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UNIVERSITY OF CALIFORNIA
INTERNAL AUDIT ACTIVITY REPORT
FOR THE QUARTER ENDED JUNE 30, 2006

HIGHLIGHTS

* Asaresult of the creation of the Los Alamos National Security, LLC (LANS) effective June 1,
2006, the LANL audit department no longer reports to the University Auditor’s Office. The 7
accompanying schedules include actual information for the LANL audit department through May
31, 2006.

e Asofthe end of the 4" quarter, our staffing level is down approximately 8 FTE from our planned
level, and as a result, we experienced a nearly 9,000 hour shortfall in available hours excluding the
impact of the LANL reporting change.

e The 121,775 hours devoted to the audit program were slightly greater than our planned level of
119,028, and was largely attributed to the executive compensation reviews performed by all
locations. The positive trend of expending fewer hours on investigation activities continued. Our
actual investigation activity hours are down from the previous year by approximately 20%, and
below our planned level by nearly 15%.

* In May the Internal Audit report on Senior Management Group compensation was issued containing
additional findings consistent with both PricewaterhouseCoopers and Bureau of State Audits’
findings. Internal Audit had additional recommendations. In J uly the report on Senior Management
Group Travel & Entertainment was issued.

* At June 30, all locations had issued their internal audit on selected policies related to ethics to
counsel overseeing the work. The General Counsel’s office in cooperation with outside counsel,
were responsible for issuance of the final report to The Regents.

e Significant progress has been made with respect to reducing the number of outstanding
Management Corrective Actions (MCAs) rated as high risk. As reported to you in November 2005,
it was our goal to eliminate the 67 past due corrective actions within the year. During the past few
months we have been able to significantly reduce the outstanding number as the current number of
past due corrective actions has been reduced from 67 to 15.

* A Quality Assurance Review was performed at the Irvine campus internal audit department by a
peer group of audit directors.

PROGRESS TOWARDS ACCOMPLISHMENT OF THE PLAN

The net hours available to devote to the audit plan were slightly below our plan, which is mainly
attributable to staffing shortfalls. For the campuses and Office of the President, the June 30™ quarter is the
fourth quarter and the main emphasis during this period is finalizing planned and supplemental audits.
Given the high level of the supplemental audit activity, mainly in the executive compensation arena, the
locations have necessarily been adjusting their respective audit plans. These audit plan modifications



employ a risk based approach in an effort to complete audits identified as being of the highest relative risk
and require approval by the University Auditor.

PERSONNEL MATTERS

While the corps of Audit Directors and managers has remained stable, recruitment and retention of staff
continues to be a priority concern of the Audit Directors. This is especially true in view of our aggressive
plan for fiscal year 2005-06. Moderate progress has been made in increasing our headcount. Although our
FTE level is slightly up from the previous year, we are short of our planned staffing level by nearly 8 FTE.
The strong market for auditors in the commercial sector has impacted our recruitment and retention efforts.

PROGRESS TOWARDS THE STRATEGIC PLAN

As previously reported the Audit Directors met in August 2005 to refresh the strategic plan and as a result,
identified a number of initiatives including enhancements to Audit Tracker, and projects that address
benchmarking, staffing, corporate governance and improved client communications. Initiative teams
comprised of Audit Directors and Managers are commencing the numerous projects geared towards
enhancing our audit program. The proposal for a web-based comprehensive audit reporting and tracking
system (CARTS) has been approved and is scheduled to commence shortly through our internal
Information Resources and Communication (IR&C) department. When completed, this system is projected
to automate our time reporting, annual risk assessment and audit planning process, and quarterly reporting,
as well as incorporating and enhancing our current Audit Tracker system. -

EXTERNAL AUDIT ACTIVITY

The California Bureau of State Audits issued its report on University compensation during the calendar
quarter, which has previously been reported to the Committee on Audit. After the end of the quarter but
prior to this report, the Department of Justice informed four of UC’s medical center campus of a planned
audit of Medicare Outlier payments, i.e additional payments above the pre-determined diagnosis related
group (DRG) rates. UCSF is not included in this audit. However, UCSF is about to undergo an audit by
the Office of Inspector General of direct costs charged to federal research awards. In addition, UCSD and
UCB have been notified of the OIG’s intent to conduct reviews of effort reporting at those two locations as
part of a national audit of thirty major award recipients. The University’s exposure on any of these audits is
not yet determinable.

AUDIT REPORTS ISSUED

During the quarter, 148 final audit and advisory service reports and 38 investigation reports were issued as
listed in the accompanying exhibit.

HOTLINE AND INVESTIGATION ACTIVITY

The University’s independent hotline service received 39 new reports during the period of April 1, 2006 to
June 30, 2006. In addition, the hotline service received 29 follow-up calls from the original reporting party
and 63 calls of a miscellaneous nature that did not constitute a report of impropriety. The hotline service
provides a mechanism for the University to post questions for the caller or provide information on the
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disposition of the issue reported. This is facilitated by the hotline service furnishing the caller with a
unique identification number and recommending that they maintain periodic contact with the service.

- During this quarter, the University posted 41 messages that included questions to the caller and close out
information related to caller’s report. During the first six months of 2006, the hotline service has processed

91 new reports. This compares to 112 new reports that were received during the first six months of the year
2005.

The University Auditor’s Office was tracking a total of 95 open and pending cases as of June 30, 2006.
During this quarter, 35 cases closed while 31 new investigations were initiated. The complaining party for
these 31 new investigations came from a variety of sources to include UC employee (16), UC
manager/supervisor (5), UC Senior Manager ( 1), outside agency (1), general public (1), UC student (1) and
unidentified source (6). Some 68% of these cases were initiated upon information provided directly by
employees of the University. Approximately 61% of the active investigations in this as well as the last

quarter involved allegations of theft, fraud or misuse of University resources including payroll and time
charge abuse.
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