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Background:

In November 2002, the University administration reported to the Board Ad Hoc Budget Process Committee its creation of a Financial Performance Review Committee (FPRC).  This was in response to concerns about financial activities outside of the General Fund, in particular in Auxiliary Fund units.  The creation of the FPRC was supported by Plante & Moran, PLLC, in their capacity as consultants to the Board on budget and financial issues.

The purpose of the FPRC has been two-fold.  First, it conducts a periodic independent review of the financial performance of the University’s auxiliary units, relative to budget.  Second, it monitors and reports on negative fund and cash balances in those funds outside of the University’s General Fund.  The FPRC reports to the Vice President for Finance and Administration (VPFA).  The VPFA brings information, concerns and recommendations for improvements from the FPRC to the University’s senior management team for action.

Committee Membership:

The FPRC consists of the following individuals:

Steve Roberts, Associate Vice President for Finance and Administration, Chair

Tom Evans, Controller

Ed Nolan, Assistant Controller

Tom LeMarbe, Interim Director, Office of Budget and Financial Planning

Cheryl VerBruggen, Associate Director, Office of Budget and Financial Planning

FY 2003 Areas of Focus:

For the period of January 2003 through June 2003, the FPRC working with the Vice President for Finance and Administration identified three specific areas of financial operation for review:

1. Auxiliary Enterprise Financial Performance and Reporting

2. Non-General Fund Balances (Fund and Cash)

3. Research Grant and Contract Fund Balances and Administration

Auxiliary Enterprise Financial Performance and Reporting

The committee met with each auxiliary enterprise at the end of each operating quarter to review their balance sheet and operating statement, beginning in January 2003.  The following has been achieved:

· Inconsistent or inappropriate accounting methods have been identified and many have been corrected.
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· A reporting system has been established to provide accurate accounting and reporting for the unit at the end of each operating quarter.  This report is signed by the unit director and their vice president.

· An “all-funds” approach to budgeting and reporting has been designed and implemented with the cooperation of the auxiliary units.

· Accounting and timing issues of the units have been identified, discussed and many have been corrected.

· Funds owned by each auxiliary enterprise unit have been grouped to facilitate the reporting process and allow review of the unit as a whole operation.  This allows a clear picture of the unit’s financial condition directly from the financial system.

Non-General Funds Balances (Fund and Cash)

The committee met regularly throughout a period from about September 2002 through June 2003 with the following results.

· A reporting format was designed and implemented that would provide a monthly snapshot from the accounting system on the fund balances and cash balances of each non-general fund in the university accounting system.

· A follow-up system was designed and implemented to alert university operating departments of fund balance deficits and to urge them to clear any deficits quickly.

· A reporting system was developed that quickly referred fund balance deficit problems to senior management levels for resolution.

· A system of fund groupings was developed to assure that the reports generated would truly be exception reports that could be relied upon for further action.

· As a result of this activity, primarily executed by the Office of Budget and Financial Planning, and the cooperation received from operating departments on campus the number of funds with true deficits at June 30, 2003 was relatively small.

· Grant funds with deficit balances were reduced to three funds by fiscal year end.

· Designated funds with deficit balances were reduced to one by fiscal year end.

· The committee continues to meet on a monthly basis to review the list of funds with negative fund or cash balances.  The committee chair contacts senior management when a deficit problem persists.

· The Office of Budget and Financial Planning continues its monthly follow-up with operating departments to assure timely clearance of deficits when they occur.
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Non-General Fund Balance Deficits at June 30, 2003
· Three grant funds totaling $102,574

· Three agency funds totaling $9,808

· Three auxiliary enterprises: Golf Course totaling $137,162, MBH totaling      $625,598, MBT totaling $442,911

· One designated fund totaling $2,484

Research Grant and Contract Fund Balances and Administration

This was an area of some concern as many grant funds were in deficit at the beginning of the year.  The following was achieved:

· In meetings with the Grants and Contracts Department, a new reporting method was developed to identify grant funds with problems so they could be given emphasis.

· We have been working with the department to develop policies and procedures that would address some of the problems we identified in these funds.  The grants office is preparing to publish a grants administration manual that contains these policies and procedures.

· The grants office has worked with us to establish a new aging and evaluation process to control grant deficit spending.

· Many of the operating departments have taken ownership of the existing deficits and covered them with funds from other sources.  At June 30, 2003 only three grant funds remained in deficit.

· We continue to meet monthly with the grants office to review these funds in an effort to control deficit spending.

Going Forward

In FY 2004, the FPRC will continue to focus on the three original areas of concern.  There is still much work to be done, however, reporting is more accurate, fund balances are much cleaner and there is a constructive spirit of cooperation around the campus on these issues.  The following concerns will be addressed in the coming year:

· Cost accounting methods (internal charges) on campus should be more timely and consistent.  This is a problem for operating units who rely on the accounting system for timely information.

· Grants and contracts administration requires improvements to assure that further deficits in these funds are avoided.

· Several agency funds were in deficit.  An on-campus sponsor of each agency should be identified in order to improve accountability.   
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· Three auxiliary enterprises still have substantial deficits which may take some time to overcome.

· The campus is gradually moving away from untimely end-of-the-year accounting practices.  Constant encouragement, exception reporting and attention are required to assure this trend continues.

· The all-funds budget and reporting model works well for auxiliary units.  We need to work on strategies that would allow the extension of this practice to other parts of the campus.

· The level of current central scrutiny and follow-up required to sustain new practices put in place are greater than current resources will permit in the long run.  As these new processes become routine, the cost/benefit ratio will be evaluated to determine which practices will be maintained in the future.

· Funding projects at the back end creates deficit fund balances.  This practice is not uncommon but it does create deficits in funds until money is transferred to cover expenses.  Forward funding of such projects would avoid these fund balance deficits altogether.  Where appropriate, it would be helpful to seed lab start-ups, research initiatives and special projects so they are spending down on existing funds rather than creating deficits to be covered later.

