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Learning Tuesdays: Program Transcript
Audit

Learning Objectives:

· Obtain an understanding of the role of Internal Audit role

· Gain awareness about the process of conducting an audit

· Differentiate between internal audits and other types of audits

· Understand the impact and prepare for an audit

· Hear a campus perspective
Caroline Mattiske:
Welcome to Learning Tuesday.  I’m Caroline Mattiske, Learning and Development Administrator for the Research Foundation Central Office.  I am proud to introduce you to the Research Foundation’s team of internal auditors.  

We will gain – we will enjoy a panel discussion led by our Vice President of Internal Audit, Ms. Emily Kunchala.  Our panelists include Lisa LeBlanc, Associate Director; Ryan Farrell, Audit Manager; Craig Osborne, Senior Auditor; and our hardworking team of associate auditors, Brad Kenyon, Ye Liu and Devin McCarthy.  We will also hear from Ms. Catherine Hoselton, RF Operations Manager, and SUNY New Paltz Assistant Vice President for Sponsored Programs to gain a campus perspective.  

Our panelists will address as many of your questions as they can during the next hour and a half or so, and as always, I encourage you to submit questions to be addressed.  You may either call or email the studio.  To call, dial (888) 313-4822 or you can email the studio at studio@hvcc.edu or you may use the chat feature through the live stream to submit questions and interact with the full audience.


With that, I will turn it over to Ms. Emily Kunchala to begin today’s program.  Thank you.

Emily Kunchala:
Good morning.  Thank you for joining us today.  We’ve found that when most people hear the auditors are coming, they're initially nervous.  We hope to get you more comfortable with the process today with the following learning objectives:  obtaining an understanding of the role of internal audit; gaining awareness about the process of conducting an audit; differentiating between internal audit and other types of audit such as sponsor audits or your external audits; understanding the impact and preparing for an audit.  And then we’re also going to hear a campus perspective from New Paltz.


Before we begin, I’m going to walk you through some common audit terminology so that we’re all speaking the same language.  So an audit is an examination of records or financial accounts to verify accuracy.  An auditee is the organization, department or unit being audit.  An entrance conference is a meeting held between the auditors and the campus as a means to start the audit.  At your entrance conference, you’ll usually go through the scope memo, and your scope memo or your engagement letter is sent by the audit team officially notifying them of the audit.  The scope memo generally includes the scope, which defines the purpose and parameters of the audit, also the dates of fieldwork and the objectives of the auditor.


Fieldwork is a review of official records and supporting documentation usually performed onsite.  There’s also desk reviews that are performed offsite when you send all of the documentation.  Extrapolation is also a common term what you’ll hear us using.  It’s a means of drawing conclusions about an entire population based on sample testing.  And then at the end of the audit, there’s usually an exit conference.  This is to discuss the audit process, observations and any outcomes.


I’m going to pass it over to Lisa LeBlanc to talk about who audits the RF.

Lisa LeBlanc:
The first group of auditors you're likely to encounter is the internal auditors of the Research Foundation, the team that you see before you today.  We’re here to support you through the audit process.  We identify key risks to the business process and organization.  We’re concerned with the effectiveness of operations and adequacy of internal controls.  We assess, evaluate and then provide recommendations to ensure compliance with policies and procedures.  Our scope extends beyond financial statements and materiality levels to include other things such as strategy and fraud.


The next group of auditors are external auditors.  The Research Foundation hires an independent audit firm, and currently they are KPMG.  They perform an annual financial statement audit that’s primarily concerned with fair representation of the financial statements.  They also perform an annual A133 audit that’s required by the Office of Management and Budget.


Finally, there are sponsor and regulatory agencies that may send auditors to the Research Foundation.  They represent agencies such as the Department of Health and Human Services or the New York State Office of the State Comptroller.  They all have rights to inspect RF records.  Their audits may be financial or technical or regulatory in nature.  Their scopes can be narrowly applied to a specific program objective or more broadly to several programs.


DHHS is our cognizant agency, and a cognizant agency is something that OMB has established in order to simplify the relations between federal agencies and the awarding agencies.  A single agency represents all the other agencies in dealing with the grantees in common areas such as negotiating the indirect cost rate.  The cognizant agency for non-profit organizations is determining by calculating which federal agency provides the most grant funding.


The Internal Audit Department is governed by an internal audit charter.  Our charter appears on the RF’s homepage, so if you're interested in seeing the detail of that, you can go to the tab called What We Do, and there’ll be another button for the Internal Audit Department.  We report directly to the audit committee of the board of directors, and we report administratively to the RF president.  We provide management with independent appraisals of operations.  Our services are provided to the 31 operating locations and central office.  We have an annual audit plan that’s approved by the audit committee.  We’re also subject to an independent quality assurance assessment periodically based on the standards of the Institute of Internal Auditors.


We have several responsibilities that are outlined in our charter.  I’m just going to go over a few of those here.  We review and evaluate financial and operational functions of all departments at all RF locations.  We perform examinations to determine compliance with established policies, procedures, sponsored guidelines, contractual terms and sound business practices.  We also look at the adequacy of internal controls necessary to achieve the corporate objectives.  We also determine the reliability and the accuracy of management data and reporting systems.


Some of our activities include an annual risk assessment and development of an annual audit plan.  This slide outlines the process that we go through to create our annual audit plan.  We collect input from various sources, both within the Research Foundation and from outside the Research Foundation.  Some of you may have received surveys from us when we’re doing our risk assessment or even have been interviewed by members of the internal audit staff.  After we validate the input that we’ve collected, we prioritize our audit risks, develop a plan and have that plan approved by the audit committee.


We also review campus sponsored program activities, and some of you may have seen us at your campus doing our routine audit work.  We also perform internal investigations and fraud audits that may have been referred to us through the RF’s hotline or through management recommendations.  We also perform operational audits at Central Office and coordinate the annual A133 audit that’s performed by the external auditors.  We test internal controls as well.


Lastly, we provide management advisory services as needed if management has a particular project or concern that they would like us to investigate.


Now I’m going to turn it over to Ye who’s going to talk about the audit process.

Ye Liu:
Thank you, Lisa.  Good morning.  My name is Ye Liu and I am internal audit associate at Central Office.  Brad and I are going to briefly walk you through the process of a campus grant audit.  I’ll be introducing the first two steps, planning and performing audit fieldwork, and Brad will then take over to explain reporting and issue tracking.


Each year internal audit creates an annual audit schedule after the risk assessment.  When audit comes up, we call the campus OM to have a brief conversation to let him know of the audit and when we expect to begin the work.  Within the conversation, we also try to determine some agreeable dates to hold entrance conference.  Campuses are encouraged to share any thoughts they have related to the audit.


We then follow up by sending a formal written scope memo to make the campus aware the audit will be occurring and to send relevant information such as objectives of the audit, approaches to be used and the output.  Also we include other types of information:  a background section, staffing and a schedule of other work, et cetera.  It just depends on the audit and the campus requests.


During the entrance conference, we explain the objectives to the campus, what kind of tasks to be performed while we’re there.  Also we work with the campus’s staff to set a time of the schedule, when we’re coming back to do the actual work.  And one of the most important steps is we interview the campus’s staff to make sure we have an understanding of their process to understand their daily job routines, their operations.


After that, we come back to Central Office.  We do a regroup.  We perform a risk assessment based on that.  The risk assessment provides a mechanism for identifying the areas we consider have the higher risks exposures, and we refine our audit procedures based on this risk assessment, and we then pick our examples based on the stats.


So why do we select samples?  Because it wouldn’t be efficient to look at all the activities of a campus.  There are two types of methods.  The first one is a judgmental and the other one is statistical.  Auditors use their own judgments to pick items they consider to be the most important.  This step actually takes a lot more time than statistical sampling, which are only randomly and proportionally selected samples.


After items are picked, we send approximately 80 percent of the items to the campus.  We attempt to do this about two weeks before our fieldwork to give the campus more time to pull all the supporting documentation.  For the rest of the 20 percent we will test them onsite.


We perform a variety of testing techniques.  They're including but not limited to interview of the campus’s staff to understand their processes, their procedures and their operations, and we do an inventory walkthrough.  We inspect and examine property items on the campus.  We also perform precalculation and analysis of the reports and data, and also we do examination of invoices, reports and other types of records.  If there are any areas requiring additional documentation after we come back to the Central Office, these materials can be sent to Central Office electronically or be mailed to us.  

We confirm observations and preliminary observations with the campuses towards the end of the audit.  We also communicate the areas we noted for improvements at any point during the fieldwork.  So by the time we draft an audit report, nothing should be a surprise to the campus.

Now I’ll give this to Brad Kenyon.  He’s going to be walking you through the issue tracking and reporting.

Brad Kenyon:
Thank you, Ye.  So the first step of the reporting phase is to have an exit conference.  This is where we’re going to categorize our findings as either high, moderate or low and then we’re going to communicate them with the campus.  Now, the whole purpose of an exit conference is to sort of have a meeting of the minds.  This is where everyone, regardless of whether they're with internal audit or campus management, has an opportunity to ask questions, maybe provide more documentation or cite the federal or agency regulations, and basically we want to get everyone in agreement.  We want everyone to be on the same page at the end of the day so that when we do issue our reports, there’s not going to be any surprises.


So after the exit conference, we’re going to go back and we’re going to reevaluate our observations.  We could decide based on what we discussed to maybe lower an observation or take it away altogether or the observation could stand as is.


So here we have our different observations.  We have the high, moderate and lows.  A high observation could be maybe a severe weakness in internal controls or something to do with fraud.  And all of our high level observations are going to be included in the audit report.  And for these findings, we require a response from management as to how they're going to address these findings.  I’ll be getting into that in just a minute.


For our moderate level observations, these could be a substantial weakness in the controls, maybe a repeat finding from a prior year audit.  These also will go into the audit report, and we also require a response from management as to how they're going to address that finding.


Now, the low level findings, these are minor low-risk observations, could be a one-off situation, maybe a minor input or clerical error.  These are just going to be included in the management letter, and for these findings we do not require a management response.  However, if the campus would like to provide one, they're more than welcome to.


So once we have all of our observations finalized, we’re going to come – bring everything together and come up with a general audit report rating.  We have five different levels here.  Most of our reports fall within the middle three categories, and the important thing to remember with report ratings is that there’s no specific formula.  There’s no criteria that will say a certain amount of observations will lead to a specific rating.  

A question we’ve gotten before is a campus will ask if they get one high-level observation, can they still get a good for their report rating, and the answer to that is we really can’t say.  No two audits are exactly alike, so we really have to take into consideration all the factors that are involved.  But the general rule to take away from this is that the fewer observations you have and the less severe they are, the more likely you're going to have a good or excellent rating.

So the difference between our audit reports and management letters is the audit report is going to be distributed to campus management, RF management, campus president and then our audit partner, which is currently KPMG.  Again, that’s just going to include the high and moderate level findings.  And then our management letter, which only has the low level findings, that’s only going to be sent to campus management and any of the parties we feel would be responsible in addressing those observations.  

So as I mentioned earlier, the management responses, we require these for all of our high and moderate level observations.  What this is going to include is an action plan, which is what the campus plans on doing to address that observation, and then there’s going to be an implementation day, and this is when they plan on putting the action plan into effect.  So once we receive a management response from the campus, we’re going to put those into the audit reports, and that’s when we’re going to issue the audit report and management letter as final.

So this leads into our issue tracking, which we also call findings follow-up.  This is where we take our high and moderate level observations from the audit report and we’re going to put them into our centralized tracking program.  And what this does is it’s going to follow up on all the observations that have come due.  So once we’ve reached an implementation date, we’re going to follow up with the campus.  We’re going to see if the action plan has been put into place.  If it has, then we can close out that observation.  If it hasn’t, we’re going to follow up, understand why it hasn’t been put into place, and we’re going to work with the campus to try to close everything out to get everything – the action plan implemented.

When we meet with the audit committee on a periodic basis, one of the things we do mention is observations that are past due, the reasons why they weren’t implemented.  So that’s something that’s important to remember.

So in summary there’s four parts of the internal audit process.  We have the planning stage.  That’s where we come up with a game plan for our audit.  We’re going to figure out how much to test and what areas we’re going to be testing.  We have the fieldwork.  That’s where we come up – where we actually doing our testing at the campus.  Then the reporting phase.  That’s when we’re going to finalize our observations.  And then issue tracking is where we’re going to follow up on our outstanding observations.

So with that, I think we’re going to take a quick five-minute break.  And when we get back, Craig is going to talk about the external audit process.

Emily Kunchala:
Welcome back.  During the break we had a question from Paul Parker at Binghamton.  He asked where we post our internal audit plan.  We currently do not post our internal audit plan.  We come up with the audit plan based on our risk assessment that we update annually, as Lisa talked about, and that audit plan goes to the audit committee for approval.  Due to timing issues and also the adjustment of the plan as risks come up and scheduling issues, we do no post the plan because there’s also – there can be concerns will allowing too much lead time for people to get ready for an audit.


So we do contact the offices in advance, and there are certain campuses due to their volume that are on kind of a rotational basis on the audit plan, but that can shift at any time depending on risks that arise.  So unfortunately at this time, for those of you being audited, we don’t post our audit plan, but we do work with you on when we’re coming out and try to be flexible with what you have going on.


So with that, I’m going to hand it back to Craig to talk about external audits.

Craig Osborne:
Thank you, Emily.  So before I talk about the external audit process, I’m going to focus on the KPMG portion, but we have a little audit humor for everybody.  So you can see you were wrong, David.  It can get worse.  We are being audited.  You can see they're stranded on an island and, unfortunately, they think their luck has gotten a little worse, but we’re hoping with this Learning Tuesday you're going to get more comfortable in dealing with auditors, and the next sections going forward should do this.


So just to give you a little background on myself, I was in public accounting for approximately five years before I started with the Research Foundation.  While in public accounting, one of my specialties was performing A133 audits.  So my past job I did a lot of these and I was on either side of them.  It also should be noted that KPMG does not only perform our external audit.  They also perform audits of our 403B, our 401A and the post-retirement plan, which all those are pretty much handled by Central Office.  They also sign our IRS Form 990, which is the RF’s federal tax return.  Now I’m only going to focus on the financial statement portion and the A133 portion of their process but it was important to note that.


So it starts out with the engagement letter scope memo.  This is a pretty standard scope letter, basically says that they're going to audit in accordance with GAS, generally accepted auditing standards, and in compliance with A133.  Their scope period is the RF’s fiscal year end, which is 6/30/13.  So this year it was 7/1/12 to 6/30/13.  They can look outside that scope if they have to.


Then they're going to perform some walkthroughs.  Pretty much the walkthroughs are going to be the same as internal audit walkthroughs.  They're going to get an understanding of the process.  They're going to figure out what we do and, especially being decentralized with the campuses, they're going to have to figure out what you're doing on your campus if you have different policies.  And then they would assess the risks and they’ll figure out what they're going to test, how much testing they're going to do.


Then they're going to start to perform some testing, so there’s going to be two pieces to it.  There’s the financial statement piece and the A133 piece of their testing.  I’ll get into it in the next slide and talk about some of the differences.  But the financial statement is different from what internal audit would do.  The A133 piece is very similar to what we do.


Then the exit conferences.  Make sure you request one if it’s not planned because at this point you can meet with them while they're out at your campus, and you might be able to stop them from reporting it or show them more documentation right onsite so that the finding doesn’t make it to the report or go any further than that exit conference itself.


The next portion would be the representation letter.  Central Office handles this.  This is basically a letter from the Research Foundation to KPMG, and it’s basically stating that we provided the correct information. We answered all their questions to the best of our knowledge, that type of thing.


Then they’ll get to the reporting process kind of like we do in internal audit.  There’s going to be two reports.  There’s going to be our financial statement with the A133 included, and then there could be a management letter.  If there’s any higher-level findings, these are going to be included in the A133 report.  If they're lower level, they're going to be included in the management letter.  So if we would like to make sure our findings move to the management letter if we can.  Both of these reports will require management responses.  The A133 report will be published and posted for everybody to see on our website under the Report section.  The management letter is only provided unless it’s requested.


So what’s the difference between the financial statement piece and the A133 piece of KPMG’s audit?  The financial piece is all the RF activity so it’s everything.  It’s unrestricted money.  It’s the investment activity.  It’s even the federal dollars.  They're testing things like cutoff and making sure it’s in accordance with GAP, generally accepted accounting principles.  Cutoff is making sure everything is recorded in their correct period.  So because 6/30 is our year end, if something happened after 6/30 but it should be recorded in 6/30 based on GAP, then that’s what they're testing for.


The A133 piece is all federal and federal flow-through dollars that are being expended in one fiscal year.  The financial statement piece, the opinion is only on the amounts and the financials, like I said, our balance sheet, our income statement, cash flows.  The A133 piece they're giving an opinion on compliance with federal regulations and grants, so they're following the compliance supplement.  It’s important to note that the federal expenditures were reported in a SEFA.  It’s Schedule of Expenditures of Federal Awards, and that’s where we report any expenditures we had of federal dollars.


When does this happen?  The financial statement piece occurs after 6/30 in August and September and mainly at Central Office.  What they’ll do at Central Office is we’ll send out a checklist to all the campuses that helps Central Office get familiar with things they might not be familiar with.  Also, if the campus is selected at the A133, there might be some testing of the financial statement numbers at the campus at that time.  Other items might be performed over the phone.  If there’s a question on miscellaneous income, they’ll call he campus and find out what it is. But the checklist that will be sent out basically you're going to be asked about leases, other agreements, try to give us a heads-up on some cutoff items to make sure we catch them at Central Office or finance office catches them at Central Office.



The A133 piece will be performed basically on the campuses.  So what will happen is KPMG will get a preliminary SEFA, Schedule of Expenditures of Federal Awards, and they’ll try to get a jumpstart, and they’ll give their best guess forward on what programs they're going to have to test.  They're required to pick certain programs based on dollars in our SEFA.  And if there’s higher level and there’s risk, then they're going to be required to do that based on A133 requirements.  Then what will happen is we’ll give them a final SEFA once 6/30 hits, and they will reassess what they picked originally in the preliminary SEFA and they might have to test other awards based on the federal requirements.


This year there was nine campuses selected, and they went out to nine different campuses and tested A133 requirements and grant requirements.  So we never really know how many they're going to choose, so it really depends on, like I said, the SEFA’s final numbers. 


Why are they performing this?  So they’re performing the financial statement piece because it’s required as part of A133 to perform the financial statement audit as part of the A133 audit.  The A133 audit happens because the RF has over $500,000.00 in federal expenditures.  With the new guidance changing, the uniform guidance, there’s going to be a new threshold of $750,000.00, but the RF has significantly more than that, so it’s not going to affect us.  But that’s why they're performing the A133 audit because we have over $500,000.00 in federal expenditures.


So how do you prepare for this?  There’s no way really to know what the samples are going to be because they're not going to know even what they're testing in the A133 piece until they get our SEFA.  We do know that they're going to test our financial statement balance sheet for cutoff and stuff like that mentioned earlier, so you need to prepare today.  You need to make sure that you're getting everything in Oracle today, cost share, that type of thing.  Start filling out their necessary forms today.  Don’t wait and then find out oh, we’ll fill it out later and then it doesn’t get filled out and then you find out that they're testing that program and then start to fill it out.  And also start to follow today the policies and procedures of the Research Foundation.


So KPMG goes out.  They issue the report.  We’re actually in the process right now of issuing or getting close to issued the report for the 6/30/13 … 6/30/14, sorry.  So when they issue the report if there is any findings, we’re going to have to give management responses to KPMG.  We at internal audit will look at the management responses and make sure that they look reasonable and we’ll help you with them and Central Office to make sure that we can actually meet what we’re going to say because, like I said before, these other people are going to be able to see these management responses and we’ve got to make sure that we can meet them.


Also, our report is going to be posted on the Federal Clearinghouse Website.  This is a website that’s open to the general public.  Anybody can go out there and every single A133 audit and its results are posted on this website.  It’s also going to be posted on the RF website, as I mentioned before, if you go to our website and go to Reports.


Also if there is findings, responding to PASR entities.  So if the RF is a subrecipient of federal funds through a PASR entity might reach out to the RF and ask us if we received an A133 because they are required to, and they would ask us if we had any findings related to their awards.  So if we do, we have to let them know.  So in retrospect it could affect future funding from a PASR entity if we had findings, but they will see the management responses.  They’ll see that type of thing and hopefully they don’t get the report and find out.  And hopefully they were made aware of the finding maybe before.  Internal audit will help with this process, so on the next slide I’ll go over that.


Also, next year’s report.  So if we had a finding in our 6/30/13 A133, we’re required and KPMG is required to put summary schedule prior audit findings in the A133 report, and this is going to basically say if we fixed the finding we had in 6/30/13.  So there’s a lot of different ways that if we have a finding that it’s going to affect future – it could affect future funding.


So how do we help?  We coordinate with the external auditors, so we work very closely with KPMG.  We’re in contact with them, especially in the A133 piece.  Central Office handles the financial statement piece on their own pretty much.  They’ll send us a list of all the campuses they want to go to.  We will reach out to the campuses and figure out who’s going to be the main contact.  We’ll attend the entrance and exit conferences for the KPMG audit, the external audit, so that way it will help you get comfortable with KPMG.  And if there is a finding in the exit conference, we can discuss it then and we can hopefully help you, like I said, make sure it doesn’t go any further.


We give the external auditors training on systems, Oracle and the other like RF-specific items.  Anybody that works for the RF knows that we work in a very unique industry, and I know that I have been learning and I keep learning about the RF every time I pick up a new audit and it’s pretty interesting.  But it’s important that was get the external auditors on the same page.  And we don’t just give new external auditors training.  We give – if there’s auditor turnover.  So if there’s a new auditor coming on at KPMG, they’ll come in and we’ll teach them about the RF and that type of thing.


We’ll help compile information for external auditors, so we try to give KPMG any information that we can from our Central Office site rather than reach out to the campuses.  But a lot of the compliance stuff is held on campus, so we have to reach out to you quite a bit.  But if we can pull a report, pull an Oracle report of all the expenditures on a award, we will do that and send it over to them.  We’ll help campuses with questions, observations, concerns.  As I mentioned before, we will review the management responses to make sure that it seems reasonable or if you're unsure how to respond, we can help you and try to get you going in the right direction.


And then, as I mentioned before, A133 requests so a PASR entity wants to know that we received an A133 audit and if there was any findings.  We take care of those in internal audit, so if there is any of those requests, the next couple slides Ryan Farrell is going to give you the email address for internal audit, and just send those requests there and we’ll handle them.  That’s pretty much it.


Now Ryan is going to talk about sponsor audits in general.

Ryan Farrell:
Thank you, Craig.  Before we begin our discussion on sponsor audits, I just want to first remind everyone about the RF guidelines on sponsor and regulatory audits.  This was developed about two years ago really at the request of several campuses who were looking for more direction on how to manage the external audits at their campus.  And they really wanted the guidelines to address two keys points, one being who was responsible for what activity during the course of an audit?  So, for instance, who would lead the audit?  Who would be responsible for gathering documentation?  Would it be Central Office or would it be the campus?  And who would ultimately respond to audit findings?


The second thing they wanted was some sort of document that outlined the most common information and common policies that external auditors were requesting during their review and where that information could be readily accessed just to facilitate the whole audit process, so the initial guidelines addressed all of that.


For internal audit purposes, we saw the guidelines as an opportunity for more consistent reporting centrally so we can track audit activity and really kind of identify where the external audit focus was occurring.  So we wanted to know what programs were being selected, what information were the auditors looking at and what were they reporting on.  And we have used this information really to help other campuses during their current sponsor audits to help mitigate or even prevent similar audit findings that another campus may have experienced.


So in summarizing really what the guidelines are asking, we first ask that you notify internal audit of any external audit sponsor activity that’s occurring.  And you can do so by contacting the internal audit mailbox on your screen or contacting any member of the audit team.  We know that there are a lot more audits sort of occurring at the campuses that we’re made aware of, and there are many times where we’re sort of brought into the audit at the tail end.  So we’ve had situations where a campus will contact us and say, “Hey, we just got done with an audit.  Here are the preliminary observations.  And by the way, the sponsor’s looking for half a million dollars back.  Can you help us?”  And even at that point, we can assist and I think we have been successful working with the campuses to help mitigate any observations.  But it’s just easier to be part of the audit process from the beginning so notification is really paramount.


Now the OM or their designee should really take the lead during campus audits.  Most of the records and the affected personnel are at the campus anyway.  Internal audit will generally coordinate the audit effort when the review is for multicampus.  We will continue to gather documentation held at Central Office, and some of the common requests that we get would be for corporate bank account reconciliations, proof of payroll taxes, proof of health benefits, and we routinely provide that to the campuses for their sponsor audits.  The OM or designee would be responsible for responding to any audit observations.  We’ve assisted in crafting them and helping review them before they're sent out, but the OM or designee would be the primary one responsible.  

And finally, all reports should be forwarded to IA.  We review these, we look at them and we use them for the RF annual risk assessment process.  So we do encourage you to read the full guidelines, which are available to you on the RF public website under the What We Do section.

So what are sponsor audits?  Well, sponsor audits are any type of examination of an externally funded research project or activity by the sponsor or by the organization providing the funding.  And really the objective of these audits are to evaluate the progress of a particular program and the overall internal controls.  And there is likely some type of audit clause or right-to-inspect records in our agreements that sort of gives the sponsor the authority to perform an audit.

We have a variety of audits occur across the RF during any given year, and these can range from federal reviews where, say, NSF is reviewing for improper payments or USAid is doing an oversight of international programs.  We’ve also had audits by the state agencies such as Department of Health and Department of Ed and even audits at the county and local level.

Now, regulatory audits differ in that their authority to audit is really based around law or regulation and they're likely not to sponsor and they don’t have any relation to the sponsor.  But their authority as a regulating agency is really to enforce rules and impose supervision really for the benefit of the general public.  So in regards to sponsored research, you may encounter regulatory audits more often in relation to clinical trials where, say, a pharmaceutical company may be the sponsor.  But a regulating agency such as the FDA comes in and wants to ensure that protocol was followed or proper protection of subjects who were enrolled in the study was followed.

So an organization may also have a statutory authority to audit sponsored programs because they are charged with oversight of public funds.  So in regards to – so an organization like the State Comptroller’s Office may come to mind where they're not the sponsor.  But since we have contracts with the state, they have an interest in our control environment and want to ensure proper stewardship of public funds.  But regardless of the type of audit that’s occurring, there’s a common thread among all of them, and that’s really an assessment of risk, evaluation of internal controls and a test in compliance with applicable policies and procedures.

So why do they audit?  Well, first, there may be an obligation to audit.  It could be a regulatory requirement or it may be written into the program guidelines that a program have an audit every year.  But likely it’s they want to evaluate the program activities to ensure it’s operating effectively and that, as an organization, we are in compliance with applicable requirements and have adequate internal controls.  And the level of review will vary depending on the auditor’s objective, so they may perform a programmatic review to look at the extent to which goals and objectives of the program are being achieved or they may review the quality, accuracy and security of program data and assess if it can be relied upon and if there are proper restrictions on who can access or change the data.  It also may be a pure fiscal review where they want to make sure that expenditures processed are reasonable and necessary for the intended purpose of the program or they may want to ensure proper protection of human subjects involved.  

There’s also for-cause audits, and you may more commonly associate these with human subject research where something triggers the need for an audit.  So it could be prompted by a complaint, possibly by staff on the program or a participant in a clinical trial where they're citing some sort of misconduct in study protocol.  For-cause audits can also be prompted when data seems inconsistent with other similar studies or a for-cause audit can be prompted because the investigator themselves has a history of non-compliance.  And the last reason that sponsors audit is because it’s overall good business practice.  It really promotes accountability, but it also identifies areas of risk and where program operations can be improved.

So what should you expect during the normal course of an audit?  Well, first they usually begin with some sort of formal audit notification.  And this really outlines the objective of the audit and what programs were selected and what the period under review was.  You may not have received an audit notification.  I have heard instances where a campus will say an auditor will just be coming onsite or they’ll just start requesting documentation.  So it feels like it’s an audit, but you weren’t actually sent an audit notification.  So it is okay to ask for an audit notification letter.

You can also expect some type of entrance meeting, and if you haven’t had one, you should request one because these are a good time to really clarify the objectives of the audit and set the expectation with the auditors at the start.  You can also expect interviews with program staff.  Auditors like to survey the environment so they’ll have these interviews to sort of gather an understanding of program activities and the workflows and also the available documentation to them.  This is also a time when they assess the areas of risk and gaps in the business processes.

You can then expect them to send some sort of documentation request list and this can be simple.  I’ve seen it where it’s just policies and procedures being requested or it could be more involved where they're asking for supporting expenditures and HR documents or monitoring and progress reports to show that program objectives and goals were being achieved.

Once they get the documentation, you can expect some sort of compliance testing, and they use a lot of criteria to sort of evaluate compliance.  It could be the award terms and conditions.  It could be the OMB circulars or state and federal regulations.  It could be the program guidelines.  We’ve seen them report on very specific program requirements where your internal control processes may not address them.  They’ll also look at internal policies and procedures, so if we have more restrictive policies, you can expect that the auditor is sort of going to evaluate against that.  And lastly, they’ll follow up on previous R reports to verify that corrective action was actually implemented.

So how should you prepare for a sponsor audit?  Well, first you should probably notify internal audit so we can sort of help you and assist you at the start of the audit.  It’s also a good idea to contact other campus and personnel that may be affected so they can assist during the audit process.

Next, you're going to want to assemble the relevant team that’s sort of going to handle the audit on the campus, and that one really should appoint one person as the lead.  This person will really coordinate the efforts of everyone else and be the single point-of-contact during the audit because you don’t want to get into instances where multiple people are in contact with the auditor and independently they're giving documentation, so it’s nice to have one point-of-contact.

Also, as a group you're going to want to review the audit notification, discuss the objectives, discuss the scope and ensure that everyone has the same understanding and expectations.  Make sure you write down any questions you have or anything you're confused about and bring this forward during the entrance meeting.  You're also going to want to review any past events in the program that may be of significance so discuss any issues or concerns that you may have that have happened during the course of the period under review.  The program staff really are the subject matter experts, so they should be able to identify the risks fairly easily.  It’s always better to do a self-assessment ahead of time so you can identify and correct the problem before an external auditor does.

You also want to review any compliance supplements that are relevant.  This could be a roadmap to really what the auditor is going to test.  You're also going to want to look at any previous audit reports.  Make sure that any findings were corrected and that you can document that they were corrected.  If you have an instance where previous audit findings there was no corrective action taken, be prepared to support the reason why.  You also want to develop a clear protocol to be followed when the auditors are onsite.  You want to reserve a workspace for the audit team that will not interfere with the day-to-day activities and also give them a general overview of the building.  Show them where the restrooms are, copiers, coffee and water really to limit the disruptions later on.  All requested documentation should be available and organized to facilitate the audit process.  The more documents the auditor has to search through, the more that they're probably going to find.

And lastly, you want to keep a positive outlook towards an audit.  Audit is a learning process, and if you keep it more of a collaborative process, it’s easier.  The audit will just go easier.

Next I’m going to turn it over to Devin.  She handles most of the audit requests that come in from the campuses.  She’ll talk about the conduct of the audit.

Devin McCarthy:
Thank you, Ryan.  I’m here to give you a little information on what you should do during an audit to help the process go more smoothly.  First, you want to provide copies of all the documents that the auditors request, and you want to mark each as Copy and Confidential.  Also, you want to make sure that you redact any personal information that isn’t relevant to the audit, such as employee Social Security numbers, anything that the auditors really don’t need.  You also want to keep a list of all the documents that you provide to the auditors so you know what information they have.


I know that a lot of people get nervous when they find out that the auditor is coming to talk to them, so we have some interview tips to help you get through it.  Firstly, you want to take a lot of notes so that you have a record with your discussion with the auditors that you can refer back to.  And during the interview you want to listen carefully to each question.  You don’t want to interrupt the auditor or try and anticipate what they're going to ask.  If the auditor’s question refers to a specific document, you want to take the time to review the documentation and really refresh your memory and familiarize with it before providing an answer.  You want to take your time and really consider your answer based on your personal knowledge or experience.  You're the subject matter expert, and you're explaining your everyday process to them.


You also want to respond truthfully.  If you try and hide something, it’s usually going to get worse once the auditor figures it out.  You also want to answer only what’s asked of you, but you want to answer that completely.  You also want to remain calm when the auditor is asking their questions.  Don’t personalize anything they say to you.  They're just trying to get an understanding.  And maybe most importantly, you want to clarify any misunderstandings that may occur during the interview.  You want to make sure that you leave on the same page as the auditor and they have a thorough understanding of what you do.


After the auditor has finished their fieldwork and interviews, they’ll hold an exit conference.  They also may ask you to sign a management representation letter.  That’s a letter that management states they haven’t omitted any material facts throughout the course of the audit, and you’ll want to try and defer that until after you’ve had an exit meeting with the auditors.  During the exit conference, you’ll be able to provide additional documentation to support any disagreements you’ve had with the auditors.  This is your chance to reduce the number or severity of your audit findings.


Once your exit conference is completed, the auditors will issue their draft report, and you want to go through the draft report carefully and make sure that it’s consistent with everything that you’ve discussed during the exit conference.  If you do have any findings, you’ll want to respond to each observation.  And remember when you're crafting your response that your responses should address the issue and your responses should be realistic.  It should be something you’re going to be able to implement timely given your resources.


Once the auditors receive your response to the management – to the draft report, they will issue a final audit report.  At this point you want to make sure that you send a copy of the audit report to internal audit so that we have one in our records.  And you also may want to take the time to go through the report with your staff for any lessons learned so that maybe next time things go even better.


Next I’d like to welcome Catherine Hoselton, the AVP of Sponsored Programs and RF Operations Manager at SUNY New Paltz.  Catherine and her team have been through several sponsor audits in conjunction with Central Office and the internal audit team, and she’s here to share campus perspective on an audit.

Catherine Hoselton:
Hello, everyone.  I’ve been asked to speak to you today about our experiences at SUNY New Paltz with the external audit process.  We have gone through several external audits in the past year, and the one thing that’s consistent about all of them is that the process itself is a dialog.  From beginning to end, it is a conversation and at times a negotiation between the campus, the external auditors and with RF Central Office and in particular internal audit.


I’d like to tell you about an audit that we went through this last year with our USAid West Bank/Gaza Fixed Obligation Grant.  So as soon as we received notification of the audit, we informed RF Internal Audit and they were there with us from the beginning, so from the beginning interview all the way through to the closeout.  This audit represented some particular challenges.  The external auditors were located in Palestine, and the types of audits that they had done before for other USAid awards were all based in country.  So SUNY New Paltz was actually the first institution located outside of the area to receive a USAid award for West Bank/Gaza.


Because of that, there was not a great deal of understanding of the ways in which a large university system would operate.  The auditors in Palestine were used to auditing firms that didn’t have a great deal of internal controls in place and that operated on a much smaller scale.  So one of the very important roles that RF Internal Audit played for us was not only to help guide us, SUNY New Paltz, through the process and to help us interpret what the external auditors were requesting and what they were saying, but it was also to help the external auditors understand our business processes and how we functioned with RF.


When the first draft management letter and report came out, the external auditors had cited us for some significant deficiencies in internal controls, examples being that they said that timesheets were not being used to log actual hours worked.  Well, all of our staff were exempt employees who, of course, were not using hourly timesheets.  We had provided effort reports.  However, the experience of the external auditors in Palestine had not helped them to recognize what we were giving them.  So they kept looking for timesheets.  They didn’t recognize the significance of effort reports, and we had a little bit of an impasse there.  So we ended up having a phone call in which RF Internal Audit participated as well as the Director for Grant Services and the Associate Director for Grant Services.  And with all of us participating in this phone call, we were able to explain some of the internal business processes and the internal controls that were in place that were acceptable for federal guidelines and eventually were able to convince the external auditors that indeed we did have internal controls in place, though not in the form that they had expected.


Another area was that this was a fixed obligation grant, and the auditors were used to dealing with cost reimbursables.  So at the end of the award, we had been paid in full by Milestone.  However, we had an unexpended balance of several thousand dollars. The auditors were citing us for not returning those funds, so through the intervention of RF Internal Audit and, again, the Grant Services we were able to help them understand how the terms and conditions of the award allowed us to keep that unexpended balance.  So all of those significant deficiencies that had been placed on internal controls were removed and were not included in the final report.


Another area that we were cited on and, indeed, we should’ve been were in provisions that were specific to the West Bank/Gaza.  So there are specific provisions for how that is intended to be reported and for mandatory clauses that ensure that no funds are going to support terrorism.  So this was an area in which we lacked understanding of how to implement and interpret those requirements.  So we did end up having a citing in those areas, and RF Internal Audit helped us to craft our response so that we directed it specifically to those issues and were able to resolve it in the simplest means possible.


What was great about this process is that we had at the time that we were doing this audit for a prior award, we had a current award with USAid West Bank/Gaza. And through the process of going through this audit, we were able to understand how we still weren’t quite understanding or obligations for those areas in which we were cited.  And we were able to immediately put into place a solution for our current award so we then would not be cited for the same thing in the next audit.


So I would say one of the greatest roles that RF Internal Audit played for us was to act as a reality check so not only during the audit process with USAid but also with other external auditors.  There are times when a certain action or a certain sequence of events on behalf of the external auditors is difficult to understand.  So being able to go to RF Internal Audit and ask for a reality check – Does this make sense?  What are they really asking? – and have that interpreted for us has been helpful in every situation that we’ve dealt with.

Emily Kunchala:
Thank you, Catherine.  It’s always helpful to hear a campus perspective.  We hope now that you're more comfortable with the audit process.  As we’ve discussed, the best time to prepare for an audit is not when you receive your audit notification.  It is today, getting your transactions into the business system timely, making sure you maintain your supporting documentation and it tells the whole story, updating your policies and procedures and making sure you're following them and doing some monitoring of your activity.


Today you’ve had the pleasure of meeting the audit team.  Collectively we have over 50 years of audit experience, and we’re here to support you with the audit process. I hope now that you're comfortable reaching out to any of us with questions or concerns.  So we would like to thank you for taking the time to attend this learning and development program today.  Please take two minutes and let us know what you thought of today’s program by completing the exit survey.


If you registered in advance, you’ll receive a link to the survey in an email very shortly.  However, if you did not register, we still want to hear from you, and I encourage you to use the link on the live stream webpage you are on right now.  As always, your feedback is used to improve future programs.  


The next Learning Tuesday program is scheduled for November 18, 2014.  Please tune in as we will discuss open enrollment and provide a benefits update.  As always, we encourage you to attend, so register and mark your calendar.  Thanks again and have a great day.

[Music]

[End of Audio]
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