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Furthet, all auditors have found that the reporting of transactions and the financial standing of
The Farm comply with appropriate accounting and reporting required standards. The results of
all audits are presented to both The Farm Finance and Audit Committee and Board of Directors
for review and to help shape future plans. In addition The Farm supplements its own staff in
determining Agency direction by acquiring the assistance of outside experts. In the areas
examined by this audit the Agency has utilized services of well respected and recognized experts
in the areas of accounting and law. Our financial/accounting advisor was selected so as not to
overlap with the independent auditor in accordance with the principals enunciated in Sarbanes-
Oxley. Overall The Farm strives for excellence in all areas. However, it understands that without
excellence in its financial practices and organizational structure that the mission of the Agency
could be placed in jeopardy. That mission of helping children and families is always top priority.

The Agency is conscious of the potential conflict of interest identified in the audit and put
processes in place to try and mitigate any negative effects. However, the Agency also wants to
maintain and attract the talents that help make it successful in achieving its mission. It must be
recognized that unduly burdensome restrictions on participation in a non-profit organization can
cause a drain or bottleneck on utilizing such talent as is available. As a result it is not unusual to
see potential conflict situations in organizations of all types and sizes throughout the State. The
board member referred to in the audit has taken great pains to disclose his conflict and not only
abstain from participation in conflict situations but has requested specific board advise on his
continued membership. These past actions are anticipated to continue and melds well with
recommendation number three of the Division.

The other potential conflict identified concerns the practice of in-house counsel determining the
use of law firms. In-house counsel’s authority in these matters is due not only to his expertise
and experience, he has over 25 years practicing law, but also to avoid unnecessary conflicts.
Please note the Agency in-house counsel is also an officer of the Corporation and that there is a
specific agenda item at each board meeting to discuss legal issues. In this manner the Board is
constantly kept advised of any selection of counsel. Insurance carriers also participate at times in
the selection of counsel. There is no indication that the outside counsel selected is not competent
or fit for the job or that there was actually any influence exerted in the selection. However, the
Agency can certainly see how a perception of a conflict is significant. Consequently in
accordance with recommendation number five we will ask the board to officially ratify any
ongoing relationship and make future decisions regarding counsel.

Clearly there is no question with respect to the appropriate nature of the donation of corporate
funds to the Foundation. Perhaps the only question is whether the Agency disclosed too much.
As pointed out by the Division such donations need to be completely transparent. In recording
such donation, transparency was the Agency’s full intent. Once the donation was authorized
from reserves by the Board of Directors, how to disclose and note in financial statements was a
point of consultation with auditors. The six-month financial reports referenced with respect to
SRS are forms provided with categories specified by SRS. The inclusion of the donation on the
6-month financials was under a category labeled “Non-Reimbursable Items & Items Not Related
to Client Care” and on a line item labeled “Donations”. From an accounting standpoint a
donation to another legal entity is an expense.
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The particular SRS forms in question represent an all-agency statement of activities and
generally accepted accounting practice would require inclusion of the donation on that
accounting statement, The SRS financial reports are provided to the departmental accounting
staff. We have found that such staff are very knowledgeable in accounting practices.
Consequently the labeling and location of the disclosure makes it unlikely that the staff would be
confused. This presumption is furthered by the fact that the department is also provided a copy of
the Agency’s independent audit. The Farm’s independent auditor researched the reporting and
associated issues of control and upon finding that control of the Foundation by The Farm did not
exist within the meaning of the accounting standards, determined the reporting was accurate.
That audit very clearly identified the donation and spelled it out as an expense in a separate
footnote. If The Farm erred in disclosing the donation it was an error of excess caution. We
believe that failure to disclose on the SRS reports in use at the time may have been an omission
of greater proportions perhaps leading to allegations that the Agency was attempting to hide the
donation instead of maximizing transparency of the transaction.

The Farm has reviewed the recommendations submitted by the Division, and would submit the
following proposed actions with respect to the specific items:

1. SRS has now changed the financial reporting standards requiring quarterly reports with
the statement of activities being based on contract areas only. As such donations would
not be inclusive, we believe these reports would satisfy the concern of the Division.
Further donations are not contemplated, however, to the extent such are made any all
Agency statements would clearly list them as a donation or contribution in accordance
with accounting standards to achieve the desired transparency.

2. The concern apparently expressed is that SRS personnel could be confused in its review.
We would be glad to inquire of SRS accounting staff to see if they believe there is
confusion or if they wish additional information or modification. The Agency will be
glad to make any requested information available to the satisfaction of SRS.

3. As noted previously in this response periodically the potential conflict of interest is raised
with the Board of Directors. As further pointed out we will raise the concern as proposed
for Board determination.

4, We will direct the request to the Board fo ratify ongoing matters within their discretion
and to direct a future methodology on counsel over which the Agency has discretion.

5. The Agency is in full agreement and conversations have already occurred with the
Corporate Secretary to adjust future minutes.

‘We appreciate the Division’s offer to provide a response to the draft audit. In this regard the
foregoing is respectfully submitted for consideration.
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