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January 28, 2010
8:30 – 9:30 a.m.

Minutes

Meeting called to order at 8:27 a.m.
Committee Members Present:
Chair Norman Tripp

Vice Chair John Temple

Governor Charles Edwards
Governor Frank Martin

Governor Tico Perez

Governor Judy Solano

Governor Gus Stavros

Committee Members Absent:  


Governor Zachariah Zachariah
Quorum.
1.  Call to Order and Welcome  

Chair Tripp called the meeting to order and gave an overview of the agenda items to be discussed.    
2.  Approval of Minutes

Minutes from the May 19, 2009 Audit and Compliance Committee conference call were approved.
3.  Review of the Draft 2009-2010 Audit Committee/OIGC Summary Work Plans 
Derry Harper asked committee members to review three documents in their supplemental materials packet:  the agenda, the Audit and Compliance Committee Dashboard, and a copy of the PowerPoint presentation that he would be using during the meeting.
Mr. Harper stated that the Audit and Compliance Committee Work Plan needed to be flexible and to be one that reflected the work and engagement of the Board.  The work plan format we had been using requires carful review to see items and their completion dates.  The new version, the “Dashboard,” includes those items as well as the lead committee member for a particular project.  The two projects that Mr. Harper believes should be the highest priority are to develop and approve the State University System (SUS) Compliance Program, and to adopt procedures for monitoring university audit and compliance activities.  The staff’s role is to ensure that items on the work plan align with our authorities (our Charter, Statutes, Regulations, and the Constitution).  He invited committee members to add items that might be missing by stating so at that time or by contacting him later.
The Charter mandates that we review the Office of the Inspector General and Director of Compliance (OIGC) Work Plan, which is a denser document than the Audit and Compliance Committee Work Plan or Dashboard.  Mr. Harper directed committee members to the document on pages 12-19 in their materials binder.  
The top priorities for this fiscal year are to develop a compliance program (item 1.2) and to develop a procedure for monitoring university audit and compliance activities (item 1.4).  While they appear to be similar, they are different; and both will require time and detailed discussions with BOG staff as well as with university personnel.  We must develop protocol, as required by our Charter, to look at activities reflected not just in external audit reports but also in university internal audit reports as is now required in BOG Regulation 1.001 for University Boards of Trustees Powers and Duties.  
Governor Perez motioned to accept the work plan.  It was seconded and approved.
4.  Discussion:  Compliance Activities and Establishing A Compliance Program: It Makes Sense PowerPoint Presentation

Mr. Harper used a PowerPoint presentation (a copy of which was provided in the Committee’s supplementary materials packet) to discuss the establishment of a compliance program.

Mr. Harper has consulted with Chair Tripp and Chancellor Brogan for their guidance and suggestions for priority-setting as the OIGC is a small staff of two people.  In an attempt to handle more with less, Mr. Harper explained that we decided to enlist additional resources in the first step of our BOG Compliance Program.  We trained approximately 20 – 25 BOG staff to become compliance analysts.  Their task is to review BOG Regulations, which number about 90 with subparts.  They will analyze each regulation in detail to identify tasks to be done by either the Board Office or university staff.  Accordingly, they will need to ensure we have appropriate policies and procedures in place to implement them.   Before engaging staff, however, we had numerous conversations with Chair Tripp and Chancellor Brogan to verify their stance on the level of priority for this type of project given the amount of staff time we estimated it would take.
Referring to the PowerPoint Presentation:

Institutional Compliance Program – Broadly Defined [slide]

A Compliance Program is “a program that has been reasonably designed, implemented, and enforced so that it will generally be effective in preventing and detecting violations of law.”  And [it] “must evidence the organization’s ‘due diligence’ in seeking to prevent and detect violations of law.”  Mr. Harper clarified that “law” also includes other sources of authority with which we must comply.

Compliance Program Design [next three slides]

To develop the compliance program, we looked at compliance programs in the SUS as well as in other states and found they have a basic design.   In the 1980’s, when the sentencing guidelines were first passed, there was an explosion in the public and private sectors to design compliance programs to prevent and detect fraud.  There are examples and good best practices.  Here are the key areas of a basic compliance program design:  
· Identify risk areas

· Prioritize implementation in areas that are of a higher regulatory risk because of their impact on health or safety, academic or fiscal integrity

· Provide training with regulatory gaps identified.

The program has to be integrated.  The word, “program” means it has to be systematic; the program or plan has to have a process to identify risk areas, conduct assessments, and to monitor new developments or requirements in regulatory compliance.  The basic, fundamental principles are:  transparency, being in sync with the goals and mission of the organization, and encouraging and promoting a commitment to compliance with the law.
Internal Control [slide]

Internal Control is a term that has a specific meaning.  It is the process that the Board and the Chancellor, as the Chief Operating Officer of the Board Office, uses to ensure that the objectives of the organization are realized.  Financial reporting, efficiency of operations, and compliance with existing laws are parts of the internal control system.  
What’s the difference between compliance and internal audit?  An audit is an objective and independent review of what you have with standards and rules.  An audit looks at internal controls and identifies the gaps where the organization has tried to implement them and the finding of an internal audit.  As compared with compliance, a procedure will be in place in an organized way to correctively deal with a finding; it is a program function.  It is effective in improving the operations of an organization.  
Compliance Program Elements [slide]

A compliance program typically has the following elements:

· Risk Assessment

· Responsible Parties and Roles

· Standards and Procedures

· Program Oversight

· Awareness, Education, and Training

· Lines of Communication

· Monitoring and Auditing

· Enforcement

· Corrective Action

Audit and Compliance Committee Charter [slide]

The following bulleted items come directly from the Charter regarding the Audit and Compliance Committee’s responsibility for the SUS:

· Receive and review university audit reports;

· Identify trends in such reports and confirm that adverse trends are being addressed by the universities;

· Initiate inquiries if the Committee has reasonable cause to believe a university is not providing appropriate response to audit findings;

· Direct the IG to conduct an inquiry or investigation if the Committee has reasonable cause to believe that a university board of trustees is unwilling or unable to provide for investigation of allegations of fraud.

Mr. Harper explained that the Charter requires us to receive university audit reports and to spot trends.  Are they being addressed by universities?  If the Committee deems it appropriate, it has the responsibility to look at whether appropriate responses to audit findings are being made by universities.  Lastly, this Committee has the authority to ask the Inspector General to develop protocol for looking into whether there is reasonable cause to believe a university is unwilling or unable to conduct an investigation.  
The Brogan Doctrine [slide]
Via the UBOT Powers and Duties regulation (BOG Regulation 1.001), the BOG delegated the responsibility of a university’s daily operations to its UBOT.  However, the BOG has reserved overall fiduciary responsibility for management of the university system.  Part of that responsibility is to be able to demonstrate accountability.  The organization needs to be able to demonstrate by empirical and objective evidence that it is achieving that goal.  How to achieve this?  In the context of a compliance program, we must identify a program owner or “champion.”  Mr. Harper explained that he is not the champion but rather that Chair Tripp, the Chancellor, or the Committee members themselves are the champions.  The organization must establish that it is willing to commit to compliance.  The design requires the identification of key objectives and risk areas as well as the establishment of a systematic compliance program.  

Compliance Matrix – Schema [slide]

A key element is to develop a compliance matrix or a grid of the sources of authority with which an organization must comply and that affects the organization’s internal control system.  
The Board Office has internal operating policies and procedures, which were created by staff.  The Board speaks most effectively through its regulatory process, which is a rigorous process that requires input from the SUS and that affects the operations of the Board and demonstrates accountability.  In terms of external policies and procedures, the 90+ BOG regulations and subparts are the first focus of this process.  

Mr. Harper asked Chancellor Brogan for additional comments.  The Chancellor addressed the simple philosophy that stands behind assuming the local institutions being secure in knowing that we have policies and procedures in place to meet our fiduciary responsibilities.  Between federal, state, and internal audits, reviewing them is a complex and complicated process that cannot be done by one person alone (i.e., by the BOG Inspector General and Director of Compliance).  So how to achieve this?  How to assure board members that the compliance system is achieving what it is supposed to?  Additionally, the Board of Governors has its constitutional and fiduciary responsibility for the entire university system, which is the fourth largest in America.  Mr. Harper and Chair Tripp have worked together to develop a system to ensure universities have in place, by their own UBOTs, policies, practices, and procedures for appropriate oversight of federal, state, and internal audits.  Universities will certify annually that they are carrying out appropriately those policies, practices, and procedures to guarantee that the BOG can satisfy their fiduciary responsibility to that end.  There may be times when we can provide assistance, intervention, or even investigate if something occurs that warrants it.  The BOG, like the UBOTs and Presidents at the local level must have the best systems in place to meet with fiduciary responsibilities.  
Chair Tripp underscored that when there is an issue at the university level, the Legislature expects the Board of Governors to provide explanation and possibly intervention to rectify the matter.  Therefore, we have to build a solid bond with SUS internal audit and compliance staff as they are the ones who know the issues.  Mr. Harper and one staff person cannot address all that must be done, so Mr. Harper has to rely on his partners at each university.

Mr. Harper stated that the Board of Governors as well as each university have already been doing compliance even before the federal sentencing guidelines were enacted in 1988.  They have compliance programs in place in research areas, athletics, and human resources.  For us to develop a framework to review those programs is important.  For example, in Mr. Harper’s first year as the BOG Inspector General and Director of Compliance, he oversaw the Florida A&M University Task Force, which was the most challenging compliance project of his 30+ year career.  FAMU staff took the responsibility of developing a complex compliance program to address the complex issues involved, and the BOG took the responsibility to review the process and make an objective and independent assessment that they were making progress.  Although we don’t anticipate anything of that magnitude again, we do have to have a compliance framework in place to ensure that it doesn’t.

Compliance Matrix Steps [slide]
The steps for developing a compliance matrix include research and analysis.  What is the added value?  In the regulation review project described earlier, Board staff is analyzing its regulations to identify action items but also to do a “functional analysis.”  The staff analyzing regulations are also the same staff responsible for implementing those policies and procedures.  Additionally, as in an audit, we will analyze any functional gaps that need attention.  
Compliance Assistants [slide]

The internal BOG steering committee and selected members of their staff are responsible for organizing their regulation reviews.  The steering committee, which is typically how an organization goes about designing and implementing a compliance program, may eventually be the group that makes a recommendation for our own compliance program.
BOG Regulation Compliance Review Tools [slide]
A spreadsheet for this type of in-depth analysis of BOG Regulations would not be sufficient to capture all the information we need.  We developed our own Access database to record, manage, and review regulation analyses.

Chancellor Brogan added that teaching, learning, and research are the most important things we do.  The least exciting discussions are about audit and compliance.  But audit and compliance are the bottom line.  If the UBOTs or BOG can’t assure clear, distinct, and appropriate oversight of all things fiscal and all things possible, it puts our primary mission of teaching and learning in harm’s way.  While it’s not the most exciting topic, it is the bottom line.  We have good people working on this project and with the Chair’s leadership, we will put in place on the state and local level a system to ensure appropriate oversight, monitoring, review, and if necessary, intervention that will allow local and state boards to assure themselves that the bottom line is being seen to appropriately.  

Vice Chair Temple asked if Board staff had reviewed the background of the Audit and Compliance Committee members to see who would qualify as a “financial expert” as the Committee’s charter requires there be a financial expert.  Aside from Mr. Temple himself, he guessed that there might be two other committee members although one of them is leaving or has already left the Board.  He suggested that Board staff, Derry Harper perhaps, should keep track of who has the appropriate background.  He also suggested that our office or a Board member speak with the Governor’s Office to inform the Governor of this consideration in making appointments.  

Chancellor Brogan said that he has spoken with the Governor’s Office about this concern.  The Chancellor agreed that this is an important point at the state as well as local level; Governor Crist has just appointed about 22 new UBOT members.  The Chancellor stated that this Board, like the UBOTs as well, is like corporate boards in that they have significant budgets to manage.  Furthermore, financial experts are able to understand student and research issues as well as financial matters.  

Chair Tripp added that committee members Gus Stavros and Tico Perez, like Vice Chair Temple, are very experienced financial experts. 
Derry Harper stated that in the Charter drafting process, we ensured that the definition it contains for “financial expert” fits the broadly accepted definition.

Governor Stavros reminded the Committee that compliance with purchasing rules and procedures should not be overlooked and should actually be constantly viewed.  

ow

5.  Discussion:  Inspector General Activities
Mr. Harper invited committee members to refer to their agenda materials binder, pages 45 and 46, to review the Office of the Inspector General and Director of Compliance (OIGC) Annual Report for 2008-2009.  As reflected in the report, the OIGC, despite its small staff, reviews all SUS operational and financial audits released by the Florida Auditor General’s Office.  They are discussed internally and with SUS staff as appropriate.  Additionally, per the UBOT Powers and Duties Regulation (BOG Regulation 1.001(6)(g)), the OIGC now receives SUS internal audit reports.  The office also continues to receive SUS external audit reports from all Direct Support Organizations and athletic associations.  We use a fundamental checklist in reviewing them for internal control findings or qualified opinions.  All of these reports are a significant amount of information to be processed.  Part of the review process is to work with our university partners to ensure we receive what we should, and we look for trends that may need addressing by the Board Office or the Board itself.

Regarding compliance, the OIGC staff consults with Board staff on regulations or policies and procedures development.  

The Annual Report, which is statutorily required to be submitted to the Legislature and the Board by September 30th each year, contains more detail of OIGC activities as well as the office’s goal and deliverables.  We operate according to the state’s fiscal year, and have already completed most of our goals although there is still much to be done.
The Charter requires the Inspector General and Director of Compliance to conduct reviews of complaints.  Most complaints we receive are referred to the university in question, and Mr. Harper stated that our university counterparts have provided outstanding cooperation and assistance.  We still need to formalize our process.  When a complaint is first received by the OIGC, we conduct a preliminary inquiry as is consistent with our Charter and with statute.  Mr. Harper would like this part of the process to be of value to our university partners.  Many preliminary inquiries go back to the University for their handling.  Some require more review by the OIGC.  As required by our work plan, we communicate with the Board Chair and the Chancellor when warranted.

Chair Tripp confirmed that he and Derry discuss the more complex complaints.  Derry often refers complaints back to the university in question to ensure they are aware of it and that they are responding appropriately.   He stated that the BOG does not want to take over any process being handled by a university.  We stay involved to ensure the matter is being handled, but we do not second-guess the outcome.  We have had a number of such matters, and Chair Tripp said that Derry has handled them to everyone’s satisfaction.

6.  2010 Audit and Compliance Committee Proposed Meeting Schedule

The Audit and Compliance Committee Charter requires the Committee to meet at lease four (4) times each year.  Mr. Harper suggested the Charter language be revised this year to state that the Committee will meet only when necessary.  Chair Tripp agreed and stated that conference calls are a valid option if the Committee needs to meet.

The Committee reviewed the following proposed meeting schedule:
January 27-28, Tampa

March 17-18, TBD

June 16-17, TBD

September 15-16, TBD
The Committee informally approved the proposed schedule.  

The meeting was adjourned at 9:16 a.m.

Minutes prepared by Lori Clark.
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