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INTRODUCTION

PURPOSE

Our overall audit objective was to ascertain the effectiveness of existing policies and procedures related to
the administration of development activity and to determine the adequacy of controls over the related
processes to ensure compliance with relevant governmental regulations, Trustee policy, Office of the
Chancellor directives, and campus procedures.

Within the overall audit objective, specific goals included determining whether:

»

Administration and management of development activity provide an effective internal control
environment; adequate development administrative plans, policies, and procedures; and monitoring of
goal attainment.

Cash and noncash gifts are adequately controlled, sufficiently safeguarded, and properly accounted
for and noncash gifts are properly valued.

Donations are properly processed and acknowledged and the donor administrative system is
reconciled to campus/foundation accounting records.

Donor pledges are adequately controlled, properly reported, followed up, and written off when
deemed uncollectible.

Expenditures are reasonable, adequately supported, and properly authorized and comply with
university policies and donor intentions.

Reportable charitable contribution information is complete, accurate, and supportable.

Donor files and automated donor system information assets are adequately safeguarded and
reasonably secure.

Development activities comply with relevant gift tax reporting requirements, federal and state
regulations, and Trustee and California State University (CSU) policy, including the CSU Gifts of
Software Policy and Procedure.

SCOPE AND METHODOLOGY

This review emphasized, but was not limited to, compliance with state and federal laws, Board of Trustee
policies, and Office of the Chancellor and campus policies, letters, and directives. The audit review
period was July 2000 to date. At Sonoma State University, advancement has overall responsibility for
development activity.
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INTRODUCTION

Our primary focus involved the internal administrative, compliance, and operational controls over the
management of the campus fundraising function. Specifically, we reviewed and tested:

Administrative plans, policies, procedures, and monitoring tools.

Procedures for controlling, processing, and safeguarding cash and noncash contributions.

Donation solicitation and acknowledgement practices.

Valuation of nonmonetary and marketable securities donations.

Gift recording and reconciliation between development and campus/foundation accounting records.
Procedures for controlling, authorizing, and processing expenditures of donated funds.

Preparation of reports on development activity.

Data security, disaster recovery, and backup procedures.

v v vV vV v v v Vv

BACKGROUND

As a result of a systemwide risk assessment conducted by the Office of the University Auditor during the
last quarter of 1999, the Board of Trustees, at its January 2001 meeting, directed that Development be
reviewed.

The proposed scope of the audit as presented in Attachment B, Agenda Item 2 of the January 23-24, 2001,
meeting of the Committee on Audit, stated that Development includes university advancement and
fundraising. Potential impacts include inadequate nonstate funding; acceptance of gifts that are
inconsistent with public policy; erroneous valuation of nonmonetary gifts; noncompliance with Internal
Revenue Service regulations; use of funds that conflict with donor intentions or are potential violations of
trust arrangements; and inaccurate reporting of donations and development activity. Development was
previously audited in 1995.

Advancement is defined in Educational Fund Raising — Principles and Practices as ... all activities and
programs undertaken by an institution to develop understanding and support from all its constituencies in
order to achieve its goals in securing such resources as students, faculty, and dollars. These activities and
programs include alumni affairs, internal/external communications, government and public relations,
enrollment management, and fund raising. This last activity, i.e., fund raising, also known as
Development, is an important component of institutional advancement and is the focus of the subject
audit.”

Development is defined as a sophisticated process, which includes a number of stages and operational
steps. In very broad terms, the process begins with the institution’s academic plan from which specific
financial needs and fundraising goals are derived. The next stage includes the identification of gift-giving
prospects and the development of programs to cultivate prospect interest in the institution and its needs.
Once these initial steps are completed, the institution can begin thinking about fundraising and
stewardship, which is the process of carrying out the purposes of the gift and maintaining an effective
communication link with the donor.

In recent years, it has become apparent to the CSU Board of Trustees, the chancellor’s office, and campus
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INTRODUCTION

executives that to meet the CSU goals of access to higher education, enhanced educational quality,
financial stability, and university accountability, there was an ever-increasing need to supplement state
support by growing and strengthening the university advancement function at all 23 campuses. To meet
these goals, the Board of Trustees challenged the university presidents to generate external support
funding that equaled or exceeded 10 percent of the prior year’s net General Fund budget. The total CSU
General Fund budget for fiscal year 1998/1999 was $1,961,297,342. For fiscal year 1999/2000, 18 of the
23 campuses met or exceeded the 10-percent goal by generating $304,746,126 in voluntary support (gifts
from corporations, foundations, alumni, parents, and others) and special revenue (sponsorships,
endowment income, and other income). For this same period, Sonoma State University generated
$17,398,819 in external support, equaling approximately 38 percent of their 1998/1999 net General Fund
budget of $45,516,333.

OPINION

We visited the Sonoma State University campus from October 29, 2001, through December 12, 2001, and
audited the procedures in effect at that time.

In our opinion, the administration and management of development activities were adequate to ensure a
viable fundraising function. However, our review disclosed certain conditions that could result in errors
and irregularities if not corrected. Specifically, critical policies and procedures were not written; and
adequate controls were not maintained over donor system reconciliation, cash and noncash donation
processing, and pledge controls. For the most part, university advancement was in compliance with
federal and state regulations in addition to chancellor’s office and local directives. Areas in need of
improvement are referenced in the executive summary.
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INTRODUCTION

EXECUTIVE SUMMARY

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

CASH AND NONCASH GIFT ADMINISTRATION AND CONTROL [6]

POLICIES AND PROCEDURES [6]

Policies and procedures that impact the administration and control environment for development were
not well documented. Approved and effectively communicated procedural or operational policies and
procedures reduce the risk that employees will perform unauthorized tasks or allocate time to risks
that are minimal or nonexistent.

DONOR SYSTEM RECONCILIATIONS [7]

Reconciliations between computerized donor records maintained by development and the Sonoma
State University Academic Foundation (Foundation) accounting system were not prepared on a
monthly basis. Properly completing reconciliations of donor and accounting records decreases the
risk of reporting errors and/or misappropriation of funds.

DONATION PROCESSING [8]

Donation processing was not aligned with Council for Advancement and Support of Education
(CASE) management reporting standards and Internal Revenue Service (IRS) regulations. Processing
that is aligned with CASE management reporting standards and IRS regulations decreases the risk of
incorrect reporting to the chancellor’s office and disallowance of a tax deduction for the donor.

PLEDGE SUPPORT [10]

Pledges were not consistently supported by pledge commitments and a specific payment schedule.
Adequate pledge support decreases the risk of questions concerning the existence and accuracy of
reported pledge amounts.

Development/Sonoma State University/Report No. 01-32

Page 4
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REPORTING, RECORD KEEPING, AND INVENTORY CONTROL [11]
REPORTING [11]

The campus did not report the discounted present value of two charitable remainder trusts.
Compliance with CASE management reporting standards decreases the risk of inaccurate reporting
and facilitates comparison of external funding achievement among California State University (CSU)
campuses.

INVENTORY [11]

Gift-in-kind (G-I-K) acceptance forms were not always properly completed and forwarded to fixed
assets for accountability/tagging. Adequate controls over G-I-K inventory decrease the risk of
misplaced and misappropriated donations and the misstatement of accounting and donation records.

AUTHORIZATION ACCESS [12]

An authorization access clearance form was not used to establish/grant access to the donor system.
Adequate controls over system access decrease the risk of unauthorized access to, and loss of, donor
information.
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OBSERVATIONS, RECOMMENDATIONS,
AND CAMPUS RESPONSES

CASH AND NONCASH GIFT ADMINISTRATION AND CONTROL

POLICIES AND PROCEDURES

Policies and procedures that impact the administration and control environment for development were
not well documented.

We noted that written policies did not exist for:

Real estate gift processing.

Pledge processing.

Processing of payroll contributions.
Processing of matching gifts.
Processing of credit card charges.
Planned giving.

Endowments.

Fundraising planning.

v v vV vV vV v v Vv

State Administrative Manual (SAM) §20050 states that one symptom of a deficient internal control
system is policy and procedural or operational manuals that are either not currently maintained or are
nonexistent.

The vice president for development stated that undocumented policies exist for each of the identified
areas.

The absence of approved, documented, and effectively communicated procedural or operational
policies and procedures could result in employees performing unauthorized and unnecessary tasks
and allocating time to risks that are minimal or nonexistent.

Recommendation 1

We recommend that the campus develop and finalize a written policies and procedures manual and
distribute the manual to all affected employees.

Campus Response

The development office will develop and finalize a policies and procedures manual and distribute the
manual to all affected employees by September 30, 2002.
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

DONOR SYSTEM RECONCILIATIONS

Reconciliations between computerized donor records maintained by development and the Sonoma
State University Academic Foundation (Foundation) accounting system were not prepared on a
monthly basis.

SAM §7900 states that the accuracy of a number of the accounting records of an agency may be
proved partially by making certain reconciliations and verifications. All reconciliations should be
prepared monthly within 30 days of the preceding month and will be retained at least two years.

SAM §20050 states that the elements of a satisfactory system of internal administrative controls
include, but are not limited to, an effective system of internal review and record-keeping procedures

adequate to provide effective control over assets.

The vice president for development indicated that due to the workload of the staff and a cost-benefit
analysis, the reconciliations were performed twice a year.

Failure to complete reconciliations of donor and accounting records increases the risk of reporting
errors and/or misappropriation of funds.

Recommendation 2
We recommend that the campus:

a. Complete reconciliations between the Foundation accounting system and the computerized donor
system on a monthly basis.

b. Ensure that reconciliation results are documented and reviewed by Foundation and/or university
advancement management.

Campus Response
Procedures to conduct reconciliations have been developed; the monthly reconciliations were begun
with the January 2002 reports. The vice president for development reviews and approves the

reconciliation reports.

Corrective action on this recommendation is considered completed.
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

DONATION PROCESSING

Donation processing was not aligned with Council for Advancement and Support of Education
(CASE) management reporting standards and Internal Revenue Service (IRS) regulations.

We found that:

» Six of thirty acknowledgments for cash donations reviewed did not include clarification that
goods or services were received as a result of the contribution.

» Six of thirty acknowledgments for cash donations reviewed did not provide a description and
good faith estimate of the value of goods or services received, if any.

» The treatment of cash donation funds held while establishing a new fund was inconsistent. In one
instance, a $5,000 donation was deposited to the Foundation central office fund to be held while
the new fund was being established. In another instance, a $7,500 donation was held at the
cashier’s office for 15 days while the new fund was being established.

» Ten of twelve gift-in-kind (G-I-K) acceptance forms reviewed did not contain all required
signatures.

» Six of twelve G-I-K acknowledgments reviewed did not include a statement regarding whether
goods or services were received as a result of the contribution.

» Six of twelve G-1-K acknowledgments did not include a statement of the fair market value of the
goods or services received.

» Four of twelve G-1-K acknowledgments were not sent in a timely manner.
» Three of twelve G-I-K acceptance forms were not completed.

» Two of ten acknowledgements for gifts of securities did not include a statement that no goods or
services were received as a result of the contribution.

» For both fundraisers reviewed, neither the marketing information and/or the acknowledgment
letters included a written statement that a deduction can only be made for the amount of the
payment that is more than the value of the goods or services received and/or a statement as to the
fair market value of the goods and services actually received.

IRS Publication 526, Charitable Contributions, states that a cash or noncash gift acknowledgement
must be written and include: a) the amount of cash contributed or a description of the property but
not necessarily the value; b) whether the donee gave the donor any goods or services as a result of the
contribution; and, if so, ¢) a description and good faith estimate of the value of any goods or services
provided to the donor. Further, the donee organization must provide the donor with a written
statement if a donation is made for more than $75 and is partly a contribution and partly for goods or
services (e.g., fundraiser dinner, golf tournament, etc.). The statement must provide a good faith
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

estimate of the value of goods and/or services provided and indicate that the donor can deduct only
the amount of the contribution that is more than the value of what was received.

The campus Gifts to the University: Solicitation, Acceptance, Valuation, and Acknowledgment policy
states, in part, that the G-I-K acceptance form must be completed and all signatures obtained in the
sequence specified before a gift will be accepted.

Discussions with the vice president for development indicated that it was campus practice to issue
acknowledgement letters within one week after receipt of the gift. The vice president stated that in
most instances where the error occurred, the gifts were not received at the development office. He
further stated that funds were probably held at the cashier’s office, and a new procedure is in place to
obtain account numbers for new funds.

Donation processing that is not aligned with CASE management reporting standards and IRS
regulations could result in incorrect reporting to the chancellor’s office and disallowance of a tax
deduction for the donor.

Recommendation 3

We recommend that the campus establish procedures and provide staff training that assure gift
processing is accurate and aligned with CASE management reporting standards and IRS regulations.
More specifically:

a. Gift acknowledgment letters should contain a statement that goods or services were not received
as a result of the contribution and/or provide a description and good faith estimate of the goods or
services received, if any.

b. Written procedures should be established to assure that donations held for the establishment of a
fund are treated in a consistent manner and distribute the procedures to all affected employees.

c. Quid pro quo acknowledgement letters should contain a statement that a deduction can only be
made for the amount of payment that is more than the value of the goods or services received
and/or indicate the fair market value of the goods or services received.

d. Departments receiving gifts-in-kind should complete and provide the gift acceptance form to
development.

Campus Response

At the beginning of each year, the development office will provide training to the members of the
Advancement Committee. The training session will address significant advancement procedures such
as gift reporting and processing including the information listed below:

a. Official non-quid pro quo gift acknowledgment letters will contain a statement that no goods or
services were received because of a contribution and/or provide a description and good faith
estimate of the goods or services rendered, if any.
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

b. Written procedures will be provided to assure that donations held for establishment of a fund are
treated in a consistent manner and the procedures will be distributed to the affected employees.

c. Acknowledgement letters for quid pro quo gifts will contain a statement that a deduction can only
be made for the amount of payment that is more than the value of goods or services received

and/or indicate the fair market value of the goods or services received.

d. Employees receiving gifts-in-kind donations will be reminded to report to the development office
any such donations via the Gifts-in-Kind Acceptance Form.

Anticipated completion date: September 30, 2002
PLEDGE SUPPORT

Pledges were not consistently supported by pledge commitments and a specific payment schedule.

CASE management reporting standards state that pledges of cash should be written and should
commit to a specific amount that will be paid according to a fixed time schedule.

The vice president for advancement stated that in their community, a verbal agreement was
acceptable, and they did not want to offend donors by asking them to sign a written agreement.

The absence of pledge support documentation could lead to questions concerning the existence and
accuracy of reported pledge amounts.

Recommendation 4

We recommend that the campus establish procedures that assure that donor pledges are documented
and include a specific payment period.

Campus Response

The campus will implement this recommendation pursuant to guidelines issued by the vice chancellor
for university advancement.

Anticipated completion date: July 30, 2002
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

REPORTING, RECORD KEEPING, AND INVENTORY CONTROL

REPORTING

The campus did not report the discounted present value of two charitable remainder trusts.

CASE management reporting standards state gifts made to establish charitable remainder trusts,
where the remainder is not subject to change or revocation, and gifts made to pooled income funds
should be credited as deferred gifts (future commitments) at both the discounted present value of the

remainder interest allowable as a deduction by the IRS and at face (fair market) value.

The vice president for development indicated that the face amount of charitable remainder trusts was
counted in the total bottom line and that the campus has focused on reporting that amount.

Failure to comply with reporting standards increases the risk of inaccurate reporting and hinders
comparison of external funding achievement among CSU campuses.

Recommendation 5

We recommend that the campus establish procedures to comply with CASE reporting standards and
ensure that the employees responsible for reporting understand the reporting guidelines.

Campus Response

The campus will implement this recommendation pursuant to guidelines issued by the vice chancellor
for university advancement.

Anticipated completion date: July 30, 2002

INVENTORY

Gift-in-kind (G-I-K) acceptance forms were not always properly completed and forwarded to fixed
assets for accountability/tagging.

The campus Gifts to the University: Solicitation, Acceptance, Valuation, and Acknowledgement
policy states, in part, that the G-I-K acceptance form must be completed and all signatures obtained in
the sequence specified before a gift will be accepted.

The vice president for development stated his belief that it was acceptable for the appropriate vice
president to sign the G-I-K acceptance form and that not all forms needed to be forwarded to fixed
assets.

Inadequate controls over G-I-K inventory increase the risk of misplaced and misappropriated
donations and the misstatement of accounting and donation records.
Recommendation 6
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OBSERVATIONS, RECOMMENDATIONS, AND CAMPUS RESPONSES

We recommend that the campus:
a. Provide training for the proper completion of the G-I-K acceptance form or update campus
policies to reflect current procedures and distribute the policies to campus employees involved in

the G-1-K process.

b. Establish documented procedures to ensure that G-I-K acceptance forms are forwarded to fixed
assets when tagging is required.

Campus Response
The campus has reviewed this finding and will develop procedures to complete maximum compliance
with this recommendation and ensure that the G-I-K acceptance forms are forwarded to the fixed

assets accountant and gifts are properly tagged.

Anticipated completion date: June 30, 2002
AUTHORIZATION ACCESS

An authorization access clearance form was not used to establish/grant access to the donor system.
SAM §4819.31 states, in part, that each state agency is required to protect the integrity of its
information management capabilities and databases and ensure the security and confidentiality of the

information it maintains.

The vice president for development stated that all requests for access are set up through the database
coordinator in conjunction with the database administrator.

Not maintaining adequate controls over system access increases the risk of unauthorized access to and
loss of donor information.

Recommendation 7

We recommend that the campus design an authorization access clearance form to allow university
advancement management to formally approve all employees requesting access to the donor system.

Campus Response

The campus has designed an authorization access clearance form to allow university advancement
management to formally approve all employees requesting access to the donor system.

Corrective action on this recommendation is considered completed.
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