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EXECUTIVE SUMMARY

In July 1981, the Board of Trustee policy concerning auxiliary organizations was adopted in the
Resolution of the Committee on Finance (RFIN) 7-81-4. Executive Order 698, Board of Trustees Policy
for the California Sate University Auxiliary Organizations, dated March 3, 1999, required that the Office
of the University Auditor conduct internal compliance/internal control reviews of auxiliary organizations,
and the Board of Trustees instructed that such reviews be conducted on a triennial basis pursuant to
procedures established by the chancellor.

We visited the California State University, Northridge (CSUN) campus and its auxiliary organizations
from July 21, 2003, through August 22, 2003, and made a study and evaluation of the system of internal
compliancef/internal control in effect for the three years ended August 2003. This report represents our
triennial review.

CSUN’s management is responsible for establishing and maintaining an adequate system of interna
compliance/internal control and assuring that each of its auxiliary organizations similarly establishes such a
system. This responsibility, in accordance with California Code of Regulations, Title 5, Section 42402 et
seq. and Executive Order 698, Board of Trustees Policy for the California Sate University Auxiliary
Organizations et seq., includes requiring the documentation of internal control, communicating
requirements to employees, and assuring that its system of internd compliance/internal control is
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.

The objectives of a sysem of interna compliance/interna control are to provide management with
reasonable, but not absolute, assurance that:

» Auxiliary operations are conducted in accordance with policies and procedures established in the State
Administrative Manual, Education Code, Title 5, and Trustee palicy.

» Assets are adequately safeguarded against loss from unauthorized use or disposition.

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

Our study and evauation a The University Corporation reveded certain conditions which, in our
opinion, could result in errors and irregularities if not corrected. Specificaly, the auxiliary did not
maintain adequate control over the following areas. legal and regulatory compliance, fixed assets, cash
receipts and handling, and fees, revenues, and receivables. These conditions, along with other
weaknesses, are described in the executive summary and in the body of the report. In our opinion, except
for the effect of the weaknesses described above, accounting and administrative control in effect as of
August 2003, taken as awhole, was sufficient to meet the objectives stated above.

Our study and evaluation at California State University, Northridge, Foundation, revealed certain
conditions which, in our opinion, could result in errors and irregularities if not corrected. Specifically, the
auxiliary did not maintain adequate control over the following areas. legal and regulatory compliance,
procurement policies and procedures, and auxiliary programs. These conditions, aong with other
weaknesses, are described in the executive summary and in the body of the report. In our opinion, except

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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EXECUTIVE SUMMARY

for the effect of the weaknesses described above, accounting and administrative control in effect as of
August 2003, taken as a whole, was sufficient to meet the objectives stated above.

Our study and evaluation at the North Campus — University Park Development Corporation did not reveal
any significant internal control problems or weaknesses that would be considered pervasive in their
effects on the accounting and administrative controls. However, we did identify other reportable
weaknesses that are described in the executive summary and in the body of the report. In our opinion, the
accounting and adminigtrative control in effect as of August 2003, taken as a whole, was sufficient to
meet the objectives stated above.

Our study and evaduation at the University Sudent Union of California Sate University, Northridge
revealed certain conditions which, in our opinion, could result in errors and irregularities if not corrected.
Specificaly, the auxiliary did not maintain adequate control over the following areas. lega and
regulatory compliance, accounts receivable, fixed assets, and petty cash and change funds. These
conditions, along with other weaknesses, are described in the executive summary and in the body of the
report. In our opinion, except for the effect of the weaknesses described above, accounting and
administrative control in effect as of August 2003, taken as a whole, was sufficient to meet the objectives
stated above.

Our study and evaluation at the Associated Sudents California Sate University, Northridge, Inc.,
revealed certain conditions which, in our opinion, could result in errors and irregularities if not corrected.
Specificaly, the auxiliary did not maintain adequate control over the following area: fixed assets. These
conditions, along with other weaknesses, are described in the executive summary and in the body of the
report. In our opinion, except for the effect of the weaknesses described above, accounting and
administrative control in effect as of August 2003, taken as a whole, was sufficient to meet the objectives
stated above.

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 that
would prevent all these limitations would not be cost-effective; moreover, an audit may not always detect
these limitations.

The following summary provides management with an overview of conditions requiring their attention.
Aresas of review not mentioned in this section were found to be satisfactory. Numbersin brackets| | refer
to page numbers in the report.

CAMPUS
LEGAL AND REGULATORY COMPLIANCE [12]

Certain auxiliary 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 Cdifornia State
University (CSU) Trustees. Various agreements between the campus and the University Student
Union of Cadlifornia State University, Northridge (Union) did not include appropriate written

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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EXECUTIVE SUMMARY

authorization from campus purchasing.  Additionaly, board-designated reserves were not
appropriately recorded within accounting records for certain auxiliary organizations, and the campus
had not developed written policies and procedures regarding the acceptance of funds.

TRUSTS AND OTHER LIABILITIES [15]
The Associated Students Cdifornia State University, Northridge, Inc. (AS) and The University

Corporation (Corporation) maintained certain state trust funds without clear authority and in violation
of their operating agreements.

THE UNIVERSITY CORPORATION

LEGAL AND REGULATORY COMPLIANCE [16]

The Corporation had not developed policies and procedures for the implementation of conflict-of -
interest legal requirements. In addition, the Corporation was unable to provide current certificates of
insurance for two contractors

SEGREGATION OF DUTIES [17]

Duties and responsibilities over certain accounting functions for personnel and payroll were not
appropriately segregated since the payroll clerk had the ability to modify employee information in the
payroll system, process payroll, and distribute paychecks.

CASH RECEIPTS AND HANDLING [18]

Accountability over cash receipts was not consistently localized at the foodservice units, as access to
cash drawers was not limited to a single cashier and cashiers did not count cash drawers upon

conclusion of their shifts. In addition, employees transported deposits from outlying areas to the
cashier’s office without security escort. A prelisting of checks received in the mail was not prepared,
transfer accountability for checks received in the mail was not documented, and the Corporation did
not maintain a current record of safe combination changes and individuals with knowledge of the safe
combinations.

PETTY CASH AND CHANGE FUNDS [19]

Controls over certain Corporation petty cash and change funds were insufficient. Daily counts of the
genera change fund were not performed by two persons; no record of daily change fund counts at
foodservice units was maintained; and independent, unannounced counts of change funds were either
not performed at al or not performed on aregular basis. Furthermore, the supervising cashier had the
authority to order currency and coin from the bank, at no established limit, without approval, while
documentation of transfer accountability for change delivered from the Corporation cash room to
foodservice units was not maintained.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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EXECUTIVE SUMMARY

FEES, REVENUES, AND RECEIVABLES [21]

An independent reconciliation of daily foodservice unit sales and deposit amounts as recorded in the
genera ledger was not peformed. In addition, the Corporation did not conduct periodic audits of
third-party contractors reporting of revenues, and one of the foodservice contracts did not include a
right-to-audit clause.

PURCHASING AND ACCOUNTS PAYABLE [22]

Corporation cash disbursements were not always supported by sufficient and appropriate
documentation and/or appropriate authorization. Instances were noted where bid, quote, or contract
documentation was not submitted or lacked appropriate authorization; facsimile or photocopied
invoices were accepted for payment without appropriate certification; and invoices were paid without
proof of receipt of goods or services.

PERSONNEL AND PAYROLL [24]

Separated employees were not removed from the payroll system on a timely basis, signatures on
timesheets were not consistently verified, and undistributed payroll checks were inadequately
secured.

FIXED ASSETS [26]

The Corporation did not maintain documentation that authorized the acquisition, transfer, or disposal
of fixed assets; and inventory reports were not provided to the Corporation by campus purchasing and
logistical services, resulting in insufficient oversight of fixed assets purchased for sponsored
programs. Additionaly, the sponsored program fixed assets listing maintained by the Corporation
was not reconciled to the fixed assets listing maintained by the campus, and there was no independent
verification of fixed assets purchased for sponsored programs.

TRUSTS AND OTHER LIABILITIES [27]

A Corporation trust agreement had not been executed between the Corporation and the account
holder, a negative agency account balance was not cleared in atimely manner, and Corporation trust
agreement documentation did not consistently specify the source of the funds.

CALIFORNIA STATE UNIVERSITY, NORTHRIDGE, FOUNDATION

LEGAL AND REGULATORY COMPLIANCE [29]

A current lease and operating agreement between the California State University, Northridge,
Foundation (Foundation) and the campus was not executed in a timely manner. In addition, a
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EXECUTIVE SUMMARY

reserve policy incorporating current reserve practices had not been adopted by the board, and a policy
requiring an independent appraisal of gifts-in-kind valued greater than $5,000 had not been
established.

INVESTMENTS [31]
The Foundation’s investment policy had not been amended to reflect a change in investment strategy.
PURCHASING AND ACCOUNTS PAYABLE [31]

Certain Foundation cash disbursements were not supported by sufficient and appropriate
documentation and/or appropriate authorization. For example, instances were noted where facsimile
or photocopied invoices were accepted for payment without appropriate certification, written
acceptance of goods was not submitted, and clearing of advances was not documented. In addition,
procurement policies and procedures to address competitive bidding requirements, sole source
purchases, the use of purchase orders, permitted/prohibited purchases, and dua signature
authorizations of transactions had not been devel oped.

TRUSTS AND OTHER LIABILITIES [34]

The Foundation had not established adequate controls over the management of endowment and
restricted funds. For instance, the criteria for account setup, acceptable purposes, and reconciliations
of endowment corpus values had not been established; and compliance and monitoring procedures
had not been developed. In addition, aregular process of evaluating inactive accounts had not been
established.

NORTH CAMPUS - UNIVERSITY PARK DEVELOPMENT CORPORATION

LEGAL AND REGULATORY COMPLIANCE [36]

The North Campus — University Park Development Corporation (North Campus) board did not
conduct meetings on a quarterly basis.

UNIVERSITY STUDENT UNION OF CALIFORNIA STATE UNIVERSITY, NORTHRIDGE

LEGAL AND REGULATORY COMPLIANCE [37]

The Union operated a summer day camp program that was inconsistent with its operating agreement
with the campus. Additionaly, the Union reserve policy required revision to reflect its current
reserve alocation methodology. Finaly, the Union subleased space to external vendors and campus
departments without the written consent of the campus president, and several agreements between the
Union and third parties did not include an appropriate hold harmless clause indemnifying the Union,
the campus, or the CSU Trustees from potential liability.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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EXECUTIVE SUMMARY

SEGREGATION OF DUTIES [40]

The Union did not appropriately segregate certain accounting functions for cash handling and payroll
and human resources. The cashiering supervisor processed deposits, prepared cash receipts journa
entries, performed bank acount reconciliations, and approved cash entries posted to the genera

ledger. The payroll clerk had the ability to modify employee information, process payroll, and
distribute paychecks.

PETTY CASH AND CHANGE FUNDS [41]

Certain controls over Union change funds were inadequate. For example, atest count of the general
change fund resulted in unexplained variances, regular and independent counts of the general change
fund were not conducted; and a current record of all safe locations, individuas with knowledge of the
safe combinations, and dates the safe combinations were changed was not maintained. Additionally,
certain controls over the Union petty cash fund were insufficient. For example, petty cash vouchers
exceeded the designated petty cash balance, periodic reconciliations of the petty cash fund were not
performed, and a designated custodian had not been established for the petty cash fund.

FEES, REVENUES, AND RECEIVABLES [44]

Certain controls over Union accounts receivable were insufficient. For example, the accounts
receivable subsidiary ledger was not periodically reconciled to the general ledger; aged receivables
greater than 120 days totaled $202,286, or 63%, of outstanding receivables, documentation to
substantiate collection on delinquent accounts was not maintained; and approximately 50 customer
accounts had credit balances. Additionaly, the Union had not tracked unrelated business income

regarding summer camp and room equipment, and revenues received by the Union summer day camp
were not reconciled to enrollment records.

PURCHASING AND ACCOUNTS PAYABLE [47]

Certain Union cash disbursements were not supported by sufficient and appropriate documentation
and/or appropriate authorization. For example, certain disbursements did not have one-up
authorization, and facsimile or photocopied invoices were accepted for payment without appropriate
certification. Additionally, the Union could not provide completed bank reconciliations, nor did they
utilize competitive bidding practices for certain procurement and contracting arrangements.

PERSONNEL AND PAYROLL [50]

Separated employees were not removed from the payroll system on atimely basis, and appropriate

documentation did not exist to address the return of loaned assets or the timely removal of computer
access.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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EXECUTIVE SUMMARY

FIXED ASSETS [51]

The Union had not developed detailed policies and procedures regarding the acquisition, transfer, and
disposal of fixed assets, tagging of fixed assets was inconsistent; and documentation could not be
provided to substantiate that a complete inventory of fixed assets had been conducted or that aformal
reconciliation had been performed. In addition, the Union had not implemented procedures to track
and control CSU Group |1 assets.

INFORMATION TECHNOLOGY [52]

Password security procedures did not provide effective control over Union computer accounts to
ensure individual accountability and confidentiaity.

ASSOCIATED STUDENTS CALIFORNIA STATE UNIVERSITY, NORTHRIDGE, INC.

LEGAL AND REGULATORY COMPLIANCE [54]

The AS had not executed a ground lease agreement with the campus for the use of state land by its
children’s center. Additionally, the AS had not established an adequate surplus funds/reserve policy.

CASH RECEIPTS AND HANDLING [55]

Employees were used to transport deposits from outlying areas to the AS accounting office without
adequate security escort.

FIXED ASSETS [56]

Portable equipment, such as personal digital assistants and laptop computers, had been provided to
employees without written agreements to support the arrangement.

AUXILIARY PROGRAMS [57]

The AS had not developed policies and procedures to ensure that counts of the ticket office change
funds and independent counts of ticket inventories were performed timely. In addition, the ticket
office policy regarding increases to change funds needed to be updated. The AS ticket office did not
maintain a current record of individuals with knowledge of safe combinations and dates the safe
combinations were changed.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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INTRODUCTION

IBACK GROUND)|

Education Code 889900 states, in part, that the operation of auxiliary organizations shall be conducted in
conformity with regulations established by the Trustees.

Education Code 889904 states, in part, that the Trustees of the California State University (CSU) and the
governing boards of the various auxiliary organizations shall:

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

» Implement financial standards that will assure the fiscad 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 regquirements.

» 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.

The Board of Trustee policy concerning auxiliary organizations was originaly adopted in July 1981 in the
Resolution of the Committee on Finance (RFIN) 7-81-4. Executive Order 698, Board of Trustees Policy
for the California Sate University Auxiliary Organizations, dated March 3, 1999, represents policy of the
Trustees addressing CSU auxiliary organization activity and governing the internal management of the
system. CSU auxiliary organizations are required to comply with Board of Trustee policy (Cdifornia
Code of Regulations, Title 5, Section 42402 and Education Code, Section 89900).

This executive order requires that the Office of the University Auditor will perform an interna
compliance/interna 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. According to Board of Trustee
instruction, each auxiliary organization shall be examined on a triennial basis pursuant to procedures
established by the chancedllor.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49
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INTRODUCTION

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:

L egal and regulatory requirements are complied with.

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 interna controls to the detriment of control objectives.
Accounting and fiscal tasks, such as reconciliations, are prepared properly and completed timely.
Deficienciesin internal controls previoudly identified were corrected satisfactorily and timely.
Management seeks to prevent or detect erroneous record keeping, inappropriate accounting,
fraudulent financia reporting, financia loss, and exposure.

VvV vV VvV vV VvV eyvw

ISCOPE AND METHODOL OGY|

Our study and evaluation were conducted in accordance with the Standards for the Professional Practice
of Internal Auditing, issued by the Ingtitute of Internal Auditors, and included the audit tests we
considered necessary in determining that accounting and administrative controls are in place and
operative. The management review emphasized, but was not limited to, compliance with state and federal
laws, Board of Trustee policies, and Office of the Chancellor policies, |etters, and directives. For those
audit tests that required annualized data, fiscal years 2000/01, 2001/02, and 2002/03 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 July 2002 to June 2003. Our primary focus was on internal
compliance/internal controls.

Specifically, we reviewed and tested:

Formation of the auxiliary.

Functions the auxiliary performs on the campus.

Creation and operation of the auxiliary’s board.

Establishment of policies and procedures based upon sound business practices.

Maintenance of “arms-length” in business transactions between the auxiliary and the campus.
Campus oversight of auxiliary operations.

vV v v v VvV

Additionally, for the period reviewed, we examined other aspects of 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 added to the scope of our review were identified through
an assessment of risk.  Similarly, interna controls were included within our scope based upon risk.
Therefore, the scope of our review varied from auxiliary to auxiliary.
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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 professiona 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

INTRODUCTION

included within the scope of our review.

Based upon this assessment of risks, we specifically included within the scope of our review the

following:

The University Corporation

VvV vV vV VvV VvV VvV VvyYw

Legal and Regulatory Compliance
Cash Receipts and Handling

Petty Cash and Change Funds
Investments

Fees, Revenues, and Receivables
Purchasing and Accounts Payable
Personnel and Payroll

Fixed Assets

Trusts and Other Liabilities
Auxiliary Programs — Contracts and Grants
Information Technology

Cdlifornia State University, Northridge, Foundation

v v vV vV vV vwYw

Lega and Regulatory Compliance

Investments

Fees, Revenues, and Receivables

Purchasing and Accounts Payable — Supporting Documentation
Procurement Policies and Procedures

Fixed Assets

Trusts and Other Liabilities

Auxiliary Programs — Grants

North Campus - University Park Development Corporation

4

Lega and Regulatory Compliance

University Student Union of Cdifornia State University, Northridge

A 2 2 2 4 4 4 A 4

Lega and Regulatory Compliance
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Associated Students California State University, Northridge, Inc.
Legal and Regulatory Compliance

Cash Receipts and Handling

Petty Cash and Change Funds

Investments

Fees, Revenues, and Receivables

Purchasing and Accounts Payable

Personnel and Payrall

Fixed Assets

Trusts and Other Liabilities
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We have not performed any auditing procedures beyond the date of our report. Accordingly, our
comments are based on our knowledge as of that date. Since the purpose of our comments is to suggest
areas for improvement, comments on favorable matters are not addressed.
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OBSERVATIONS, RECOMMENDATIONS,
AND CAMPUS RESPONSES

CAMPUS

LEGAL AND REGULATORY COMPLIANCE

DISSOLUTION OF AUXILIARY

Certain auxiliaries did not have a dissolution clause included within their Articles of Incorporation
that was in accordance with Title 5.

Title 5 842600(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 vice president of administration and finance stated that auxiliary organizations established their
dissolution provisions with the belief that they were in compliance with applicable requirements.

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 the campus coordinate with its auxiliaries to ensure that each of its auxiliaries
Articles of Incorporation includes a dissolution clause in accordance with Title 5.

CampusResponse

We concur. The vice president of administration and finance distributed a memorandum on
March 23, 2004, that reiterates the Title 5 dissolution clause requirement. The two auxiliaries that did
not have the required dissolution clause in their Articles of Incorporation prepared amendments that
have been filed with the Secretary of State.  The filings were completed in December 2003.

WRITTEN AGREEMENTS

Various agreements between the campus and the University Student Union of Cdifornia State
University, Northridge (Union) did not include appropriate written authorization from the campus.

Detailed agreements were executed with campus facilities operations, public safety, human resources,
residentia life, and other campus departments without campus purchasing's review and approval of
terms and conditions.

Title 5 842401 and 842402 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 organizationsis to provide fiscal procedures and management systems that
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alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates that agreements be properly authorized.

The vice president of administration and finance stated that the lack of appropriate written
authorization could be attributed to inadequate communication of the requirements to campus units.

The lack of appropriate authorization increases the risk that state requirements will not be met and
may result in unfavorable contractua conditions and norn-compliance with California State University

(CSU) palicy.
Recommendation 2

We recommend that all agreements between the campus and the Union include appropriate written
authorization from the campus.

CampusResponse

We concur. By March 31, 2004, the university controller will redistribute the existing memorandum
of understanding (MOU) policy to auxiliaries and campus service providers to reaffirm that intra-
campus agreements are subject to the campus-wide policy, and that agreements between auxiliaries
and campus service providers are required to be submitted to the university controller’s office for
review. Current policy provides that the university controller will maintain the campus central file
for MOUs.

RESERVES

The University Corporation (Corporation) and the North Campus — University Park Devel opment
Corporation (North Campus) did not record board-designated reserves within their accounting
records.

Title 5 842401 and 842402 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 a designated fund balance be recognized
within an organization’ s accounting records.

The university controller stated that the adequacy of reserve balances is reviewed annually as part of
the budget process for each auxiliary, thus the necessity of maintaining specific reserve accounts in
their accounting records was not seen as a priority.

Failure to appropriately record designated amounts in accounting records increases the risk that funds
will be handled contrary to the expectations of the board.
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Recommendation 3

We recommend that the campus coor dinate with its auxiliary organizations to ensure that board
designated reserves are appropriately recorded within their accounting records.

CampusResponse

We concur. The university controller will request confirmation of the recording and reporting of
board-designated reserves from the chief financia officer of each California State University,
Northridge (CSUN) auxiliary by June 30, 2004.

ACCEPTANCE OF FUNDS

Campus auxiliaries had neither developed written policies and procedures regarding the acceptance of
funds nor had they formally adopted the campus policy.

Written policies and procedures should address or consider the following aress:

Authorities and criteria under which the auxiliary is allowed to accept certain funds.

Approved sources and purposes of funds accepted.

Considerations regarding conflicts of interest.

Acceptable methods of acceptance and acknowledgment.

Considerations associated with the care and control of real and personal property to be liquidated.
Depositing, investing, and transferring of funds.

Specific requirements associated with the distribution of funds.

Allowability and applicability of administrative costs.

Reporting requirements.

VvV vV vV vV vV vV v Vv YV

Education Code 889903 states that no auxiliary organization shall accept any grant, contract, bequest,
trust, or gift unlessit is so conditioned that it may be used only for purposes consistent with policies
of the Trustees.

The vice president of administration and finance stated that the campus acceptance of funds policy
was inadequately communicated to campus units.

Failure to fully develop and communicate written policies and procedures, or to adopt those of the
campus, increases the risk of accepting funds that are not consistent with the policies of the Trustees.

Recommendation 4

We recommend that the campus coordinate with its auxiliaries to develop written policies and
procedures to ensure that the auxiliary organizations accept only those funds whose purposes are
consistent with CSU policy or formally adopt the campus policies and procedures.
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CampusResponse

We concur. A matrix specifying where non-Genera Fund monies may properly be deposited has
been developed, with full participation and agreement of CSUN auxiliaries. A policy statement based
on that matrix will be completed by March 31, 2004, and submitted for approval of the CSUN chief
financid officer and the chief financia officer of each CSUN auxiliary.

TRUSTS AND OTHER LIABILITIES

The Associated Students California State University, Northridge, Inc. (AS) ad the Corporation
maintained certain state trust funds without clear authority and in violation of their operating
agreements.

Title 5 842401, 842402, 842500 and Education Code §89900 establish a responsibility to operate in
accordance with sound business practices in the interest of the campus. Education Code 889721 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.

The university controller stated that due to time constraints, the campus had not completed its
identification and evaluation of accounts that were improperly maintained by the AS and the
Corporation.

Insufficient funds management controls increase the risk of inappropriate investment and expenditure
of campus resources.

Recommendation 5

We recommend that the campus analyze funds held by auxiliary organizations and identify accounts
that are improperly maintained by auxiliary organizations.

CampusResponse
We concur. This analysisis underway and will be completed by April 30, 2004, so that accounts that

should not continue to reside in auxiliaries can be moved into state trust accounts no later than the
beginning of the 2004/05 fiscal year.
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THE UNIVERSITY CORPORATION

LEGAL AND REGULATORY COMPLIANCE

RISK MANAGEMENT

In certain instances, the Corporation was unable to provide documentation of its verification of
contractor insurance coverage.

We found that the Corporation’s agreements with bookstore management and a foodservice
contractor required certain insurance coverage;, however, the Corporation could not provide evidence
of its verification that the requirements had been met.

Title 5 842401 and 842402 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 proof of insurance be retained in writing.

The Corporation executive director stated that lack of documentation evidencing verification of
contractor insurance coverage was an oversight and that current certificates will be obtained from the
contractors.

The lack of documentation evidencing insurance coverage increases the auxiliary’s exposure to
lighility.

Recommendation 6

We recommend that the Corporation retain documentation of its verification of contractor insurance
coverage.

CampusResponse

We concur.  An administrative procedure addressing insurance requirements for commercial services
has been developed and was implemented on October 30, 2003.

CONFLICT OF INTEREST

The Corporation had not developed written procedures for the implementation of conflict-of-interest
legal requirements, including consideration for the frequency of conflict-of-interest disclosure
statements and specific disclosures required from board members and management.

Education Code 889906 states that no member of the governing board of an auxiliary organization
shall be financially interested in any contract or other transaction entered into by the board of which
he isamember and any contract or transaction entered into in violation of this section is void.
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Title 5 842401, 842402, and 842500 and Education Code 889900 establish a responsibility to operate
in accordance with sound business practices in the interest of the campus. Sound business practice
mandates establishing conflict-of-interest policies and procedures to implement Education Code
889906 and other similar provisions to prevent imprudent or improper decisions by auxiliary board
and management members.

The Corporation executive director stated that board members and managers were required to sign a
conflict-of-interest statement annually.

Failure to develop and communicate policies and procedures weakens internal controls and increases
the risk that misunderstandings will occur.

Recommendation 7

We recommend that the Corporation develop written procedures for the implementation of conflict-
of-interest legal requirements, including consideration for the frequency of conflict-of-interest
disclosure statements and specific disclosures required from board members and management.

CampusResponse

We concur. An administrative procedure, “Board of Directors Conflict of Interest and Employee
Conflict of Interest,” has been developed and was implemented on January 26, 2004.

SEGREGATION OF DUTIES

Duties and responsibilities over certain accounting functions for personnel and payroll were not
appropriately segregated at the Corporation.

We found that one payroll employee:

Added and changed records in the payroll system.

Entered time and processed payroll in the payroll system.

Calculated adjustments to employee leave balances and changed employee records.

Retained and distributed payroll checks to Corporation employees.

Performed other accounting functions, including preparing genera ledger entries, logging cash
receipts, preparing check requests, preparing lists of checks to be paid, and recording checks in
the check register.

v v v v Vv

Executive Order (EO) 698, Board of Trustees Policy for The California Sate University 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 then-current Corporation controller stated that due to resource constraints, duties remained
unsegregated.
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Inadequate segregation of duties increases the risk that errors and irregularities will not be detected in
atimely manner.

Recommendation 8

We recommend that the Corporation properly segregate certain accounting functions for personnel
and payroll or institute mitigating procedures approved by the campus chief financial officer.

CampusResponse

We concur. A procedure that addresses the proper segregation of the duties and responsibilities of
the Corporation’s human resources and payroll departments has been developed and was
implemented on February 26, 2004.

CASH RECEIPTS AND HANDLING
Certain controls over Corporation cash receipts processing were deficient.
We found that:
» The employee opening the mail did not prepare a prelisting or otherwise control checks received.
» Transfer accountability for checks received in the mail was not documented.

» Accountability was not consistently localized at foodservice units, as two or more persons had
access to the same cash drawers. Foodservice unit cashiers did not count and document the
contents of cash register drawers upon conclusion of their shifts.

» Cash was not adequately transported in a secure manner. Employees were used to transport
deposits from outlying areas to the cashier’s office without security escort.

» A current record of safe combination changes and individuals with knowledge of the safe
combinations was not maintained.

Title 5 842401 and 842402 indicate that the campus president shal 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 cash receipts
processing.

The Corporation chief financial officer stated that he was aware of the need for improvement in cash
handling procedures and was in the process of ingtituting changes to strengthen controls. The ther+
current Corporation controller stated that due to resource constraints, an escort for delivery and
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pickup of cash was not aways available. She further stated that the lack of a listing of individuas
with safe combinations and dates of combination changes was an oversight.

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

Recommendation 9

We recommend that the Corporation:

a. Prepare apréisting or otherwise control checks received by the employee who opens the mail.

b. Document transfers of cash receipts between employees.

c. Take appropriate measures to establish proper local accountability over cash receipts.

d. Implement procedures to adequately safeguard employees transporting deposits.

e. Maintain acurrent record of safe combination changes and individuals who have access to safes.
CampusResponse

We concur.

a. A log has been implemented for checks received in the mail.

b. The Corporation has procured the services of an armored transport company, which now conducts
this function.

c. A “Procedure for Cash Receipts and Separation of Duties’ has been devel oped and implemented.

d. The Corporation has procured the services of an armored transport company, which now conducts
this function.

e. The Corporation has implemented a procedure for maintaining a current record of safe
combination changes and individuals who have access to safes.

All of the items above were implemented in February 2004.

PETTY CASH AND CHANGE FUNDS
Certain controls over Corporation petty cash and change funds were insufficient.
We found with regard to change funds that:

» The cash room supervisor had the authority to order currency and coin from the bank, a no
established limit, without supervisory approval.

» Daily counts of the Corporation genera change fund were not observed by two persons.
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» Transfer accountability for change delivered from the Corporation cash room to foodservice units
was not documented.

» Records of daily change fund counts at foodservice units were not maintained.
» Independent, unannounced counts of foodservice change funds were not performed.

» Independent, unannounced counts of cash room change funds were not performed on a regular
basis.

In addition, we found that the Corporation’s petty cash fund was not adequately secured during
working hours.

Title 5 842401 and 842402 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 organizationsis to provide fiscal procedures and management systems that
alow 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 petty cash and change funds.

The then-current Corporation controller stated her belief that the petty cash fund was adequately
secured. She also stated that resource constraints did not allow for counts performed by two persons
or independent, unannounced counts of change funds.

Inadequate controls over petty cash and change funds increase the risk of a loss or misappropriation
of funds.

Recommendation 10
We recommend that the Corporation:

Strengthen controls over bank currency orders.

Ensure that two persons witness genera change fund daily counts.

Document transfers of cash between employees.

Maintain records of daily change fund counts at foodservice units.

Ensure that independent, unannounced counts of foodservice change funds are performed.

Ensure that independent, unannounced counts of cash room funds are performed on a regular
basis.

~oQo T

CampusResponse
We concur.

a. Bank currency orders now require approval by the accounting manager.
b. Two persons are required to witness general change fund daily counts.
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c. The Corporation has procured the services of an armored transport company, which now conducts
this function.

d. Records of daily change fund counts are maintained at foodservice units.

e. Independent, unannounced counts of foodservice change funds are performed.

f.  Independent, unannounced counts of cash room funds are performed on aregular basis.

All of the items above were implemented in February 2004.

FEES, REVENUES, AND RECEIVABLES
REVENUE RECONCILIATION

The Corporation did not perform an independent reconciliation of foodservice unit sales receipts and
deposits.

We noted that the cash room supervisor verified the foodservice units daily sales reports, prepared
the corresponding deposits, and recorded foodservice units sales in the general ledger, with no
independent reconciliation of sales and deposit amounts.

Title 5 842401 and 842402 indicate that the campus president shal 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice requires a comprehensive reconciliation between revenue
and daily sales reports.

The thencurrent Corporation controller stated that she was unaware that an independent
reconciliation of daily sales and deposits was not being performed.

Failure to reconcile revenues and supporting documentation increases the risk that errors or
misappropriation of funds would not be detected.

Recommendation 11

We recommend that the Corporation take appropriate measures to ensure that an independent
reconciliation of foodservice unit sales receipts and depositsis performed regularly.

CampusResponse
We concur and have implemented this recommendation. A “Procedure for the Daily Reconciliation

of Food Service Unit Sales Receipts to the Daily Deposits’ has been developed and was implemented
in February 2004.
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SALES COMMISSION AUDITS

The Corporation did not conduct periodic audits of third-party contractors' reporting of revenues. In
addition, one foodservice contract did not include a right-to-audit clause.

Title 5 842401 and 842402 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 contractual audit clauses be included in
applicable contracts and periodically exercised to ensure revenues are not underreported.

The Corporation executive director stated that third-party contractor audits were not performed due to
conflicting priorities and that the missing right-to-audit clause was due to oversight.

Failure to perform routine audits of third-party contractor gross sales receipts could result in the
underpayment of earned commission revenue.

Recommendation 12

We recommend that the Corporation conduct periodic audits of third-party contractors and, if
necessary, amend existing vendor contracts to include right-to-audit clauses.

CampusResponse
We concur and have implemented this recommendation. A “Policy and Administrative Procedure on

the Right To Audit Outsourced Commercial Service Providers’ has been developed and was
implemented in November 2003.

PURCHASING AND ACCOUNTS PAYABLE

Certain Corporation cash disbursements were not supported by sufficient and appropriate
documentation and/or appropriate authorization.

Our review of 90 cash disbursements disclosed the following:

Process Controls

» In11instances, bid or quote documentation for contracted services was not submitted.

» In nine instances, a contract or purchase order to support foodservice disbursements was not
submitted.

» In eight instances, a facsmile or photocopied invoice was accepted for payment without
certification that records were checked to prevent duplicate payment.
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4

4

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

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

Processing Exceptions

»

»

»

In seven instances, the approval signature did not match the authorized specimen signature on
file.

In six instances, a specimen signature was not on file.

In five instances, payments were made untimely, averaging 2.8 months after invoice date.

In two instances, one-up authorization for disbursements had not been obtained.

In two instances, the disbursements lacked support for the calculation of the payment amounts.

In one instance, lodging expenses were paid in advance based on the currency conversion rate at
the time of the advance.

In one ingtance, the purpose of the disbursement was not in accordance with grant requirements.
In one instance, alist of attendees was not included as support for afaculty retreat.

In one instance, the business purpose for the disbursement was unclear.

Title 5 842401 and 842402 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 organizationsis 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 al cash disbursements be fully supported
and properly authorized.

The then-current Corporation controller stated that the failure to submit adequate supporting
documentation and/or to obtain appropriate authorization was due to oversight.

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

Recommendation 13

We recommend that the Corporation:

a

b.

Require bid or quote documentation to be submitted to support purchase order requests.

Require a contract or purchase order to be submitted to support foodservice disbursements.
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c. Require certification that records were checked to prevent duplicate payment when facsimile or
photocopied invoices are accepted.

d. Require that contracts supporting disbursements be signed.
e. Require proof of receipt of goods or services prior to invoice processing.

f. Reterate to staff existing cash disbursements policies and procedures regarding sufficient and
appropriate supporting documentation and appropriate authorization.

CampusResponse

We concur.

a. The Corporation has distributed to management and the campus' sponsored programs community
a memorandum reiterating the Corporation’ purchasing policy requirements for bid or quote
documentation.

b. The Corporation implemented an administrative policy and procedure on the required use of
foodservice blanket purchase orders, and established blanket purchase orders for ongoing
foodservice vendors.

c. The Corporation has completed a procedure for the processing of accounts payable when
facsmile or photocopied invoices are received.

d. The Corporation completed a procedure for checking supporting documentation on purchase
orders and check requests.

e. The Corporation completed a procedure for checking supporting documentation on purchase
orders and check requests.

f. For al items above, the new procedures were distributed to, and discussed with, the accounting
department at its staff meetings. All items implemented February 2004.
PERSONNEL AND PAYROLL

The Corporation's controls regarding certain terminated employees, authorized signatures, and
undistributed payroll checks were insufficient.

We found that:

» Separated employees are not removed from the payroll system, or marked as inactive, on atimely
basis.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49

Page 24



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

» Signatures on timesheets or attendance reports were not consistently verified to account signature
authorizations.

» Payroll checks were retained for distribution in an unlocked, accessible drawer at the reception
desk of the Corporation.

Title 5 842401 and 842402 indicate that the campus president shal 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 fisca procedures and management systems that
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates adequate separation procedures, records of
authorized personnedl and payroll signatories, and adequate control of undelivered checks.

The then-current Corporation controller stated that student assistants did not always provide
notification of termination to their supervisors. She further stated that due to resource constraints,
signature verification was not always possible. In addition, she stated that payroll checks were kept
readily accessible to accommodate employee schedules.

Failure to remove or inactivate separated employees from the payroll system and insufficient control
of timesheets and payroll checks increase the risk of loss, errors, and misappropriation.

Recommendation 14

We recommend that the Corporation strengthen procedures to ensure that:

a Sep_arated employees are removed from the payroll system, or marked as inactive, on a timely
b. Earrslﬁl oyee timesheets are appropriately authorized.

c. Undistributed checks are adequately secured.

CampusResponse
We concur.

a. A procedure has been established that addresses removing separated employees from the payroll
system on atimely basis. Implemented December 9, 2003.

b. A procedure titled “Approving Expenditure Requests for Sponsored Programs’ has been
established which includes a provision for ensuring that employee timesheets are appropriately
authorized. Implemented on November 18, 2003.

C. A lock has beeninstalled in the drawer and cabinet to ensure that undistributed checks kept at the
front reception area are adequately secured. Installed in October 2003.
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FIXED ASSETS
Certain controls over Corporation fixed assets were inadequate.
We found that:
» Authorizations were not maintained for the acquisition, transfer, and disposal of fixed assets.
» One-up authorization was not required for the disposal of fixed assets.
» Fixed asset reconciliations were neither signed nor dated by the preparer and reviewer.

» Inventory reports were not provided to the Corporation by campus asset management services,
resulting in insufficient oversight of fixed assets purchased for grants/contracts.

» The sponsored program fixed assets listing maintained by the Corporation was not reconciled to
the fixed assets listing maintained by the campus.

» Anindependent verification of fixed assets purchased for sponsored programs did not occur.

» Documentation evidencing the verification of the physical inventory of fixed assets by two
individuals was not maintained.

Title 5 842401 and 842402 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 isto provide fiscal procedures and management systems that
alow 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 then-current Corporation controller stated that the Corporation relied on campus property
management personnel to monitor sponsored program fixed assets.

Inadequate controls over fixed assets increase the risk that property may be lost or stolen.
Recommendation 15

We recommend that the Corporation:

a. Maintain authorizations for the acquisition, transfer, and disposal of fixed assets.

b. Require one-up authorization for the disposal of fixed assets.

c. Ensurethat the preparer and reviewer sign and date the fixed asset reconciliations.

d. Ensure that campus purchasing and logistical services provides inventory reports to the
Corporation in order to improve oversight of fixed assets purchased for grants/contracts.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49

Page 26



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

e. Perform periodic reconciliations of sponsored program fixed assets.

f. Require that fixed assets purchased for sponsored programs be independently verified during the
annual inventory.

0. Require appropriate documentation to support that the physical inventory of fixed assets was
performed and verified by separate individuals.

CampusResponse

We concur. A “Fixed Assets Procedure” for the Corporation has been developed. Additionally, The
University Corporation has developed a “ Procedure for Management of Assets Purchased with Grant
& Contract Funds.” Implemented February 2004.

TRUSTS AND OTHER LIABILITIES

The Corporation’s administration and documentation of certain trust and endowment agreements was
insufficient.

Our review of seven trust and endowment agreements disclosed the following:

In one instance, atrust agreement was not signed by the account holder/donor.

Corporation trust agreement documentation did not consistently specify the source of the funds.
A negative agency account balance was not cleared in atimely manner.

In one instance, donor documentation establishing an endowment was not on file.

In two instances, the corpus value was not clearly substantiated by available documentation.

v v v Vv Vv

Probate Code 816000 indicates that upon acceptance of atrugt, the trustee has a duty to administer the
trust according to the trust instrument. A sufficiently documented trust arrangement is needed to
meet the intent of these regulations.

Title 5 842401 and 842402 indicate that the campus president shal 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates strong controls over trust accounts.

The Corporation executive director stated that the documentation issues were related to older
endowments and tat the files for more recently established endowments were more adequately
documented.

Insufficient administration and documentation of trust and endowment agreements increase the risk
that funds will be handled inappropriately and contrary to the expectations of the campus and donors.
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Recommendation 16

We recommend that the Corporation:

a. Ensurethat trust agreements are executed when necessary.

b. Consistently document the source of funds for trust agreements.

c. Perform regular reviews of accounts to control negative balances.

d. When known, re-create and document endowment requirements in instances where origina
documents are no longer available.

CampusResponse

We concur. The Corporation has developed and implemented an administrative procedure that
addresses items a-c above. The procedure establishes the processes for requesting an agency account
and for administration of the account. For the endowments where original documents were no longer
available and/or there was a lack of clarity on corpus value, a copy of the board minutes and awritten
summary establishing an understanding of the endowments have now been placed in the permanent
files. Implemented December 2, 2003.
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CALIFORNIA STATE UNIVERSITY, NORTHRIDGE, FOUNDATION

LEGAL AND REGULATORY COMPLIANCE

WRITTEN AGREEMENTS

The lease and operating agreement between the California State University, Northridge, Foundation
(Foundation) and the campus was not executed in atimely manner.

During our review, the Foundation was in the process of executing its agreement with the campus.

Title 5 842401 and 842402 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
alow 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 stated that the expired written agreements had not been
renewed on atimely basis due to staff turnover.

Failure to maintain current, written agreements increases the risk of misunderstandings and
miscommunication regarding rights and responsibilities.

Recommendation 17

We recommend that the Foundation execute its lease and operating agreement with the campusin a
timely manner.

CampusResponse
We concur. The current lease agreement and operating agreement are in effect until December 31,

2005. In order to facilitate timely renewal of these agreements, this topic was entered into the board
of directors' calendar for 2005.

RESERVES
The Foundation board had not adopted a written surplus funds/reserve policy.
Such apolicy should address or consider the following areas:

Minimum reserve requirements.

Theinclusion of reservesin the budget submitted to the campus president.

»

4

» Board review of reserve levels.

» Reserves for working capital and capital replacement.
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» The methodology used for the calculation of reserves.
Education Code §89904(b), §89904.5, and 889905 indicate that reserve planning is necessary.

The Foundation chief financial officer stated that staff turnover resulted in the failure to ensure that
the board adopted a reserve policy.

Insufficient reserve planning and analysis increase the auxiliary’ s risk to fund future needs.
Recommendation 18

We recommend that the Foundation board adopt a forma policy for the allocation of surplus
funds/reserves.

CampusResponse

We concur. A reserve policy has been prepared and will be submitted to the board for approval at the
June 2004 board meeting. Anticipated date of completion: June 30, 2004.

AUXILIARY PROGRAMS

The Foundation recorded revenue from certain gifts-in-kind without proper appraisal.

Our review disclosed that 13 of 16 gifts over $5,000 lacked evidence of required appraisals.

EO 676, Delegation of Gift Evaluation and Acceptance to Campuses, dated February 1, 1998, states
that al advancement programs and activities shall adhere to the Code of Ethics and Standards of
Practice set forth by the Council for Advancement and Support of Education (CASE). CASE requires
that gifts with fair market values of more than $5,000 should be counted at the values placed on them
by qualified independent appraisers.

The Foundation chief financial officer stated that independent appraisals had not been obtained due to
the expense associated with that service.

The lack of appropriate appraisal of gifts-in-kind increases the risk that revenues reported are
misstated.

Recommendation 19

We recommend that the Foundation ensure that gifts of real and personal property with fair market
vaues of more than $5,000 be counted at values placed on them by qualified independent appraisers.

CampusResponse

We concur. Our revised policy for acceptance of in-kind gifts will adhere to CASE guidelines and be
reiterated to staff. According to CASE, gifts of real and persona property with fair market values of
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more than $5,000 should be counted at values placed on them by qualified independent appraisers, as
required by the Internal Revenue Service (IRS) for valuing norcash charitable contributions.
Anticipated date of completion: March 31, 2004.

INVESTMENTS

The Foundation’s investment policy had not been amended to reflect a change in investment strategy .
Title 5 842401 and 842402 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 current investment policies be maintained and
that board minutes reflect its oversight of investments.

The Foundation chief financia officer stated that a draft policy was under review, but had not been
adopted by the board.

The lack of a current investment policy and evidence in meeting minutes of board oversight increases
the risk of insufficient management control over investments.

Recommendation 20

We recommend that the Foundation revise its investment policy and ensure its adoption by the board.
CampusResponse

We concur. The investment policy was being revised at the time of the audit. The board of directors

approved the revised investment policy at their December 2003 board meeting.

PURCHASING AND ACCOUNTS PAYABLE

SUPPORTING DOCUMENTATION

Certain Foundation cash disbursements were not supported by sufficient and appropriate
documentation and/or appropriate authorization.

Our review of 60 cash disbursements disclosed the following:

Process Controls

» In 11 instances, a facsimile or photocopied invoice was accepted for payment without
certification that records were checked to prevent duplicate payments.
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» In 22 instances, the written acceptance of goods or services was not on file.

» Infour instances, the clearing of advances was not documented, including the purchase of tickets
for an alumni function.

» In 13 ingtances, a specimen signature was not on file evidencing authority to approve
disbursements.

Processing Exceptions

» In 16 instances, the business purpose for cash disbursements was unclear. This included the
absence of reported attendees for two gifts that paid for the delivery of services and expected
donations from two fund-raisers financed by gifts.

Title 5 842401 and 842402 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
alow 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 chief financial officer stated that the lack of supporting documentation and
appropriate authorization was due to turnover resulting in alack of oversight.

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

Recommendation 21
We recommend that the Foundation:

a. Require certification that records were checked to prevent duplicate payment when facsimile or
photocopied invoices are accepted.

b. Require written evidence supporting the acceptance of goods or services.
c. Requirethat advances be cleared with adequate documentation.
d. Obtain an authorized approving signature on check requests.

e. Raeiterate to staff existing cash disbursements polices and procedures regarding sufficient and
appropriate supporting documentation and appropriate authorization.
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CampusResponse

We concur. The Foundation will modify its policies and procedures to strengthen controls over
disbursement of funds and will include the above recommendations. Anticipated date of completion:
March 31, 2004.

PROCUREMENT PROCESS

The Foundation had not fully developed complete policies and procedures regarding the procurement
process.

Specificaly, policies and procedures did not address:

Competitive bidding requirements.

Sole source purchases.

Use of purchase orders.

Permitted/prohibited purchases.

Dual signature authorizations of transactions.

v v v v Vv

Education Code 889900 and Title 5 842403 require that sufficient operating procedures be established
by the auxiliary to allow the campus president (or designee) to ascertain that all expenditures are in
accordance with policies of the CSU Trustees, including the propriety of al expenditures and
integrity of financia reporting.

Title 5 842401 and 842402 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 documentation of procurement
policies and procedures.

The Foundation chief financial officer stated that each account director is responsible to ensure the
account is managed in accordance with donor restrictions, with IRS guidelines, and with the
guidelines, palicies, and procedures of CSUN and the Foundation. She also stated that staff turnover
resulted in the failure to ensure sufficient documentation was obtained.

Failure to develop written policies and procedures weakens internal controls and increases the risk
that misunderstandings will occur.

Recommendation 22

We recommend that the Foundation develop complete procurement policies and procedures that
address the following:

a. Competitive bidding requirements.
b. Sole source purchases.
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c. Useof purchase orders.
d. Permitted/prohibited purchases.
e. Dual sgnature authorizations of transactions.

CampusResponse

We concur. Procurement policies and procedures will be revised and reiterated to staff to ensure that
cash disbursements are supported by sufficient documentation and appropriate authorization
including those roted in the recommendation above. Anticipated date of completion: March 31,
2004.

TRUSTS AND OTHER LIABILITIES
Certain areas of the Foundation’s management of endowment and restricted funds were deficient.
We found that the:

» Criteriafor account setup, such as donor documentation, acceptable purposes, and reconciliations
of endowment corpus values, had not been established.

» Compliance and monitoring procedures had not been devel oped.
» A regular process of evaluating inactive accounts had not been established.

Title 5 842401 and 842402 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates sufficient controls to ensure the appropriate
management of endowment and restricted funds.

The Foundation chief financial officer stated that the reporting and management of endowment and
restricted funds were deficient due to staffing limitations and attrition.

Insufficient controls over endowment and restricted funds increase the risk that the funds will be
handled inappropriately and contrary to the expectations of the campus and donors.

Recommendation 23

We recommend that the Foundation improve its controls over the management of endowment and
restricted funds by:

a. Esablishing criteria for account setup, such as donor documentation, acceptable purposes, and
reconciliations of endowment corpus values.
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b. Developing compliance and monitoring procedures.
c. Edablishing aregular process of evauating inactive accounts.

CampusResponse

We concur. The Foundation will develop policies and procedures to strengthen controls over the
management of endowment and restricted funds including those noted in the recommendation above.
Anticipated date of completion: March 31, 2004.
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NORTH CAMPUS — UNIVERSITY PARK DEVELOPMENT CORPORATION

LEGAL AND REGULATORY COMPLIANCE
The North Campus did not conduct board meetings as required.

Board meetings were scheduled quarterly, but were not conducted if the board’ s agenda did not
include action items.

Education Code 889903 states that each governing board shall, during each fiscal year, hold at least
one business meeting each quarter.

The North Campus executive director stated that he was unaware that the board had to hold quarterly
meetings and believed that only scheduling quarterly meetings was adequate.

When the board does not meet on a regular basis in accordance with Education Code requirements,
the board’ s fiduciary responsibility over the operations of the auxiliary organization may not be met.

Recommendation 24

We recommend that the North Campus take appropriate measures to ensure that the board meets at
least once each quarter.

CampusResponse

We concur. Quarterly meetings are scheduled and held quarterly.
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UNIVERSITY STUDENT UNION OF
CALIFORNIA STATE UNIVERSITY, NORTHRIDGE

LEGAL AND REGULATORY COMPLIANCE

AUXILIARY FUNCTIONS

The Union operated a summer day camp program, primarily offered to the general public, that was
not addressed within its operating agreement.

Title 5 842500(a) indicates various functions that may be performed by an auxiliary organization.
Title 5 842500(e) indicates that an auxiliary organization shall not engage in a function not listed in
subdivision (a) of this sction unless an appropriate amendment is made to subdivision (@) by the
Board of Trustees, adding said function to the list of approved functions of auxiliary organizations, or
unless such function is essentia to satisfy the corporation laws of the State of California

The Union executive director stated that the summer day camp program was considered to be a
commercia operation, and therefore believed it to be an authorized auxiliary function permitted by
Title 5.

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 25

We recommend that the Union perform only those functions approved within its operating agreement
and listed in Title 5 or obtain approval for variances from the Office of the Chancellor.

CampusResponse

We concur. The campus president, on behalf of the Union, will submit a request for variance from
the Office of the Chancdllor. It is expected that this will be submitted in April 2004.

LEASING OF FACILITIES

The Union subleased space to externa vendors and campus departments without the written consent
of the campus president as required by its operating agreement with the campus.

In certain instances, the campus vice president of business and administration signed the subleases,
however, aforma delegation from the campus president was not in place.

Title 5 842401 and 842402 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 organizationsis to provide fiscal procedures and management systems that

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49

Page 37



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

allow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates that contractual provisions be enforced.

The Union executive director stated her belief that the campus vice president of business and
administration was authorized to sign these agreements on behalf of the president of the university.

The lack of express authority for authorizing transactions increases the risk of misunderstandings and
may increase legal liability.

Recommendation 26

We recommend that the Union ensure that subleases of space are appropriately authorized by the
campus president or designee.

CampusResponse

We concur. All leases for 2004/05 have been approved and signed by the campus president’s
designes, i.e., the vice president for administration and finance. This procedure has been in effect
since September 2003.

RESERVES

Current reserve alocations were less than the minimum required by the Union’s reserve policy.

Education Code 8§89904(b), §89904.5, and 889905 indicate that adequate reserve planning is
necessary.

The Union executive director stated that management believed the annual board review and update of
the budgeted reserve alocations sufficiently constituted a change in the reserve allocation procedures.

Insufficient reserve planning and anaysis increase the auxiliary’ s risk to fund future needs.
Recommendation 27

We recommend that the Union update its reserve policy to reflect its current reserve alocation
methodol ogy.

CampusResponse

We concur. The updated reserve policy was approved by the Union’s board of directors on
October 13, 2003.
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RISK MANAGEMENT

The hold harmless provisions in severa agreements between the Union and third parties were not in
compliance with CSU policy.

We noted the following:

» The indemnification provision included in the Union summer day camp agreement did not
specificaly indemnify the Union, the campus, or CSU Trustees.

» Theindemnification provision in three vendor sublease agreements did not specificaly indemnify
the Union, the campus, or CSU Trustees.

EO 849, California Sate University Insurance Requirements, February 5, 2003, states that hold
harmless provisions should be modeled after agreements available at the CSU contract resource
library. The model auxiliary operating agreement states that auxiliary organizations shall agree to
indemnify, defend, and save harmless the State of California, the Trustees of the California State
University, the campus, and the officers, employees, volunteers, and agents of each of them from any
and al loss, damage, or liability that may be suffered or incurred by state, caused by, arriving out of,
or in any way connected with the operations of the auxiliary.

The Union executive director stated that the failure to include an appropriate hold harmless clause
within the summer day camp agreement was due to oversight. She further stated her belief that the
additional hold harmless provisions in question may have been included prior to current chancellor’s
office directives.

The absence of appropriate indemnification clauses in written agreements increases the risk of
misunderstandings and miscommunication regarding rights and responsibilities.

Recommendation 28

We recommend that the Union:

a. Amend the indemnification provision included in the Union summer day camp agreement to
specifically indemnify the Union, the campus, and the CSU Trustees.

b. Ensurethat all future agreements include indemnification clauses.

CampusResponse

We concur. The Union's summer day camp agreement has been revised to include appropriate
indemnification language as noted above. This revision occurred in August 2003 and will be
implemented in May 2004 for the upcoming summer camp season. Beginning April 2004, staff
members who are responsible for devel oping agreements will receive training and annual notification
regarding inclusion of indemnification clausesin al future agreements.
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SEGREGATION OF DUTIES

The Union did not appropriately segregate certain accounting functions for cash handling and
personnel and payroll.

Cash Handling
The cashiering supervisor performed the following functions:

Receipted cash.

Prepared and approved deposits.

Prepared cash receipts journal entries.

Performed the payroll bank account reconciliation.
Approved cash entries for posting to the general ledger.

v v v v Vv

The Union associate director of finance and business services stated that due to resource constraints,
it was difficult to fully segregate al accounting functions.

Personnel and Payroll

The payroll clerk performed the following functions:

Entered all new employees.

Updated employee records.

Entered and adjusted employee salaries.

Entered time and processed payroll in the payroll system.

Distributed payroll checks, viamail or pickup, to the cashier’s office.

v v vew

The Union associate director of finance and business services stated that management had previously
identified the need to segregate these functions and that the human resources clerk had been trained
on the system. However, she stated that the failure to formally segregate the functions was due to
staff oversight.

EO 698, Board of Trustees Policy for the California State University Auxiliary Organizations, dated
March 3, 1999, dtates that the review of auxiliary organizations will be used to determine appropriate
separation of duties, safeguarding of assets, and reliability and integrity of information.

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

Recommendation 29
We recommend that the Union properly segregate certain accounting functions for cash handling and

personnel and payroll or ingtitute mitigating procedures approved by the campus chief financia
officer.
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CampusResponse

We concur. The cashiering supervisor no longer receipts cash nor prepares deposits.  Another
employee who is not the cashier or the cashiering supervisor prepares the cash receipts journa

entries. The cashiering supervisor performs the payroll bank reconciliation and approves cash entries
for posting to the general ledger. Human resources staff now enters new employee updates, employee
records, and adjusts salaries. Payroll enters time and processes payroll. These procedures went into
effect in February 2004,

PETTY CASH AND CHANGE FUNDS
CHANGE FUND ADMINISTRATION
Certain controls over Union change funds were inadequate.
We found that:
» Daily/regular counts of the Union general change fund were not conducted.

» Independent, unannounced counts of the Union genera change fund and outlying funds were not
performed.

» A current record of al safe locations, individuas with knowledge of the safe combinations, and
dates the safe combinations were changed was not maintained.

» The cash office safe combination was not changed upon a recent empl oyee separation.

» Advances from the Union general change fund for disbursements in excess of the designated
amounts were not documented.

In addition, our test count of the Union general change fund resulted in unexplained variances.
Initially, the count resulted in a shortage of approximately $1,077. After further inquiry, other funds
were located by the Union reducing the shortage to approximately $577. Subsequently, Union staff
located $1,000, which was believed to be the missing funds, however, when these funds were taken
into consideration, a fund overage resulted.

Title 5 842401 and 842402 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 organizationsis 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 change funds.

The Union associate director of finance and business services stated that the lack of controls could be
partialy attributed to the recent turnover in the cashier position.
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Inadequate controls over change funds increase the risk of aloss or misappropriation of funds.
Recommendation 30
We recommend that the Union:

a. Independently re-count and determine the true balance of al cash on hand for the general change
fund.

b. Ensure that daily/regular counts of al change funds are conducted.
c. Peform independent, unannounced counts of change funds.

d. Mantan a current record of safe locations, individuals with safe access, and dates the safe
combinations were changed.

e. Ensure that safe combinations are promptly changed upon employee separation.

f. Ensure that the practice of issuing advances from change funds is discontinued, or develop
procedures to govern their use.

CampusResponse

We concur. Counts of the Union general change fund are now completed daily. An independent and
unannounced count of the Union general and petty cash funds was completed on February 9, 2004.
Unannounced counts will be scheduled on a periodic basis. A current record of al safe locations, safe
combinations, and dates the combinations have been changed has been completed. A log of advanced
funds is maintained, and custody receipts have been prepared for the custodians of the genera and
petty cash change funds. The safe combination log procedure and the change fund procedure were
implemented in February 2004. The practice of issuing advances from the genera fund has been
discontinued.

PETTY CASH
Certain controls over the Union petty cash fund were insufficient.
We found that:

» Petty cash vouchers exceeded the designated petty cash balance. Asof August 20, 2003, the total
amount of advanced funds was in excess of $4,000; the designated petty cash fund balance was
$2,000.

» Periodic reconciliations of the petty cash fund were not performed.

» A designated custodian had not been established for the petty cash fund, and therefore, a receipt
of custody was not on file for the advanced petty cash fund.
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» Reimbursements of the petty cash fund were made payable to the bank, rather than to the
designated custodian.

» The petty cash fund was not replenished on atimely basis. As of August 20, 2003, we noted
outstanding vouchers for disbursements issued in April and June of 2003.

» Petty cash advances were not cleared within 72 hours.
» A recipient approved his own petty cash advance.

» An employee wasissued two $100 petty cash advances on the same day for the same reason. The
maximum petty cash advance limit per Union policy is $100 per day.

» Two fund replenishment requests did not equal the total amount of vouchers submitted to support
the disbursement request.

Title 5 842401 and 842402 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 petty cash funds.

The Union associate director of finance and business services stated that the lack of controls over the
petty cash fund could partially be attributed to the recent turnover in the cashier position.

Inadequate controls over petty cash funds increase the risk of aloss or misappropriation of funds.

Recommendation 31

We recommend that the Union:

a. Determine if the amount of the existing petty cash fund is adequate to support Union operations
and take the appropriate measures o ensure that the designated petty cash fund balance is not
exceeded.

b. Perform periodic reconcilations of the petty cash fund.

c. Ensurethat custody for al petty cash fundsis clearly established.

d. Ensure that petty cash fund reimbursement checks are made payable to a designated custodian.

e. Ensure that the petty cash fund is replenished on a periodic basis or when the fund balance fals
below a designated threshold.

f. Ensurethat petty cash advances are cleared within 72 hours.
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0. Ensurethat petty cash advances are approved by the receipient’ s supervisor.
h. Ensure that advanced funds do not exceed the maximum amount permited per Union policy.

i. Ensure that petty cash fund replenishment requests equal the total amount of vouchers submitted
for disbursement.

CampusResponse

We concur. The amount of the petty cash fund is sufficient to support the Union’s operations. The
petty cash fund is reconciled daily. The checks are now made payable to the petty cash custodian
who goes to the bank for the biweekly replenishment. We ensure that petty cash advances are cleared
within three business days. Advanced funds do not exceed the approved Union policy amount. Petty
cash replenishment requests equd the total amount of vouchers submitted for reimbursement. The
Union has implemented a comprehensive petty cash policy that will be submitted to the Union’s
board of directors on April 12, 2004.

FEES, REVENUES, AND RECEIVABLES
ACCOUNTS RECEIVABLE
Certain controls over Union accounts receivable were insufficient.
We found that:

» The accounts receivable subsidiary ledger was not reconciled to the general ledger on a periodic
basis.

» Aged receivables greater than 120 days totaled $202,286, or 63%, of outstanding receivables.
» Documentation to substantiate collection on delinquent accounts was not consistently maintained.
» Approximately 50 customer accounts had credit balances.

» Existing accounts receivable procedures did not address the process for follow-up, collections,
and general account maintenance.

Title 5 842401 and 842402 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 organizationsis to provide fiscal procedures and management systems that
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates proper internal controls over accounts
receivable.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49

Page 44



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

The Union associate director of finance and business services stated that significant portions of the
outstanding receivables were due from meal plan customers. She further stated that the collection of
student meal plan receivables had been difficult due to the fact that the Union does not have the
ability to place holds on student accounts. Additionally, she stated that although the Union had made
significant improvement in the collection of delinquent receivables, additiona effort was warranted to
reduce the amount of outstanding receivables.

Insufficient controls over accounts receivable increase the risk of loss, errors, and irregularities.
Recommendation 32

We recommend that the Union:

a.  Reconcile the accounts receivable subsidiary ledger to the general ledger on a periodic basis.

b. Research the disposition of long-outstanding receivables and, if necessary, write off
uncollectible accounts.

c. Properly document follow-up and collection efforts on delinquent accounts.
d. Research the disposition of accounts with credit balances.

e. Document policies and procedures to address the process for follow-up, collections, and general
account maintenance.

CampusResponse

We concur. The accounts receivable subsidiary will be reconciled to the general ledger monthly.

We estimate that we will be able to complete the reconciliation through February 2004 by April 30,
2004. We have researched long-outstanding receivables and as a result have turned over $169,773 to
an outside agency for collection. PeopleSoft collection letters have been developed. We anticipate
the letters will be loaded into PeopleSoft and ready for use by May 31, 2004. We have commenced
our research into the disposition of accounts with credit balances. The Union has implemented a
collections and bad debt procedure which was effective in February 2004.

UNRELATED BUSINESS INCOME

The Union had not tracked unrelated business income (UBI) regarding summer camp and room
equipment, nor did the Union file an IRS Form 990T.

Internal Revenue Code (IRC) 8512 through 8514 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 IRS,
whether or not a tax liability is incurred. In addition, the organization’s tax-exempt status may be
jeopardized if too large a portion of its revenue is derived from UBI.
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Title 5 842401 and 842402 indicate that the campus president shal 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 to track and
account for UBI.

The Union associate director of finance and business services stated that the externa auditors
reviewed the potential for UBI tax liability during their year-end review, and therefore, she had not
implemented a process to internally track this type of income and related expenditures.

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

Recommendation 33

We recommend that the Union track UBI regarding summer camp and room equipment, and file
federal income tax returns as appropriate.

CampusResponse

We concur. The Union prepared a written UBI procedure in March 2004. Full implementation will
occur at fiscal year end.

REVENUE RECONCILIATION
Revenues received by the Union summer day camp were not reconciled to enrollment records.

Title 5 842401 and 842402 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 reconciliation between revenue callections and
enrollment.

The Union associate director of finance and business services stated that the externa auditors
routinely performed a review of summer day camp revenues as part of their year-end review and
therefore believed it was unnecessary to perform reconciliations internally.

Failure to reconcile revenues increases the risk that errors or misappropriation of funds would not be
detected.

Recommendation 34

We recommend that the Union ensure that reconciliations of summer day camp revenues to
enrollment records are performed regularly and timely.
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CampusResponse

We concur. The Union has written a procedure which will be implemented for the upcoming 2004
summer day camp session (i.e., June 2004).

PURCHASING AND ACCOUNTS PAYABLE

SUPPORTING DOCUMENTATION

Certain Union cash disbursements were not supported by sufficient and appropriate documentation
and/or appropriate authorization.

Our review of 65 disbursements disclosed the following:

Process Controls

»

Procedures did not address the use of persona credit card reimbursements. In one instance,
receipts were not compiled to support reimbursements based upon credit card payments.

Procedures to verify the authenticity of faxed or photocopied supporting documentation had not
been developed. In 13 instances, a facsimile or photocopied invoice was accepted for payment
without certification that records were checked to prevent duplicate payment.

The accounts payable clerk was not required to cancel origina invoices and receipts after
payment. In three instances, origina vendor invoices and receipts were not marked paid or
otherwise cancelled after payment by the Union.

In two instances, one-up authorization for the executive director’s disbursements had not been
obtained.

Processing Exceptions

»

»

In four instances, documentation to support a disbursement was not on file.

In seven instances, documentation to support proof of receipt of goods or services was not
submitted.

In six instances, invoices were not paid in a timely manner.
In two instances, the business purpose of the expenditure was not documented.

In one instance, a contract supporting a payment was not submitted. Instead, the job proposal
was used to support the disbursement.
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» Inoneinstance, only two pages of a 66-page cell phone statement were submitted as support for
the expenditure.

» In nine instances, authorizations were not obtained in accordance with the Union’s signature
authorization policy.

Title 5 842401 and 842402 indicate that the campus president shal 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 Union associate director of finance and business services stated that it is the practice of the Union
to disburse funds only if adequate documentation exists to support the disbursement, and that every
attempt is made to adhere to this practice.

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

Recommendation 35
We recommend that the Union:

Establish procedures that address the use of personal credit cards.

Establish procedures to verify the authenticity of faxed or photocopied supporting documentation.
Establish procedures to cancel original invoices and receipts after payment.

Require that one-up authorization for the executive director’ s disbursements be obtained.
Reiterate to staff existing cash disbursements policies and procedures regarding sufficient and
appropriate supporting documentation and appropriate authorization.

®ap oW

CampusResponse

We concur. A policy has been prepared to address the use of persona credit cards. This will be
submitted to the board of directors on April 12, 2004. We have established procedures to verify the
authenticity of faxed or photocopied documentation — “a certification of invoice is to be used as the
origina sticker.” Original vouchers are cancelled by means of a paid stamp, and the check number is
written on the voucher. These procedures were implemented effective December 2003. The
executive director’'s disbursements are approved by her immediate supervisor as noted in the
signature authorization policy, which was approved by the board of directors on December 12, 2003.
Cash disbursement policies and procedures regarding sufficient supporting documentation are
reviewed with Union staff on an annual basis.

Auxiliary Organizationsg/Cdifornia State University, Northridge/Report No. 03-49

Page 48



OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

BANK RECONCILIATIONS
The Union could not provide certain bank reconciliations for review.

We found that the April, May, and June 2003 reconciliations had not been completed. May and June
partia reconciliations disclosed unreconcilable differences of approximately $27,000 and $32,000,
respectively.

Title 5 842401 and 842402 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 maintaining a complete and timely bank
reconciliation process.

The Union associate director of finance and business services stated that the failure to perform
completed bank reconciliations in atimely manner was due to system implementation delays.

Failure to complete bank reconciliations in a timely manner increases the risk that errors and
irregularities will not be detected.

Recommendation 36
We recommend that the Union ensure that:

a. Bank reconciliations are prepared and reviewed in atimely manner.
b. Unreconcilable differences and adjusting items are properly identified and cleared in a timely
manner.

CampusResponse

We concur. The payroll bank reconciliation has been completed through January 2004. The
operating account bank reconciliation through February 2004 will be completed by March 31, 2004.

PROCUREMENT PROCESS

The Union did not utilize competitive bidding practices for certain procurement and contracting
arrangements.

Title 5 842401 and 842402 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates compliance with internal policies governing the
practice of utilizing competitive bidding for purchases or contracts over a certain dollar threshold.
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The Union associate director of finance and business services stated that the failure to use competitive
bidding practices was due to oversight.

Failure to utilize competitive bidding practices increases the risk of errors, irregularities, and
misappropriation.

Recommendation 37

We recommend that the Union utilize competitive bidding practices for procurement and contracting
arrangements.

CampusResponse

We concur. The Union’'s purchasing policy has been revised and will be submitted to the Union’s
board of directors on April 12, 2004. Periodic audits will then be performed by the accounting
manager to ensure that competitive bidding practices are being followed.

PERSONNEL AND PAYROLL
Controls relating to the Union’s employee separation process were insufficient.
We noted the following:

» Separated employees are not removed from the payroll system, or marked as inactive, on atimely
basis.

» Employee personnd action forms (which must be completed upon employee separation) did not
address the return of loaned assets, keys, clearance of outstanding advances, or termination of
information systems access.

Title 5 842401 and 842402 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates that adequate employee separation procedures
be maintained.

The Union associate director of finance and business administration stated that the failure to remove
certain employees from the payroll system was due to oversight. The Union executive director stated
that athough the employee separation process was not formally documented, each manager was
responsible for ensuring that clearance procedures were performed.

Failure to document and complete employee clearance forms and remove or inactivate separated
employees from the payroll system increases the risk of 10ss, errors, and misappropriation.
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Recommendation 38

We recommend that the Union strengthen procedures to ensure that:

a

Separated employees are removed from the payroll system, or marked as inactive, on atimely
basis.

Appropriate documention exists to ensure that standard clearance procedures are performed for
all separating employees.

CampusResponse

We concur.

a

b.

Effective March 1, 2004, we implemented a quarterly query review procedure for the payroll
system that searches for active employees who have had no payroll activity for 90 days.

Supervisors of employees with no activity for 90 days will be requested to fill out a Personnel
Action Form requesting payroll to terminate the employee in the payroll system.

Employee separation procedures were implemented by the Union effective January 30, 2004.

FIXED ASSETS

Certain controls over Union fixed assets were inadequate.

We noted the following:

»

»

Detailed policies and procedures had not been developed regarding the acquisition, transfer, and
disposal of fixed assets.

Fixed assets were not tagged on a consistent basis.

Documentation could not be provided to substantiate that a complete inventory of fixed assets had
been conducted.

Documentation could not be provided to evidence that an appropriate reconciliation of fixed
assets had been performed.

The Union had not implemented procedures to track and control CSU Group |1 assets.

Title 5 842401 and 842402 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 organizationsis 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.
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The Union associate director of finance and business services stated that the Union had not completed
its process of documenting and improving controls.

Inadequate controls over fixed assets increase the risk that property may be lost or stolen.
Recommendation 39
We recommend that the Union:

a. Develop detailed written policies and procedures regarding the acquisition, transfer, and disposal
of fixed assets.

b. Ensure that fixed assets are consistently tagged and recorded on the property listings.
c. Conduct and document physical inventories of fixed assets.
d. Perform periodic, written reconciliations of fixed asset records.

e. Develop and implement written policies and procedures to identify and control CSU Group |1
assets.

CampusResponse

We concur. A fixed asset policy and procedure has been implemented regarding acquisition, transfer,
and disposal of fixed assets and will be submitted to the board of directors on April 12, 2004. We
will conduct, before the end of the fiscal year, a complete physical inventory of fixed assets so that
the fixed asset subsidiary can be reconciled to the genera ledger. A policy for Group Il equipment
was in place effective July 1, 2003, and an inventory was conducted in January 2004.

INFORMATION TECHNOLOGY

Password security procedures did not provide effective control over Union computer accounts to
ensure individual accountability and confidentiality.

We found that:

» Passwords were not changed in a manner that would support individual confidentiaity and
accountability.

» The password expiration interval was not set to a level that supported effective password
confidentiaity.

EO 698, Board of Trustees Policy for the California State University 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.
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The Union technology support services manager stated that the process for assigning passwords had
been in place for several years and had been considered adequate.

Unrestricted access to computer systems increases the risk of unauthorized and inappropriate acts.
Recommendation 40
We recommend that the Union:

a. Ensurethat passwords are changed in a manner that would support individual confidentiality and
accountability.

b. Change the password expiration interval to enforce password changes at least every 90 days.
CampusResponse
We concur. The Union revised its procedure effective August 31, 2003, so that individuas are

responsible for choosing their own aphanumeric password. In October 2003, the Union implemented
a password change process and procedure that occurs every 90 days.
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ASSOCIATED STUDENTS
CALIFORNIA STATE UNIVERSITY, NORTHRIDGE, INC.

LEGAL AND REGULATORY COMPLIANCE

GROUND LEASE

The AS had not executed a ground lease agreement with the campus for the use of state land by the
children’s center.

Title 5 842401 and 842402 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 organizationsis 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 written agreements.

Education Code §89046 requires reimbursement to the campus for leased space. Further, the CSU
Policy Manual for Contracting and Procurement prescribes the components of a facility lease
between the Trustees and a support services organization.

The AS genera manager and the campus university controller stated that the failure to execute a
written ground lease agreement between the AS and the campus for the children’s center was dueto
oversight.

Failure to execute written lease agreements increases the auxiliary’s and campus exposure to
potentid liability.

Recommendation 41

We recommend that the ground |ease agreement between the AS and the campus for the use of state
land by the children’s center be executed.

CampusResponse

We concur. Associated Students has submitted an agreement to the campus and anticipates
execution of the lease by March 31, 2004.

RESERVES
The AS had not established an adequate written surplus funds/reserve policy.
Such a policy should address or consider the following areas:

»  Minimum reserve requirements.
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» Theinclusion of reservesin the budget submitted to the campus president.
» Board review of reserve levels.

» Reservesfor working capital and capital replacement.

» The methodology used for the calculation of reserves.

Education Code 889904(b), 889904.5, and 889905 indicate that reserve planning is necessary.

The AS genera manager stated that the AS had not completed its process of updating its reserves
policy.

Insufficient reserve planning and analysis increase the auxiliary's risk to fund future needs.
Recommendation 42

We recommend that the AS coordinate with the campus to establish a detailed policy for the
alocation of surplus funds/reserves.

CampusResponse

We concur. A detailed plan for the allocation of surplus funds/reserves was approved by the AS
board of directorsin October of 2003.

CASH RECEIPTS AND HANDLING

Employees were used to transport deposits from outlying areas to the AS accounting office without
adequate security escort as required by AS policy.

Title 5 842401 and 842402 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 organizationsis 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 cash receipts
processing.

The AS general manager stated that the lack of appropriate security for the transportation of deposits
was due to oversight.

Inadequate controls over cash receipts increase the risk of loss or misappropriation of funds.
Recommendation 43

We recommend that the AS ensure that employees transporting deposits from outlying areas are
accompanied by an adequate security escort.
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CampusResponse
We concur. In order to ensure that transport of deposits will occur with security escort, AS expanded
its contract with an armored vehicle provider to include the outlying areas. This procedure was
implemented on February 1, 2004.

FIXED ASSETS
Certain controls over AS fixed assets were inadequate.

Based on our review of 20 items tested, we noted the following:

Processing Controls

» Portable equipment, such as persona digital assistants and laptop computers, had been provided
to employees without written agreements to support the arrangement.

Processing Exceptions

» Of the selected fixed assets, 11 items could not be located. These items included three desktops,
three laptops, two monitors, one camcorder, one printer, and one digital camera.

» Supporting documentation evidencing appropriate approval for the disposal of fixed assets was
not maintai ned.

» Fourteen fixed assets were found untagged at the AS children’s center. These additional items
included six desktops, four monitors, one laptop, and three printers. Six of these items werein
the process of being added to the fixed assets database.

Title 5 842401 and 842402 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 organizationsis 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 AS general manager stated his belief that maintaining written agreements supporting the transfer
of portable equipment to employees was not done due to the low number of items checked out. The
director of accounting and financia services stated that the AS had not completed its implementation
of fixed asset controls.

Inadequate controls over fixed assets increase the risk that property may be lost or stolen.
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Recommendation 44
We recommend that the AS:

a. Deveop aprocedure to appropriately control the transfer of portable equipment, such as personal
digital assistants and laptop computers, to employees.

b. Reiterate to staff existing policies and procedures regarding sufficient and appropriate control of
fixed assets.

CampusResponse
We concur.

a. Effective January 2004, AS required use of three forms that enhance controls over assets. a
checkout form for use of assets while away from the workplace, a revised separation and
clearance form, and a disposition of assets form.

b. A January 2004 memorandum to all AS staff reiterated existing policies and procedures regarding
sufficient and appropriate control of fixed assets and supplies.

AUXILIARY PROGRAMS
TICKET OFFICE - OPERATIONS
Certain policies and procedures at the AS ticket office operations were inadequate.
We found that the AS did not:

» Perform timely counts of the ticket office change funds.
» Complete independent counts of ticket inventories.
» Update ticket office policy regarding increases to change funds.

Title 5 842401 and 842402 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 policies and procedures over ticket
office operations.

The AS director of accounting and financia services stated that only annual inventories of the change
fund and ticket inventory were performed due to the lack of staff to complete monthly counts.
Additionally, she further stated that the amount of the change fund was recently increased and time
constraints prevented the updating of policies and procedures.
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Inadequate controls over ticket office change funds and ticket inventory increase the risk of loss or
misappropriation.

Recommendation 45

We recommend that the AS develop and implement policies and procedures to ensure that:

a. Counts of the ticket office change funds are performed timely.
b. Independent counts of ticket inventories are compl eted.
c. Theticket office policy regarding increases to change funds is updated.

CampusResponse

We concur. The change fund policy and procedures was updated in January 2004. Procedures and
pertinent policy have been implemented to ensure that change fund counts are performed in atimely
manner and that independent ticket inventory counts are completed.

TICKET OFFICE - SAFE ACCESS

The AS ticket office did not maintain a current record of individuals with knowledge of safe
combinations and dates the safe combinations were changed.

Title 5 842401 and 842402 indicate that the campus president shal 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
alow effective coordination of the auxiliary activities with the campus in accordance with sound
business practices. Sound business practice mandates that safe access be restricted and that frequent
changes to safe combinations be performed and logged.

The AS director of accounting and financial services stated that confusion existed between the ticket
and the accounting offices as to responsibility for maintaining the safe log.

Failure to appropriately limit safe access and frequently change safe combinations increases the risk
of errors, irregularities, and misappropriation of funds.

Recommendation 46

We recommend that the AS ticket office maintain a current record of individuals with knowledge of
safe combinations and the dates the safe combinations were changed.

CampusResponse

We concur. Since December 2003, the ticket office has maintained a log with the dates the
combinations were changed, and the names of the individuals with knowledge thereof.
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PERSONNEL CONTACTED

Name

CAMPUS
Jolene Koester
Clarence Askew
Robert Barker
Charissa Castro
Judy C. Knudson
Patricia Linn
Howard L utwak
Mohammad Qayoumi
Ali Sadri
William Watkins
Bruce Weinstein

Title

President

Materials Manager, Physical Plant Management
University Controller

Foundation Accounting Technician

Vice President, University Advancement
Director, Advancement Administrative Services
University Internal Auditor

Vice President, Administration and Finance
Manager, Advancement Resources

Vice President, Student Affairs

Assistant Director, Physical Plant Management

THE UNIVERSITY CORPORATION

Judy Berger

Eva Coreas
Elizabeth Corrigan
Judy Dickinson
Rick Evans

John S. Griffin
Elizabeth Kioussis
Thomas McCarron
Andy Mehabrian
Dave Nirenberg
Elizabeth Soto
Jane Spaw-Delorenzis
Joann Spruill
Arlette Tillett

Liz Zambrano

Sponsored Projects Fiscal Coordinator
Foodservice Supervisor

Executive Chef

Accounting Technician
Administrative Services Manager
Chief Financia Officer
Executive Assistant

Executive Director

Sponsored Projects Fiscal Analyst
Director, Commercia Services
Controller

Director, Contracts and Licensing
Payroll/Benefits

Financial Analyst

Cashroom Assistant

CALIFORNIA STATE UNIVERSITY, FOUNDATION, NORTHRIDGE

Judy C. Knudson
Patricia Linn

President
Chief Financia Officer

NORTH CAMPUS — UNIVERSITY PARK DEVELOPMENT CORPORATION

Rick Evans

John Griffin

Thomas McCarron
Elizabeth Soto

Jane Spaw-Delorenzis

Administrative Services Manager
Chief Financial Officer
Executive Director

Controller

Director, Contracts and Licensing
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UNIVERSITY STUDENT UNION OF
CALIFORNIA STATE UNIVERSITY, NORTHRIDGE

Cory Ash Accounting Coordinator

Jessica Awang Accounting Coordinator

Arna Fulcher Associate Director, Finance and Business Services
Alexander Gonzales Technology Support Services Manager
Doris Kargari Human Resources Assistant

Jeremy Hamlett Commercia Services Manager
DebraHammond Executive Director

Raymond Juarez Satellite Operations Manager

Sharon Kinard Executive Assistant

Travon Meeks Accounting Coordinator

CeciliaOrtiz Meeting Services Manager

Gurjit Wdlia Payroll Technician

ASSOCIATED STUDENTS CALIFORNIA STATE UNIVERSITY, NORTHRIDGE, INC.
Kameron Brown Student Aid

Danisha Coley Office Clerk

David Crandall Genera Manager

Ken Etter Director, Campus Ticketing

Jackie Forsythe Payroll Technician

Joyce Gerrity Assistant to General Manager

Diane Katayama Director, Accounting and Financial Services
Nancy Lackey Family Childcare Network Coordinator
Brenda Lacy Government Secretary

Y vonne Monreal Accounting Technician

Trent Morgan Recreation Sports Director

Robert Pir Student Aid

Roy Pirchiro Assistant Director, Accounting and Financial Services
Arlene Rhine Director, AS Children’s Center

Robert Richards Accounting Technician

LeanneVincent Activities Coordinator
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STATEMENT OF INTERNAL CONTROLS

A. INTRODUCTION

Internal accounting and related operational controls established by the state of Caifornia, the CSU Board
of Trustees, and the Office of the Chancellor are evaluated by the university auditor, in compliance with
professiona 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 controal, in the broad sense, includes controls which may be characterized as either accounting or
operational as follows:

1. Interna 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 rdiability 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. Operationa Controls

Operational controls comprise the plan of organization and al methods and procedures that are
concerned mainly with operationa efficiency and adherence to managerial policies and usualy 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 1oss 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 kenefits derived and aso recognizes that the evaluation of
these factors necessarily requires estimates and judgment by management.
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INTERNAL CONTROL SYSTEMS LIMITATIONS

There are inherent limitations that should be recognized in considering the potentia 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 persona factors. Control procedures whose effectiveness depends upon
segregation of duties can be circumvented by colluson. Similarly, control procedures can be
circumvented intentionally by management with respect to the executing and recording of
transactions. Moreover, projection of any evauation of internal accounting and operationa control to
future periods is subject to the risk that the procedures may become inadequate because of changesin
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.



