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1.0 
Background

Research is one of the central roles of the University of Southern California. USC receives funds and support from a variety of private, commercial, a government agencies. However, a majority of the support comes from federal government agencies. USC is one of the top university recipients of government funds. 

The Office of Management and Budget (OMB), part of the Federal Government, sets general policy standards which apply to all government agencies.  Each government agency can add additional standards to the general policies, but most reference the basis OMB standards. Government contracts are unique in that they are subject to the Federal Acquisition Regulations (FAR). FAR is a complex body of regulation developed by the General Service Administration (GSA) under the broad policy guidelines set by OMB. FAR has hundreds of clauses, which may be attached to a government contract. With complex policies and regulations, it is important to understand, monitor, and control compliance with the government rules regulating support. 

Since USC receives a large amount of Government support though contracts and grants, it is important to ensure that the rules and regulations surrounding those funds are appropriately addresses by each organization receiving government funds.

2.0
Audit Objectives & Scope

The objectives of our review were perform a high level review of the Cancer Center and related grants to:

· Ensure that current business processes provide an environment of compliance with regulations governing sponsored research;
· Examine and evaluate internal controls over revenue and expenditure;

· Determine if policies and procedures are adequate and effective;

· Evaluate operational efficiencies; 

· Examine basic information system controls; and

· Ensure that recommendations agreed to during our review of operations during fiscal year 2001 have been implemented.  
Due to the number of government agencies and the variety of contracts and grants, PwC developed a general compliance review focusing on the OMB general policies of Cost Principles for Educational Institutions listed in OMB circular A-21, and Uniform Administrative Requirements for Grants and…Higher Education. General compliance requirements were summarized into the following areas:

· Cost Sharing (where applicable)

· Salary Certification

· Grant Management

· Allowable Expenditures

· Direct Costing

· Filing and Record Retention

· Termination and Reporting Procedures

We reviewed procedures and controls by using a tailored research compliance audit program to ensure that the accounting environment facilitated and encouraged compliance with government regulations governing sponsored research. Our selection and testing of procedures was based to test internal control weaknesses and procedural breakdowns noted during our FY2001 review. We randomly selected grants managed by Principal Investigators (PI) where non-compliance issues were noted against them during our FY2001 review. During the course of our review, we interviewed administrative staff and Principal Investigators, observed operations, tested transactions, and examined supporting documentation.

3.0 Summary of Findings

The following recommendations are suggested to provide further assistance in improving the control and compliance environment (issues also applicable to other related departments such as Biochemistry and Norris Cancer Center are stated in parenthesis):   
Cancer Center
· Salary certifications - Rules governing research compliance require that the Principal Investigator or an individual who has direct technical knowledge of staff working on each sponsored account should certify effort charged to those accounts. Based on our sample of effort reports reviewed, we noted that salary certifications were not consistently performed by the responsible PI. The risk of inappropriate or inaccurate salary allocation is greatly increased when salary certifications are not performed each month. 
· Non-capitalized assets - Procedures for control of university inventory/equipment require improvement. Currently, all capital purchases greater than $5,000 are tracked and recorded by the Equipment Office but items costing less than $5,000 are not monitored by them. Due to the nature of some items of inventory (may be portable and attractive), it is good management practice to record and track such items. In addition, it enforces accountability. We recommend that procedures be established to ensure that there is a process for recording portable and attractive items of inventory costing less than $5,000.
· File management - Document maintenance for purchases can be improved. Management should consider implementing procedures that improve audit trail and provide evidence that only approved goods and services have been procured. Without appropriate documentation there is little assurance that authorized individuals following approved procedures requested purchases. In addition, proper reconciliation is difficult without adequate documentation supporting purchases.
· Policies and procedures - A policy manual specific to operations and responsibilities does not exist. Well documented and referenced policies and procedures will assist in ensuring that standard practices are observed within each department while observing the unique characteristics of each area. Once implemented, this can provide a basis for training new hires into positions with little instruction. It would also help with establishing consistent policies and procedures. 
· Staff Training – We noted staff responsible for managing grant accounts have low level understanding of the federal rules governing research administration. This was evident during our discussions and testing of grant expenses. Without proper training, staff could purchase and charge expenses to grants that may be unallowable. Unless detected on a timely basis, the penalties for non-compliance with rules governing federal research are severe.  We recommend that all employees, who are involved in research administration, improve their understanding of research compliance rules and regulations by participating in university provided research administration training programs
The balance of this report details our individual audit findings and observations.

4.0
Detailed Finding & Observations

4.2 Cancer Center

4.2.1
Salary Certification

Observation

Rules governing research compliance require that the Principal Investigator or an individual who has direct knowledge of staff working on each sponsored account should certify effort charged to those accounts. Based on our sample of effort reports reviewed, we noted that Salary Certifications were not consistently performed by the responsible PI. 

Consequences

The risk of inappropriate or inaccurate salary allocation is greatly increased when salary certifications are not performed each month.

Recommendation

We recommend that salary certifications be tracked and followed up by administration to ensure they are performed on a timely basis each month. 
Management’s Response

We agree and have added salary certification to our departmental financial reporting system (FRS).  Our FRS will send email alerts to both the PI and project coordinator on a monthly basis.  The alert report will include position name, title, amount and percent charged to each project along with return email instructions, i.e., approve or correct.  This system will track all project effort email alerts and send reminders to ensure full compliance.
Subsequent Internal Audit Follow-up

Internal audit performed a follow-up review of corrective action taken by Norris Cancer Center to implement an effective salary certification process on October 24, 2003. Based on discussions with the Senior Business Officer at the Norris Cancer Center, programming changes were made to the departmental financial reporting system (FRS) in October 2003 and email alerts were issued. A central coordinator role has been established within the Business Office to monitor and track the completeness of the salary certification process. Since corrective action was implemented in late October 2003, internal audit has not reviewed evidence of documentation for effectiveness of the current process. An additional review will be scheduled as part of our normal follow-up procedures in February 2004.

4.2.2
Non-Capitalized Assets

Observation

Our review noted that procedures for control of university inventory/equipment require improvement. Currently, all capital purchases greater than $5,000 are tracked and recorded by the Equipment Office. Periodic inventory counts are performed to verify its existence. However, items costing less than $5,000 are not monitored by the Equipment Office since these are expensed in the university’s books and records. The decision to track these items rests with individual departments. Due to the nature of some items of inventory (may be portable and attractive), it is good management practice to record and track such items. In addition, it enforces accountability.
Consequences

Recording of portable and attractive items of inventory costing less than $5,000 will provide accountability and ensure that assets are safeguarded and protected from unauthorized access, damage, or loss. 
Recommendation

We recommend that procedures be established to ensure that there is a process for recording portable and attractive items of inventory costing less than $5,000. Coupled with a periodic review of all inventory/equipment in accordance with university policy, this should ensure that department records are accurate, and reconciled to the university financial records.
Management’s Response

We agree and will discuss proposed asset tracking systems with our Administrative Operations Group (Zilkha Nuerogenetics Institute (ZNI), IGM and Cancer Center) this month and implement a solution no later than January 1, 2004.  

4.2.3
Staff Training

Observation 

Our review noted that staff responsible for managing grant accounts have low level understanding of the federal rules governing research administration. This was evident during our discussions and testing of grant expenses.

Consequences

Without proper training, staff could purchase and charge expenses to grants that may be unallowable. Unless detected on a timely basis, the penalties for non-compliance with rules governing federal research are severe.  

Recommendation

We recommend that all employees, who are involved in research administration, improve their understanding of research compliance rules and regulations by participating in university provided research administration training programs.
Management’s Response

An Administrative Operations Group comprised of staff from IGM, Cancer Center and ZNI hold monthly meetings for the purpose of sharing knowledge about sponsored research. We often include guest speakers from central management. However, we agree and will participate in formal training programs provided by the university.
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