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As Special Assistant Auditors for the Auditor General, we have audited the financial statements
of the business-type activities and the aggregate discretely presented component units of the
University of Illinois, as of and for the year ended June 30, 2008, which collectively comprise
the University of Illinois” basic financial statements and the financial statements of the
University of Illinois Auxiliary Facilities System, the University of Illinois Willard Airport
Facility, and the University of Illinois Health Services Facilities System as of and for the year
ended June 30, 2008, and have issued our reports thereon dated December 30, 2008. We
conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audits, we considered the University of Illinois” internal control
over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide an opinion on the internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the University’s internal control over financial reporting.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in the
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control
over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the
entity’s internal control. We consider the deficiencies described in findings 08-1, 08-2, 08-3, 08-
4, 08-5, 08-6, and 08-7 in the accompanying schedule of findings to be significant deficiencies in
internal control over financial reporting.
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UNIVERSITY OF ILLINOIS
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Year Ended June 30, 2008

08-1 Finding: Energy Resource Center - CMS Intergovernmental Agreement
(Chicago Campus)

Through a contractual agreement, the University’s Energy Resource Center (ERC) has been
providing energy-related services to Central Management Services (CMS). These services
include an arrangement in which the ERC purchases utilities on behalf of CMS and invoices
participating CMS, state agency and local government facilities. In providing this service, ERC
did not bill its customers or reconcile accounts receivable on a timely basis. ERC also did not
pay the utility vendors promptly. The results of these failures resulted in ERC incurring costs
not fully reimbursed under the contract.

The main focus of the Energy Resource Center at the University of Illinois Chicago Campus is to
make significant contributions regarding energy conservation and production technologies while
creating a cleaner, more sustainable environment.

In the fall of 1998, the State of Illinois Department of Central Management Services (CMS)
requested a supply of natural gas for several of its facilities and facilities of other state agencies
and local governments when the original supplier for CMS discontinued its natural gas business.
Because it was so close to the winter heating season it was operationally efficient to include
CMS’s facility requirements in the existing University natural gas supply contracts. CMS
wanted ERC to help them identify and implement energy related programs throughout the state.

In May, 1999 the Board of Trustees (BOT) approved ERC assisting CMS in a natural gas
acquisition program where ERC would act as an agent for CMS to procure a natural gas supplier
and would initiate payment of the bills for the user facilities and these facilities (CMS, state
agency and local government sites) would reimburse ERC, plus pay additional fees for
management services. On June 25, 2008, the University extended this contract through June 30,
2009.

During our testing of various components of ERC, we noted the following:

e Accounts Payable Issues:

o ERC entered into this contract without having appropriate administrative staff in
positions to ensure the timely payment of vendor invoices and timely billing of
receivables. As of June 30, 2008, ERC had not paid 19 of 25 vendor invoices
tested within the required 60 days. Vendor invoices are not submitted for
payment until the invoices to user governments are processed. This process
experienced significant delays during the year ended June 30, 2008.
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08-2 Finding: Inappropriate Charges Paid By University (Chicago Campus)

A Department (Department) at the Chicago Campus had inadequate internal controls in place
over P-Card transactions and other expenditures. The lack of controls allowed a University
employee to make inappropriate charges to the University totaling approximately $159,000 over
a six-year period.

During the audit period, in response to overspending in various accounts over this time period, a
University official began a review of the Department’s expenditures and became aware of an
employee making inappropriate charges with a University P-Card. When questioned about the
charges on November 6, 2007, the employee initially denied making them, however, resigned
from the University later that day. The University official contacted the University Police
Department and the Office of University Audits to assist with the investigation into the
expenditures.

Further investigation into the Department and the employee’s expenditures revealed over 1,400
transactions totaling nearly $156,000 in charges to the employee’s P-Card between fiscal year
2002 and fiscal year 2007 that were determined by the University to be personal in nature. The
total inappropriate charges ranged from approximately $11,000 to more than $42,000 per fiscal
year and constituted 84% of the employee’s total P-Card charges. The inappropriate charges
included personal expenditures at gas stations, grocery stores, office supply stores, restaurants,
hotels, and airlines. In addition, the employee used the Department head’s P-Card to make over
$2,600 of inappropriate charges. Further, the investigation noted that during fiscal years 2004
and 2005, reimbursements were made to the employee using charges already paid with the
University P-Card as documentation to support the reimbursement.

During our audit, we noted that the employee served as the P-Card reconciler and P-Card
approver for the employee’s charges until September 2006. After September 2006, many of the
charges were automatically approved by the P-Card system.

In January 2008, the employee was arrested and charged with theft over $100,000, a Class X
felony. The case is currently pending and the University is seeking restitution.

The University of Illinois Office of Business and Financial Services Policies and Procedures
(Section 7.6) state that the cardholder may not hold the role of P-Card reconciler or P-Card
approver for his/her own transactions. The Policies and Procedures also state that the P-Card
may only be used by the person to whom it is issued. In addition, a good system of internal
control provides for proper segregation of duties so that no one person handles all elements of
any transaction.

University officials stated that the Department did not have proper segregation of duties over
most expenditure transactions and that the employee had little or no supervision in expending
Department funds.

Failure to adhere to established policies and procedures has resulted in the University incurring
unnecessary costs and has resulted in the misuse of University assets. (Finding Code No. 08-2)

































