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FINANCIAL-RELATED AUDITS

A financial-related audit is a component of the biennial financial-
compliance audit. In these audits, the financial-related and
financial audits are combined for a two-year period to constitute
the financial-compliance audit. Financial-compliance audits are
classified as financial audits according to Government Auditing
Standards. The primary objectives of the financial-related audits are
to determine compliance with regulations relating to contract and
grant expenditures, other governmental financial assistance, and
to test compliance with requirements of selected state laws, regula-
tions, and rules. In performing the audit work, the audit staff uses
standards set forth by the American Institute of Certified Public
Accountants and the United States Government Accountability
Ofhice. Financial-compliance audit staff members hold degrees with
an emphasis in accounting and most staff members hold Certified
Public Accountant (CPA) certificates.

Government Auditing Standards, the Single Audit Act Amendments
0f 1996 and OMB Circular A-133 require the auditor to issue certain
financial, internal control, and compliance reports. This individual
agency audit report is not intended to comply with these reporting
requirements and is therefore not intended for distribution to federal
grantor agencies. The Legislative Audit Division issues a statewide
biennial Single Audit Report which complies with the above
reporting requirements. The Single Audit Report for the two fiscal
years ended June 30, 2007, was issued January 23, 2008. The Single
Audit Report for the two fiscal years ended June 30, 2009, will be
issued by March 31, 2010. Copies of the Single Audit Report can be
obtained by contacting:

Single Audit Coordinator

Office of Budget and Program Planning
Room 277, State Capitol

P.O. Box 200802

Helena, MT 59620-0802

Legislative Audit Division
Room 160, State Capitol
P.O. Box 201705

Helena, MT 59620-1705

Direct comments or inquiries to:
Legislative Audit Division
Room 160, State Capitol
P.O. Box 201705
Helena, MT 59620-1705
(406) 444-3122
Reports can be found in electronic format at:

http://leg.mt.gov/audit
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The Legislative Audit Committee
of the Montana State Legislature:

This is our financial-related audit report of The University of Montana (All Campuses)
for the two fiscal years ended June 30, 2009. A financial-related audit is a component
of the biennial financial-compliance audit. In these audits, the financial-related
and financial audits are combined for a two-year period to constitute the financial-
compliance audit. We issue a financial audit report on the university’s consolidated
financial statements annually. We issue a financial-related audit report every other year.
The fiscal year 2007-08 financial audit of The University of Montana’s consolidated
financial statements was issued in January 2009. The financial audit for fiscal year
2008-09 is scheduled to be issued in December 2009.

This audit report includes two recommendations related to negative cash balances
and compliance with federal regulations and a disclosure issue on endowment-related
investment practices.

We thank the president and the university staff for their assistance and cooperation
during the audit.

Respectfully submitted,
/s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor

Room 160 ¢ State Capitol Building ® PO Box 201705 * Helena, MT ¢ 59620-1705
Phone (406) 444-3122 » FAX (406) 444-9784 * E-Mail lad@mt.gov






TABLE OF CONTENTS

Figures and Tables.......c.c.cciiiiiiiiiiniiiiicceeceeieteet e ii

Appointed and Administrative Officials ........oovvveiiiiiiiiiiiiii e iii

Report SUMMATY ..c..o.ciiiiiiiiiiiiciiciiccce et S-1

CHAPTERI - INTRODUCTION . . . ceresnnesanesanenne 1
AUt AN ODJECHVES. c.cuvuvvveieiiieieieietisiete ettt ettt ettt ettt se ettt seseseneaes 1
Back@round........ccoviiiiiiiiii 1

The University of Montana Funding.........cccccoviiiiiiiccccccces 5

The University of Montana—MIiSsOUla ..........couvurueueuirininirieieeiniieeecesseeees e 5

Montana Tech of the University of MONTana.........c.cccoceueueueieienininninnnsse e 5

The University of MONtana—WeSTerT........c.vururirirereieieiaeiceeieueietereteteseeeesssssss st eesesesesenenes 5

The University of Montana—Helena College of Technology..........ccccceuiuiiiinininiinininiiiiiicnes 6

Prior Audit Recommendations...........c.ccccueueiriiiniriniiininiiiiicccceeeeeeeeeee e 6

CHAPTER II- FINDINGS AND RECOMMENDATIONS ... . ceeessaressneesaneesasaesaens 7
INEAtIVEe CaSh ....vviiieiiiiiiiiieiee bbbttt 7

Restricted FUnd........coooiiiiiiiiiiicc e 7

Student Financial Aid Cash Management ..........c.cooeceiriiicininiccnicceceeceenne 8

Grants and Contracts Billing ..........ccooiiiiiiiiiiiiiicees 8

SUMMATY oottt 8

Research and Development Internal Control............cccoiiiiiiiiniiiiiiccccnes 9

CHAPTER III- DISCLOSURE ISSUE.. . . . . .13
Investment of Public Funds..........cccccccuiiiiiiiiiiiiiiiccccccce s 13

UNIVERSITY AND COMMISSIONER OF HIGHER EDUCATION RESPONSES........ccccevuerueruennee A-1
The University of Montana (All Campuses) ......c.c.coueurerueueirininenierecinneeieeeneseeeeveeeseenenes A-3

Commissioner of Higher Education ..........cccoovviiiiiiiiniiiiccccccccccce A-5

09-12



ii

Montana Legislative Audit Division

FIGURES AND TABLES

Figures

Figure 1 Montana University System Organizational Chart........coccceveivinieicininnieccininennee
Tables

Table 1 'The University of Montana Actual Full-Time Equivalent Employees.............c...........
Table 2 The University of Montana Student FTE........cccccoiiiiiiiniiinnneccncceces
Table 3 Restricted Fund Negative Cash Balances All Campuses Combined July 2007

through June 2009



Board of Regents of
Higher Education

Office of the
Commissioner of
Higher Education

The University of

Montana

The University of

Montana—Missoula

APPOINTED AND ADMINISTRATIVE OFFICIALS

Stephen Barrett, Chair
Clayton Christian, Vice Chair

Todd Buchanan

Robert Barnosky, Student Regent

Lynn Morrison-Hamilton

Janine Pease

Lila Taylor

Sheila Stearns, Commissioner of Higher Education*
Brian Schweitzer, Governor*

Denise Juneau, Superintendent of Public Instruction®

*Ex officio members

Sheila Stearns Commissioner of Higher Education

Mick Robinson Deputy Commissioner for Fiscal Affairs,
Chief of Staff

Sylvia Moore Deputy Commissioner for Academic and
Student Affairs

Mary Sheehy Moe Deputy Commissioner for Two-Year Education

Tyler Trevor Associate Commissioner for Planning,
Technology, and Communication

Frieda Houser Director of Accounting and Budget

Catherine Swift Chief Legal Counsel

George M. Dennison  President

Royce C. Engstrom  Provost and Vice President for Academic
Affairs, University Provost

Robert Duringer Vice President for Administration & Finance,
University Vice President

Daniel ]. Dwyer Vice President for Research & Development,
University Vice President

Teresa S. Branch Vice President for Student Affairs,

University Vice President
James Foley University Executive Vice President

David Aronofsky Legal Counsel

Mark Pullium Director of Business Services

09-12

iii



iv

Montana Legislative Audit Division

Montana Tech of The
University of Montana

The University of

Montana—Western

The University of
Montana—Helena

College of Technology

W. Franklin Gilmore
Doug Abbott

Joseph F. Figueira

Margaret Peterson

Mike Johnson

John C. Badovinac

Carleen Cassidy

Richard Storey
Karl E. Ulrich

Susan D. Briggs

Liane Forrestor

Daniel Bingham

Brandi Foster
Russ Fillner

Valerie Lambert

Chancellor, University Executive Vice President

Vice Chancellor for Academic Affairs,
University Associate Vice President

Associate Vice Chancellor for Academic Affairs
and Research, University Associate Vice
President

Vice Chancellor for Administration and
Finance, University Associate Vice President

Vice Chancellor for Development and Student
Services

Controller/Business Manager

Director Contracts and Grants

Chancellor, University Executive Vice President

Provost and Vice Chancellor for Academic
Affairs, University Associate Vice President

Vice Chancellor, Administration/Finance and
Student Affairs, University Associate Vice
President

Director of Business Services

Dean/CEQ, University Executive Vice
President

Associate Dean for Academic Affairs
Assistant Dean for Fiscal and Plant Operations

Director of Financial Aid

For further information on The University of Montana (All Campuses)

contact:

Kathy Burgmeier, Director

Internal Audit
University Hall 018
Missoula MT 59812
(406) 243-2545
(406) 243-2797 (fax)

e-mail: burgmeierka@mso.umt.edu



REPORT SUMMARY

The University of Montana (All Campuses)

We performed a financial-related audit of The University of Montana (All Campuses)
for the two fiscal years ended June 30, 2009. The previous report for the two
fiscal years ended June 30, 2007, contained five recommendations. The university
implemented three, partially implemented one and did not implement one of the
recommendations.

This report contains two recommendations directed to the university. The first recom-
mendation addresses the need for monitoring and management of cash balances to
ensure compliance with state law and federal regulations. The second recommendation
addresses the need for periodic review of grant file documentation to ensure internal
control procedures are operating as intended; this control deficiency impacts the
university’s ability to administer awards received through the American Recovery and
Reinvestment Act in accordance with applicable federal regulations. The university’s
written response to the audit recommendations begins on page A-3. This report also

contains a disclosure issue on endowment-related investment practices.

The listing below serves as a means of summarizing the recommendations contained
in the report, the university’s response thereto, and a reference to the supporting
comments.

RecOMMENAATION #1 ..ottt ettt et e ettt e e et et e et e et e et e et e neeeaaeans 9

We recommend The University of Montana:
A. Manage cash balances at the subfund level to comply with state law.

B. Ensure compliance with federal cash management requirements.

University response: CONCUL .......cviuiuiiiiiiiiiiiiiiiiicece e A-4

ReCOMMENAATION #2.1 ..ottt e e et e e et e et e e et e e e e e e eee e e 1

We recommend The University of Montana ensure Office of Research and Sponsored
Programs internal control procedures are operating as intended through periodic
review of grant file documentation.

University reSponse: CONCUL ......etreutrieueririeirteetneeienteieeseestseeesesseeseesesseseseeseenees A-4
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Chapter | - Introduction

Audit and Objectives

We performed a financial-related audit of The University of Montana (All Campuses)
for the two fiscal years ended June 30, 2009. The objectives of the audit were to:

1.  Determine the university’s compliance with selected state laws and
regulations.

2. Determine the university’s compliance with federal regulations applicable to
Student Financial Aid and Research and Development programs, including
its implementation of internal control over compliance, to the extent required

by OMB Circular A-133.

3. Provide recommendations for improvement in management and internal
controls.

4. Determine the implementation status of prior audit recommendations.

We audited the fiscal year 2007-08 consolidated financial statements of The University
of Montana and issued a separate report (07-10A) in January 2009. The fiscal year
2008-09 consolidated financial statements will be audited by our office and is scheduled
to be issued in a separate report (09-10A) in December 2009.

In accordance with §5-13-307, MCA, we analyzed the costs of implementing the
recommendations made in this report. Each report section discloses the cost, if
significant, of implementing the recommendation. Other areas of concern deemed not
to have a significant effect on the successful operation of university programs are not
specifically included in the report, but have been discussed with management.

Background

The Board of Regents of Higher Education approved the current Montana University
System structure in January 1994. The following chart illustrates the organization of
the Montana University System.
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Figure 1
Montana University System Organizational Chart

Board of Regents
of
Higher Education

Commissioner
of
Higher Education

Chancellor of
The University of
Montana-Western

President of The
University of
Montana-Missoula

Chancellor of Montana
Tech of The
University of Montana

Dean of The University of

Montana-Helena College
of Technology

Chancellor of
Montana State
University-Billings

President of
Montana State
University-Bozeman

Chancellor of Montana
State University-
Northern

Source: Compiled by the Legislative Audit Division.

Dean of the Montana
State University-Great
Falls College of
Technology

The University of Montana consists of four campuses:

¢ 'The University of Montana—Missoula is located in Missoula. The Forestry
Conservation Station is associated with this campus.

¢ Montana Tech of The University of Montana is located in Butte and includes
the Bureau of Mines.

¢ The University of Montana—Western is located in Dillon.

¢ The University of Montana—Helena College of Technology is located in
Helena.

All campuses are accredited by the Commission on Colleges of the Northwest
Association of Schools and Colleges. The four campuses of The University of Montana
provide a diversity of undergraduate and graduate academic and two-year vocational/
technical programs to students.

In fiscal year 2007-08, The University of Montana had approximately 2,071 full-time
equivalent (FTE) employees. The following table shows fiscal year 2007-08 actual
employee FTE by campus and type.




Table 1

The University of Montana Actual Full-Time Equivalent Employees
Fiscal Year 2007-08

Contract Contract Contract T Graduate Part-Time

G Faculty Administrative | Professional AEERILEY Assistants & Other* Ueie]
The University of 642.63 50.22 82.30 599.08 91.82 81.72 1,547.77
Montana-Missoula
Montana Tech of The 126.73 8.18 33.19 68.55 7.98 9.80 254.43
University of Montana
The University of 70.00 6.96 17.06 40.34 3.23 137.59
Montana-Western
The University of 33.50 3.00 7.83 23.62 11.36 79.31
Montana-Helena
College of Technology
Bureau of Mines 1.00 25.97 11.01 0.94 38.92
Forestry Conservation 9.04 0.36 0.80 1.90 0.14 0.32 12.56
Station
Total 881.90 69.72 167.15 744.50 99.94 107.37 2,070.58

*This category includes permanent part-time nonfaculty, nonclassified employees, and temporary employees.

Source: Compiled by the Office of the Commissioner of Higher Education.

The table on the next page shows The University of Montana student FTE enrollments
for fiscal year 2008-09. The student FTE for The University of Montana (All Campuses)
was 16,930.
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Table 2
The University of Montana Student FTE
Fiscal Year 2008-09
Summer 2008 through Spring 2009
The University of Montana—-Missoula
Undergraduate Resident 7113
Graduate Resident 1,215
Resident-College of Technology 1,313
Total Residents 9,641
Undergraduate Nonresident 1,895
Graduate Nonresident 507
Nonresident-College of Technology 100
Western Undergraduate Exchange Program-UM Missoula 631
Western Undergraduate Exchange Program-College of Technology 10
Total Nonresidents 3,143
TOTAL THE UNIVERSITY OF MONTANA-MISSOULA 12,784
Montana Tech of The University of Montana
Undergraduate Resident 1,434
Graduate Resident 51
Resident-College of Technology 305
Total Residents 1,790
Undergraduate Nonresident 265
Graduate Nonresident 32
Nonresident-College of Technology 20
Western Undergraduate Exchange Program-UM Tech 107
Western Undergraduate Exchange Program-College of Technology 6
Total Nonresidents 430
TOTAL MONTANA TECH OF THE UNIVERSITY OF MONTANA 2,220
The University of Montana-Western
Undergraduate Resident 844
Undergraduate Nonresident 74
Western Undergraduate Exchange Program 202
TOTAL THE UNIVERSITY OF MONTANA-WESTERN 1,120
The University of Montana—Helena College of Technology
Resident 791
Nonresident 12
Western Undergraduate Exchange Program 3
TOTAL THE UNIVERSITY OF MONTANA-HELENA COLLEGE OF TECHNOLOGY 806
Total UM Resident 13,066
Total UM Nonresident 2,905
Total UM Western Undergraduate Exchange Program 959
Total for The University of Montana 16,930
Source: Compiled by the Office of the Commissioner of Higher Education.




The University of Montana Funding

The level of state support for the Montana University System is determined by the
Montana legislature. The legislature appropriates state funds, comprised of general
fund and six-mill levy revenues, in a lump sum for the educational units and all other
higher education programs except the research and public service agencies, community
colleges, and tribal college assistance programs. The Board of Regents then allocates
the lump sum appropriation to the various programs and educational units. The Board
of Regents’ formula that allocates state funds to the educational units is based upon
resident enrollment, an analysis of faculty salaries in states with similar per capita
income, the academic program offerings of the university, the necessary support
expenditures, regent priorities and the amount of state funds available.

The University of Montana—Missoula

The University of Montana-Missoula was established in 1893 in Missoula as a
comprehensive university. The campus offers four-year undergraduate programs along
with masters and doctoral graduate programs. It includes professional schools and
significant research activities. The campus is the center of liberal arts education in the
Montana University System and operates the only law school in the system. Other
schools include Business Administration, Education and Human Science, Visual
and Performing Arts, Forestry and Conservation, Health Professions and Biomedical
Sciences, Continuing Education, Honors, Graduate, and Journalism. In addition, the
campus includes a two-year college of technology, which provides a broad range of
technical and occupational education and training courses. College of technology
students receive either a certificate of completion or a two-year degree upon completion
of a program.

Montana Tech of The University of Montana

Montana Tech of The University of Montana was established in 1893 in Butte as the
Montana School of Mines. It provides a variety of four-year and graduate programs
with a focus on mineral, geological, environmental, petroleum, mining, and other
engineering and science programs. It also includes a college of technology, which
provides core education courses and two-year degrees in various occupational and
technical programs.

The University of Montana—Western

The University of Montana—Western was established in 1893 in Dillon as the
state’s Normal School for teacher education. It now provides undergraduate degrees
in a number of liberal arts, professional, and pre-professional areas using a unique
scheduling system in which students take one class at a time.
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The University of Montana—Helena College of Technology

The University of Montana—Helena College of Technology was established in 1939
in Helena as a Vocational-Technical School. It is a two-year institution of higher
education. It offers an Associate of Science or Arts Degree in general transfer for
students who want to acquire a core of coursework transferable to university system
baccalaureate programs throughout the state. It also offers a variety of occupational,
technical, and training specialties. This includes accounting, construction, computer,
electronics and welding technologies, and practical nursing. Students enrolled in these

programs receive either a certificate of completion or a two-year degree.

Prior Audit Recommendations

Our office performed the prior financial-related audit of The University of Montana
(All Campuses) for the two fiscal years ended June 30, 2007. The university
concurred with the five recommendations contained in the report. The university
implemented three, partially implemented one, and did not implement one of the
recommendations.

The recommendation partially implemented relates to inventory records and
inspections at the Butte and Missoula campuses. In the prior audit, we recommended
the university complete timely inventory counts and reconciliations required by state
policy. In response, the Butte campus completed a physical inventory of its equipment.
The Missoula campus completed a physical inventory of its artwork and worked
with museum personnel to bring its artwork inventory and accounting records up to
date. The Missoula campus also modified its procedures to ensure Business Services
personnel are notified of changes in the artwork inventory. During the audit, however,
we identified a piece of artwork with a historical value of $175,000 not included in the
inventory listing or recorded on the primary accounting system, as required by state
law and accounting policy. In 2001, a third party donated the piece to The University
of Montana Foundation, which in turn transferred ownership to the university.
Business Services personnel had no record of the transfer. We believe this indicates the
university’s artwork inventory records may still be incomplete. The university should
ensure its artwork inventory records are complete.

The recommendation not implemented addressed the need for improvements in
documentation indicating established controls were followed for Research and
Development grants. This issue is addressed again on page 9 of this report.



Chapter II- Findings and Recommendations

Negative Cash

All campuses experienced extended periods of negative cash in the Restricted
Fund.

Section 17-2-107(7), MCA, requires each unit of the university system to maintain
a positive cash balance in its higher education funds. A fund or subfund may carry
a negative cash balance for no more than seven working days. If the negative cash
balance exists for more than seven working days, transactions may not be processed in
the fund. Section 20-25-201, MCA, defines The University of Montana, all campuses
combined, as a unit of the university system. Section 17-2-107(7), MCA, specifically
requires positive cash balances be maintained at the subfund level. Cash balances in
the university’s subfunds, all campuses combined, should not be negative for more
than seven working days.

Restricted Fund

During the audit, we analyzed

theuniversity’s Restricted Fund Table 3
Restricted Fund Negative Cash Balances
All Campuses Combined

cash balances, all campuses

combined, for the months July 2007 through June 2009
of JUIY 2007 t'hrough ]un.e Number of Working Start Date Average Negative
2009. The Restricted Fund is Days Negative Cash Balances
a subfund of the university’s 10 July 25, 2007 $1,257,251
Current Operating Fund and 39 August 15, 2007 4,762,419
is used to account for financial 9 November 1, 2007 599,614
resources that can be expended 57 November 30, 2007 3,007,975
for general operations, but 1 March 1, 2008 127,958
. 8 April 3, 2008 1,491,968
only for purposes imposed
46 April 23, 2008 1,185,001
by external sources. The
o 10 July 26, 2008 1,053,924
university accounts for grants
d dmini d 50 August 20, 2008 5,377,732
and - contracts - admunistere a7 Novernber 3, 2008 1,769,825
by its Offices of Research 26 January 6, 2009 7,379,032
and Sponsored Programs 306 $3,254,436

and its Student Financial Aid Source: Compiled by the Legislative Audit Division

programs in the Restricted from the Statewide Accounting, Budgeting and
Fund. Most of the restricted Human Resources System.

funds operate on a cost-

reimbursement basis. Table 3 summarizes several instances where cash balances were
negative for periods exceeding seven days for all campuses combined. The university

09-12



Montana Legislative Audit Division

continued to process transactions in the Restricted Fund during these times, even
though such activity is specifically prohibited by §17-2-107, MCA. The negative cash
balances shown in Table 3 primarily result from negative balances at the Missoula
campus, although we identified negative cash balances in excess of seven working days
at each campus.

Student Financial Aid Cash Management

In conjunction with our analysis of cash balances, we reviewed the university’s proce-
dures for complying with Student Financial Aid program federal cash management
requirements at the Missoula campus. Office of Management and Budget Circular
A-133 requires the university to maintain internal control over federal programs that
provides reasonable assurance the programs are managed in compliance with federal
regulations. Federal regulations require the university to minimize the time elapsing
between receipt and expenditure of Student Financial Aid funds. The university draws
cash for its Student Financial Aid programs on a reimbursement basis. The university’s
procedures involve drawing cash for the amount by which its Student Financial Aid
funds are negative.

We determined the university’s cash management procedures did not comply with
cither federal cash management requirements or §17-2-107(7), MCA. At the time
of our audit, one employee was assigned responsibility for Student Financial Aid
cash draws. The employee’s cash draws were not reviewed by others for compliance
with federal regulation or state law. During the audit, we noted one instance where
$127,898 was drawn in advance of university needs. In this instance, a positive cash
balance existed and no draw was needed. A review of the draw could have prevented

this noncompliance with federal regulation.

Grants and Contracts Billing

The billing process for grants and contracts administered by the Offices of Research
and Sponsored Programs is labor intensive, due to the volume of grants and contracts
administered. Personnel at the Missoula campus estimate the monthly collection
process averages 45 days. Personnel at the Butte campus indicated the billing process
is often a month behind, making it difficult to maintain positive cash balances.
University personnel are implementing an automated billing system on the Missoula
campus; they anticipate the conversion will be complete by March 2010 and will allow
for more timely billing and receipt of funds.

Summary

All of the university’s Restricted Funds have loans from the Designated Funds to
maintain positive cash balances. At June 30, 2008, the loan balances were $4.85 million,



$1 million, and $30,000 for the Missoula, Butte, and Dillon campuses, respectively.
The Missoula campus increased its loan balance in December 2008 and February
2009; the balance was $7.85 million at June 30, 2009. University personnel indicated
the loan balances were not always large enough to cover expenses incurred in advance
of reimbursement.

As implemented, the university’s cash draw procedures were inadequate to ensure
compliance with state and federal cash management requirements. Beginning in
February 2009, university personnel began managing cash balances by subfund. We
observed significant improvement in the university’s compliance with §17-2-107(7),
MCA, beginning at that time. To comply with state law, we believe the university
should continue to manage cash balances at the subfund level. Each campus is respon-
sible for its own cash billing and receipting. Unless cash is monitored and managed
appropriately at its four campuses, we believe the university as a whole will be unable
to consistently comply with the requirements of §17-2-107(7), MCA.

RecomMENDATION #1

We recommend The University of Montana:
A. Manage cash balances at the subfund level to comply with state law.

B.  Ensure compliance with federal cash management requirements.

Research and Development Internal Control

University personnel did not consistently follow internal control procedures
designed to ensure compliance with federal regulations for its Research and
Development grants.

The Office of Research and Sponsored Programs is responsible for administering the
university’s Research and Development federal awards. A research and development
award focuses on a specific research or development activity. Each award has its own
specialized goals and requirements. The university expended approximately $36 million
in fiscal year 2007-08 and $46 million in fiscal year 2008-09 under these awards. The
Ofhice of Research and Sponsored Programs administers approximately 1,100 awards

each year.

The Office of Management and Budget (OMB) Circular A-133 requires the

university to maintain internal control to provide reasonable assurance its programs
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are managed in compliance with laws, regulations and provisions of the contracts or
grant agreements. The Office of Research and Sponsored Programs has developed two
checklists designed to ensure its grant accountants and principal investigators comply
with applicable federal regulations, the account summary sheet and the ending grant
checklist. During our audit, we identified instances where these checklists were not
used as intended.

The account summary sheet summarizes key requirements for each grant. The grant
accountants use it as a resource for verifying grant requirements are met. We tested a
sample of 20 grants with expenditure activity during our audit period. Three of the
grant files tested did not contain the required account summary sheet.

The ending grant checklist outlines each procedure the grant accountant must complete
at or before the end of the grant period. This checklist directs the accountants to
notify principal investigators that the grant is ending, document compliance with cost
match requirements, and complete final financial reports. The principal investigators
are responsible for completing the technical and performance requirements of the
grants. The grant accountants are expected to initial and date each procedure as it is
completed. We tested a sample of 22 grants that were closed during the audit period.
We noted the procedures are not always completed or documented as required. Of the
22 ending grant checklists reviewed:

¢ Two did not indicate final reports were completed, even though the reports
were submitted as required.

¢ One did not contain documentation that match requirements were met,
even though the match requirements were met.

¢ One did not indicate the principal investigator was notified of the grant end
date, even though the notification occurred.

¢ Four indicated the principal investigators were not notified of the grant end
date as early as required. In two of these cases, the notification was made after
the close of the grant period. We identified no questioned costs associated
with these late notifications.

We addressed similar issues in the past two audits of the university. Not using the
checklists as intended limits the university’s ability to prevent, or detect and correct,
material noncompliance with federal regulations in a timely manner. Starting in
fiscal year 2008-09, the university received additional federal awards through the
American Recovery and Reinvestment Act. Unless corrected, this issue could also
affect the university’s ability to comply with the unique requirements applicable to

these awards.



University personnel are in the process of automating their billing processes; they believe
automation will help achieve efficiencies in the future. Based on the work performed,
we believe the University needs to ensure its designed internal control procedures are
operating as intended. Periodic review of grant file documentation should allow the
university to ensure controls are operating as intended.

RECOMMENDATION #2

We recommend The University of Montana ensure Office of Research and
Sponsored Programs internal control procedures are operating as intended
through periodic review of grant file documentation.

09-12

11



12



Chapter llI- Disclosure Issue

Investment of Public Funds

The university administers endowments gifted from third parties. The principal portion
of an endowment is nonexpendable, but is available for investment. Earnings must be
used as specified by the donor. The university’s endowment-related investments totaled
$18,989,965 at June 30, 2008, and $15,186,264 at June 30, 2009. The University of
Montana contracted with The University of Montana Foundation to manage most
of the university’s endowment-related investments; $16,244,246 at June 30, 2008,
and $12,715,692 at June 30, 2009. These funds are held in an investment pool that
owns corporate stocks and bonds, treasury bonds, money market funds and other
types of securities. The Board of Investments manages the remainder; $2,745,719
at June 30, 2008, and $2,470,572 at June 30, 2009. These funds are invested in the
Montana Domestic Equity Pool, which owns domestic stock, and the Trust Fund
Bond Pool, which owns corporate bonds and U.S. government bonds.

Article VIII, Section 13, of the Montana Constitution provides for the investment of
public funds and directs the legislature to provide for a unified investment program.
Codified in §17-6-201, MCA, the law requires public funds be invested through
the Board of Investments unless otherwise provided by law. Article X, Section 10 of
the Montana Constitution requires state university funds to be invested under such
regulations as may be provided by law.

Governance and control of the Montana University System is given to the Board of
Regents in Article X, Section 9 of the Montana Constitution. The Board of Regents was
granted the full power, responsibility and authority to supervise, coordinate, manage and
control the university system. A 1975 Attorney General’s opinion provides guidance on
the application of certain legislative enactments, including investment statutes, to the
university. The opinion indicates the requirements of the unified investment program
apply to the investment of university funds. However, the opinion does not specifically
address endowment funds. It is unclear whether endowments from third parties are
public funds for the purposes of Article VIII, Section 13 of the Montana Constitution.
Because of this lack of clarity, we requested an Attorney General’s opinion on the
matter. We make no recommendation regarding the university’s endowment-related
investment practices at this time.
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11 September 2009

Ms. Tori Hunthausen
Legislative Auditor
Legislative Audit Division
Room 135 State Capitol

P. O. Box 201705

Helena, MT 59620-1705

Dear Ms. Hunthausen:

A-3

Office of the President
The University of Montana
Missoula, MT 59812-3324

Office: (406) 243-2311
FAX: (406) 243-2797

RECEIVED
SEP 10 2009

LEGISLATIVE
AUDIT DIV.

We thank the Legislative Audit staff for the professional work on the Financial-Related Audit.
As usual, the audit staff worked thoroughly through this important process. The University of
Montana has a commitment to provide transparency and accountability in all activities. Two
essential aspects in providing this accountability include a strong system of internal controls and

compliance.

We concur with the two recommendations contained in this report and have already taken
appropriate measure to insure compliance in the future. We appreciate the cooperative efforts

made by the Audit team and thank those involved for their assistance.

Sincerely,

Oloorge b ocsin

George M. Dennison,
President

GMD/kc
Denlet4023

c: S. Stearns, Commissioner of Higher Education
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The University of Montana

Response to Legislative Audit Division
Financial Related Audit
For the Two Fiscal Years Ended 30 June 2009
September 2009

RECOMMENDATION #1
WE RECOMMEND THE UNIVERSITY OF MONTANA:
A. MANAGE CASH BALANCES AT THE SUBFUND LEVEL TO COMPLY
WITH STATE LAW.
B. ENSURE COMPLIANCE WITH FEDERAL CASH MANAGEMENT
REQUIREMENTS.

The University concurs with the recommendation. The University identified this
weakness through an internal control review prior to the Legislative Auditors arrival.
University personnel were in the process of revising the cash management review
procedures. Since the audit, University personnel have refined the cash balance
monitoring procedures and implemented a daily review of cash balance by sub-fund for
all The University of Montana campuses. The new process has allowed the University to
be compliant since February 2009. The cash balance review process continues to be
refined to ensure compliance with state and federal cash management requirements.

RECOMMENDATION #2

WE RECOMMEND THE UNIVERSITY OF MONTANA ENSURE OFFICE OF
RESEARCH AND SPONSORED PROGRAMS INTERNAL CONTROL
PROCEDURES ARE OPERATING AS INTENDED THROUGH PERIODIC
REVIEW OF GRANT FILE DOCUMENTATION.

The University concurs with the recommendation. The University will ensure
compliance with appropriate internal control processes and procedures by Office of
Research and Sponsored Program employees. A file documentation review process will
be refined in fall 2009. Review results will be used for staff training and development,
and, if necessary, personnel action will be taken as appropriate.
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MONTANA UNIVERSITY SYSTEM AS

RECEIVED
September 9, 2009

SEP 10 2009
Tori Hunthausen LEGISLATIVE
Legislative Auditor AUDIT DIV

Legislative Audit Division
PO Box 201705
Helena MT 59620-1705

Dear Ms. Hunthausen:

Please see the response below from the Office of the Commissioner of Higher Educa-
tion to the The University of Montana financial-related audit for the two fiscal years
ended June 30, 2009. We appreciate the opportunity to respond to the disclosure
issue.

Response to Chapter IlI: Disclosure Issues

The Montana Supreme Court, in Board of Regents v. Judge, 1975, issued in the same
year but after the 1975 AG opinion cited in the LAD Report, ruled that donated funds are
private funds beyond the authority of the legislature to appropriate. The Court further
held that the regents’ constitutional authority is subject only to the power of legislative
appropriation and the public policy of the state. Given the regents’ “full control” over
university system funds and the court’s limitations on legislative control of these funds,
only an express provision of the Montana Constitution can supersede regents’ authority
over private funds donated to the university.

The campus practice of contracting with campus-affiliated foundations, for investment of
university donations, is a long-standing practice which pre-dates the 1975 AG opinion.
Board of Regents’ policy specifically authorizes the campuses to contract with the
foundations for investment of donated funds, and The University of Montana is in
compliance with policies relating to accounting and investment of such funds. These
policies are based on the regents’ firm belief that this practice is permissible under the
Montana Constitution.

Sincerely,
A

i .f{
i M A monma_
Sheila M. Stearns
Commissioner of Higher Education

C: President George Dennison

Sheila M. Stearns
Commissioner of Higher Education

2500 East Broadway | PO Box 203201 | Helena, Montana 59620-3201
(406) 444-6570 | FAX (406) 444-1469
http://www.mus.edu/


lybrown
SheilaStearnsSignature
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