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EXECUTIVE VICE PRESIDENT DARLING

Enclosed is the Internal Audit Activity report for the quarter ended December 31, 2006. It represents the
second fiscal quarter for the campuses and Office of the President and the first fiscal quarter for the two
national laboratories.

Attached to the report is a schedule of audit reports issued during the quarter. Should any recipient of this
report have an interest in a particular audit topic we would be happy to provide a full copy of the report. In
keeping with our evolving use of the Audit Tracker tool to keep you apprised of Management Corrective
Actions related to high risk audit findings, attached is a listing of such actions that are currently past due.

In all cases, there are active plans underway to address the issues, many of which have been delayed due to
unforeseen complexity or turnover in the management ranks responsible for the corrective action.

Please let me know if you have any questions or would like additional information.

A Patrick V. Ree
University Auditor
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Associate Director Cataldo



UNIVERSITY OF CALIFORNIA
INTERNAL AUDIT ACTIVITY REPORT
FOR THE QUARTER ENDED DECEMBER 31, 2006

HIGHLIGHTS

* Our staffing level at December 31, 2006 is below our planned level by 3 FTE. Some of the resulting
shortfall of hours was picked up by an increased use of temporary resources. However, several
locations have had recent recruitment success and this should be reflected in the next reporting
period. Audit hours at 88,438 for the period ending 12/3106 are slightly below the plan.

e The prior year FTE count reflects the staffing at LANL. The LANL audit department ceased
reporting to the University Auditor’s Office effective June 1, 2006 with the creation of the Los
Alamos National Security, LLC (LANS).

* The distribution of hours shows that our efforts in the investigations area are greater than our
planned and prior year effort. Investigations hours also exceed advisory services hours, which is an
indication that our resources do not allow us to engage in our most proactive service because of the
urgent demands of investigation matters.

o The University Auditor’s Office was instrumental in the roll-out of the Ethics Briefing program in
November, 2006.

* Quality Assurance Reviews were performed at our Berkeley and San Diego campus internal audit
departments by a peer group of audit directors.

* The University Auditor made a presentation to 300 UC managers at the UC Leadership Institute.
His topic was current development in ethics at UC and highlighted the Statement of Ethical Values
and Standards of Ethical Conduct.

* During the quarter, UCOP’s Information Resources & Communications group (IT department)
commenced development of our comprehensive audit reporting and tracking system (CARTS).
This system, self funded by Internal Audit, will create a web based capability for most of our
internal reporting, from risk assessment through audit tracker.

PROGRESS TOWARDS ACCOMPLISHMENT OF THE PLAN

Our audit hours through December 31st were slightly below our plan at the end of the second quarter.
Substantially more than budgeted hours were spent on projects carried forward into the year, and planned
new audits received fewer hours than planned. This is a result of the significant demands in late fiscal
2005-06 for audit work in the executive compensation area. As a result, the audit directors and University
Auditor are concerned about the achievement of the current year plan, and accordingly, the audit directors
are assessing whether amendments to their location plans are warranted. Audit Plan modifications employ
arisk based approach in an effort to complete the audits identified as being of the highest relative risk.

Several locations are utilizing or exploring the use of external resources to augment the audit statfing level.



Continued critical factors to the achievement of the plan will be the ability to sustain FTE’s at the planned
level, a level of investigations that is not overly intrusive, and carefully balancing any additional requests
for add-on audit services against the plan objectives.

PERSONNEL MATTERS

While the corps of Audit Directors has remained stable, recruitment and retention of staff is a priority
concern of the Audit Directors. This is especially true in view of our aggressive plan for fiscal 2006-07.
UC’s compensation levels continues to be the principal barrier in recruitment. Yet adjustment of the
compensation level for new appointments is not a simple remedy because of the number of equity issues
triggered by such action. As a result, recruitments are frequently long and challenging. Several locations
have had some recent success in hiring staff and we are hopeful that there is sustainability of these
resources. Turnover has been at a historically normal level, but we are finding that more auditors are
leaving for opportunities outside the University than within the University.

PROGRESS TOWARDS THE STRATEGIC PLAN

The development of the CARTS system described above is the most significant current activity executed
under our strategic plan because of the milestone achieved during the quarter. The implementation team is
planning on releasing one or more of the critical modules of CARTS in stages with the system-wide web
based timekeeping system as the first released component.

EXTERNAL AUDIT ACTIVITY

External audit activity during the quarter was at a normal level with no unusual or unusually troubling
audits being initiated.

AUDIT REPORTS ISSUED

During the quarter, 48 final audit and advisory service reports and 24 investigation reports were issued as
listed in the accompanying exhibit.

HOTLINE AND INVESTIGATION ACTIVITY

The University’s independent hotline service received 38 new reports during the period of October 1, 2006
through December 31, 2006. For calendar year 2006, the hotline service processed a total of 172 new
reports. During the quarter that ended December 31, 2006, Internal Audit Offices systemwide opened 26
new investigations. Some 85% of these new cases involve allegations of improper use of University
resources, fraud, theft and misfeasance/waste. Twenty one of the reporting parties (81%) identified
themselves while five choose to file their report anonymously. Internal Audit Offices closed out 36
investigation matters during the quarter that ended December 31, 2006. The close out process identifies the
reported allegations as being substantiated, not substantiated or unable to determine on the facts available
which is called inconclusive. Of the 36 cases closed in the quarter ending December 31, 2006, 42% were
substantiated, 50% were not substantiated and 8% were deemed inconclusive.

The University Auditor’s Office continues to monitor five significant campus investigations that are in
progress. In two of the cases, a coordinated campus investigation has ensued as the individual under



suspicion was assigned at different times to both campuses. A third investigation is being lead by the
Office of the Inspector General for the US Department of Agriculture. The campus Internal Audit Office is
conducting a parallel investigation and has expanded the investigation scope beyond matters under review
by the OIG. Two other cases are being led by individual campus audit groups. Criminal investigations are
open on these cases all of which involve significant dollars, and in some cases federal funds. The
University Auditor has regularly updated the Audit Committee Chair on these matters. As previously
reported, the final evaluation of these cases is likely to give rise to some significant control implications to
be addressed with the controllers as well as academic leadership.
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UCLA
UCR
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UCSF
UCSF
UCSF

University of California
Investigation Reports
Issued 10/1/06 - 12/31/06

Report

ALS/EHS Conflcit of Interest

WFDO Consultant

Parking & Transportation Overtime
Richmond Field Station

Lawrence Hall of Science Cash
Vorhaus Fellowship

Nuclear Engineering

Academic Senate Travel Grant

IET Travel

Vet Med Surg & Rad Sciences

Riparian Reserve Computer Use

Plant Pathology Computer Use

Parking & Transportation Services
Chancellor’s Office

GSA Travel Mini-Grants

Sole Source Contract

Colleges Event Cashiering

Family Medicine Grant Expense Investigation
EH&S Health Inspection Investigation
Medical Group Time Abuse Investigation
Improper Admission Investigation
HIMS - Vendor Services

CLS LVPO

Dept. Of Med. PHP -Petty Cash Review
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