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AUDIT SUMMARY

Our audit of the Southern Virginia Higher Education Center for the period July 1, 2012,
through June 30, 2015, found:

° proper recording and reporting of all transactions, in all material respects, in the
Commonwealth Accounting and Reporting System and Cardinal;

° a matter involving internal control and its operation necessary to bring to
management’s attention; and

° an instance of noncompliance with applicable laws and regulations or other
matters that is required to be reported.
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AUDIT FINDINGS AND RECOMMENDATIONS

Strengthen Fixed Asset Inventory and Related Documentation

The Southern Virginia Higher Education Center (Higher Education Center) is conducting
inventories of fixed assets, but did not maintain sufficient documentation to allow the auditor to
determine that a full inventory had been conducted in accordance with Topic 30505 of the
Commonwealth Accounting Policies and Procedures (CAPP) Manual. The inventory was not
conducted in such a manner that would allow for the recognition and correction of discrepancies.
The assigned tag for three assets on the inventory list did not reconcile to the tag number listed
within the fixed asset system. Further, one surplus asset was not removed from the fixed asset
system. Management should strengthen existing fixed asset documentation to show that a full
inventory has been completed, with discrepancies being identified and corrected. Management
should strengthen controls related to assets processed as surplus to ensure such assets are
accurately removed from the fixed asset system.
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AGENCY HIGHLIGHTS

The Southern Virginia Higher Education Center (Higher Education Center), located in South
Boston, occupies a 55,000 square foot facility which used to serve as a Stem Factory Tobacco
Warehouse. Nearby, another 46,000 square foot facility was donated to the Halifax Educational
Foundation in December 2007 for the expansion of the Higher Education Center. This renovated
facility houses the Innovation Center, Workforce Services @SVHEC, Business of Art and Design
programs, and the Research and Development Center for Advanced Manufacturing and Energy
Efficiency. The Higher Education Center partners with public and private colleges and universities to
provide certificates and Associate’s, Bachelor’s, Master’s and Doctorate degree programs. The
Higher Education Center’s academic partners during the audit period included Averett University,
Danville Community College, James Madison University, Mary Baldwin College, Longwood University,
Old Dominion University, and Southside Virginia Community College.

The Higher Education Center engages in a number of other educational and outreach
initiatives to include GED preparation offered by Southside Virginia Community College, Adult Basic
Education, a Volunteer Literacy Program and English as a Second Language. The Center includes
within its specialty services the Southern Piedmont Educational Opportunity Center, Workforce
Services @SVHEC, and Career and Academic Resource Services.

The Higher Education Center also operates The Center of Nursing Excellence (CNE). The CNE
is a healthcare learning resource center offering classroom and simulated clinical education services
for healthcare professions. The CNE offers nursing students the ability to acquire clinical and critical
thinking skills in a safe environment with the use of advance simulation technology.
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FINANCIAL HIGHLIGHTS

Tables 1 through 3 below illustrate the Higher Education Center’s appropriated budget and
actual expenses for fiscal years 2013 through 2015. During fiscal year 2013, the Higher Education
Center received approximately 45 percent of its operating budget from General Fund appropriations
and 51 percent from special revenue, which is derived from the Foundation, grants and contracts,
agreements with academic partners, facility rentals and community educational programs. For the
remaining four percent, the Higher Education Center received Commonwealth Research
Commercialization advanced manufacturing funding allocated to accelerate innovation and
economic growth through technology research, development, and commercialization. Excluding
capital and research commercialization funding, revenue streams for the Higher Education Center
have fluctuated significantly. Although the Higher Education Center received an increase in General
Fund appropriations during fiscal year 2014, this represented an overall decrease to 38 percent of
the operating budget. Further, in fiscal year 2015, the General Fund appropriation decreased,
resulting in this funding source contributing only 27 percent to the overall annual operating budget.
This is due to the fact that the Higher Education Center requested a significant increase in the Special
Revenue appropriation, although expenses were not rising at the same level. As detailed in Tables 1
through 3 below, the Higher Education Center has become increasingly reliant upon special revenue
funds to meet operating needs.

Appropriated Budget and Actual Operating Expenses by Funding Source - Fiscal Year 2013

Table 1
Appropriated Actual
Funding Source Budget Expenses
General $2,208,053 $2,207,053
Special Revenue 2,560,809 2,457,015
Commonwealth Research Commercialization 167,500 96,211
Total $4,936,362 $4,760,279

Appropriated Budget and Actual Operating Expenses by Funding Source — Fiscal Year 2014

Table 2
Appropriated Actual
Funding Source Budget Expenses
General $2,608,788 $2,608,788
Special Revenue 4,157,151 4,003,612
Commonwealth Research Commercialization 153,789 150,517
Total $6,919,728 $6,762,917
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Appropriated Budget and Actual Operating Expenses by Funding Source — Fiscal Year 2015

Table 3
Appropriated Actual
Funding Source Budget Expenses
General $2,422,503 $2,422,422
Special Revenue 6,280,495 4,371,876
VCBA 21t Century Program 100,000 64,546
Commonwealth Research Commercialization 50,000 7,957
Total $8,852,998 $6,866,801

Chart 1 below details trends in operating expenses by category during the audit period.
During fiscal years 2013 through 2015, the Higher Education Center spent over $18.3 million in total
operating expenses as illustrated below. Due to the educational mission and collaboration with
academic partners, personal services represent $7.4 million or 41 percent, and continues to be the
Higher Education Center’s largest operating expense. The Higher Education Center expended $5.3
million on supplies and materials, representing 29 percent. Contractual services and continuous
charges account for $4.4 million or 24 percent of total operating expenses.

Operating Expenses by Category
Fiscal Years 2013 - 2015

Chart 1
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January 25, 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 financial records and operations of the Southern Virginia Higher
Education Center (Higher Education Center) for the period July 1, 2012, through June 30, 2015. 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
audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Audit Objectives

Our audit’s primary objectives were to evaluate the accuracy of recorded financial
transactions in the Commonwealth Accounting and Reporting System and Cardinal; review the
adequacy of the Higher Education Center’s internal controls; and test compliance with applicable
laws, regulations, contracts, and grant agreements. The Higher Education Center transitioned to
using Cardinal, the Commonwealth’s new accounting and financial reporting system, on October 1,
2014.

Audit Scope and Methodology

The Higher Education Center’s management has responsibility for establishing and
maintaining internal control and complying with applicable laws, regulations, contracts and grant
agreements. Internal control is a process designed to provide reasonable, but not absolute,
assurance regarding the reliability of financial reporting, effectiveness and efficiency of operations,
and compliance with applicable laws, regulations, contracts, and grant agreements.

We gained an understanding of the overall internal controls, both automated and manual,
sufficient to plan the audit. We considered significance and risk in determining the nature and
extent of our audit procedures. Our review encompassed controls over the following significant
cycles, classes of transactions, and account balances:
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Contractual services expenses
Payroll expenses

Small purchase charge card
Cash collection procedures
Appropriations

VNAV reconciliations

Fixed assets

Information system security

We performed audit tests to determine whether the Higher Education Center’s controls were
adequate, had been placed in operation, and were being followed. Our audit also included tests of
compliance with provisions of applicable laws, regulations, contracts, and grant agreements. Our
audit procedures included inquiries of appropriate personnel, inspection of documents, records, and
contracts, and observation of the Higher Education Center’s operations. We performed analytical
procedures, including budgetary and trend analyses. We also tested details of transactions to
achieve our objectives.

A non-statistical sampling approach was used. Our samples were designed to support
conclusions about our audit objectives. An appropriate sampling methodology was used to ensure
the samples selected were representative of the population and provided sufficient, appropriate
evidence. We identified specific attributes for testing each of the samples and when appropriate, we
projected our results to the population.

Conclusions

We found that the Higher Education Center properly stated, in all material respects, the
amounts recorded and reported in the Commonwealth Accounting and Reporting System and
Cardinal. The Higher Education Center records its financial transactions on the cash basis of
accounting, which is a comprehensive basis of accounting other than accounting principles generally
accepted in the United States of America. The financial information presented in this report came
directly from the Commonwealth Accounting and Reporting System or Cardinal.

We noted a matter involving internal control and its operation and compliance with
applicable laws, regulations, contracts and grant agreements that require management’s attention
and corrective action. This matter is described in the section entitled “Audit Findings and
Recommendations.”

Exit Conference and Report Distribution

We discussed this report with management on January 23, 2017. Management’s response
to the findings identified in our audit is included in the section titled “Agency Response.” We did not
audit management’s response and, accordingly, we express no opinion on it.
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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

JRQ/alh
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February 8, 2017

Ms. Martha S. Mavredes, CPA

|y pa ) Auditor of Public Accounts, Commonwealth of Virginia
P.O. Box 1295
s V H E ‘ Richmond, VA 23218

. Dear Ms. Mavredes:
Opportfunity

Lives H e r e. The Southern Virginia Higher Education Center has reviewed the audit report for the
fiscal years ended June 30, 2013 through June 30, 2015. We appreciate the
Dr. Betty Adams  opportunity to provide our comments on the report.

EXECUITIVYE The Center acknowledges and concurs with the finding outlined in the Audit Findings

DIRECT O R and Recommendations section of the report. The finding recommended the Center
strengthen fixed asset inventory and related documentation. Immediate steps have

bettyadams@svhec.org been taken to remedy this finding and to bring the Center into compliance. Enhanced

434 . 572 .55858 1 processes and procedures have been developed and documentation will be
maintained with regard to the Center’s fixed assets inventory. Internal controls and
procedures will be strengthened to ensure surplus assets are accurately removed
from the fixed asset system. The Center plans to ensure that these findings will not
reoccur in the future.

The Center would like to extend our appreciation to the audit team from APA. They
were cordial and professional while performing the audit. The Center accepts its
responsibilities to comply with all applicable laws, rules, and regulations.

We appreciate the assistance of the APA as the Center works to carry out the mission
to advance Southern Virginia‘s economic potential through education, innovation,
and collaboration.

Sincerely,

ms, Ed.D, MBA
Executive Director
Southern Virginia Higher Education Center

Toll-Free 800.283.0098 ¢ Phone 434.572.5440 « www.svhec.org
820 Bruce Street » South Boston, VA e 24592
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OFFICIALS

Dr. Betty H. Adams
Executive Director

Patricia M. Nelson
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