Sample – Edit as Needed for Your NPC and Print on NPC Letterhead
Background About NPCs for Auditors

Congratulations!  Your auditing firm has been engaged (or: is being considered) to conduct an audit of NPC, a VA-affiliated nonprofit research and education corporation (NPC).  The following information will assist you in understanding this organization as you initiate your work. 

About (Insert the name and a few details about your NPC):  NPC is affiliated with the ? VA medical center (VAMC) in city, state.  Currently, NPC employs ? administrative staff and ? individuals engaged in research or education.  At the present, NPC is administering ? research projects and ? education activities.  Last year, NPC received private, federal and state funding that amounted to $?.  Total expenditures were $? with $? derived from federal grants and subgrants, $? from federal contracts and subcontracts, and the remainder from private sector sources. 
About NPCs Generally:  In 1988, Public Law 100-322, codified at Title 38, sections 7361-7366, authorized Department of Veterans Affairs medical centers to establish nonprofit research and education foundations.  At the present time, there are 82 NPCs across the nation. Each NPC is an independent, state chartered organization exempt from federal taxation under section 501(c)(3) of the Internal Revenue Service Code.  Last year, NPCs received over $240 million in support of the programs they administer.  
Purpose of NPCs:  NPCs provide VA medical centers with flexible funding mechanisms to accept and administer private sector and non-VA federal research and education funds.  They donate a variety of research- and education-related goods and services to their affiliated VA medical center and advance knowledge through support of VA-approved research projects as well as VA-approved educational activities. All research studies supported by NPCs are VA research conducted for the purpose of discovering new or improved treatments for disease and disability.  Educational programs supported by NPCs must benefit VA personnel, or patients and their families.  

Relationship with VA:  Depending on the facts and circumstances of each board’s composition, NPCs may be considered “related” to the VA for purposes of IRS Form 990 reporting.  However, NPCs are not owned or controlled by the US government; nor are they an agency or instrumentality of the United States.  Most NPC offices are located in VA space.   NPC personnel work closely with VA principal investigators (PIs) who are usually VA-paid employees, but who may also have appointments with universities affiliated with the VAMC.  In addition to their administrative staffs, NPCs hire employees (nurses, laboratory technicians, etc.) to work on research projects and educational activities.  NPC employees working on VA research or education must have a VA without compensation (WOC) appointment, work on VA approved research or education activities and must be supervised by a VA employee in order to be eligible for protections afforded under the Federal Tort Claims Act (FTCA).

Applicable Regulations:  Two provisions in the NPCs’ authorizing statute establish the rules applicable to NPCs.  These are:

1. 38 USC §§ 7361-7366 and regulations prescribed by the Secretary of the Department of Veterans Affairs [38 USC §7361(d)(1)].
2. Policies and procedures established by the Under Secretary for Health to guide expenditures.  Such policies and procedures must be consistent with the purpose of such corporations as flexible funding mechanisms and with Federal and State laws and regulations, and executive orders, circulars, and directives that apply generally to the receipt and expenditure of funds by nonprofit organizations exempt from taxation under section 501(c)(3) of the Internal Revenue Code of 1986 [38 USC § 7364(e)].  
Otherwise, NPCs are required to comply only with those federal and state laws, regulations, and executive orders and directives that apply generally to private nonprofit corporations [38 USC §7361(d)(1)]. 

Revenue sources:  NPCs may accept funds from individuals, but most of their revenues are derived from private and public entities. Government funding sources may include grants (or contracts) from DoD, NIH, CDC and other federal agencies as well as state governments.  Many NPCs also receive subawards or subcontracts from universities or other nonprofit organizations that flow down from government grants or contracts.   Private sources may include industry sponsors (pharmaceutical companies and device manufacturers) and clinical research organizations (CROs) as well as disease specific nonprofit organizations (i.e., American Heart Association, American Diabetes Association, etc.).  
Because VA may not transfer to NPCs funds appropriated to the Department of Veterans Affairs, there are only two circumstances in which an NPC may receive funds from VA:  
1) VA may transfer to an NPC funds that are given (not appropriated) to VA by another federal agency, industry sponsor, individual donor, etc., in support of VA research or education [38 USC §7364(b)(1)]; and

2) VA may use VA-appropriated funds to reimburse an NPC for costs incurred by an NPC pursuant to an approved Intergovernmental Personnel Act (IPA) appointment [38 USC §7364(b)(2)].  

Expenditures:  Because the statutory purpose of NPCs is to facilitate VA research and education, all funds received must be expended to support VA research or education activities, or the NPC’s business operations, in accordance with the purpose for which the funds are provided.
Resource documents:  

· 38 USC §§7361-7366 
http://www.navref.org/library/pdf/NPCAuthorizingStatute-May_5_2010.pdf

· Handbook 1200.17, December 8, 2010 http://www.navref.org/about/pdf/Handbook1200.17hk_12-08-10.pdf
Specific NPC features of particular interest to auditors:
· NPCs must submit a report to VA by June 1 of each year.  This is not a flexible date.  Late submissions are noted in the report on NPCs that VA provides to Congress each year.  NOTE:  Please be sure to complete your audit work and the NPC’s IRS Form 990 in time to allow review of drafts by the NPC staff, presentation of your audit results and 990 to the board, and approval by the board before the June 1 deadline.   
· NPC funds must be held in financial instruments backed by the full faith and credit of the US government.

· Handbook 1200.17 requires NPCs to have written internal control policies and procedures.

· Certain VA personnel must serve on an NPC board of directors as well as individuals who are not federal employees.  Whether an NPC is “related” to VA for IRS Form 990 reporting purposes depends on the composition of the board.
· NPCs often reimburse VA employees for travel expenses related to VA research or education.  Consequently, their accounting systems should be set up to capture the data necessary to respond to IRS Form 990, Core Form Part IX, Line 18, regarding travel reimbursements to government employees.
· Most NPCs administer industry-sponsored clinical trials for new drugs and/or medical devices.  Clinical trials generally do not have a fixed total budget like grants.  Rather, NPCs may receive start-up funds and revenues that are dependent on the number of study subjects that are enrolled and/or the number of study subjects that meet certain milestones.  In addition, study subject participation might be terminated if the sponsor determines that it has sufficient subject data to meet FDA filing requirements.  Therefore, revenue from clinical trials is usually uncertain, difficult to predict and not entirely under NPC control.
