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The Ethical Climate: Sunny and Mild,
or Overcast and Foggy?

by Cherie R. Wright, CPA, CFE, CGFM, Partner
“Tone at the top”
refers to an organization’s
general ethical climate,
which is established by
its governing body
members, audit
committee and upper
management. Having
a strong tone at the top is the foundation of the
internal control structure and can help to prevent
fraud and other unethical practices.
The governing body members have the
responsibility for creating codes of conduct and
living by them.  The hypocrisy of “do as I say, not
as I do” has been proven time and time again to
be an ineffective approach.  It generates a lack of
respect for the internal controls set in place and the
individuals who designed them.
A good organizational tone can be supported
through policies, codes of ethics, a commitment to
hiring competent employees and the development
of reward structures that promote good internal
controls and effective governance.
Instances of financial fraud are commonly
associated with weaknesses in the tone at the top.  
Poor tone at the top may include instances of the
following:  a disparagement of internal controls,
an overemphasis on other objectives such as net
position or achievement of certain projects at the
expense of ethics, a belief that compliance with
the letter of the law is sufficient for appropriate
ethical behavior, accommodations of some
(Continued on P.3)

Changes to Federal Financial Management and
Audit Requirements

by Michael A. Hoerig, CPA, Partner
The Office of Management and Budget (OMB)
was tasked by the President in 2009 to seek out
potential reforms that would help increase the
effectiveness and efficiency of Federal financial
management. This directive led to the creation of
the Council on Financial Assistance Reform (COFAR).
COFAR membership consists of the OMB, eight
of the largest federal granting agencies, and one
other federal agency. The over-arching goals of
the COFAR are to identify more efficient financial
management practices through standardization of
business processes, data standards and information
technology; as well as to eliminate regulatory
overburden and inconsistencies. In February
2012 the COFAR and OMB published their initial
proposed guidance in the Federal Register for public
comment. Over 300 comments were received from
various agencies, organizations, and practitioners.
This feedback prompted several changes and
ultimately led to the final guidance issued in
December 2013.
(Continued on P.2)
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Changes to Federal Requirements
(cont’d from P.1)

One of the largest accomplishments achieved
by the COFAR in the final guidance includes the
elimination of duplicative OMB Circulars to one
centralized guidance document. In particular, the
following OMB Circulars have been consolidated:
•
•
•
•
•

•
•
•

A-21, Cost Principles for Educational
Institutions
A-87, Cost Principles for State, Local, and
Indian Tribal Governments
A-89, Federal Domestic Assistance Program
Information
A-102, Awards and Cooperative Agreements
with State and Local Governments
A-110, Uniform Administrative Requirements
for Awards and Other Agreements with
Institutions of Higher Education, Hospitals, and
Other Nonprofit Organizations
A-122, Cost Principles for Non-Profit
Organizations
A-133, Audits of States, Local Governments and
Non-Profit Organizations
A-50, Audit Follow-Up, related to Single Audits

This accomplishment, along with a current
study to consolidate and standardize key data
elements and language, intends to reduce
duplicative and inconsistent applications of the
required guidance.
Other changes focus on performance
achievements and outcomes, rather than
prescribed practices and requirements. One
example cited by OMB relates to the time and
effort requirements. The new guidance focuses
more on the importance and necessity for
time and effort tracking rather than specific
examples of how to track time and effort.
The intention is to place more emphasis on
the grantees’ responsibilities to develop and
maintain strong internal control environments to

How to Engage Your Volunteers
Once an individual expresses an interest
in volunteering at your organization, every
effort should be made to engage her or him
quickly.  Proper matching of volunteer positions
to individual interests and skills is crucial for this
process.  People will spend their energies where
they are happy, when they feel satisfaction, where
they feel responsible and where they see growth in
themselves and in their role.  
It is important to have a
good understanding of what
motivates a volunteer and
what skills, talents and
experiences they bring to
their volunteer work.
Some volunteers want to
use current skills while
others prefer to learn
new skills. The selection
and interviewing process helps managers of
volunteers understand what each volunteer
is bringing to and seeking from the volunteer
experience.
Volunteers remain active and engaged when they:
•

Feel appreciated

•

See their presence makes a difference

•

Have opportunities for personal growth

•

Receive public/private recognition

•

Have a sense of belonging and teamwork

•

Are involved in problem solving, decisionmaking, etc.

•

Feel capable of handling the tasks

•

See that something is happening

•

Feel their personal needs are being met
(Continued on P.3)

(Continued on P.4)

2

February
2014

Imagine Newsletter

Ethical Climate

How to Engage Your Volunteers
(cont’d from P.1)

stakeholders but not others, blaming higher-ups or
colleagues for unethical practices and conflicts of
interest.
Defining the ethical standards for an
organization can be difficult.  Codes of conduct are
typically written with legal requirements in mind
for disciplinary use and cannot realistically address
every scenario that may arise, but we generally
set our own ethical standards at a higher level.  
In addition, everyone tends to have opinions on
various ethical and moral questions, but rarely do
they agree.  Ethical dilemmas frequently occur in
politics, science, medicine, religion – everywhere
that more than one human being interacts with
another.  Ideally, we base
our ethical decisions on
a conviction that it is
important to do our best
to distinguish between
right and wrong and that
we always try to do what
is right.
The bottom line is ensuring our decisions are
based on the best interest of the organization and
the individuals and community served.  Conflicts
of interest can get in the way of conducting
ourselves in this manner.  Competing interests can
include outside financial relationships, the desire
for professional advancement and the desire to
do favors for family and friends.  Officials and
employees with these competing interests should
recuse themselves from the decision-making
process and allow those who are free from the
conflict of interest to choose what is the best
decision for the organization.
If conducting operations in the best interest
of the organization and the individuals and
community served is not enough motivation for
ensuring a strong tone at the top, how about
(Continued on P.4)

(cont’d from P.2)

On the other hand, volunteers can lose interest and
leave organizations when they:
•

Find discrepancies between expectations and
reality

•

Do not feel they are making a difference

•

Do not receive praise or reward

•

Have no variety and the work is too routine

•

Lack support from co-workers

•

Do not have opportunities for personal growth

•

Are not meeting personal needs

•

Believe there is little opportunity for initiative or
creativity

•

Experience tension among co-workers

The loss of valued volunteers can mean
increased costs and decreased efficiency to your
organization.  Just as your organization should
ensure policies and procedures are in place to
reduce turover of paid staff, so should similar
investments be made to reduce volunteer turnover.  
Proper recruiting and training of new volunteers,
as well as regularly scheduled conversations
throughout the volunteering process, can help
ensure that your organization retains the best
volunteers possible.   

H&M News
Karin M. Smith, MBA, SFO, was recently promoted
to Partner.  Karin has been a member of the firm’s
consulting division since 2011 and also has more
than 14 years of experience working in the public
sector in Arizona.  For more information on Karin,
visit her page on our website.
We are also happy to announce these other recent
promotions:  Kara Jungbluth, CPA, and
James Shankland to Senior Associate; and
Katlin M. Bryant, CPA, Jordan King, and
Joseph Wagner to Staff Associate II.  
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Changes to Federal Requirements

(cont’d from P.2)

ensure compliance with financial management
requirements.
The most significant change in audit
requirements is the increase in the Single
Audit threshold to $750,000 from the current
level of $500,000. According to OMB research,
increasing this threshold will eliminate the need
for approximately 5,000 Single Audits while still
maintaining audit coverage for 99% of the federal
grants awarded. Increasing the threshold will
reduce the burden on smaller non-federal entities
while also reducing the sub-recipient monitoring
duties of larger granting agencies. In addition
to the Single Audit threshold, the guidance also
increases the Type A threshold for major federal
programs to $750,000 from the current level of
$300,000. Other changes in audit requirements
affect the determination of the amount of Federal
awards to be audited. Specifically, the minimum
amount of awards that must be audited for lowrisk auditees will decrease from 25% to 20% of
annual federal expenditures while audit coverage
for high-risk auditees will decrease from 50% to
40% of annual federal expenditures.
All of these changes will require a significant
amount of effort at each Federal agency to
incorporate the new guidance into their respective
granting and oversight processes, as well as
their grant literature and forms. As such, the
implementation date for Federal agencies is
immediate; however the implementation date for
non-federal entities is the fiscal year beginning on
or after January 1, 2015.
Visit the COFAR website (https://cfo.gov/
cofar/) for more information and guidance to
occur over the next year, as well as links to video
webinars held in December 2013 and January
2014.  The finalized guidance is available at https://
federalregister.gov/a/2013-30465

Ethical Climate

(cont’d from P.3)

preventing fraud and the loss of the organization’s
resources?  The Association of Certified Fraud
Examiners (ACFE) conducts a study on fraud every
two years.  Based on this study, the ACFE estimates
the typical organization loses
5 percent of its revenues
to fraud each year.  Based
on the U.S. gross national
product (GN.P), this
represents a nationwide loss
of $755 billion every year!  
In comparison, the 2012
gross cost for the U.S.
Department of Defense was
$782 billion (the world’s
largest employer with 3.2
million employees).  
The evaluation of the control environment
and an organization’s general ethical climate is
a key element in conducting an entity-wide risk
assessment.  An entity-wide risk assessment
identifies the highest risks to the organization
so that resources are dedicated to the highest
priorities for the protection of the organization’s
assets and resources.  These are typically prepared
by the internal auditors or contracted out.
To demonstrate a commitment to an ethical
environment, some of the things that organizations
can do include:  (1) regular trainings on ethics
and the expectations of conduct provided to all
officials and employees, (2) adoption of a code
of conduct or code of ethics and provided to all
officials and employees; (3) potential conflicts of
interest disclosed and updated on a regular basis;
and (4) a process for monitoring potential conflicts
of interest.
Questions or need help? Contact Cherie Wright at
(602) 277-9449 or cheriew@heinfeldmeech.com
for more information.  
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HMU Events

Details and links to online
registration can be found at
www.heinfeldmeech.com/hmu.
For more help, contact Susan at
520-742-2611, x107 or
hmu@heinfeldmeech.com.
Learn over Lunch Workshop Elements of Fraud...and the Psychology of a
Fraudster
Location: Tucson, AZ (Tucson Metro Chamber)
Date:  Friday, March 14
Registration Ends: 3/6/14
Non-Profit Conference
Location:  Mesa, AZ (Mesa Convention Center)
Date:  Friday, April 25
Details and registration available by early March!
Accounting Skills for Governments and Non-Profits
(a 2-day workshop)
Locations:  Mesa, AZ and Vail, AZ (Tucson area)
Dates:  Thursday and Friday, May 8-9
Details and registration available by mid-March!

About H&M
Heinfeld, Meech & Co., P.C., CPAs and
Business Consultants, has offices in Tucson,
Phoenix and Flagstaff, Arizona.  We are
dedicated to serving the non-profit industry
and we offer this free newsletter as part of
our commitment to providing resources and
training to non-profit business personnel.  
For more about our firm, please visit our
web site at www.heinfeldmeech.com.

Tips on FLSA Compliance

by CW Payne, CPA, Partner

The following items were a few of the areas
reviewed during our firm’s most recent workshops
on Fair Labor Standards Act (FLSA) Compliance.  
For current FLSA guidance, visit http://www.dol.
gov/whd/flsa/
Travel Time/Travel Away from Home:   According
to the Wage & Hour Division, “travel away from
home” is defined as travel that keeps an employee
away from home overnight. Travel away from
home is clearly identified as work time when it
cuts across the employee’s workday.  Travel time
not only includes hours worked during normal
working hours on regular working days, but also
during corresponding hours on nonworking days.  
However, the Division does not consider travel time  
as a passenger in a transport vehicle (away from
home and outside of regular working hours) to be
work time.  
On-Call Time: When employees are on-call it
can be difficult to determine what is worked time
vs non-worked time.  Here is a link to help with
those questions: www.dol.gov/elaws/esa/flsa/
hoursworked/screenER80.asp
Docking Time: Employers can only dock exempt
employees by the day; exempt employees’ pay
cannot be docked for partial days.  Employers do
have the ability to reduce employees leave balance
for partial day absences.   Additional guidance
about disciplinary deductions can be found at:  
www.dol.gov/elaws/esa/flsa/overtime/cr5.htm
Legal and Tax Advice Disclaimer: The information
presented in this newsletter does not constitute
legal advice or tax advice.  Heinfeld, Meech &
Co., P.C. makes no claims about its accuracy,
completeness, or currency of information
presented, including any external references
provided.  Please consult legal counsel for advice
pertaining to your specific organization.  
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