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AUDIT SUMMARY

Our audit of the accounts and records of the Virginia Land Conservation Foundation
(Foundation) for the fiscal year ending June 30, 2016 found:

e issues we want to bring to the attention of management, which are reported as
Comments to Management, to ensure they are aware of the issues and can take
action as needed;

e a deficiency in the information provided to the Foundation, which is reported in
the section titled “Findings and Recommendations;” and

e material compliance with the transfer and deposit requirements in the
Appropriation Act and the Code of Virginia.
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FINANCIAL HIGHLIGHTS

Virginia Land Conservation Fund

The Foundation manages the Virginia Land Conservation Fund (Conservation Fund), which
has two major revenue streams. This report and its recommendations focus on the revenue from
the Land Preservation Tax Credit fees collected by the Department of Taxation (Taxation). In fiscal
year 2016 as seen in the following graphic, Taxation collected $2,686,397 in fees associated with the
Transfer of Land Preservation Tax Credits program. As required by the Appropriation Act, the State
Comptroller transferred $600,000 from the Land Preservation Fund to the General Fund. Taxation
then split the remaining revenues of $2,086,397 in half to determine the minimum transfer,
$1,043,198, that Taxation is required to transfer to the Foundation and the total maximum
allowance, $1,043,198, that collectively the Department of Conservation and Recreation
(Conservation) and Taxation can use to cover their associated costs.

Collections, Transfers, and Calculation of Limits
Land Preservation Tax Credit fees collected by

Taxation $2,686,397
Less: State Comptroller Transfer to General Fund (600,000)
Remaining Revenues 2,086,397
One-half of the Remaining Revenues, Minimum

Transfer to the Foundation 1,043,198
One-half of the Remaining Revenues, Maximum

Allowance for Covering Associated Costs 1,043,198
Less: Transfer to Conservation (350,000)
Remaining Allowance for Taxation S 693,198

Conservation ]

Transfer to Conservation $350,000 Remaining Allowance for Taxation $693,198
Less: Conservation’s Costs (300,845) Less: Taxation’s Costs (707,760)
Conservation’s Increase in Cash S 49,155 Taxation’s Other Funding Sources $ (14,562)

Netting Conservation’s and Taxation’s Activity

Conservation’s Increase in Cash $49,155
Taxation’s Other Funding Sources (14,562) <
Funding Retained in Excess of Associated Costs $34,593

Source: Conservation and Taxation
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Both the minimum transfer to the Foundation and the maximum allowance for covering
associated costs are set by §58.1-513 C2 of the Code of Virginia. The Code of Virginia states that
revenues generated by the Land Preservation Tax Credit fees shall first be used by Taxation and
Conservation for their administration costs but shall not exceed 50 percent of the total revenues.
The remainder of the revenues shall be transferred to the Foundation for distribution to the public
or private conservation agencies or organizations.

Under a memorandum of understanding between Conservation and Taxation, Taxation
transfers $350,000 to Conservation each year. In fiscal year 2016, it cost Conservation $300,845 to
support the Land Preservation Tax Credits program and the Foundation. As a result, Conservation’s
cash balance in the Land Preservation Fund increased by $49,155 to end fiscal year 2016 with
$511,922 in cash. Taxation used the remaining allowance of $693,198 to cover its costs of $707,760.
As a result, Taxation had to use other funding sources to cover the remaining $14,562 in expenses.
Netting the activity of both Conservation and Taxation, they collectively retained $34,593 in excess
of their associated costs for fiscal year 2016 while not exceeding the maximum allowance.

COMMENTS TO MANAGEMENT

Interpretation of the Code of Virginia and Appropriation Act

As required by the Appropriation Act, Chapter 665 § 3-1.01 U, the Comptroller transferred
$600,000 from the Land Preservation Fund (Preservation Fund) to the General Fund in fiscal year
2016. Additionally, the Code of Virginia §58.1-513 C2 states that revenues generated by the Land
Preservation Tax Credit fees shall first be used by Taxation and Conservation for their administration
costs but shall not exceed 50 percent of the total revenues. The remainder of the revenues shall be
transferred to the Foundation for distribution to the public or private conservation agencies or
organizations.

Under Taxation’s interpretation of the Code of Virginia and the Appropriation Act, Taxation
calculated the amount of the Land Preservation Tax Credit fees that Taxation and Conservation could
collectively use for their costs after subtracting the $600,000 transfer to the General Fund.
Additionally, under the memorandum of understanding between Taxation and Conservation,
Conservation is fully reimbursed for its administrative costs, but Taxation must use other funding
sources to cover the impact of the General Fund transfer. Based on revenues collected, the impact
of the General Fund transfer on Taxation could be up to $300,000.

Conservation should work with Taxation and other parties to seek guidance on the
interpretation of the Code of Virginia to ensure that it, along with the memorandum of
understanding between Taxation and Conservation, was intended to reduce the amount of funding
available to Taxation to cover its administrative costs.
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Use Actual Annual Costs to Request Reimbursement or Seek an Opinion

Conservation is building up a cash balance in its Preservation Fund. As of June 30, 2016, the
Preservation Fund had a cash balance of $511,922. Conservation uses the Preservation Fund to
recover its costs associated with administering the Land Preservation Tax Credit program. In fiscal
year 2016, Conservation spent $300,845 from the Preservation Fund. The Code of Virginia §58.1-
513 C2 requires that on an annual basis the remainder of the revenues not used for administration
of the Land Preservation Tax Credit program shall be transferred to the Virginia Land Conservation
Fund.

According to the administrative staff for the Foundation, Conservation requested its annual
administrative disbursement from the Land Preservation Tax Credit program based on an estimation
of its costs and not actual costs. In addition, the Land Preservation Tax Credit transfer fee is a one-
time source of revenue; however, according to management, Conservation will monitor in perpetuity
the transferred easements. As a result, Conservation’s management believes the Code of Virginia
and the Appropriation Act Chapter 665 Item 270 F. allow them to carry administrative funds over
and above those actually spent in the current fiscal year to perform activities in the future, as long
as those activities are directly related to the costs to administer the program. Over the last several
years, Conservation’s actual costs for administrating the Land Preservation Tax Credit program have
been less than the amount they requested.

Based on the language in the Code of Virginia, the administrative staff for the Foundation
should request reimbursement for actual costs or seek an opinion from the Attorney General. If
estimated costs are used, the administrative staff for the Foundation should work with the Board of
Trustees for the Foundation to develop a funding method for administrative efforts that meets the
legislative intent of the Code of Virginia §58.1-513 C2.

FINDINGS AND RECOMMENDATIONS

Obtain Total Revenues and Administrative Costs for the Land Preservation Tax Credit Program

Prior to our audit, neither the Foundation nor Conservation knew that Taxation collected
$2,686,397 in Land Preservation Tax Credit fee revenues in fiscal year 2016. In addition, they were
unaware of Taxation's costs, $707,760, associated with administrating the Land Preservation Tax
Credit program. Finally, Conservation was not reporting its costs, $300,845, associated with
administrating the Land Preservation Tax Credit program to the Board of Trustees (Board) for the
Foundation.

Conservation is responsible for administration of the Foundation and provides staffing for the
Board. As Trustees and administrators of the Foundation, they collectively have responsibility for
ensuring the completeness of the Foundation's accounts and records. Code of Virginia §58.1-513 C2
states that revenues generated by the Land Preservation Tax Credit fees shall first be used by
Taxation and Conservation for their administration costs, but shall not exceed 50 percent of the total
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revenues. The remainder of the revenues shall be transferred to the Foundation for distribution to
the public or private conservation agencies or organizations.

By not knowing the amount of Land Preservation Tax Credit fee revenues collected by
Taxation and the administrative costs for Taxation and Conservation, the Foundation and its Board
are unable to ensure its accounts and records contain all the resources required by the Code of
Virginia. Additionally, all four parties (Taxation, Conservation, and the Foundation and its Board) do
not know if the administrative costs for the Land Preservation Tax Credit program exceed 50 percent
of the revenues collected by Taxation or, as was the case in fiscal year 2016, that collectively,
Taxation and Conservation retained $34,593 more than their administrative costs.

According to the administrative staff for the Foundation, the Board has not requested the
amount of Land Preservation Tax Credit fee revenues collected by Taxation, nor has the Board
requested Taxation’s and Conservation’s costs associated with administrating the Land Preservation
Tax Credit program.

The administrative staff for the Foundation has recently obtained for the Board the amount
of Land Preservation Tax Credit fee revenues collected by Taxation. Also, the administrative staff for
the Foundation has obtained Taxation’s and Conservation’s costs associated with administrating the
Land Preservation Tax Credit program. Annually, the administrative staff for the Foundation should
report this information to the Board for evaluation.
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Commontoealth of Pirginia

Auditor of Public Accounts
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Martha S. Mavredes, CPA P.O. Box 1295
Auditor of Public Accounts Richmond, Virginia 23218

March 22, 2017

The Honorable Terence R. McAuliffe
Governor of Virginia

The Honorable Robert D. Orrock, Sr.
Chairman, Joint Legislative Audit
and Review Commission

We have audited the Virginia Land Conservation Foundation and are pleased to submit our
report entitled Virginia Land Conservation Foundation Audit of Accounts and Records. We
conducted this performance audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
objectives. We believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our objectives.

Objective and Scope

The objective of this audit was to analyze the accounts and records of the Foundation to ensure
that its funds were deposited and transferred as required by the Code of Virginia and the Appropriation
Act.

Methodology

We performed an analysis of the accounts and records associated with the Foundation to
determine the extent of testwork and planned procedures. Our procedures included inquiries of
appropriate personnel and inspection of documents and records. We reviewed policies, processes, and
procedures in place during fiscal year 2016. In addition, we reviewed the Code of Virginia and the
Appropriation Act and compared the Foundation’s practices to the requirements set forth in the laws
and regulations.

Results

Our audit of the accounts and records for the two major revenue streams for the Conservation
Fund found that the Foundation receives and properly records the General Fund transfers from
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Conservation as prescribed by the Appropriation Act and properly calculates and distributes the required
funding to the Virginia Outdoors Foundation as prescribed by the Code of Virginia. For the other revenue
stream, the Land Preservation Tax Credit fees, we substantiated that the Foundation materially adhered
to the requirements as set forth in the Code of Virginia and the Appropriation Act; however, we reported
issues and a deficiency within the sections titled “Comments to Management” and “Findings and
Recommendations,” respectively, for management to address.

Exit Conference and Report Distribution

We discussed this report with management on April 7, 2017. Management’s response to the
findings identified in our audit is included in the section titled “Foundation Response.” We did not
audit management’s response and, accordingly, we express no opinion on it

This report is intended for the information and use of the Governor and General Assembly,
management, and the citizens of the Commonwealth of Virginia and is a public record.

AUDITOR OF PUBLIC ACCOUNTS

GDS/alh
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Molly Joseph Ward

Secretary of Natural Resources

Clyde E. Cristman
Director

Rochelle Altholz
Deputy Director of
{dministration and Finance

David C. Dowling
Deputy Director of
Soil and Water Conservation

COMMONWEALTH of VIRGINIA and Dam Safety

DEPARTMENT OF CONSERVATION AND RECREATION . s

Deputy Director of Operations

April 24, 2017

Ms. Martha S. Mavredes, CPA

Auditor of Public Accounts
P.O. Box 1295
Richmond, VA 23218

Dear Ms. Mavredes:

The Department of Conservation and Recreation (DCR) appreciates the time and effort of your
staff in the Auditor of Public Accounts (APA) audit of the accounts and records of the Virginia Land
Conservation Foundation (Foundation). The DCR appreciates the opportunity to provide a response to

the Manag

ement Comments, and Findings and Recommendations included in the report.

Obtain Total Revenues and Administrative Costs for the Land Preservation Tax Credit Program

As

stated in your finding, the DCR has already obtained the total revenues collected by the

Department of Taxation (Taxation), as well as the costs incurred by both Taxation and the DCR

associated

with the administration of the Virginia Land Preservation Tax Credit (LPTC) Program. The

information provided confirms that expenditures are in compliance with §58.1-513 C2 of the Code of

Virginia.

The Department of Taxation is scheduled to present this information to the Virginia Land
Conservation Foundation Board of Trustees at their May 24, 2017 meeting. In the future, Taxation will
provide total revenue collected and their administrative cost information to the DCR annually, so the
DCR can ensure the Foundation books and records are complete. Taxation will also present this
information to the Virginia Land Conservation Foundation Board of Trustees each year on an ongoing
basis. Based on the above information, the DCR feels this finding has been satisfied.

The DCR would also like to thank the Auditor of Public Accounts for their willingness to work
with us and appreciate their advice.

Sincerely,

/N F C Z 2
Clyde E. Cristman

600 East Main Street, 24" Floor | Richmond, Virginia 23219 | 804-786-6124

State Parks « Soil and Water Conservation » Outdoor Recreation Planning
Natural Heritage « Dam Safety and Floodplain Management * Land Conservation
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VIRGINIA LAND CONSERVATION FOUNDATION
(as of June 2016)

Chairman
Molly Ward, Secretary of Natural Resources

Vice Chairman
Robert Lazaro, Jr.

Byron Adkins, Jr. Todd Haymore
Steven Apicella Valerie Hubbard

R. Brian Ball Ollie Kitchen, Jr.
Glenda Booth Anna Lawson

Susan Donner Paul Milde

Joan Fenton Mary Helen Morgan
Jay Ford Albert Pollard, Jr.
Emmett Hanger, Jr. Jill Vogel

John Woodley, Jr.
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