Minutes of the August 12, 2010 Meeting
of the Board of Governors' Audit Committee

The Audit Committee met in the Board Room of the UNC General Administration-Spangler
Center in Chapel Hill, North Carolina on Thursday, August 12, 2010, at 4:00 p.m.

Members in attendance were Mr. John M. Blackburn, Dr. Laura W. Buffalo, Mr. Frank Daniels,
Jr., Mr. Walter C. Davenport, Mr. Ronald C. Leatherwood, Dr. Franklin E. McCain, and Dr.
Irvin A. Roseman. Others in attendance were Chancellors Kenneth Peacock (Appalachian State
University), Harold L. Martin, Sr. (North Carolina A&T State University), Anne Ponder (The
University of North Carolina at Asheville), and Linda Brady (The University of North Carolina
at Greensboro); Interim Vice Chancellor for Information Technology Barbara Ellis, Director of
IT Security and Audits Lisa Warren, and Vice Chancellor for Business and Finance Robert
Botley (NCA&T); and UNC General Administration staff.

Chair Roseman welcomed everyone to the meeting. On the motion of Dr. McCain, seconded by
Mr. Davenport, the minutes of June 10, 2010 were approved.

Chair Roseman reviewed The UNC Policy Code Section 301G., the jurisdiction of the Audit
Committee, and introduced an Audit Committee worksheet (see attachment) to inform the voting
members of the responsibility of the Committee and to make suggestions for other actions
necessary or appropriate to assure the integrity of the finances of the University.

Next, Mr. Jeff Henderson introduced Ms. Jan-Rae Castillo, Internal Auditor for UNC General
Administration. Ms. Castillo was a recent graduate of UNC Wilmington with a Master’s Degree
in Accounting. She had been working with the Internal Auditor at UNC Wilmington for the last
several months and she gained useful experience in Internal Auditing. Ms. Castillo’s
responsibilities would primarily be the Internal Auditor for UNC General Administration and
would also assist the constituent institutions with Internal Auditing issues.

Then, Ms. Gwen Canady gave an update on the UNC Finance Improvement and Transformation
(UNC FIT) Project (see attachment).

e The UNC FIT team had been working with Winston-Salem State University and North
Carolina A&T State University to transition off the State’s Central Payroll system under
the current methodology. Both had successfully implemented Banner bi-weekly payroll
and were working toward the monthly transition to the UNC Shared Services Payroll
solution.

e By the end of October 2010, five of the nine campuses would be completely off the
State’s Central Payroll system.

e The UNC FIT team had been working with Fayetteville State University and North
Carolina Central University to begin the transition off Central Payroll.

e The team would continue to monitor and refine the business process standards for the
General Accounting area to eliminate redundancy to clarify existing language.
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e UNC FIT had begun to focus on the next processes (Capital Assets and Student Accounts
Receivable) that would be addressed on the campuses.

e Finally, the Committee received a demonstration of how the Dashboards of the Key
Performance Indicators worked and how they were intended to help the campuses (see
attachment).

Vice President Ernie Murphrey provided the Committee with a summary (see attachment) of the
audit findings reported over the last three years and how the UNC FIT standards addressed these
findings. If these standards would be fully implemented by the campuses, most of the audit
findings reported by the Office of the State Auditor would not occur.

Next, Mr. Jeff Henderson discussed four external audit reports that had been released since the
Board’s June meeting (see attachment).

e The financial audit reports for North Carolina Central University and UNC Charlotte
were released with no audit findings.

e The financial audit report for UNC Asheville was released with three audit findings.
Chancellor Ponder responded to the findings and answered questions from the
Committee.

e An Information Systems General Controls audit report for North Carolina A&T State
University was released with five audit findings. In addition, a sensitive letter was
released. Those findings would be discussed in Closed Session. Chancellor Martin
answered questions from the Committee as well.

e In all instances where findings were reported, the institutions had either resolved or were
in the process of resolving the findings reported by the Office of the State Auditor.

The Committee received a summary report (see attachment) on the private foundations and
associations known as Associated Entities. These Associated Entities were required to comply
with a series of UNC policies and were required to have an annual independent audit. Of the 110
Associated Entities in the UNC System, 106 had met the annual audit requirements for 2009.

On the motion of Dr. McCain, seconded by Mr. Daniels, the Committee went into closed session
to prevent the disclosure of privileged information under North Carolina General Statue 147-
64(c)(18) and North Carolina General Statue 132-6.2(c).

CLOSED SESSION

*khkkkkhkkkkikk

The Committee returned to open session.
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There being no further business, the meeting was adjourned.

Dr. Irvin A. Roseman Dr. Franklin E. McCain
Chair of the Audit Committee Secretary of the Audit Committee
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Attachment

UNC Shared Services Payroll Project Update

The UNC FIT team continued its implementation of the UNC Shared Services Payroll solution
for the nine campuses that have been a part of the State’s Central Payroll System. To date, we
have five of the nine campuses live on Banner Payroll. Three of these five campuses have
successfully migrated completely off of Central Payroll (UNC Pembroke, UNC Asheville and
Western Carolina University). Two of these five have implemented Banner bi-weekly payroll
and are working on implementation of monthly payroll (North Carolina A&T State University
and Winston-Salem State University).

Banner Bi-Weekly Payroll for Students and Temporaries

The UNC FIT team along with project teams from NCA&T and WSSU successfully
implemented Banner bi-weekly payroll during the month of July. NCA&T included
implementation of web time entry for their students and temporaries as part of their bi-weekly
implementation. WSSU went live with paper time entry, but will be rolling out web time entry
during the month of August.

Banner Monthly Payroll for Permanent Employees

The dual implementation of both bi-weekly and monthly payroll at NCA&T did not occur in
July, as targeted. Issues with the conversion, technology and staffing capacity, coupled with the
large number of employees at NCA&T, required additional time for configuration, testing and
training during the bi-weekly implementation. This delayed some monthly implementation
tasks, including the successful parallel testing of monthly payroll. Due to significant campus
activity that will occur in August in order to begin the fall semester, NCA&T is now scheduled
to go live with monthly employees in September. WSSU is scheduled to go live with monthly
employees in October. Adjustments to the schedule have extended our implementations for the
remaining campuses to April 2011. (See attached)

Next Campuses

The UNC FIT Leadership team met with the campus leadership teams at Fayetteville State
University and North Carolina Central University during July to kickoff the next round of
campus implementations. Both campuses have begun preliminary work in preparation for their
implementations. UNC FIT team members will begin working onsite with these campuses in
August with the goal of implementing Banner bi-weekly payroll in October and monthly payroll
in January.

Other Activities

Annual reviews of the Change Management and Configuration procedure, as well as the Campus
Service Level Agreements are in progress and will be modified during August. The Shared
Services Center cost recovery model was put in place effective July 1* for those campuses who
are completely live on Banner payroll. The Shared Services Center is actively recruiting for their
fourth and final payroll analyst position. The UNC FIT team is working with the Office of State
Controller on transition plans for calendar year 2011.
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Attachment

UNC Finance Improvement and Transformation Project Update
Business Process Improvements and Financial Monitoring

The UNC Finance Improvement and Transformation (UNC FIT) Business Process
Improvements during June and July included refinements to the General Accounting standards,
further review of the next two areas for business process improvements and implementation of
the Self-Assessment of Internal Controls document. Financial Monitoring initiatives included
the implementation of the Institutional Action Plan for those campuses experiencing problems
meeting acceptable ranges in the reporting of Key Performance Indicators (KPIs).

Business Process Standards

The General Accounting team has completed a review of the standards with proposed revisions
to remove some redundancy, provide some clarification and eliminate some of the prescriptive
language. These are currently under review by the campus controllers.

The next two business process areas to be addressed in FY 2011 are Capital Assets and Student
Receivables. Potential sub-processes within each of these areas were shared with the Chief
Financial Officers (CFOs) from all campuses for feedback in July. A process lead for each of
these areas, along with a Process Advisory team, will be established by September to begin
developing standards in each area. Input from the CFOs was requested for potential
representatives to serve on the process improvement teams.

Self-Assessments of Internal Controls

By statute all state entities have to certify annually to the State Controller that they have
performed an annual review of the internal controls over financial reporting as of June 30th.
This certification must be supported by, and consistent with, the results of the entity’s annual
evaluation of internal control. During FY2011, the UNC FIT Team developed a Self Assessment
of Internal Controls template tailored specifically for the universities. While most campuses
used this new assessment template for the reporting of internal controls this year, all campuses
will be required to use this template for FY 2011. Campuses will submit their assessments to
UNC General Administration for review as part of the UNC FIT monitoring effort.

Institutional Action Plans for Key Performance Indicators (KPIs)

As campuses continue to report on the Key Performance Metrics associated with the first three
standards implemented, an Institutional Action Plan has been developed to monitor problem
areas. Any campus that reports three consecutive red KPI ratings is now required to submit an
Action Plan report to Associate Vice President for Finance Lynne Sanders. The Action Plans
include the campus resolution plan, responsible party and completion date. Monthly review of
these plans by Vice President for Finance Ernie Murphrey, Ms. Lynne Sanders and Ms. Gwen
Canady will result in follow up with campuses, as needed, to get further information,
clarification and/or updates. The benchmark for completeness and resolution of these items will
be three consecutive months of green.
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Attachment

UNC FIT and State Audit Findings
Financial and Federal Compliance

Number of Findings

Finding Description 2007 2008 2009 UNC FIT Process Area
Deficiencies in Financial Reporting 6 8 1 General Accounting

Bank Reconciliations 3 2 0 General Accounting
System Access 8 7 5 General Accounting

Fully Depreciated Assets/Estimated Useful Lives 3 2 1 2010-2011 UNC FIT Area
Financial Aid 14 13 8 Financial Aid

Other 21 6 6

Total 55 38 21

Note: Two audit reports for 2009 have not yet been issued.
The 2009 numbers could change if these audits are released with findings.
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Attachment

Summary Report of Associated Entities

Campus

Findings

Corrective Actions

Elizabeth City State University:
ECSU Foundation, Inc.

(1) Application of SFAS 136

(2) Account Reconciliations

(3) Commingled Accounting Functions
(4) Pledges Receivable

(5) Timeliness of financial reporting
(6) Audit Adjustment

(1) Recommendation: Management needs to review all
transactions as they occur to determine the appropriate
accounting treatment within the framework of SFAS 136.
This continuous process will reduce the risk of errors.

(2) Recommendation: Reconciliations be performed for all
accounts as soon after each month as possible.

(3) Recommendation: Use of separate accounts and
accounting systems for the Foundation.

(4) Recommendation: Management review the contributions
receivable listing for significant and/or unusual donor
balances on a monthly basis and reconcile the general
ledger and pledge status report on a quarterly, if not
monthly basis.

(5) Recommendation: Management should enhance the
Foundation's ability to provide accurate and timely
documents to support its financial reporting function.

(6) Recommendation: Management should post all audit
adjustments and analyze general ledger accounts to ensure
that the impact of adjustments on current year accounts is
reasonable prior to the commencement of the annual audit.
Response: Move the Foundation's assets to a separate
general ledger system. Also, separate its cash and
investments into non-commingled accounts.

ECSU National Alumni Association, Inc.

(1) Opening Balances
(2) Insurance Coverage
(3) Land held for Resale

(1) Recommendation: The Association record all audit adjusting
entries before the books are closed. The beginning
balances should be traced to the prior year audit report to
ensure that they match.

(2) Recommendation: This coverage is strongly suggested to
minimize personal liability to the Association's directors and
officers.

(3) Recommendation: The Association obtain a current
appraisal on the land which should improve their financial
position.

North Carolina A&T State University:
NCA&T Alumni Association, Inc.

(1) The association failed to adopt and
implement ten of the UNC policy
requirements enumerated in UNC Policy
600.2.5.2[R]. (These are repeated
comments as June 30, 2006, June
30, 2007, and June 30, 2008).

(2) Delay in Securing Minutes of the
Organization

(1) Recommendation: The Alumni Association should
retain legal counsel to assist in updating it bylaws,
policies and procedures to ensure full compliance with
UNC policy immediately. Since this is a repeat finding
from the two previous audits, UNC-GA staff will be
working with University Management to get this corrected.
(2) Recommendation: The Organization should take appropriate
action to ensure that minutes of the Organization are
promptly recorded by its designated recording secretary
and approved by its Board of Directors, so that official acts
are appropriately documented.

NCA&T National Aggie Club, Inc.

(1) Bank Account Reconciliations
(2) Cash Receipts Detail Report
(3) Basic Financial Statements

(1) Recommendation: Reconciliations for all bank accounts be
properly prepared on a monthly basis.

(2) Recommendation: Monthly cash receipts detail report be
reconciled to the appropriate general ledger accounts.

(3) Recommendation: QuickBooks generated financial
statements be prepared and reviewed on a an interim basis.

North Carolina Central University:

North Carolina Central University Alumni Association, Inc.

(1) Meeting Minutes-It did not appear to be
sets of meeting minutes for each month
or quarter.

(2) Statement of Income and Expenditures-
The chapters of the NCCU Alumni
Association, Inc. submit an annual
Statement of Income and Expenditures
which reflects various financial data. For
the year ended June 30, 2009, the
documents were submitted by the
following chapters:

-Northern Piedmont
-District of Columbia
-Wilmington, Delaware
-New Jersey
-Philadelphia

-South Florida
-Sampson County
-Hampton Roads
-Metropolitan St. Louis
-Baltimore, Maryland
-Atlanta, Georgia

(1) Recommendation: Meeting minutes should continue to
be typed and catalogued in an official three-ring
notebook at the Alumni office. In addition, the minutes
should be signed and dated by the individual that
recorded them. Also, the record briefly and clearly
indicate the months and/or quarters when meetings are
not held.

(2) Recommendation: The Treasurer continue to require this
document be prepared and submitted to the national
office every year.
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Summary Report of Associated Entities

Campus

Findings

Corrective Actions

North Carolina School of Science and Mathematics:
NCSSM Student & Constituent Support Services, Inc.

(1) Lack of written inventory instructions of
physical counts taken through the year

(2) Preparation of budget and comparing with
actual results of operation.

(3) Unqualified personnel as a Bookkeeper.

(4) Outdated software.

(1) Recommendation: Written inventory instructions be
prepared by management, distributed to any persons,
involved in the count, and reviewed with them in advance.
The written instructions should as a minimum include
comments pertaining to segregation, or proper notation of
slow-moving, obsolete, or damaged goods.

(2) Recommendation: Budgets be incorporated into the
organization's financial reporting system to allow it to
measure actual performance versus budgeted
performance.

(3) Recommendation: The Board of Directors should elect a
qualified bookkeeper as soon as possible and also the
organization hire or contract with someone who has the
appropriate knowledge to apply generally accepted
accounting principles to the financial statements and take
responsibility for the financial statements.

(4) Corrective Action: A consolidated program is being used.

North Carolina State University:
The Friends of N.C. State Baseball, LLC

(1) Minor errors with written checks

(1) Recommendation: Rally Club check signers should be
diligent in reviewing checks before they sign them to
ensure that no inaccuracies are present.
Response: Rally Club has been reminded of the checking
signing authority of the proper procedures and check
signing requirements, and are putting additional effort in
diligence in the accounting and bookkeeping for deposits and
other financial matters.

NCSU Student Aid Association, Inc.

(1) Organization Structure

(2) Financial Reporting Process
(3) Cash Receipts

(4) Credit Card Processing

(5) Resident Accounts Receivables

(1) Recommendation: Continue to apply review procedures and
that the Association's Officers continue to exercise these
oversight practices in connection with its fiduciary
responsibility.

(2) Management does not have the personnel to value interest
rate swaps w/o assistance or the unrealized gains or
losses on investments. All functional expense allocations
are being properly made.

(3) Corrective Action: It was noted no such instances during
the June 30, 2009 audit.

(4) Update 2009: New policies have been implemented relating
to the processing and reconciliation of credit card charges
and related fees.

(5) Corrective Action: The Foundation has been able to improve
the aging of receivables through better collection
procedures and quicker notification of delinquency to the
lease guarantors.

Recommendation: The Foundation continues to pursue
collections and review receivables on a regular basis.

N.C. Textile Foundation, Inc.

(1) Segregation of Duties and Access
(2) Financial Reporting
(3) Reconciliations

(1) Per the Exec. Director, this was an oversight but does
not represent a systemic problem.

(2) Per the Exec. Director, an active search is planned for
an accounting firm that can meet the accounting needs.

The University of North Carolina at Chapel Hill:
The Botanical Garden Foundation, Inc.

Preparation of Financial Statements

Recommendation: Management and the Board continue to
evaluate whether it is cost effective to appoint a staff person to
prepare the financial statements.

The James B. Hunt, Jr. Institute for Educational
Leadership & Policy Foundation, Inc.

Accounts Payable/Journal Entries

Recommendation: Management should implement controls and
monitor existing controls to ensure journal entries are being
properly reviewed and procedures are in place to ensure proper
cut-off of accounts payable.

The Medical Foundation of North Carolina, Inc.

(1) Promises to Give

(2) Grant Disbursement Policies
(3) Supervisory Review

(4) General Ledger Policies

(1) Corrective Actions: Reconciling of pledge balances between
the Foundations' pledge detail and the UNC Development
pledge detail will be performed quarterly beginning
April 1, 2010.

(2) Correction Action: Documentation is being collected from the
disbursing authorities as to who has been delegated
authority to transfer and request cash disbursements on the
disbursing authorities' behalf.

(3) Corrective Action: Bank reconciliations will be reviewed by
the VP of Finance once the Accountant position is filled. In
the interim, the President of the Foundation will review the
bank reconciliation monthly.

(4) The Foundation accounting system will close monthly by the
10th work day of the preceding month. Balances will be
reconciled to supporting ledgers on a monthly basis.
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Summary Report of Associated Entities

Campus

Findings

Corrective Actions

The University of North Carolina at Chapel Hill (cont'd):
The University of North Carolina at Chapel Hill School
of Education, Inc.

(1) Coding of Expenditures

(2) Reconciliation of Accounting and
Development Reports

(3) Transfers to the UNC School of Education

(4) Preparation of Financial Statements

(1) Recommendation: A listing of the proper coding of
nonroutine transactions be maintained and utilized by all
personnel responsible for coding expenditures.

(2) Recommendation: Foundation personnel reconcile the
accounting and development reports monthly to ensure
significant contributions and gifts have been properly
recorded in the general ledger.

(3) Recommendation: A review procedure be implemented to
ensure all transfers to the School are made timely and in the
correct fiscal period.

(4) Recommendation: Management continue the full
implementation of the policies and procedures to ensure
proper controls over financial reporting are maintained.

The School of Government Foundation, Inc.

(1) Preparation of Financial Statements

(1) Recommendation: Management and the Board needs to
continue to evaluate whether it is cost effective to appoint a
person with qualifications to prepare the financial statements.

The School of Social Work Foundation, Inc.

Preparation of Financial Statements

Recommendation: Management and the Board continue to
evaluate whether it is cost effective to appoint a staff person to
prepare the financial statements.

Response: The Foundation Board has discussed the feasibility of
hiring an employee or consultant to prepare financial statements
independent of Blackman & Sloop. Because of current budgetary
concerns, it is not possible at this time to hire someone to carry out
this duty. However, we feel confident that our internal controls are
effective in preventing errors in the preparation of financial
statements.

Winston-Salem State University:
Simon Green Atkins Community Development Corporation

(1) Insufficient segregation of duties -The size
of the Organization's office staff limits the
extent of separation of duties; however,
certain steps can be in place to separate
incompatible duties.

(1) Recommendation: Two signatures are required for all cash
disbursements, and only officers of the Board of Directors
and the outsourced accountant are authorized check
signers. Also, primary general ledger and payroll
processing duties are outsourced to an independent CPA.
It is recommended that Board supervision and review
continue.
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