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THE CALIFORNIA STATE
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DATE: May 16, 2005 VERSITY
TO: Larry Mandel, University Auditor
The California State University
FROM: Richard P"V)fés
President

California e University Foundation

SUBJECT: Campus Responses to Recommendations of Audit Report No. 04-52
Auxiliary Organizations at the Office of the Chancellor

Attached for your consideration and acceptance are campus responses to the
recommendations of the Office of the University Auditor’s review of Auxiliary
Organizations.

Please contact me at (562) 951-4600 or rwest@calstate.edu if you have any questions.

C: Charles B. Reed, Chancellor
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AUXILIARY ORGANIZATIONS

OFFICE OF THE CHANCELLOR
THE CALIFORNIA STATE UNIVERSITY

Report Number 04-52
April 25, 2005
CHANCELLOR’S OFFICE
MANAGEMENT OVERSIGHT AND CONTROL
Recommendation 1

We recommend that the CO continue to review other accounting applications that better
match the sophistication and size of both auxiliary’s operations.

Management Response

We concur. The California State University Foundation purchased and implemented Quick
Books Premier Nonprofit Edition 2005 as of April 30, 2005. The software matches the size
and sophistication of current operations.
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CALIFORNIA STATE UNIVERSITY FOUNDATION
FISCAL COMPLIANCE
RESERVES

Recommendation 2

We recommend that the Foundation ensure that reserves for working capital or operating
purposes are sufficiently maintained in accordance with its policy.

Management Response

We concur. The Finance and Investment Committee of the Board of Governors evaluated
reserve requirement at their meeting of November 9, 2004, and agreed that the unrestricted
funds on balance were sufficient to meet working capital and operational needs. A more

specific reserve policy will be presented for approval at the Board of Governors Meeting on
June 10, 2005.

COST REIMBURSEMENT
Recommendation 3
We recommend that the Foundation coordinate with the executive vice chancellor/chief

financial officer to further document the methodology for cost reimbursement under its
memorandum of understanding for accounting and administrative services.

Management Response

We concur. Executive Vice Chancellor/Chief Financial Officer and the Associate Vice
Chancellor for Financial Services approved a memorandum outlining considerations for cost
reimbursement on April 15, 2005. This method of reconciling cost reimbursement will be
conducted annually.

OPERATIONAL COMPLIANCE
Recommendation 4
We recommend that the Foundation further develop its conflict-of-interest policies and

procedures to address the management action required when violations of conflict-of-interest
policy are discovered.
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Management Response
We concur. The Board of Governors at their meeting on November 9, 2004, adopted a Code
of Ethics to address the management action required when potential conflict of interest
violations are discovered.

INVESTMENTS
CASH MANAGEMENT
Recommendation 5

We recommend that the Foundation:

a. Implement cash management policies and procedures to ensure appropriate distribution
of investment income.

b. Take appropriate measures to correct the negative balance and, to the extent reasonable,
determine the cause for the negative balance.

Management Response

We concur. Appropriate policies and procedures have been implemented to ensure the
appropriate distribution of investment income. New mechanisms in regards to cash
management were implemented to appropriately balance cash and investment accounting.
The negative cash balance has been reconciled as of November 30, 2004.

POLICIES AND PROCEDURES

Recommendation 6

We recommend that the Foundation fully document its investment and endowment policies
to further define spending criteria and methodology for distribution/allocation of

earnings/losses.

Management Response

We concur. The Board of Governors adopted amendments to the Investment Policy and
approved the spending allocations for 2005 — 2006 at its meeting on November 9, 2004. The
Finance and Investment Committee will continue to review on an annual basis the investment
policy to ensure the guidelines are appropriate.
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PURCHASING AND ACCOUNTS PAYABLE

Recommendation 7

We recommend that the Foundation reiterate to staff existing cash disbursement policies and
procedures regarding sufficient and appropriate supporting documentation and authorization.

Management Response

We concur. The Foundation will distribute an updated Policy and Procedures Manual to all
project managers by September 1, 2005.

TRUSTS AND OTHER LIABILITIES
Recommendation 8

We recommend that the Foundation ensure that campus project account agreements are
maintained and updated to reflect current activity.

Management Response

We concur. Campus project account agreements will be updated by September 1, 2005.
Agreements will be reviewed annually to ensure that the agreements reflect current activity.
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CALIFORNIA STATE UNIVERSITY INSTITUTE
FISCAL COMPLIANCE
RESERVES

Recommendation 9

We recommend that the Institute evaluate the adequacy of reserves in accordance with its
board-approved reserve policy and CSU guidelines.

Management Response

We concur. All operational staff have reviewed the board-approved reserve policy and the
unrestricted balance on hand is in compliance with the policy.

BUDGET

Recommendation 10

We recommend that the Institute take appropriate measures to ensure that annual budgets are
submitted to, and approved by, the chancellor in a timely manner.

Management Response

We concur. The board, at their May 25, 2005 meeting, reviewed and approved the 2005/06
budget.

OPERATIONAL COMPLIANCE
Recommendation 11

We recommend that the Institute develop conflict-of-interest policies and procedures to
address, among other things:

a. Filing of annual statements by the board and management personnel.

b. Determination of whether a conflict of interest exists.

c. Actions required in association with a conflict.

d. Actions required when violations of conflict-of-interest policy are discovered.

Management Response

We concur. The board, at their May 25, 2005 meeting, adopted a conflict-of-interest policy.








