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A meeting of the Audit Committee of the Board of Regents was held on
Thursday, May 12, 2005, at 9:00 a.m. in the East Committee Room, 600 McNamara
Alumni Center.

Regents present: John Frobenius, presiding; Clyde Allen, Dallas Bohnsack,
David Larson, and Lakeesha Ransom.

Staff present: Senior Vice President and Provost Thomas Sullivan; Senior Vice
President Frank Cerra; Vice Presidents Kathryn Brown, Kathleen O’Brien, and Richard
Pfutzenreuter; General Counsel Mark Rotenberg; Executive Director Ann Cieslak;
Associate Vice Presidents Steve Cawley, Gail Klatt, and Michael Volna.

Student Representatives present: Joshua Colburn and Tom Zearley.

Regent Frobenius welcomed Student Representatives Joshua Colburn and Tom
Zearley to the committee.

GENERAL OPERATIONS RISK PROFILE

Vice President O’Brien, Associate Vice President Cawley, and Associate Vice
Provost Craig Swan presented an analysis of the risks associated with a number of
University operations.

Cawley discussed the information technology component of the institution’s
operations. He referred the committee to a “heat map,” which illustrated examples of
low- to high-risk activities based on their probability of occurrence and their impact on
the institution if they do occur.  He provided examples of the lowest and highest risk
technological systems, factors that contribute to risk, and infrastructure in place to
mitigate risk. He detailed several activities, such as the institution’s human resources,
financial, communication, and registration systems that have been recently upgraded or
will be upgraded, noting that the level of risk will vary during the installation and
conversion process.  Cawley reported that computer security is considered high risk
with potential high impact partly due to the decentralized nature of the operations, but
added that this area is highly controlled at the University.

O’Brien reported that University Services oversees auxiliary businesses, dining
services, residence halls, capital projects, building operations and maintenance, the
utilities infrastructure, and campus and environmental health and safety.  She stated
that because operations within University Services impact students, staff, and visitors
to the University community daily, the risks and impact are moderate to high.  She
identified several activities, such as food service, utilities, and public health and work
place safety that pose risk and summarized how risks are managed.

Swan explained the areas of risk within student services, such as maintenance
of student academic and financial records, noting the critical element of computer
security in maintaining the integrity of the records.
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EXTERNAL AUDIT CONTRACT

Regent Frobenius reported that the administration received two responses from
audit firms to the request for proposals for external audit services.  An evaluation
committee reviewed and scored the proposals using the evaluation criteria presented to
the committee at its March 2005 meeting, and final interviews were recently conducted
with the chair of the Audit Committee.  Based on this process, the firm of Larson Allen,
LLP is being recommended to the Audit Committee for engagement as the University’s
external auditor.

Volna summarized the administration’s recommendations as detailed in the
materials distributed at the meeting and on file in the Board Office.  He noted that
University and the audit firm’s staff thoroughly examined a number of recent
contractual relationships between both parties.  It was concluded that none of these
relationships constitutes or creates a conflict of interest.

A motion was made and seconded, and the committee voted unanimously to
recommend appointment of Larson Allen, LLP as the University’s external auditor,
subject to successful contract negotiations.

INTERNAL AUDIT UPDATE

Associate Vice President Klatt presented the Internal Audit Update, as found in
the docket materials.

Klatt reported on the progress toward completion of the internal audit plan,
noting that the Department of Internal Audits has spent less time on scheduled audits
than expected due to limited staff resources, completion of projects started in the prior
fiscal year, and time spent on management requests and special projects.  A small
number of audits will be deferred to next year.

Klatt reported departmental progress in the areas of scheduled audits, noting
that 30% of the outstanding recommendations rated as “essential” were implemented by
University departments during the last quarter.  She added that this implementation
percentage is lower than the average rate achieved during previous updates.

In response to a question, Senior Vice President Cerra commented on progress
on the Medical School Administration audit.

INFORMATION ITEMS

Associate Vice President Klatt referred committee members to the information
items included in the docket materials, including:
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• the Semi-Annual Controller’s Report; and
• Sarbanes-Oxley Implementation Update.

Klatt distributed an article related to financial disclosure and Sarbanes-Oxley
issues in higher education.  The committee briefly discussed certification of financial
statements.

The meeting adjourned at 10:06 a.m.

ANN D. CIESLAK
Executive Director and
Corporate Secretary


