to manage funds very efficiently as evidenced by their low administrative overhead rate, which averaged 13 percent in reports submitted in June 2003.  Thus NPCs expended approximately $151 million on VA approved research and/or education activities.  The unique affiliation between VA medical centers and the NPCs helps to contribute to low overhead costs. (See Tab G for detailed Expenditures)
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Salary

Seventy-four NPCs reported salary and benefits expenditures totaling $93 million, a 12 percent increase over the previous year
.  NPC salary expenditures supported a variety of personnel ranging from research technicians and professional staff including nurses, physicians and pharmacists, to administrative and clerical staff.  Thus, these NPC expenditures provide supplementary research staffing for VA.  Consequently, many VAMCs benefited directly from research and patient-care manpower provided by NPC-salaried employees. (See Tab H for detailed Salary Expenditures)  



Of the $93 million, 84.2 percent, or $78.2 million was used to support personnel directly engaged in VA-approved research. Only 15.4 percent, or $14.3 million, was expended for management salaries.  Less than 1 percent of salary expenditures were in support of staff involved in education.
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Travel

NPCs support domestic and foreign travel to scientific meetings, seminars and conferences when such travel is directly related to VA-approved research and/or education.  The VA benefits from such travel because it enhances the ability of VA staff to pursue approved research and education activities. Seventy-six NPCs reported travel expenditures totaling over $5 million, an 18 percent increase over the prior year. (See Tab I for detailed Travel Expenditures)   




Of the $5 million in travel support expenditures, 82 percent, or $4.1 million supported travel for personnel directly engaged in research.  Just 8 percent, or $0.4 million, was expended for management support travel.  Only 10 percent of total travel expenditures (or $0.5 million) were in support of education.
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Other Research Expenditures  

In facilitating VA research and education, NPCs incur a number of costs besides payroll and travel.  Last year, these other expenses in direct support of research and education totaled $76 million.  These included legal fees; consulting services (biostatisticians, information technology experts, etc.); supplies; postage and shipping; equipment purchase, rental and maintenance; printing and publications; utilities; depreciation; conferences registrations; etc. (See Tab J for detailed Other Expenditures)

Of the $76 million, 88 percent, or $67 million supported activities directly related to VA research.  Just 10 percent, or $8 million, was expended for management activities.  Management expenditures included accounting and audit fees; insurance; legal fees; office supplies; telephone; postage and shipping; office equipment rental, purchase and maintenance; printing and publication, etc.  Only 2 percent of these expenditures, or $1 million, were in support of education.
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Payees

Each NPC hires employees and contracts with various vendors (“payees”) to perform VA approved research and education and to provide products and services to sustain business operations.  Details for all NPC payments to employees and vendors exceeding $35,000, are provided in a list submitted with each NPC annual report.  The following table lists the four major types of payees and provides the total amount paid to each.  (See Tab K for a complete listing of Payees > $35k.) (Note: NPCs provide reimbursements to VA facilities for various services provided in support of approved research projects and education activities.) 
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Financial Position

NPCs reported $139.5 million in total net assets in reports submitted in June 2003, a 9 percent increase over the prior year.  This amount includes research project funds held by the nonprofits as well as operating funds and fiscally prudent reserves. 

	# of NPCs
	Net Asset Range for 2002

	
	

	38
	Below -  $500K

	12
	$500K - $1M

	33
	$1M - $5M

	7
	$5M & Above

	90
	


Every organization, commercial or nonprofit, needs to generate revenue sufficient to sustain its programmatic activities as well as fund growth, replace equipment and accumulate reserves.  A combined summary of NPC financial position is provided on Tab L.
VI.
PROJECTS & CONTRIBUTIONS

In 2002, NPCs supported some 5,093 VA-approved projects, a 9 percent increase over the prior year.  Many of these projects are medical research clinical studies that focus on conditions prevalent in the veteran population and provide a direct benefit to VA patients.  The quality of care given to veterans enrolled in clinical studies is particularly noteworthy since they benefit directly from close one-on-one relationships with the caregivers conducting research.  VAMCs benefit from drugs and devices donated by sponsoring institutions and pharmaceutical companies, as well as from salary support for nurses and physicians caring for veteran patients enrolled in clinical studies.  In addition, the general public benefits from the publication of the results of the studies in medical journals.

VII.
CONFLICTS OF INTEREST

All NPC board members, officers, and employees are subject to Federal statutes and regulations applicable to Federal employees with respect to ethical conflicts of interest.  At the time the relationship or employment is initiated, each NPC board member, officer, and employee must sign a statement certifying awareness of and compliance with Federal conflicts of interest laws and regulations.  This statement is retained in each NPC office.  With the submission of the annual report, each of the 90 NPC’s Executive Directors certifies that such a statement is on file for every board member, director, and employee. 
VIII.
AUDIT REPORTS

Under title 38 of U.S.C., each NPC with revenues in excess of $300,000 for the prior year is required to obtain an independent audit of the financial statements of the NPC for that year.  NPCs with annual revenue between $10,000 and $300,000 must obtain an audit every 3 years.  Of the 90 NPCs, 73 (81%) were subject to scrutiny by independent auditing firms, as required by the authorizing statute.  

In 2002, 99 percent of NPC revenues were subject to the audit requirement.  Revenues for 16 NPCs fell below the amount that triggers the annual audit requirement. Six of the 90 NPCs did not obtain and submit the appropriate type of audit before the June 1 deadline. Of those six, only one NPC did not initiate the audit in time to ensure its inclusion in this report, while the other five managed to do so.  The VA NPC Program Office will advise the VAMC Director of an NPC’s consistent inability to meet audit-reporting requirements, and will request that the Director follow-up with the NPC to correct the problem.   

Like other nonprofits, NPCs are subject to three ascending levels of audits.  The first is an audit conducted in accordance with Generally Accepted Auditing Standards (GAAS). These standards require that the auditor plan and perform the audit to obtain reasonable assurance that the financial statements are free of material misstatements.  A NPC receiving more than $10,000 in funding is required to obtain, at a minimum, an audit in accordance with GAAS.  

Next is an audit in accordance with Generally Accepted Government Auditing Standards (GAGAS).  Along with obtaining reasonable assurance that the financial statements are free of material misstatements, GAGAS standards require the auditor to examine internal controls over the financial reporting and compliance with certain provisions of laws, regulations, contracts and grants.  A GAGAS audit provides additional assurance that the auditor’s work is objective and credible. 

The third level of audit is conducted in accordance with OMB Circular A-133 (“Single Audit”).  An NPC expending more than $300,000 in Federal funds must undergo this type of audit, which is designed to verify compliance with the legal and regulatory requirements of the federal contract(s) or grant(s).  Below is a summary schedule of NPC audits performed in 2002.

NPC 2002 Annual Report

Type of NPC Audits Performed in 2002
	
	A-133
	GAGAS
	GAAS
	N/A
	TBD

	Total

	Number of Audits
	15
	7
	51
	16
	1
	90

	Total Revenue Audited
	$108M (58%)
	$12M (7%)
	$65M (35%)
	$0.2M (0.1%)
	$0.2M (0.1%)
	$185.5M

	Total Expenditures Audited
	$102M (58.5%)
	$11M (6%)
	$60M (35%)
	$.6M (0.4%)
	$.2M (0.1%)
	$174M


Management letters accompanying the NPCs’ audits indicated continued improvement in the NPCs’ organizational management.  The Executive Director of each NPC is responsible for providing a copy of the auditor’s report to the NPC’s Board of Directors and involving the board directly in the resolution of any deficiencies.  As noted in 2002 management letters, virtually all deficiencies cited in the 2001 audit reports were resolved.  Some recommendations and reportable conditions were cited in 2002 audit reports.  However, the vast majority of the concerns simply pointed out opportunities for improvement.  Only two findings were considered material weaknesses. These included:

Segregation of Financial Duties

In one instance, the auditor noted that the NPC should develop policies and procedures to properly segregate financial duties among its small staff.  Adequate segregation of duties should ensure that no one individual handles a transaction from its inception to its completion.  In its corrective action plan, the NPC plans to implement the auditor’s recommendation that policies and procedures be implemented to ensure that adequate controls exist over financial and accounting areas.  

Unreturned Canceled Checks

In one instance, the banking institution did not return cancelled checks either as a photocopy or original. As a result, checks could be signed by an unauthorized individual and go undetected.  The auditor recommended that the NPC obtain cancelled checks from the bank. 

IX.
CONCLUSION

The VA-affiliated NPCs continue to make a substantial contribution to the success of the VA research program.  This unique partnership of a public agency and private nonprofits has already proven its worth and has demonstrated a value that exceeds the amount they administer each year on behalf of VA research.  The 2002 annual reports demonstrate that the NPCs are fulfilling their congressional mandate in a responsible and conscientious manner.  Revenues and expenditures in support of VA research and education programs are continuing to increase, and the expertise in NPC management is improving steadily as evidenced by their annual reporting to VA.  VA-affiliated NPCs contribute significantly to the success of VA’s research and education programs.
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� The Des Moines NPC was dissolved in March 2002; the Manhattan NPC merged with the Brooklyn NPC; and the Northampton NPC commenced activity on January 1, 2002. Additionally, three education only NPCs (Bay Pines, Richmond, & W. Palm Beach) were included in the 2002 Annual Report. Dayton, Fresno, and Lexington had no activity in the reports submitted in June 2003. 


� Connecticut, Delaware, Idaho, Kansas, New Hampshire, and North Dakota are the only states where VA currently performs research without an affiliated Non-Profit Corporation (NPC). VA research is not conducted in the remaining four states - Alaska, Maine, Montana and Wyoming.


� The 2001 NPC revenue ($174.8M), as shown on the following page, was adjusted from the NPC revenue amount originally stated in the 2001 annual report. This adjustment was due to a combination of an NPC financial restatement, a data entry error, and the inclusion of the revenues of three education-only NPCs. See Tab C, footnotes 1, 2 and 3 for further details concerning this adjustment.  


� Note: The prior year non-governmental amount includes a $4.9M downward adjustment to the prior year balance. See Tab C, footnote 1 for further details of adjustment. 


� The overwhelming majority of these revenues are reimbursements for research-related services and IPA reimbursements.


� The 2001 NPC total expenditure ($165.9M), as shown on the chart above, was adjusted from the NPC total expenditure amount originally stated in the 2001 annual report. This adjustment was due to a combination of an NPC financial restatement and the inclusion of the expenditures of three education-only NPCs. See Tab F, footnotes 1 & 2 for further details concerning this adjustment.  


� Note: In the 2001 NPC Annual Report the total 2001 salary expenditure was erroneously reported as $92,594,059. During the preparation of the 2002 NPC Annual Report, the VA NPC Program Office determined that the 2001 total salary expenditure should have been reported as $82,611,286. This error was the result of prior year data entry mistakes.


�To Be Determined – NPC did not initiate audit in time to be included in this report
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