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INTRODUCTION 


PURPOSE 

The principal audit objectives were to determine compliance with the Education Code, Title 5, and 

directives of the Board of Trustees and the Office of the Chancellor and to assess the adequacy of controls

and systems. Specifically, we sought assurances that legal and regulatory requirements are complied with

regarding the:


� Formation of the auxiliary. 

� Functions the auxiliary performs on the campus. 

� Creation and operation of the auxiliary’s board of directors. 

� Establishment of policies and procedures based upon sound business practices. 

� Observance of mandates to maintain an “arms-length” in business transactions between the auxiliary 


and the campus. 
� Campus oversight of auxiliary operations. 

In addition, we reviewed internal controls to assure that: 


� Accounting data is provided in an accurate, timely, complete, or otherwise reliable manner. 

� Assets are adequately safeguarded from loss, damage, or misappropriation. 

� Duties are appropriately segregated consistent with appropriate control objectives. 

� Transactions, accounting entries, or systems output is reviewed and approved.

� Management does not intentionally override internal controls to the detriment of the overall internal 


control objectives. 
� Accounting and fiscal tasks, such as reconciliations, are prepared properly and completed timely. 
� Deficiencies in internal controls previously identified were corrected satisfactorily and timely. 
� Management seeks to prevent or detect erroneous record keeping, inappropriate accounting, 

fraudulent financial reporting, financial loss, and exposure. 

SCOPE AND METHODOLOGY 

Our management review emphasized, but was not limited to, compliance with state and federal laws and 
regulations, Board of Trustee policies, and Office of the Chancellor policies, letters, and directives as they 
relate to California State University (CSU) auxiliaries. For those audit tests that required annualized data, 
fiscal years 1999-2000, 2000-2001 and 2001-2002 were the primary periods reviewed. In certain 
instances, we were concerned with representations of the most current data—in such cases, the test period 
was extended to February 2003. Our primary focus was on internal compliance and controls. 

Specifically, for the period reviewed, we examined compliance of the campus and each auxiliary with the 
Education Code and Title 5 as they relate to the operation of CSU auxiliary organizations. Individual 
codes and regulations included within the scope of our review were identified through an assessment of 
risk. Similarly, internal controls were included within our scope based upon risk. Therefore, the scope of 
our review varied from auxiliary to auxiliary. 
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INTRODUCTION 

A preliminary survey of CSU auxiliaries at each campus was used to identify risks. Risk was defined as 
the probability that an event or action would adversely affect the auxiliary and/or the campus. 

Our assessment of risk was based upon a systematic process, using professional judgments on probable 
adverse conditions and/or events that became the basis for development of our final scope. We sought to 
assign higher review priorities to activities with higher risks. As a result, not all risks identified were 
included within the scope of our review. 

The scope of our review, regarding internal compliance considerations, focused on areas which were 
identified during our preliminary assessment of risks related to the CSU and its requirements to exercise 
oversight of auxiliaries. (See Appendix B.) 

The scope of our internal control review focused on separation of duties, safeguarding of assets, and 
reliability and integrity of information. Within these, we considered areas of risk identified during a 
preliminary survey of the campus’ auxiliary operations in addition to risks related to the CSU and its 
oversight of auxiliaries. (See Appendix B.) 

We have not performed reviews or analyses beyond the date of our report. Accordingly, our comments 
are based on our knowledge as of that date and should be read with that understanding. Since the purpose 
of our comments is to suggest areas for improvement, comments on favorable matters are not discussed. 

BACKGROUND 

Education Code §89900 states, in part, that the operation of auxiliary organizations shall be conducted in 
conformity with regulations established by the Trustees. 

Education Code §89904 states, in part, that the Trustees of the California State University and the 
governing boards of the various auxiliary organizations shall: 

� 	Institute a standard systemwide accounting and reporting system for businesslike management of the 
operation of such auxiliary organizations. 

� 	Implement financial standards which will assure the fiscal viability of such various auxiliary 
organizations. Such standards shall include proper provision for professional management, adequate 
working capital, adequate reserve funds for current operations and capital replacements, and adequate 
provisions for new business requirements. 

� 	Institute procedures to assure that transactions of the auxiliary organizations are within the 
educational mission of the state colleges. 

� Develop policies for the appropriation of funds derived from indirect cost payments. 
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INTRODUCTION 

Executive Order No. 698, superseding Executive Order No. 682, was issued on March 3, 1999. In that 
directive, the president of each campus was instructed, in part, as follows: 

Section 2. Authority and Responsibility of the Campus President. Title 5, Section 
42402 establishes the authority of campus presidents to require auxiliary 
organizations to operate in conformity with policy of the Board of Trustees and 
the campus. The president is required to review auxiliary programs and budgets 
and to require discontinuance of activities not in conformity with policies of the 
Board of Trustees and campus. 

The following Trustee policy supplements the existing policy of Section 42402 
and provides an additional mechanism for the president to administer his or her 
responsibilities concerning auxiliary organizations. Action taken by the Trustees' 
Committee on Audit at the January 1999 meeting of the Board requires an 
internal compliance/internal control review to be performed by the University 
Auditor. 

The Office of the University Auditor will perform an internal compliance/ 
internal control review of auxiliary organizations. The review will be used to 
determine compliance with law, including statutes in the Education Code and 
rules and regulations of Title 5, and compliance with policy of the Board of 
Trustees and of the campus, including appropriate separation of duties, 
safeguarding of assets and reliability and integrity of information. This review of 
each auxiliary organization shall be completed on a triennial basis pursuant to 
procedures established by the chancellor. 

This report represents our triennial review. 

OPINION 

We visited the California Polytechnic State University, San Luis Obispo campus from February 3, 2003, 
through March 14, 2003, and reviewed the internal compliance and internal control structures in effect at 
that time. Our study and evaluation were conducted in accordance with the Standards for the 
Professional Practice of Internal Auditing, issued by the Institute of Internal Auditors, and included the 
audit tests we considered necessary in determining that accounting and administrative controls are in 
place and operative. 

The campus and management at each auxiliary are responsible for establishing and maintaining adequate 
internal controls. This responsibility includes documenting internal controls, communicating 
requirements to employees, and assuring that internal controls are functioning as prescribed. In fulfilling 
this responsibility, estimates and judgments by management are required to assess the expected benefits 
and related costs of control procedures. 
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INTRODUCTION 

The objectives of accounting and administrative controls are to provide management with reasonable, but 
not absolute, assurance that: 

� Assets are safeguarded against loss from unauthorized use or disposition. 

� 	Transactions are executed in accordance with management’s authorization and recorded properly to 
permit the preparation of reliable financial statements. 

� 	Financial operations are conducted in accordance with policies and procedures established in the State 
Administrative Manual, Education Code, Title 5, and Trustee policy as applicable. 

Our audit disclosed conditions which, in our opinion, would result in significant errors and irregularities if 
not corrected. These conditions, along with other weaknesses, are described in the executive summary 
and in the body of the report. 

As a result of changing conditions and the degree of compliance with procedures, the effectiveness of 
controls change over time. Specific limitations that may hinder the effectiveness of an otherwise 
adequate system of controls include, but are not limited to: resource constraints, faulty judgments, 
unintentional errors, circumvention by collusion, and management overrides. Establishing controls to 
prevent these limitations would not be cost-effective; moreover, an audit may not always detect these 
limitations. (See Appendix C.) 
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INTRODUCTION 

EXECUTIVE SUMMARY 

The purpose of this section is to provide management with an overview of conditions requiring their 
attention. Areas of review not mentioned in this section were found to be satisfactory.  Numbers in 
brackets [ ] refer to page numbers in the report. 

CAMPUS 

LEGAL AND REGULATORY COMPLIANCE [10] 

DISSOLUTION OF AUXILIARY [10] 

The Cal Poly Housing Corporation (Housing) articles of incorporation did not specify that the net 
assets of the dissolved auxiliary must be distributed to a successor approved by the campus president 
and the California State University (CSU) Trustees. The inclusion of a dissolution clause in 
accordance with Title 5 reduces the risk of net assets not being properly distributed in the event the 
corporation is dissolved. 

LEASING OF FACILITIES [10] 

Certain lease agreements between the Foundation and the campus were not updated in a timely 
manner, and failed to reflect current leasing arrangements. Appropriately executing and updating 
lease agreements in a timely manner reduce the risk of misunderstandings regarding the terms of the 
arrangements. 

WRITTEN AGREEMENTS [11] 

Certain Foundation operating arrangements with the campus were not properly supported by written 
agreements. Maintaining current, written agreements reduces the risk of misunderstandings and 
miscommunication regarding rights and responsibilities. 

TRUSTS AND OTHER LIABILITIES [12] 

The campus did not exercise sufficient control over funds held in trust by its auxiliary organizations. 
Sufficient control over trust accounts reduces the risk of inappropriate expenditures and 
misunderstandings about account operations. 
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INTRODUCTION 

CALIFORNIA POLYTECHNIC STATE UNIVERSITY FOUNDATION 

LEGAL AND REGULATORY COMPLIANCE [14] 

AUXILIARY FUNCTIONS [14] 

The California Polytechnic State University Foundation (Foundation) held funds on behalf of, and 
provided fiscal and operational services for, various unaffiliated organizations. Performing only 
authorized functions reduces the risk that the auxiliary will participate in transactions inconsistent 
with Title 5 and reduces the CSU’s exposure to unwarranted liability. 

WRITTEN AGREEMENTS [15] 

Certain Foundation loan arrangements with the campus were not properly supported by written 
agreements. Maintaining current, written agreements reduces the risk of misunderstandings and 
miscommunication regarding rights and responsibilities. 

RESERVES [15] 

The Foundation’s reserve policy required revision. Sufficient reserve planning and analysis reduce 
the auxiliary’s risk to fund future needs. 

SEGREGATION OF DUTIES [16] 

Duties and responsibilities over payroll were not adequately segregated at the Foundation. Adequate 
segregation of duties reduces the risk that errors and irregularities will not be detected in a timely 
manner. 

CASH RECEIPTS AND HANDLING [17] 

Certain controls over Foundation cash receipts processing were inadequate. Sufficient controls over 
cash receipts processing reduce the risk of a loss or misappropriation of funds. 

FEES, REVENUES, AND RECEIVABLES [18] 

ACCOUNTS RECEIVABLE [18] 

Certain controls over Foundation accounts receivable were inadequate. Sufficient controls over 
accounts receivable reduce the risk of loss, errors, and irregularities. 
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INTRODUCTION 

UNRELATED BUSINESS INCOME [19] 

The Foundation had not recently analyzed its revenues for unrelated business income (UBI). Properly 
analyzing, documenting, and reporting UBI reduce the auxiliary’s exposure to potential penalties and 
actions by the Internal Revenue Service (IRS). 

PURCHASING AND ACCOUNTS PAYABLE [20] 

Certain Foundation cash disbursements were not supported by sufficient and appropriate 
documentation and evidence of appropriate authorization. Sufficient supporting documentation and 
appropriate authorization reduce the risk of errors, irregularities, and misappropriation of funds. 

PERSONNEL AND PAYROLL [21] 

Certain controls over Foundation payroll administration and processing were inadequate. Adequate 
controls over payroll administration and processing reduce the risk of errors, irregularities, and 
misappropriation of funds. 

FIXED ASSETS [22] 

Certain controls over Foundation fixed assets were inadequate. Adequate controls over fixed assets 
reduce the risk that property may be lost or stolen. 

TRUSTS AND OTHER LIABILITIES [23] 

DEPOSIT AGREEMENTS [23] 

Funds held and administered by the Foundation on behalf of campus departments were not supported 
by a written agreement. Maintaining a written agreement reduces the risk of misunderstandings and 
miscommunication regarding rights and responsibilities. 

RESTRICTED FUNDS [24] 

Certain controls over Foundation restricted endowments and gifts were deficient. Sufficient controls 
over restricted funds reduce the risk of a loss or misappropriation of funds and reduce the risk that the 
auxiliary will enter into transactions inconsistent with the educational mission of the campus. 

AUXILIARY PROGRAMS [25] 

Foundation contracts for the solicitation of federal funds for sponsored programs were incomplete. 
Maintaining complete, written agreements reduces the risk of misunderstandings and 
miscommunication regarding rights and responsibilities and may reduce legal liability. 
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INTRODUCTION 

INFORMATION TECHNOLOGY [26] 

The Foundation had not developed a sufficiently detailed, written information technology disaster 
recovery plan and corresponding business continuation procedures. A detailed, written disaster 
recovery plan and corresponding business continuation procedures reduce the risk that the auxiliary 
may not be able to restore data processing operations within a reasonable time frame. 

ASSOCIATED STUDENTS, INCORPORATED OF

CALIFORNIA POLYTECHNIC STATE UNIVERSITY AT SAN LUIS OBISPO


LEGAL AND REGULATORY COMPLIANCE [28] 


LEASING OF FACILITIES [28] 

Certain Associated Students, Incorporated of California Polytechnic State University at San Luis 
Obispo (ASI) lease arrangements with the campus were not properly supported by written 
agreements. Appropriately executing and updating lease agreements in a timely manner reduce the 
risk of misunderstandings regarding the terms of the arrangements. 

WRITTEN AGREEMENTS [29] 

A written agreement had not been established between ASI and the campus concerning ASI’s 
administration of an instructionally related activity. Maintaining a written agreement reduces the risk 
of misunderstandings and miscommunication regarding rights and responsibilities. 

SEGREGATION OF DUTIES [30] 

Duties and responsibilities over cash receipts were not adequately segregated at ASI. Adequate 
segregation of duties reduces the risk that errors and irregularities will not be detected in a timely 
manner. 

CASH RECEIPTS AND HANDLING [31] 

GAME ROOM TOKENS [31] 

Controls over ASI game room tokens were deficient.  Sufficient controls over tokens reduce the risk 
of loss or misappropriation of funds. 

SAFE COMBINATIONS [32] 

ASI did not maintain a record of when safe combinations were last changed. Periodically changing 
the safe combinations reduces the risk of errors, irregularities, and misappropriations. 
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INTRODUCTION 

FEES, REVENUES, AND RECEIVABLES [32] 

ACCOUNTS RECEIVABLE [32] 

The ASI recreation center had not established a means for reconciling memberships designated to be 
paid through payroll deductions with the actual cash receipts. Sufficient controls over accounts 
receivable reduce the risk of loss, errors, and irregularities. 

UNRELATED BUSINESS INCOME [33] 

ASI had not tracked, analyzed, or reported UBI. Properly analyzing, documenting, and reporting UBI 
reduce the auxiliary’s exposure to potential penalties and actions by the IRS. 

SALES COMMISSION AUDITS [34] 

ASI did not exercise its contractual right to verify the Foundation’s records of gross sales receipts, 
upon which ASI commissions were based. Verifying contractor gross sales receipts reduces the risk 
of underpayment of earned commission revenue. 

PURCHASING AND ACCOUNTS PAYABLE [35] 

SUPPORTING DOCUMENTATION [35] 

Certain ASI cash disbursements were not supported by sufficient and appropriate documentation and 
evidence of appropriate authorization. Sufficient supporting documentation and appropriate 
authorization reduce the risk of errors, irregularities, and misappropriation of funds. 

UNCLAIMED MONIES [36] 

ASI had not developed policies and procedures to escheat unclaimed monies to the state. Meeting the 
requirements of unclaimed property law could reduce the auxiliary’s exposure to potential penalties 
and fines. 

TRUSTS AND OTHER LIABILITIES [37] 

Funds held and administered by ASI on behalf of student clubs and other programs were not 
supported by written agreements.  Maintaining written agreements reduces the risk of 
misunderstandings and miscommunication regarding rights and responsibilities. 
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OBSERVATIONS, RECOMMENDATIONS, 
AND CAMPUS RESPONSES 

CAMPUS 

LEGAL AND REGULATORY COMPLIANCE 

DISSOLUTION OF AUXILIARY 

The Cal Poly Housing Corporation (Housing) articles of incorporation did not specify that the net 
assets of the dissolved auxiliary must be distributed to a successor approved by the campus president 
and the California State University (CSU) Trustees. 

Title 5 §42600(b) states that upon dissolution of the organization, net assets, other than trust funds, 
shall be distributed to a successor approved by the president of the campus and by the Board of 
Trustees. 

The California Polytechnic State University Foundation (Foundation) administrative projects manager 
indicated that Housing management believed its attorney’s review of the articles of incorporation 
would ensure its compliance with Title 5. 

Failure to include a dissolution clause in accordance with Title 5 could result in net assets not being 
properly distributed in the event the corporation is dissolved. 

Recommendation 1 

We recommend that Housing amend its articles of incorporation to include a dissolution clause in 
accordance with Title 5. 

Campus Response 

We concur. An amendment to the articles of incorporation was submitted to the Housing Corporation 
board of directors at their meeting on August 15, 2003. The board adopted the changes to the articles 
as presented. The amended articles of incorporation have been submitted to the president for his 
approval. 

Anticipated date of completion: September 30, 2003 

LEASING OF FACILITIES 

Certain lease agreements between the Foundation and the campus were not updated in a timely 
manner, and failed to reflect current leasing arrangements. 

We found that the property listing in the license agreement between the Foundation and the campus: 

� Had not been updated annually as required by the license agreement. 
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

� Did not include the poultry unit as a licensed facility. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that facility lease arrangements be properly 
supported by current, written agreements. 

The vice president of administration and finance indicated that the process of updating agreements is 
an ongoing process where exceptions as noted will occur. 

Failure to appropriately execute and update lease agreements in a timely manner increases the risk of 
misunderstandings regarding the terms of the arrangements. 

Recommendation 2 

We recommend that the campus take appropriate measures to ensure that lease agreements with the 
Foundation: 

a. Are updated in a timely manner. 
b. Reflect current leasing arrangements. 

Campus Response 

We concur with the narrower finding concerning the Aid to Instruction Facilities and Property 
License Agreement between Trustees and California Polytechnic State University Foundation. The 
property listing exhibit required to be updated annually by the license agreement has been completed, 
and now also includes the poultry unit as a licensed facility. In response to the general 
recommendation, the campus maintains an electronic database in its effort to ensure agreements with 
the Foundation are updated timely to reflect current leasing arrangements. 

Anticipated date of completion: Completed 

WRITTEN AGREEMENTS 

Certain Foundation operating arrangements with the campus were not properly supported by written 
agreements. 

We found that although the Foundation continued to provide residence hall food services, the written 
agreement between the Foundation and the campus for those services had expired. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

business practices. Sound business practice mandates that business arrangements be supported by 
current, written agreements. 

The vice president of administration and finance indicated that the update to the agreement was in 
process at the time of the audit. 

The absence of written agreements increases the risk of misunderstandings and miscommunication 
regarding rights and responsibilities. 

Recommendation 3 

We recommend that the campus take appropriate action to ensure that the written agreements between 
the Foundation and the campus are executed timely. 

Campus Response 

We concur. This recommendation was made with respect to the narrower finding that “although the 
Foundation continued to provide residence hall food services, the written agreement between the 
Foundation and the campus for those services had expired.” 

A Food Service Supplemental Operating Agreement effective June 30, 2001, was in effect at the time 
of the audit that authorizes the Foundation “to provide and operate food services, including 
establishing, operating and maintaining student residence dining facilities.” The campus had not 
provided the Foundation with an executed copy of this agreement at the time of the audit. The 
campus subsequently provided the Foundation with a copy of this agreement. 

Anticipated date of completion: Completed 

TRUSTS AND OTHER LIABILITIES 

The campus did not exercise sufficient control over funds held in trust by its auxiliary organizations. 

We found that: 

� 	Certain revenue derived from sponsored program indirect costs were deposited in Foundation trust 
accounts rather than being remitted to the General Fund, even though the cost of state facilities 
was included in the calculation of the federal indirect cost rate. 

� 	The Foundation held funds in trust accounts for certain non-campus, non-profit corporations and 
organizations. 
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

Title 5 §42401, §42402, §42500 and Education Code §89900 establish a responsibility to operate in 
accordance with sound business practices in the interest of the campus. Education Code §89721 and 
various chancellor’s office mandates establish standards for such operations and related funds 
management. 

The CSU Investment Manual for California State University Trust Funds, AD 97-08, indicates that all 
CSU trust fund money, pending disbursement for its intended purpose, will be managed in custodial 
accounts in the name of the CSU system. 

Title 5 §42500(a) indicates various functions that may be performed by an auxiliary organization. 
Title 5 §42500(e) indicates that an auxiliary organization shall not engage in a function not listed in 
subdivision (a) of this section unless an appropriate amendment is made to subdivision (a) by the 
Board of Trustees, adding said function to the list of approved functions of auxiliary organizations, or 
unless such function is essential to satisfy the corporation laws of the State of California. 

The vice president of administration and finance stated that the sponsored programs function and 
related transactions are administered by the Foundation in accordance with the auxiliary operating 
agreements. He further stated that any allocation of costs between the university and its auxiliary 
organizations is documented with the annual campus cost allocation plan (as per Executive Order No. 
753). In addition, the vice president of administration and finance stated that the funds held for 
certain non-campus, non-profit corporations and organizations were not held in the state university 
trust fund but were held by the Foundation in non-state accounts. 

Insufficient control over trust accounts increases the risk of inappropriate expenditures and 
misunderstandings about account operations. 

Recommendation 4 

We recommend that the campus increase its oversight of auxiliary management, specifically in the 
area of funds held in trust accounts. 

Campus Response 

The university will review funds held in trust accounts by the Foundation in relation to the functions 
that are assignable to auxiliary organizations as per Title 5 §42500(a). 

Anticipated date of completion: December 31, 2003 
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

CALIFORNIA POLYTECHNIC STATE UNIVERSITY FOUNDATION 

LEGAL AND REGULATORY COMPLIANCE 

AUXILIARY FUNCTIONS 

The California Polytechnic State University Foundation (Foundation) held funds on behalf of, and 
provided fiscal and operational services for, various unaffiliated organizations. 

Title 5 §42500(a) indicates various functions that may be performed by an auxiliary organization. 
Title 5 §42500(e) indicates that an auxiliary organization shall not engage in a function not listed in 
subdivision (a) of this section unless an appropriate amendment is made to subdivision (a) by the 
Board of Trustees, adding said function to the list of approved functions of auxiliary organizations, or 
unless such function is essential to satisfy the corporation laws of the State of California. 

The Foundation executive director indicated that fiscal services contracts were entered into at the 
request of, and authorization by, the campus. He further indicated that, in certain instances, contracts 
were established based on former affiliation with the campus and Foundation. 

Performing unauthorized functions increases the risk that the auxiliary will participate in transactions 
inconsistent with Title 5 and subjects the CSU to unwarranted liability. 

Recommendation 5 

We recommend that the Foundation: 

a. 	 Perform only those functions listed in Title 5 or seek approval for variances from the Office of 
the Chancellor. 

b. Divest itself of those funds held for unaffiliated organizations. 

Campus Response 

We concur with this recommendation. The Internet Education Equal Access Foundation agency 
account has been closed as of June 30, 2003, and the balance of the account transferred to the CSU 
Trustees, based upon the request of the new service provider. In regards to Atascadero State Hospital, 
we will seek approval of the CSU to continue providing this service through the existing contract date 
of December 31, 2006. 

Anticipated date of completion: October 31, 2003 
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

WRITTEN AGREEMENTS 

Certain Foundation loan arrangements with the campus were not properly supported by written 
agreements. 

We found that the Foundation loaned funds to a campus program; however, the terms and conditions 
of the arrangement were not contained in a signed agreement. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that business arrangements be supported by 
current, written agreements. 

The Foundation chief financial officer indicated that a written loan agreement was not considered 
necessary, as the loan terms had been identified in a board resolution. 

The absence of written agreements increases the risk of misunderstandings and miscommunication 
regarding rights and responsibilities. 

Recommendation 6 

We recommend that the Foundation take appropriate action to ensure that the terms and conditions of 
the arrangement are contained in signed agreements. 

Campus Response 

We concur with this recommendation. On March 14, 2003, the Foundation board adopted Policy 
#123, which authorizes Foundation funds to be invested in loans to departments with either board or 
investment committee approval. A template form to be used in future agreements is being developed. 

Anticipated date of completion: September 30, 2003 

RESERVES 

The Foundation’s reserve policy required revision. 


Such a policy should address or consider the following areas: 


� Minimum reserve requirements. 

� The inclusion of reserves in the budget submitted to the campus president. 

� Board review of reserve levels. 

� Reserves for working capital and capital replacement.

� The methodology used for the calculation of reserves. 
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Education Code §89904(b), §89904.5, and §89905 indicate that reserve planning is necessary. 

The Foundation chief financial officer indicated that reserve calculation information was documented 
in the Foundation’s year-end closing procedures, but the information had not been formalized in a 
policy statement. 

Insufficient reserve planning and analysis increase the auxiliary’s risk to fund future needs. 

Recommendation 7 

We recommend that the Foundation coordinate with the campus to update its formal policy for the 
allocation of surplus funds/reserves. 

Campus Response 

We concur with this recommendation. We will work with outside auditors and management staff to 
develop a more refined policy and submit this policy to our board for approval. 

Anticipated date of completion: June 30, 2004 

SEGREGATION OF DUTIES 

Duties and responsibilities over payroll were not adequately segregated at the Foundation. 

We found that: 

� 	Payroll technicians and supervisors approved certain employees’ time records in the absence of 
the employees’ supervisors. 

� A payroll technician processed payroll and assigned identifications within the payroll system. 

Executive Order (EO) No. 698, Board of Trustees Policy for the CSU Auxiliary Organizations, dated 
March 3, 1999, states that the review of auxiliary organizations will be used to determine appropriate 
separation of duties, safeguarding of assets, and reliability and integrity of information. 

The Foundation chief financial officer indicated that payroll personnel occasionally approved 
employees’ timecards in order to meet payroll processing deadlines. 

Inadequate segregation of duties increases the risk that errors and irregularities will not be detected in 
a timely manner. 

Recommendation 8 

We recommend that the Foundation segregate payroll duties or institute mitigating controls approved 
by the campus. 
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Campus Response 

We concur with this recommendation. We have instituted procedures where payroll personnel are not 
allowed to sign off time clock entries in the absence of a departmental supervisor. A secondary level 
of supervision will be assigned within the department and will be given access to sign off on 
employees’ time in the absence of their immediate supervisor. We will also analyze duties and the 
segregation between human resources and payroll functions as we work to implement our new HRMS 
system. 

Anticipated date of completion: March 31, 2004 

CASH RECEIPTS AND HANDLING 

Certain controls over Foundation cash receipts processing were inadequate. 

We found that: 

� Personnel and funds were not adequately safeguarded while in-transit to/from the cashier’s office. 

� 	The Foundation did not maintain a current record of outlying safe locations, individuals with 
knowledge of the safe combinations, and when such combinations were last changed. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that sufficient internal controls be maintained 
over cash receipts processing. 

The Foundation administrative projects manager indicated that management believed safeguards for 
personnel with cash in-transit were adequate. She further indicated that issues related to safe 
locations and combinations were due to oversight. 

Inadequate controls over cash receipts processing increase the risk of a loss or misappropriation of 
funds. 

Recommendation 9 

We recommend that the Foundation: 

a. Implement procedures to adequately safeguard personnel and funds while in-transit. 

b. 	 Maintain records of safe locations, safe combination changes, and individuals who have access to 
the safe. 
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Campus Response 

We concur with this recommendation. Additional notice will be sent to transporting departments to 
provide dual custody while transporting funds. A log has been developed to track safe combination 
changes and individuals having access. 

Anticipated date of completion: September 30, 2003 

FEES, REVENUES, AND RECEIVABLES 

ACCOUNTS RECEIVABLE 

Certain controls over Foundation accounts receivable were inadequate. 

We found that: 

� The poultry unit did not maintain numerical control over delivery invoices. 

� 	Approximately one-third of poultry unit accounts receivable (nearly $40,000) was greater than 30 
days past due. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates adequate internal controls over accounts 
receivable. 

The campus professor of animal science indicated that a better billing system had not been established 
due to time constraints. He further indicated that the outstanding receivables resulted from the 
customers’ confusion over the invoicing procedures. 

Insufficient controls over accounts receivable increase the risk of loss, errors, and irregularities. 

Recommendation 10 

We recommend that the Foundation: 

a. Numerically or sequentially control or otherwise account for all invoices. 
b. Implement procedures to achieve a more timely collection of overdue accounts receivable. 
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Campus Response 

We concur with this recommendation. Procedures will be distributed to billing departments which 
specify the numerical control of billing or charge documents and tracking to insure completeness of 
the billing process. The invoicing practice has been improved by creating a one-to-one billing 
relationship between departmental charge tags and Foundation invoices. Hopefully, this will reduce 
confusion on the customer’s part and improve the collection time of receivables. 

Anticipated date of completion: December 31, 2003 

UNRELATED BUSINESS INCOME 

The Foundation had not recently analyzed its revenues for unrelated business income (UBI). 

We found that revenues generated from certain poultry unit egg sales and revenues resulting from 
services provided to unaffiliated organizations were not included in the Foundation’s UBI analysis. 

Internal Revenue Code (IRC) §512 through §514 defines an unrelated trade or business of an exempt 
organization as any trade of business, the conduct of which is not substantially related to the exercise 
or performance of its tax-exempt purpose. UBI in excess of $1,000 must be reported to the Internal 
Revenue Service (IRS), whether or not a tax liability is incurred. In addition, the organization’s 
tax-exempt status may be jeopardized if too large a proportion of its revenue is derived from UBI. 

The Foundation executive director indicated that management had not considered certain poultry unit 
egg sales UBI, because students were directly involved in the operations. He further indicated that 
the service contracts with unaffiliated organizations were entered into based on the organizations’ 
former affiliation to the campus and Foundation and that the UBI analysis was not updated to reflect 
the change in affiliation due to oversight. 

Failure to properly analyze, document, and report UBI increases the auxiliary’s exposure to potential 
penalties and actions by the IRS. 

Recommendation 11 

We recommend that the Foundation analyze its operations for UBI and appropriately track and report 
it. 

Campus Response 

We concur with this recommendation and will work with our auditors to more appropriately identify 
UBI. 

Anticipated date of completion: May 31, 2004 
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PURCHASING AND ACCOUNTS PAYABLE 

Certain Foundation cash disbursements were not supported by sufficient and appropriate 
documentation and evidence of appropriate authorization. 

Our review of 100 cash disbursements disclosed the following: 

Process Controls 

� 	In 23 instances, faxed and photocopied invoices were processed without sufficient documentation 
to clearly demonstrate such were sent by the vendor for billing purposes. 

� In 20 instances, the approval signature did not match the signature specimen on file. 

Processing Exceptions 

� In 25 instances, documentation to support the expenditure was not on file. 

� In four instances, disbursements were coded to an incorrect expense account. 

� 	In three instances, a signature specimen was not on file for the fund from which a disbursement 
was made. 

� In two instances, the contract in support of the disbursement was unsigned. 

� In two instances, IRS Form 1099 was not appropriately issued. 

� In one instance, there was no one-up authorization for the disbursement. 

� In one instance, there was no authorization for the disbursement. 

� In one instance, receipts were not compiled to support credit card payments. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that all cash disbursements be fully supported 
and properly authorized. 

The Foundation executive director indicated that the process controls and processing exceptions noted 
were due to an oversight and that every attempt is made to follow stated policies and procedures. 

Insufficient supporting documentation and lack of appropriate authorization increase the risk of errors, 
irregularities, and misappropriation of funds. 
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Recommendation 12 

We recommend that the Foundation ensure that cash disbursements are supported by sufficient and 
appropriate documentation and evidence of appropriate authorization. 

Campus Response 

We concur with this recommendation. We will implement procedures to identify faxed and 
photocopied invoices as coming from the vendor. We will also implement additional procedures to 
ensure that all signature authorization forms reflect all valid signatures for applicable accounts. 

Anticipated date of completion: November 30, 2003 

PERSONNEL AND PAYROLL 

Certain controls over Foundation payroll administration and processing were inadequate. 

We found that: 

� A signature specimen was not consistently on file for certain supervisors approving timesheets. 

� The payroll technicians did not consistently verify unrecognized supervisors’ signatures. 

� 	Rubber signature stamps were used to approve certain timecards in conflict with Foundation 
policy. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates adequate controls over payroll administration 
and processing. 

The Foundation accounting manager indicated that the processing issues noted were due to 
management oversight. 

The lack of adequate controls over payroll administration and processing increases the risk of errors, 
irregularities, and misappropriation of funds. 

Recommendation 13 

We recommend that the Foundation: 

a. Consistently obtain facsimile signatures for all supervisors approving timesheets. 
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b. Implement procedures to ensure payroll technicians verify supervisors’ signatures. 

c. 	 Enforce its policy prohibiting the use of signature stamps for approvals without mitigating 
controls. 

Campus Response 

We concur with this recommendation. Signature authorization forms will be updated and 
unrecognized signatures researched. A procedure for the authorized use of signature stamps is in use 
and has recently been adopted by Associated Students as well. Signatures will be verified as time 
permits within the legal payment deadlines. We are hopeful that the process can be improved with 
the implementation of our new HRMS system. 

Anticipated date of completion: March 31, 2004 

FIXED ASSETS 

Certain controls over Foundation fixed assets were inadequate. 

We found that: 

� Annual physical inventories were not performed by all Foundation departments. 
� Physical inventories were not performed by independent personnel. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates strong controls over fixed assets. 

The Foundation administrative projects manager indicated that annual physical inventories had not 
been performed by independent personnel due to resource constraints. 

Inadequate controls over fixed assets increase the risk that property may be lost or stolen. 

Recommendation 14 

We recommend that the Foundation: 

a. Ensure its periodic physical inventory of fixed assets includes all Foundation departments. 
b. Utilize independent personnel to perform physical inventories. 
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Campus Response 

We concur with this recommendation. Periodic physical inventories of fixed assets have been an 
issue due to staff resource availability. In many instances, the complexity of identifying particular 
assets has also been an issue. We will work at developing procedures for a more thorough inventory 
process within continued resource constraints. 

Anticipated date of completion: January 31, 2004 

TRUSTS AND OTHER LIABILITIES 

DEPOSIT AGREEMENTS 

Funds held and administered by the Foundation on behalf of campus departments were not supported

by a written agreement. 


Such agreements should address or consider the following areas: 


� Purpose of the account. 

� Source of funds. 

� Reporting requirements. 

� Time constraints. 

� Instructions for closing the account. 

� Disposition of unexpended balance. 

� Administrative fees. 

� Interest allocation. 

� Applicable restrictions. 


Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary

organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 

objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 

allow effective coordination of the auxiliary activities with the campus in accordance with sound 

business practices. Sound business practice mandates that funds held and administered on behalf of 

others be properly supported by written agreements. 


The Foundation administrative projects manager indicated that current procedure is to obtain a 

"Request for New Account Form" to establish new accounts, but due to the age of certain accounts, 

the form might not be on file. 


The absence of a written agreement increases the risk of misunderstandings and miscommunication 

regarding rights and responsibilities. 
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Recommendation 15 

We recommend that the Foundation establish a written agreement for the administration and 
maintenance of funds held on behalf of campus departments. 

Campus Response 

We concur with this recommendation. A “Request for New Account” form is in use for establishing 
new campus programs accounts. It incorporates some of the details specified for the agreements. We 
have made an attempt to update all accounts that were previously missing this documentation. We 
will modify our form to include additional areas as specified in the audit. 

Anticipated date of completion: February 29, 2004 

RESTRICTED FUNDS 

Certain controls over Foundation restricted endowments and gifts were deficient. 

Our review of 26 endowment and gift files disclosed the following: 

Establishment of Accounts 

� In two instances, the donor document establishing the endowment was not on file. 

� 	In three instances, the endowments or gifts were inappropriately accepted, as the CSU system 
could not satisfy the established purpose. Because there were no qualifying CSU recipients, 
payouts were therefore provided to non-CSU entities. 

� 	In nine cases, proof of all cash receipts was not on file. There were no corpus reconciliation 
requirements for endowments between cash receipts, the expected corpus contributions, and the 
established corpus value. 

Contract Compliance 

� Detailed procedures for the monitoring of endowment and gift contracts were not in place. 

Disposition of Inactive Accounts 

� 	The campus loan repayment account connected with an endowment had accumulated a significant 
balance because the loan requirements were difficult for students to achieve. 

� 	There were no procedures in place to follow-up on non-responses from account holders 
concerning the distribution of endowment or gift proceeds. 

Auxiliary Organizations/California Polytechnic State University, San Luis Obispo/Report No. 02-50 
Page 24 



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

Title 5 §42401 and §42402 indicate that campus president shall require that auxiliary organizations 
operate in conformity with policy of the Board of Trustees and the campus. One of the objectives of 
the auxiliary organizations is to provide fiscal procedures and management systems that allow 
effective coordination of the auxiliary activities with the campus in accordance with sound business 
practices.  Sound business practice mandates the establishment of a system of controls to ensure the 
reasonable management of restricted funds. 

The Foundation’s executive director stated that the documentation issues related to aged endowments 
and that the files for more recently established endowments were more adequately documented. 

Inadequate controls over restricted funds increase the risk of a loss or misappropriation of funds and 
increase the risk that the auxiliary will enter into transactions inconsistent with the educational 
mission of the campus. 

Recommendation 16 

We recommend that the Foundation: 

a. 	 Ensure clear documentary evidence is maintained in support of the establishment of endowment 
accounts. 

b. Establish more detailed procedures for the monitoring of endowment and gift contracts. 

c. 	 Establish procedures to identify and resolve issues pertaining to inactive endowment and gift 
accounts. 

Campus Response 

We concur with this recommendation. We will implement a checklist to insure that appropriate 
documentation is obtained when establishing endowments. We will also implement a process for 
following up on inactive accounts. 

Anticipated date of completion: January 31, 2004 

AUXILIARY PROGRAMS 

Foundation contracts for the solicitation of federal funds for sponsored programs were incomplete. 

We found that: 

� Certain lobbying contracts did not specifically prohibit activities disallowed by Title 5. 
� The contracts did not adequately define the scope of work. 
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Title 5 §42403 prohibits auxiliaries from expending funds on certain political activities. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that contracts detail the scope of work to be 
performed and restrictions applicable to the contract. 

The Foundation executive director indicated that the contract used was industry standard and that he 
was unaware of the need to include language to define and prohibit certain activities. 

The absence of a complete, written agreement increases the risk of misunderstandings and 
miscommunication regarding rights and responsibilities and may increase legal liability. 

Recommendation 17 

We recommend that the Foundation revise its contracts with lobbyists to ensure: 

a. Political activities disallowed by Title 5 are specifically prohibited. 

b. 	 The contracts include essential contractual provisions, including details of the scope of work to be 
performed. 

Campus Response 

We concur with this recommendation. A new contract was executed May 13, 2003, and was updated 
with language indicating that the vendor will comply with all California and federal laws and 
regulations. 

Anticipated date of completion: Complete 

INFORMATION TECHNOLOGY 

The Foundation had not developed a sufficiently detailed, written information technology disaster 
recovery plan and corresponding business continuation procedures. 

A written disaster recovery plan for data processing services did not exist to ensure timely recovery of 
service. Written plans were needed for the financial accounting, bookstore inventory, and food 
services inventory systems.  Contracts for equipment replacement were in place for most systems, and 
backup tapes were taken off-site to help ensure the recoverability of the systems, but the recovery 
steps were not documented in writing. 

EO No. 696, Implementation of the California State University Emergency Preparedness Program, 
dated January 29, 1999, states, in part, that each campus president is delegated the responsibility for 
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the implementation of a multihazard emergency program on campus and shall ensure that 
management activities including, but not limited to, maintenance and regular updating of the 
institutional multihazard emergency plan and determination, acquisition, and maintenance of 
facilities, equipment, and related supplies required for emergency preparedness are accomplished. 

The Foundation management information systems director indicated that development of a written 
disaster recovery plan was postponed due to significant changes being made to the critical financial 
systems during the current system conversion. 

Without a detailed, written disaster recovery plan and corresponding business continuation 
procedures, the auxiliary may not be able to restore data processing operations within a reasonable 
time frame. 

Recommendation 18 

We recommend that the Foundation document a sufficiently detailed, written disaster recovery plan 
and corresponding business continuation procedures. 

Campus Response 

We concur with this recommendation. Although documented business continuation procedures have 
been developed for the various accounting functions, a system disaster recovery plan was put on hold 
until our completed implementation of our new financial system. 

Anticipated date of completion: June 30, 2004 
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ASSOCIATED STUDENTS, INCORPORATED OF

CALIFORNIA POLYTECHNIC STATE UNIVERSITY AT SAN LUIS OBISPO


LEGAL AND REGULATORY COMPLIANCE 

LEASING OF FACILITIES 

Certain Associated Students, Incorporated of California Polytechnic State University at San Luis 
Obispo (ASI) lease arrangements with the campus were not properly supported by written 
agreements. 

We found that: 

� 	ASI had not executed a lease agreement with the campus for the sports complex, although the 
intentions of both parties to do so were contained in a memo (this agreement was subsequently 
executed during the audit fieldwork). 

� 	The agreement between ASI and the campus pertaining to the land on which the children’s center 
resides did not include a specific reference to the land. 

� 	ASI had no written agreement with the campus for the land used by the ASI lighted marquee 
outside of the student market. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that lease arrangements be properly supported 
by written agreements. 

The ASI executive director indicated that the written agreement deficiencies occurred under previous 
leadership and the current leadership did not have knowledge of why those particular deficiencies 
existed. 

Failure to appropriately execute and update lease agreements in a timely manner increases the risk of 
misunderstandings regarding the terms of the arrangements. 

Recommendation 19 

We recommend that ASI establish or revise written agreements with the campus for: 

a. The children’s center, specifically with respect to land. 
b. The land used by the ASI lighted marquee outside of the student market. 
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Campus Response 

a. 	 We concur with the recommendation. An Exhibit “A,” consisting of a campus map showing the 
location of the children’s center and a building facility floor plan, has been attached to the 
Children’s Center Lease Agreement. 

Anticipated date of completion: Complete 

b. 	 We concur with the recommendation. ASI followed the permit process and was issued a written 
permit in order to erect the lighted marquee at issue. Because ASI followed the campus process 
authorizing the location and use of the marquee, the campus did not feel a separate license 
agreement was necessary.  The campus will review the campus building permit process and make 
a determination as to the legal necessity for a license. 

Anticipated date of completion: December 31, 2003 

WRITTEN AGREEMENTS 

A written agreement had not been established between ASI and the campus concerning ASI’s 
administration of an instructionally related activity. 

The current year agreement concerning the rose float project had not been completed, although the 
project had begun operations. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that business arrangements be supported by 
written agreements. 

The ASI executive director indicated that a contract was not executed in a timely manner due to 
delays in processing between ASI and the campus. 

The absence of a written agreement increases the risk of misunderstandings and miscommunication 
regarding rights and responsibilities. 

Recommendation 20 

We recommend that ASI establish a written agreement with the campus concerning the administration 
of the project described above. 

Auxiliary Organizations/California Polytechnic State University, San Luis Obispo/Report No. 02-50 
Page 29 



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

Campus Response 

We concur with the recommendation. Each year ASI and the campus execute a written agreement 
outlining the scope and requirements concerning the management of the project. At the time of the 
audit, the agreement had not been finalized. This agreement has been subsequently prepared and 
executed by ASI and the campus. 

Anticipated date of completion: Complete 

SEGREGATION OF DUTIES 

Duties and responsibilities over cash receipts were not adequately segregated at ASI. 

We found that: 

� 	The university union services technician maintained custody of the two keys required to open the 
game room change safe, purchased additional change, and balanced the safe. 

� 	The university union services technician’s safe balancing documentation was not reviewed by her 
supervisor or the ASI business office. 

� 	The university union services technician’s token machine readings and cash withdrawals were not 
witnessed. 

EO No. 698, Board of Trustees Policy for the CSU Auxiliary Organizations, dated March 3, 1999, 
states that the review of auxiliary organizations will be used to determine appropriate separation of 
duties, safeguarding of assets, and reliability and integrity of information. 

The ASI executive director indicated that deficient safe and token machine controls were due to area 
management's assessment that no material risk existed. 

Inadequate segregation of duties increases the risk that errors and irregularities will not be detected in 
a timely manner. 

Recommendation 21 

We recommend that ASI segregate cash receipt duties or institute mitigating controls approved by the 
campus. 

Campus Response 

We concur with the recommendation. ASI will implement internal controls to mitigate the risk 
associated with the game room change safe access and reconciliation processes. 

Anticipated date of completion: November 30, 2003 

Auxiliary Organizations/California Polytechnic State University, San Luis Obispo/Report No. 02-50 
Page 30 



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES 

CASH RECEIPTS AND HANDLING 

GAME ROOM TOKENS 

Controls over ASI game room tokens were deficient. 

We found that: 

� There were no inventory or reconciliation procedures established related to tokens. 

� 	Tokens were not adequately safeguarded. Certain tokens were maintained in an unlocked bag at 
the cashier’s desk. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates strong controls over items with a ready cash 
value. 

The ASI executive director indicated that deficient accounting controls over game room tokens were 
due to area management's assessment that no material risk existed. 

Inadequate controls over tokens increase the risk of loss or misappropriation of funds. 

Recommendation 22 

We recommend that ASI: 

a. Implement inventory and reconciliation procedures to adequately account for game room tokens. 
b. Store tokens in an appropriately restricted area. 

Campus Response 

We concur with this recommendation. Beginning in August 2003, ASI has contracted out for the 
provision of all coin/token operated electronic games.  The external contractor has been licensed to 
utilize floor space in the games area and is paying a monthly rental. Additionally, the contractor 
purchased all of ASI’s coin/token operated games equipment and is solely responsible for their 
maintenance and operation. Therefore, any and all issues related to safeguarding tokens and cash 
withdrawals from games have been eliminated. 

Anticipated date of completion: Complete 
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SAFE COMBINATIONS 

ASI did not maintain a record of when safe combinations were last changed. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that frequent changes to safe combinations be 
performed. 

The ASI executive director indicated that the combinations had not been changed due to infrequent 
staff turnover. 

Failure to periodically change the safe combinations increases the risk of errors, irregularities, and 
misappropriations. 

Recommendation 23 

We recommend that ASI change its safe combinations on a periodic basis and when there is a 
turnover in personnel with safe access, as well as maintain a log of when the combinations were 
changed. 

Campus Response 

We concur with the recommendation. ASI will implement a program of periodic changes to safe 
combinations and begin maintaining a detailed log of any changes made. 

Anticipated date of completion: November 30, 2003 

FEES, REVENUES, AND RECEIVABLES 

ACCOUNTS RECEIVABLE 

The ASI recreation center had not established a means for reconciling memberships designated to be 
paid through payroll deductions with the actual cash receipts. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates strong controls over accounts receivable. 
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The ASI director of business services stated that establishing the means for developing a payroll 
deduction membership reconciliation procedure had been attempted, but had not been successful due 
to the lack of automated membership system reports and access to campus payroll reports. 

Insufficient controls over accounts receivable increase the risk of loss, errors, and irregularities. 

Recommendation 24 

We recommend that ASI establish a system for reconciling recreation memberships sold through 
payroll deductions with cash receipts. 

Campus Response 

We concur with the recommendation. ASI will work with the university payroll office to develop a 
reconciliation of recreation center memberships sold through payroll deduction to cash receipts from 
payroll deduction. 

Anticipated date of completion: November 30, 2003 

UNRELATED BUSINESS INCOME 

ASI had not tracked, analyzed, or reported UBI. 

We found that ASI had no means in place to track potential UBI. ASI neither filed an IRS Form 
990T nor identified UBI from these arrangements. 

IRC §512 through §514 defines an unrelated trade or business of an exempt organization as any trade 
of business, the conduct of which is not substantially related to the exercise or performance of its 
tax-exempt purpose. UBI in excess of $1,000 needs to be reported to the IRS whether or not a tax 
liability is incurred. In addition, an organization’s tax-exempt status could be at risk if too large a 
portion of its revenue is derived from UBI. 

The ASI executive director indicated that this potential tax reporting liability had never been brought 
to their attention by the independent accounting firm who prepares their annual tax returns. 

Failure to properly analyze, document, and report UBI increases the auxiliary’s exposure to potential 
penalties and actions by the IRS. 

Recommendation 25 

We recommend that ASI analyze its operations for UBI and appropriately track and report it, if 
appropriate. 
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Campus Response 

We concur with the recommendation. ASI will work with its external auditors on a plan to accurately 
identify and track UBI. If it is determined that UBI exists, then ASI will appropriately report it to the 
proper authority. 

Anticipated date of completion: March 31, 2004 

SALES COMMISSION AUDITS 

ASI did not exercise its contractual right to verify the Foundation’s records of gross sales receipts, 
upon which ASI commissions were based. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates strong controls over commission-based 
payments. 

The ASI executive director indicated that current Foundation reports were considered to be sufficient 
for purposes of collecting commissions. 

Failure to verify contractor gross sales receipts could result in the underpayment of earned 
commission revenue. 

Recommendation 26 

We recommend that ASI obtain the Foundation’s records of gross sales receipts and verify the 
accuracy of the commission revenues remitted to ASI. 

Campus Response 

We concur with the recommendation. ASI will examine Foundation records on an annual basis to 
verify gross sales amounts. 

Anticipated date of completion: July 31, 2004 
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PURCHASING AND ACCOUNTS PAYABLE 

SUPPORTING DOCUMENTATION 

Certain ASI cash disbursements were not supported by sufficient and appropriate documentation and 
evidence of appropriate authorization. 

Our review of 60 cash disbursements disclosed the following: 

Process Controls 

�  In eight instances, payments were processed without proof of receipt of goods or services. 

�  In four instances, faxed, photocopied, undated, or unnumbered invoices were processed, without 
sufficient documentation to clearly demonstrate such were sent by the vendor for billing 
purposes. 

Processing Exceptions 

�  In 14 instances, the business reason for the purchase was unclear. 

�  In six instances, the requisition was unsigned or the approval signature did not match the 
signature specimen on file. 

�  In three instances, check request forms were not completed, and the unit approver’s identity was 
not clear. 

�  In two instances, the funding source for significant expenditures was not identified in the 
requisition. 

Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary 
organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 
objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 
allow effective coordination of the auxiliary activities with the campus in accordance with sound 
business practices. Sound business practice mandates that all cash disbursements be fully supported 
and properly authorized. 

The ASI executive director indicated that the current system of documentation for disbursement 
approvals was adequate and the above are just exceptions. 

Insufficient supporting documentation and lack of appropriate authorization increase the risk of errors, 
irregularities, and misappropriation of funds. 
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Recommendation 27 

We recommend that ASI ensure that cash disbursements are supported by sufficient and appropriate 
documentation and evidence of appropriate authorization. 

Campus Response 

We concur with the recommendation. ASI has implemented (prior to the audit) and continues to 
maintain a strong system of internal controls that requires several levels of authorizations and 
approvals. During the course of the audit, there were a few items that were identified as exceptions to 
documented procedures. ASI is confident that existing controls are appropriate and sufficient to 
assure that all cash disbursements are appropriately documented and authorized. However, to assure 
compliance with internal controls and mitigate future exceptions, management will re-double efforts 
on educating staff on proper procedures. This will be accomplished through ongoing review and 
training related to the ASI policy manual. 

Anticipated date of completion: November 30, 2003 

UNCLAIMED MONIES 

ASI had not developed policies and procedures to escheat unclaimed monies to the state. 

Unclaimed checks totaled approximately $12,000, and certain checks dated back four years. 

Code of Civil Procedure, Chapter 7, Unclaimed Property Law, Article 2 §1510 and §1511 indicate 
that property held by a business association escheats to the state, subject to various requirements and 
limitations. 

The ASI executive director indicated that the examination of unclaimed checks for their disposition is 
always ongoing, but that currently, staff was behind in processing due to other priorities. 

Failure to meet the requirements of unclaimed property law could increase the auxiliary’s exposure to 
potential penalties and fines. 

Recommendation 28 

We recommend that ASI, in conjunction with the campus, develop operating procedures that 
implement the requirements of the Code of Civil Procedure with respect to unclaimed property. 

Campus Response 

We concur with the recommendation. ASI will work in conjunction with the campus to develop 
appropriate procedures to handle unclaimed monies. 

Anticipated date of completion: March 31, 2004 
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TRUSTS AND OTHER LIABILITIES 

Funds held and administered by ASI on behalf of student clubs and other programs were not 

supported by written agreements. 


Such agreements should address or consider the following areas: 


� Purpose of the account. 

� Source of funds. 

� Reporting requirements. 

� Time constraints. 

� Instructions for closing the account. 

� Disposition of unexpended balance. 

� Administrative fees. 

� Interest allocation. 

� Applicable restrictions. 


Title 5 §42401 and §42402 indicate that the campus president shall require that auxiliary

organizations operate in conformity with policy of the Board of Trustees and the campus. One of the 

objectives of the auxiliary organizations is to provide fiscal procedures and management systems that 

allow effective coordination of the auxiliary activities with the campus in accordance with sound 

business practices. Sound business practice mandates that funds held and administered on behalf of 

others be properly supported by written agreements. 


The ASI executive director indicated that the importance of incorporating the terms and conditions of

the arrangement contained in the club and team manuals into the signature authorization form signed

by officers of club entities with funds on deposit was not recognized. 


The absence of written agreements increases the risk of misunderstandings and miscommunication 

regarding rights and responsibilities. 


Recommendation 29 

We recommend that ASI establish a written agreement for the administration and maintenance of 
funds held on behalf of student clubs and other programs. 

Campus Response 

We concur with the recommendation. ASI will execute agreements with the clubs outlining the 
services to be provided to the clubs and clearly articulate ASI’s responsibility with respect to the 
clubs’ funds. 

Anticipated date of completion: March 31, 2004 
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SCOPE 

INTERNAL COMPLIANCE SCOPE 

As discussed in the body of our report, we evaluated each organization’s compliance with the Education 
Code and Title 5 as related to the operation of CSU auxiliary organizations. 

Within the scope of our review, we included the following internal compliance considerations, which 
were identified during our preliminary assessment of risks related to the CSU and its oversight of 
auxiliaries in determining whether: 

� 	The auxiliary performed only those functions determined by the CSU Trustees to be appropriate for 
auxiliary organizations. 

� 	The auxiliary performed only those functions authorized under a written agreement executed with the 
chancellor. 

� 	The auxiliary board of directors established provisions in either the articles of incorporation or 
constitution stating that, upon dissolution, net assets other than trust funds will be distributed to a 
successor approved by the campus president (or designee) and the CSU Trustees. 

� 	The auxiliary board of directors adopted a constitution and, if the auxiliary is not incorporated, has 
filed a copy of the constitution with the chancellor (or designee). 

� 	All leasing of campus facilities by the auxiliary was effected under provisions of Education Code 
§89046 or other laws governing the leasing of state facilities and whether it appropriately paid rent on 
space in tax-supported buildings on campus utilized by federally sponsored projects, unless the 
projects were excluded from space reimbursement requirements. 

� 	All contracts or other business arrangements involving real property were entered into with prior 
approval of the campus president (or designee) and prior notification and consultation with the CSU 
chancellor (or designee). 

� The auxiliary board of directors met statutory requirements in size and composition. 

� Statutory requirements applicable to public meetings were adhered to as applicable to the auxiliary. 

� The auxiliary board of directors held business meetings at least once a quarter. 
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� 	The auxiliary was established by constitution, statute, bylaws, or resolution and whether there were 
provisions for election of officers and board members. 

� 	Sufficient operating procedures had been established by the auxiliary to allow the campus president 
(or designee) to ascertain the propriety of all expenditures and the integrity of financial reporting and 
whether all expenditures were made in accordance with policies of the CSU Trustees. 

� 	The auxiliary had all expenditures and fund appropriations approved by its board and whether it had 
fund appropriations for use outside of normal business operations of the auxiliary approved by an 
officer designated by the CSU Trustees. 

� 	The auxiliary provided full-time employee salaries, working conditions, and benefits comparable to 
those provided by the CSU. 

� The auxiliary operated commercial services on a self-supporting basis. 

� 	The auxiliary submitted its programs and budgets for review in a timely manner as specified by the 
president (or designee). 

� 	The auxiliary maintained a reasonable provision for reserves and used surplus funds from commercial 
operations for purposes consistent with regulations of the CSU Trustees. 

� The auxiliary used indirect cost reimbursements in accordance with statutory requirements. 

� The auxiliary gave loans, scholarships, stipends, and grants-in-aid to currently admitted students only. 

� 	The auxiliary accepted grants, contracts, bequests, trusts, or gifts, to be used only for purposes 
consistent with the policies of the CSU Trustees. 

� 	The auxiliary forwarded records of student financial assistance to the campus financial aid office on a 
timely basis. 

� 	Expenditures for public relations or other purposes which would serve to augment state 
appropriations for operation of the campus were approved by the governing body of the auxiliary 
organization and that this policy was filed with the chancellor (or designee). 

� 	The auxiliary had taken measures to protect the campus from all possible liability associated with the 
operation of commercial services. 

� 	The auxiliary obtained indemnity bonds for officers and employees handling funds as statutorily 
mandated. 



APPENDIX B 
Page 3 of 4 

� 	Conflict-of-interest statutes and regulations had been complied with, including, but not limited to, the 
prohibition of financial conflicts of interest or personal pecuniary gains in transactions with governing 
board members. 

� 	The auxiliary adopted a nondiscrimination and affirmative action in employment policy approved by 
the chancellor (or designee). 

� 	The student body organization auxiliary deposited in trust with the chief financial officer of the 
campus all student body organization fees or other funds and money under the programmatic control 
of the student body organizations, except for those collected from and used in or for major 
commercial services and agency funds. 

� 	The student body organization auxiliary sufficiently enabled the chief fiscal officer of the campus to 
comply with legislative mandates by recommending the most appropriate institution or medium for 
investment of unexpended funds. 

� 	The student body organization auxiliary submitted appropriate claim schedules to the chief fiscal 
officer of the campus after review and approval by an officer of the student body organization. 

INTERNAL CONTROL SCOPE 

As to the scope of our internal control review, our focus was on the separation of duties, safeguarding of 
assets, and reliability and integrity of information.  The areas included were identified through a 
preliminary survey and risk assessment of the operation of each auxiliary on the campus. Risks were 
defined as the probability that an event or action may adversely affect the auxiliary and/or the campus. 

We generally considered that duties were adequately segregated when no individual performed more than 
one of the following duties: (1) receiving and depositing remittances; (2) authorizing disbursements; (3) 
preparing checks; (4) operating a check-signing machine; (5) comparing signed checks with 
authorizations and supporting documents; (6) reconciling bank accounts and posting to the general ledger 
or any subsidiary ledger affected by cash transactions; and (7) initiating or preparing invoices. 

Within our general internal control focus, we considered and reviewed, as deemed appropriate based upon 
our assessment of risk, the following: 

� 	Procedures for receipting and storing cash, segregation of duties involving cash receipting, and 
recording of cash receipts. 

� 	Establishment of receivables and adequate segregation of duties regarding billing for and payment of 
receivables. 

� 	Approval of purchases, receiving procedures, and reconciliation of expenditures to general ledger 
balances. 
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� Use of petty cash funds, periodic cash counts, and reconciliation of bank accounts. 

� Authorization of personnel/payroll transactions. 

� 	Posting of the property ledger, regular reconciliation of the property to the general ledger, and 
physical inventories. 

� Access restrictions to automated accounting systems and proper documentation of the systems. 

� Procedures for initiating, overseeing, and accounting for investments. 

� Establishment of trust funds, separate accounting, adequate agreements, and annual budgets. 

As discussed, the areas actually included within the scope of our review were identified through a 
preliminary survey and risk assessment of each auxiliary’s operation. They were included within the 
scope of our review because they were deemed to address the risks associated with each auxiliary’s 
operation on the campus. Risk was defined as the probability that an event or action may adversely affect 
the auxiliary and/or the campus. 
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STATEMENT OF INTERNAL CONTROLS 

A. INTRODUCTION 

Internal accounting and related operational controls established by the State of California, the CSU 
Board of Trustees, and the Office of the Chancellor are evaluated by the university auditor, in 
compliance with professional standards for the conduct of internal audits, to determine if an adequate 
system of internal control exists and is effective for the purposes intended. Any deficiencies observed 
are brought to the attention of appropriate management for corrective action. 

B. INTERNAL CONTROL DEFINITION 

Internal control, in the broad sense, includes controls which may be characterized as either accounting 
or operational as follows: 

1. Internal Accounting Controls 

Internal accounting controls comprise the plan of organization and all methods and procedures 
that are concerned mainly with, and relate directly to, the safeguarding of assets and the reliability 
of financial records. They generally include such controls as the systems of authorization and 
approval, separation of duties concerned with record keeping and accounting reports from those 
concerned with operations or asset custody, physical controls over assets, and personnel of a 
quality commensurate with responsibilities. 

2. Operational Controls 

Operational controls comprise the plan of organization and all methods and procedures that are 
concerned mainly with operational efficiency and adherence to managerial policies and usually 
relate only indirectly to the financial records. 

C. INTERNAL CONTROL OBJECTIVES 

The objective of internal accounting and related operational control is to provide reasonable, but not 
absolute, assurance as to the safeguarding of assets against loss from unauthorized use or disposition, 
and the reliability of financial records for preparing financial statements and maintaining 
accountability for assets. The concept of reasonable assurance recognizes that the cost of a system of 
internal accounting and operational control should not exceed the benefits derived and also recognizes 
that the evaluation of these factors necessarily requires estimates and judgment by management. 
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D. INTERNAL CONTROL SYSTEMS LIMITATIONS 

There are inherent limitations that should be recognized in considering the potential effectiveness of 
any system of internal accounting and related operational control. In the performance of most control 
procedures, errors can result from misunderstanding of instruction, mistakes of judgment, 
carelessness, or other personal factors. Control procedures whose effectiveness depends upon 
segregation of duties can be circumvented by collusion.  Similarly, control procedures can be 
circumvented intentionally by management with respect to the executing and recording of 
transactions. Moreover, projection of any evaluation of internal accounting and operational control to 
future periods is subject to the risk that the procedures may become inadequate because of changes in 
conditions and that the degree of compliance with the procedures may deteriorate. It is with these 
understandings that internal audit reports are presented to management for review and use. 
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CaliforniaPolytechnicStateUniversity 
SanLuis Obispo,CA 93407 

Administration& FinanceDivision 
(805)756-2171.Fax (805)756-7560 

RECEIVED 
UNIVERSITYAUDITOR-" 

September19,2003 

Mr. Larry Mandel 
University Auditor 
Office of the University Auditor 
The California State University 
401 Golden Shore 
Long Beach, CA 90802-4275 

Audit Report Number 02-50, Auxiliary Organizations at California Polytechnic 

StateUniversity, SanLuis Obispo
Subject: 

DearLarry 
As requested in your letter of August 19th, attachedis the campusresponseto recommendations 
of Audit Report Number 02-50, Auxiliary Organizations. It is anticipated that documentation 
supporting audit findings that are specified as complete will be forwarded to you within the next 

few weeks. 

Sincerely 

Lawre~YVice Presidentfor Administration& Finance 

R. Ramirez 
F. Mumford 
R.Johnson 

cc: 

w/o attachments 
W. Baker 
V. Stover 

Maritir 
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AUXILIARY ORGANIZATIONS 

CALIFORNIA POLYTECHNIC STATE UNIVERSITY, 
SAN LUIS OBISPO 

REPORT NO. 02-50 

CAMPUS 

LEGAL AND REGULATORY COMPLIANCE 

DISSOLUTION OF AUXILIARY 

Recommendation1 

We recommendthat Housing amendits articles of incorporationto include a dissolutionclausein 
accordancewith Title 5. 

Campus Response 

We concur. An amendmentto the articlesof incorporationwassubmittedto the HousingCorporation 
Board of Directors at their meeting on August 15,2003. The Board adoptedthe changesto the 
articlesaspresented.The amendedarticlesof incorporationhavebeensubmittedto the Presidentfor 
his approval. 

Anticipated dateof completion: September30, 2003 

lEASING OF FACiliTIES 

Recommendation2 

We recommendthat the campustake appropriatemeasuresto ensurethat leaseagreementswith the 
Foundation: 

a. Are updatedin a timely manner. 
b. Reflectcurrentleasingarrangements. 

CampusResponse 

This recommendationwas made with respectto the auditor's narrower finding that the property 
listing in the licenseagreementbetweenthe Foundationandthe campus: 

Had not beenupdatedannuallyasrequiredby the licenseagreement. 
Did not includethe poultry unit asa licensedfacility. 

Page1 of 13 
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We concur with the narrower finding concerningthe Aid to Instruction Facilities and Property 
License AgreementbetweenTrusteesand California PolytechnicStateUniversity Foundation. The 
property listing exhibit required to be updated annually by the License Agreement has been 
completed,and now alsoincludesthe Poultry Unit as a licensedfacility. In responseto the general 
recommendation,the campusmaintainsan electronicdatabasein its effort to ensureagreementswith 
the Foundationareupdatedtimely to reflect currentleasingarrangements. 

Anticipateddateof completion: Completed. 

WRITTEN AGREEMENTS 

Recommendation3 

We recommendthatthe campustakeappropriateactionto ensurethatthe written agreementsbetween 
the Foundationandthe campusareexecutedtimely. 

Campus Response 

We concur. This recommendationwasmadewith respectto the narrowerfinding that "althoughthe 
Foundationcontinuedto provide residencehall food services,the written agreementbetweenthe 
Foundationandthe campusfor thoseserviceshadexpired." 

A Food ServiceSupplementalOperatingAgreementeffectiveJune30, 2001,was in effect atthe time 
of the audit that authorizesthe Foundation "to provide and operate food services, including 
establishing,operatingand maintaining studentresidencedining facilities." The campushad not 
provided the Foundationwith an executedcopy of this agreementat the time of the audit. The 
campussubsequentlyprovidedthe Foundationwith a copyof this agreement. 

Anticipateddateof completion: Completed. 

TRUSTS AND OTHER LIABILITIES 

Recommendation4 

We recommendthat the campusincreaseits oversightof auxiliary management,specifically in the 
areaof fundsheld in trustaccounts. 

CampusResponse 

The universitywill review fundsheld in trust accountsby the Foundationin relationto the functions 
thatareassignableto auxiliary organizationsas perTitle 5 §42500(a). 

Anticipated dateof completion: December31,2003 

Page2 of 13 
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LEGAL AND REGULATORY COMPLIANCE 

AUXILIARY FUNCTIONS 

Recommendation5 

We recommendthattheFoundation: 

a. Perform only thosefunctionslisted in Title 5 or seekapprovalfor variancesfrom the Office of 
the Chancellor. 

Divestitself of thosefundsheld for unaffiliatedorganizations. 

CampusResponse 

We concur with this recommendation. The Internet EducationEqual Access Foundationagency 
accounthas beenclosedas of June30, 2003,andthe balanceof the accounttransferredto the CSU 
Trustees,baseduponthe requestof the newserviceprovider. In regardsto AtascaderoStateHospital, 
we will seekapprovalof the CSUto continueprovidingthis servicethroughthe existingcontractdate 
of December31,2006. 

Anticipated dateof completion: October31, 2003 

WRITTEN AGREEMENTS 

Recommendation6 

We recommendthatthe Foundationtakeappropriateactionto ensurethatthe termsandconditionsof 
the arrangementarecontainedin signedagreements. 

Campus Response 

We concur with this recommendation.On March 14, 2003, the FoundationBoard adoptedPolicy 
#123 which authorizesFoundationfundsto be investedin loansto departmentswith eitherBoard or 
Investment Committee approval. A template form to be used in future agreementsis being 
developed. 

dateof completion: September30,2003 

Page3 of 13 

b.Anticipated 



APPENDIX D -Page 5 of 14 

RESERVES 

Recommendation7 

We recommendthat the Foundationcoordinatewith the campusto updateits formal policy for the 
allocationof surplusfunds/reserves. 

CampusResponse 

We concurwith this recommendation.We will work with outsideauditorsand managementstaff to 
developa morerefined policy and submitthis policy to ourboard for approval. 

Anticipateddateof completion: June30, 2004 

SEGREGATION OF DUTIES 

Recommendation8 

We recommendthatthe Foundationsegregatepayroll duties or institute mitigatingcontrolsapproved 
by the campus. 

CampusResponse 

We concurwith this recommendation.We haveinstitutedprocedureswherepayroll personnelarenot 
allowedto signoff time clock entriesin the absenceof a departmentalsupervisor. A secondarylevel 
of supervisionwill be assignedwithin the departmentand will be given accessto sign off on 
employees'time in the absenceof their immediatesupervisor. We will also analyzedutiesandthe 
segregationbetween Human Resourcesand Payroll functions as we work to implement our new 
HRMS system. 

Anticipateddateof completion: March31, 2004 

CASH RECEIPTS AND HANDLING 

Recommendation9 

We recommendthattheFoundation: 

Implementproceduresto adequatelysafeguardpersonnelandfundswhile in-transit.a. 

b. Maintainrecordsof safelocations,safecombinationchanges,andindividualswho haveaccessto 

the safe. 

Page4 of 13 
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CampusResponse 

We concurwith this recommendation.Additional notice will be sentto transportingdepartmentsto 
provide dual custodywhile transportingfunds. A log has beendevelopedto track safe combination 
changesandindividualshavingaccess. 

Anticipateddateof completion: September30, 2003 

FEES, REVENUES, AND RECEIVABLES 

ACCOUNTS RECEIVABLE 

Recommendation10 

We recommendthatthe Foundation: 

a. Numericallyor sequentiallycontrol or otherwiseaccountfor all invoices. 

b. Implementproceduresto achievea moretimely collectionof overdueaccountsreceivable. 

CampusResponse 

We concurwith this recommendation.Procedureswill be distributedto billing departmentswhich 
specifythe numericalcontrol of billing or chargedocumentsand trackingto insurecompletenessof 
the billing process. The invoicing practice has been improved by creating a one-to-onebilling 
relationshipbetweendepartmentalchargetagsand Foundationinvoices. Hopefully this will reduce 
confusiononthe customer'spart andimprovethe collectiontime of receivables. 

Anticipateddateof completion: December31,2003 

UNRELATED BUSINESS INCOME 

Recommendation11 

We recommendthatthe Foundationanalyzeits operationsfor UBI and appropriatelytrackand report 
it. 

CampusResponse 

We concurwith this recommendationand will work with our auditorsto more appropriatelyidentify 
UBI. 

Anticipateddateof completion: May 31, 2004 

Page5 of 13 
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PURCHASING AND ACCOUNTS PAYABLE 

Recommendation12 

We recommendthat the Foundationensurethat cashdisbursementsare supportedby sufficient and 
appropriatedocumentationandevidenceof appropriateauthorization. 

CampusResponse 

We concur with this recommendation. We will implement proceduresto identify faxed and 
photocopiedinvoices as coming from the vendor. We will also implementadditionalproceduresto 
ensurethat all signatureauthorizationformsreflect all valid signaturesfor applicableaccounts. 

Anticipateddateof completion: November30,2003 

PERSONNEL AND PAYROLL 

Recommendation13 

We recommendthattheFoundation: 

Consistentlyobtainfacsimilesignaturesfor all supervisorsapprovingtimesheets.a. 

b. Implementproceduresto ensurepayroll techniciansverify supervisors'signatures. 

c. Enforce its policy prohibiting the use of signaturestamps for approvals without mitigating 
controls. 

CampusResponse 

We concur with this recommendation. Signature authorization forms will be updated and 
unrecognizedsignaturesresearched.A procedurefor the authorizeduse of signaturestampsis in use 
and has recently beenadoptedby AssociatedStudentsas well. Signatureswill be verified as time 
permits within the legal paymentdeadlines. We are hopeful that the processcanbe improved with 
the implementationof our newHRMS system. 

Anticipated dateof completion: March31, 2004 

Page6 of 13 
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FIXED ASSETS 

Recommendation14 

We recommendthattheFoundation: 

a. Ensureits periodic physicalinventoryof fixed assetsincludesall Foundationdepartments. 

b. Utilize independentpersonnelto perfonnphysicalinventories. 

CampusResponse 

We concur with this recommendation.Periodic physicalinventoriesof fixed assetshave been an 
issuedue to staff resourceavailability. In manyinstances,the complexity of identifying particular 
assetshasalso beenanissue. We will work at developingproceduresfor a more thoroughinventory 
processwithin continuedresourceconstraints. 

Anticipateddateof completion: January31, 2004 

TRUSTS AND OTHER LIABILITIES 

DEPOSIT AGREEMENTS 

Recommendation15 

We recommend that the Foundation establish a written agreementfor the administration and 
maintenanceof fundsheld on behalfof campusdepartIrients. 

CampusResponse 

We concurwith this recommendation.A "Requestfor New Account" form is in use for establishing 
newcampusprogramsaccounts.It incorporatessomeof thedetailsspecifiedfor the agreements.We 
havemadean attemptto updateall accountsthat were previouslymissingthis documentation. We 
will modify our form to include additionalareasasspecifiedin the audit. 

Anticipated dateof completion: February29, 2004 

RESTRICTED FUNDS 

Recommendation16 

We recommendthattheFoundation: 

a. Ensureclear documentaryevidenceis maintainedin supportof the establishmentof endowment 
accounts. 

b. Establishmoredetailedproceduresfor the monitoringof endowmentandgift contracts. 
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Establishproceduresto identify and resolve issuespertainingto inactive endowmentand gift 
accounts. 

c. 

Campus Response 

We concur with this recommendation. We will implementa checklistto insure that appropriate 
documentationis obtainedwhen establishingendowments. We will also implementa processfor 
following up oninactiveaccounts. 

Anticipateddateof completion: January31, 2004 

AUXILIARY PROGRAMS 

Recommendation17 

We recommendthatthe Foundationreviseits contractswith lobbyiststo ensure: 

Political activitiesdisallowedby Title 5 are specificallyprohibited.a. 

The contractsinclude essentialcontractualprovisions,includingdetailsof the scopeof work to be 

performed. 
b. 

Campus Response 

We concurwith this recommendation.A new contractwasexecutedMay 13,2003,andwasupdated 
with languageindicating that the vendor will comply with all California and Federallaws and 

regulations. 

Anticipateddateof completion: Complete 

IN FORMATION TECH NOLOGY 

Recommendation18 

We recommendthat the Foundationdocumenta sufficiently detailed,written disasterrecoveryplan 
and correspondingbusinesscontinuationprocedures. 

CampusResponse 

We concurwith this recommendation.Althoughdocumentedbusinesscontinuationprocedureshave 
beendevelopedfor the variousaccountingfunctions,a systemdisasterrecoveryplan was put onhold 
until ourcompletedimplementationof our new financialsystem. 

Anticipateddateof completion: June30, 2004 
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ASSOCIA TED STUDENTS. INCORPORA TED OF 
CALIFORNIA POL YTECHNIC STA TE UNIVERSITY A T SAN LUIS OBISPO 

LEGAL AND REGULATORY COMPLIANCE 

LEASING OF FACILITIES 

Recommendation19 

We recommendthat ASI establishorrevisewritten agreementswith thecampusfor: 

Thechildren'scenter,specificallywith respectto land.a. 

The landusedby theAS! lightedmarqueeoutsideof the studentmarketb. 

CampusResponse 

We concurwith the recommendation.An Exhibit "A," consistingof a campusmap showingthe 
location of the Children's Centerand a building facility floor plan, has beenattachedto the 
Children's CenterLeaseAgreement. 

Anticipateddateof completion: Complete 

b. We concurwith the recommendation.AS! followed the pennit processandwas issueda written 
pennit in orderto erectthe lighted marqueeat issue. BecauseAS! followed the campusprocess 
authorizingthe location and use of the marquee,the campusdid not feel a separatelicense 
agreementwasnecessary.The campuswill reviewthe campusbuilding permitprocessandmake 
a determinationasto the legalnecessityfor a license. 

Anticipateddateof completion: December31,2003 

WRITTEN AGREEMENTS 

Recommendation20 

We recommendthat ASI establisha written agreementwith the campusconcerningthe administration 
of the projectdescribedabove. 

CampusResponse 

We concur with the recommendation. Each year AS! and campusexecutea written agreement 
outlining the scopeandrequirementsconcerningthe managementof the project. At the time of the 
audit, the agreementhad not beenfinalized. This agreementhas been subsequentlypreparedand 
executedbyAS! andthe campus. 

Anticipateddateof completion: Complete 

Page9 of 13 



APPENDIX D -Page 11 of 14 

SEGREGATION OF DUTIES 

Recommendation21 

We recommendthat ASI segregatecashreceiptdutiesor institutemitigatingcontrolsapprovedby thl 
campus. 

CampusResponse 

We concur with the recommendation. AS! will implement internal controls to mitigate the risk 
associatedwith thegameroomchangesafeaccessandreconciliationprocesses. 

Anticipateddateof completion: November30,2003 

CASH RECEIPTS AND HANDLING 

GAME ROOM TOKENS 

Recommendation22 

We recommendthatASI: 

Implementinventoryandreconciliationproceduresto adequatelyaccountfor gameroomtokens.a 

Store tokens in an appropriately restricted area,b. 

CampusResponse 

We concur with this recommendation. Beginning in August 2003, ASI has contractedout for the 
provision of all coin/tokenoperatedelectronicgames. The externalcontractorhas beenlicensedto 
utilize floor spacein the gamesareaand is paying a monthly rental. Additionally, the contractor 
purchasedall of ASI's coin/token operatedgames equipmentand is solely responsiblefor their 
maintenanceand operation. Therefore,any and all issuesrelatedto safeguardingtokens and cash 
withdrawalsfromgameshavebeeneliminated. 

Anticipateddateof completion: Complete 

SAFE COMBINATIONS 

Recommendation23 

We recommendthat AS! changeits safe combinationson a periodic basis and when there is a 
turnover in personnelwith safe access,as well as maintain a log of when the combinationswere 

changed. 
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CampusResponse 

We concur with the recommendation.AS! will implementa programof periodic changesto safe 
combinationsandbeginmaintaininga detailedlog of anychangesmade. 

Anticipateddateof completion: November30, 2003 

FEES, REVENUES, AND RECEIVABLES 

ACCOUNTS RECEIVABLE 

Recommendation24 

We recommend that AS! establish a system for reconciling recreation memberships sold through 
payroll deductions with cashreceipts. 

CampusResponse 

We concurwith the recommendation.AS! will work with the University payroll office to developa 
reconciliationof recreationcentermembershipssold throughpayroll deductionto cashreceiptsfrom 
payroll deduction. 

Anticipateddateof completion: November30,2003 

UNRELATED BUSINESS INCOME 

Recommendation25 

We recommend that ASI analyze its operations for UBI and appropriately track and report it, if 

appropriate. 

CampusResponse 

We concurwith therecommendation.ASI will work with its externalauditorsona plan to accurately 
identify and trackUBI. If it is determinedthat UBI exists,then ASI will appropriatelyreport it to the 
properauthority. 

Anticipateddateof completion: March31, 2004 

SALES COMMISSION AUDITS 

Recommendation26 

We recommendthat ASI obtain the Foundation'srecords of gross sales receiptsand verify the 
accuracyof the commissionrevenuesremittedto ASI. 
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CampusResponse 

We concur with the recommendation. 
verify grosssalesamounts. 

AS! will examineFoundationrecordson an annualbasisto 

Anticipateddateof completion: July 31, 2004 

PURCHASING AND ACCOUNTS PAYABLE 

SUPPORTING DOCUMENTATION 

Recommendation27 

We recommend that AS! ensure that cash disbursements are supported by sufficient and appropriate 
documentation and evidence of appropriate authorization. 

CampusResponse 

We concur with the recommendation. ASI has implemented(prior to the audit) and continuesto 
maintain a strong system of internal controls that requires severallevels of authorizationsand 
approvals. Duringthe courseof the audit,therewerea few itemsthatwereidentified asexceptionsto 
documentedprocedures. ASI is confident that existing controls are appropriateand sufficient to 
assurethat all cashdisbursementsare appropriatelydocumentedandauthorized.However,to assure 
compliancewith internalcontrolsandmitigate future exceptions,managementwill re-double efforts 
on educatingstaff on properprocedures. This will be accomplishedthrough on-goingreview and 
trainingrelatedto the ASI policy manual. 

Anticipateddateof completion: November30, 2003 

UNCLAIMED MONIES 

Recommendation28 

We recommend that ASI, in conjunction with the campus, develop operatingprocedures that 
implementtherequirementsof the Codeof Civil Procedureswith respectto unclaimedproperty. 

CampusRespouse 

We concur with the recommendation.AS! will work in conjunctionwith the campusto develop 
appropriateproceduresto handleunclaimedmonies. 

Anticipateddateof completion: March31, 2004 
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TRUSTS AND OTHER LIABILITIES 

Recommendation29 

We recommendthat ASI establisha written agreementfor the administrationand maintenanceof 
fundsheld on behalfof studentclubsandotherprograms. 

CampusResponse 

We concur with the recommendation. ASI will executeagreementswith the clubs outlining the 
servicesto be provided to the clubs and clearly articulateASI's responsibilitywith respectto the 
clubsfunds. 

Anticipateddateof completion: March31, 2004 
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