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Uni versity of South Carolina
BOARD OF TRUSTEES

Fiscal Policy Conmittee

Sept enber 24, 2004

The Fiscal Policy Committee of the University of South Carolina Board of
Trustees net on Friday, Septenber 24, 2004, at 3:00 p.m in the Capstone House
Campus Room

Menbers present were: M. Mchael J. Miungo, Senior Menber, presiding;, M.
John C. von Lehe, Jr.; M. Eugene P. Warr, Jr.; M. Mack |I. Wiittle, Jr., Board
Chai rman; and M. Herbert C. Adanms, Board Vice Chairman. M. Darla D. More was
absent. QOher Trustees present were: M. Mles Loadholt and Ms. Rita M MKinney.

O hers present were: President Andrew A. Sorensen; Secretary Thomas L.
Stepp; Executive Vice President for Acadenic Affairs and Provost Mark P. Becker;
Vice President and Chief Financial Oficer Richard W Kelly; Vice President for
Advancenent T. W Hudson Akin; Vice President for Student Affairs Dennis A Pruitt;
Vi ce President for Hunman Resources Jane M Janeson; General Counsel Walter (Terry)
H Parham Dean of the School of Medicine Larry R Faul kner; Chancellor of USC
Upstate John C. Stockwel|l; Dean of USC Lancaster John Catal ano; Director of
Athletics Mchael B. McCGee; Professor in the Departnent of Chem stry and
Bi ochemni stry Jerome D. Odom Associate Professor in the School of Library and
I nformation Science, College of Mass Commruni cations and |Informati on Studies, John
N. O sgaard; Senior Associate Athletics Director for Business and Devel opnent,
Department of Athletics, Brad Edwards; Associate Dean for Adninistration and
Fi nance, School of Medicine, Brian J. Jowers; Assistant to the Vice President,
O fice of Business and Finance, Ken Corbett; Chief Financial Oficer in the
Depart ment of Athletics, Shawn Ei chorst; Director of the Internal Audit Departnent
Alton McCoy; Director of International Prograns for Students Patricia P. Wller;
Director of Student Devel opment and University Housing, Division of Student
Affairs, Gene Luna; Director of Salary Adm nistration and Hunan Resources Systens
Judith Onens; University Legislative Liaison John G egory; Assistant Treasurer
Susan D. Hanna; Public Information Oficer, Ofice of Media Relations, Karen Petit;
and Director of University Comunications, Division of University Advancenment, Russ
McKi nney, Jr.

M. Mingo called the neeting to order and wel coned everyone present. M.

McKi nney indicated that no nmenbers of the press were in attendance. M. Mingo



stated that notice of the nmeeting had been posted and the press notified as
required by the Freedom of Information Act; the agenda and supporting materials had
been circulated to the Committee; and a quorum was present to conduct business.

M. Mingo directed the attention of the Conmttee to the agenda and call ed on
M. MCoy.

l. Audit Tracking Report: M. MCoy stated that the Human Resources

Depart ment woul d have the Background Checks Policy finalized and approved by
December 31, 2004. The Payroll Department had noved toward nandatory check
deposits with an inplenentation goal of July 1, 2005. And, USC Sal kehatchie had a
deficit in their Continuing Education account and planned to have this matter
resol ved by the end of this year

In reference to the International Support finding, a database was being
devel oped to identify international enployees on the University' s payroll
i npl enentation of this programwas antici pated by Decenber 31, 2004.

M. Mingo stated that the report was received for information

. Internal Audits:

A Ofice of the Provost: M. MCoy reported that an audit of the

Ofice of the Provost revealed that the office was in conpliance with policies and
procedures and financially sound. There were a few nmi nor exceptions which had been
resol ved during the audit.

M. Mingo stated that the report was received for information.

B. Printing Services: M. MCoy comrended the Printing Depart ment

for its outstanding service to the University. He stated that the Printing
Services Account was self supporting and had finished the fiscal year with an
operating |l oss of $175, 700 caused by one-tine rel ocati on expenses, “high end”
equi pnrent needs and conputer upgrades.

M. Mingo stated that the report was received for information

C. Colonial Center: M. MCoy stated that there were nine audit

findings regardi ng d obal Spectrum

[ Audit Finding # 1 - Contract: M. MCoy stated that approxinmately two years

ago on the opening date of the arena the Athletics Departnment had entered into an
agreenment with d obal Spectrumto nanage the day-to-day operations of the Center
As of this date, the nanagenent agreenent had not been executed but was bei ng used
as an operating agreenent. A signed contract was needed to ensure the rights and
obligations of both parties.

° Audit Finding # 2 - Incentive Fee: M. MCoy stated that under the current

agreenent, d obal Spectrumwas paid a fixed managenent fee of $12,500 per nonth

The amount woul d i ncreases annually by the percentage of the Consuner Price |Index



for the local area, not to exceed 3 percent per year. |In addition, d obal Spectrum
was entitled to an incentive fee each year of all “excess revenue over certain
benchnmarks that increased annually.” As of May 2004, no incentive fees had been
paid; this situation further enphasized the need for the final execution of a

contract.

° Audit Finding # 3 - Concert Settlenent: M. MCoy stated that as part of the

audit, his team had planned to observe the final accounting and cl osing settlenment
process of a concert. However, because of short notice and the concern that the
pronot er woul d have the inpression that something was wong, d obal Spectrum had
requested that the auditors attend the final settlement of another event after
giving anple notice; therefore, the internal auditors were unable to render an

opi nion on the final accounting and closing settlenment process.

M. MCoy stated that the Internal Audit departnent should be allowed to view
any settlenments or other activities in the Colonial Center which it deened
necessary in the performance of its responsibilities w thout prior warning or
approval by d obal Spectrum managenent; the Athletics Departnment supported this
posi tion.

After learning of this matter, the Athletics Departnent had i nmedi ately
contacted the managenent of d obal Spectrumto express its concerns. Conpany
managenment agreed that the auditors should be allowed to view a settlenent process
as long as it did not disrupt the settlement process.

To ensure that disagreenents did not arise in the future concerning this
i ssue, it was reconmended that the contract should contain a “right to audit”

cl ause.

[ Audit Finding # 4 - Bank Reconciliation: M. MCoy stated that in the

operating account there were unreconciled bal ances used to bal ance the genera
| edger. Managenent was aware of this situation and believed that the unidentified
di fferences were the result of accounting errors which had occurred during the
first year of operation; these differences had been witten off.

M. MCoy stated that the Internal Audit Departnent understood that probl ens
did occur during the start-up phase; however, bank statenents should be reconciled
to the general |edger on a nonthly basis and errors or discrepancies should be
identified and corrected. |In addition, it was noted that enployees at d oba
Spect rum who performed bank reconciliations also had accounting duties. M. MCoy
enphasi zed that bank accounts nust be reconciled nonthly and i ndependent enpl oyees
shoul d perform account reconciliation

M. MCoy stated that G obal Spectrum had agreed with the findings and

reconmendati ons; all bank accounts were currently reconcil ed.



° Audit Finding #5 - Financial Accounting: M. MCoy stated that there was

duplication in the accounting process. Because d obal Spectrunis accounting system
was separate fromthe University's, once a nonth, the conpany would send a detail ed
general |edger and i nconme and expense sumaries to the Athletics Departnment; it, in
turn, would extract related revenues and expenses from d obal Spectrunis financi al
statements in order to record activity on the University’'s general |edger. This
system proved to be very tinely and a duplication of effort.

The Internal Audit Departnent recommended that G obal Spectrum not post
transactions in the University's nonthly financial statenents which were already

recorded in the Athletic Departnent’s general |edger

° Audit Finding #6 - Wite-Ofs and Adjustnments: M. MCoy expl ai ned that

d obal Spectrumis journal entries for cash and other asset adjustnents and wite-
offs were entered differently than the University’'s system therefore, it was
somewhat confusing. The auditors recomrended that d obal Spectrum forward al
manual journal entries that directly affected the financial reporting of the
University to the Athletics Departnment to receive prior approval and review.

d obal Spectrum agreed with this recomendati on

[ Audit Finding #7 - Novelty Sales: M. MCoy stated that deposits for the

sale of novelty itens for a particular event had reveal ed a cash shortage of
$778.22. 1t was recomended that 4 obal Spectrum determ ne the disposition of the
di screpanci es between the settlement sheet and deposit; future settlenments should
be supported by sal es docunentation, reconciled and di screpancies resolved. d oba

Spectrum concurred with the recomendati on

° Audit Finding #8 - Novelty Contract: M. MCoy stated that the there was a

di sagreenent between Centerplate and d obal Spectrumregarding novelty sales. The
University had a contract with Centerplate which provided the conpany excl usive
rights to novelty sales in the arena. However, d obal Spectrum had received
several thousand dollars in novelty sales fromthe Sesane Street Live event.
Centerpl ate nanagenent was unaware that this settlenent had occurred. The
settl enents received by d obal Spectrum had not been paid to Centerplate as of the
date of the finding. d obal Spectrum believed that Centerplate had excusive rights
except for “famly events” such as the circus where the event pronoter custonarily
provi ded such sales and that the Sesame Street Live event was in the same category;
typically, these events do not consign their nerchandise to an arena or arena
concessionaire to sell.

It was reconmended that the Athletics Department work with d obal Spectrum
and Centerplate to settle the above issue and to ensure that both parties were in

agreement regarding contract rights and obligations in the future.



° Audit Finding #9 - Actions Sports Media Foundi ng Partners Agreenent: M.

McCoy stated that the University had contracted with Actions Sports Media to handle
promoti ons and advertising in the arena. The contract ternms contai ned a “founding
partner” agreenent which allowed Action Sports Media (ASM to designate four
sponsors as substantial supporters. Revenue up to $4 mllion received from such
sponsors, “prior to the opening of the new arena shall be excluded”; if ASM
received less then $4 million prior to the opening of the arena, revenue from
sponsorshi ps agreenments with annual payments over ten years shall be excl uded,
provided that this exclusion shall be linited to $100, 000 per sponsor per year or a
total of $4 nmillion for the program which ever was |ess.

The University had received a check from Action Sports Media in the anount of
$366, 000; however, the University believed that the anbunt was not conputed
correctly and that it was entitled to an additional arount.

M. MCoy stated that the Athletics Department and the General Counsel’s
office were currently working together to resolve this issue with Action Sports
Medi a.

M. Brad Edwards responded to various audit findings and thanked the Interna
Audit Department for its work.

M. Mingo stated that the report was received for information

D. International Programs for Students: M. MCoy stated the scope

of the audit had involved the entire University system (regional canpuses and the
Col unbi a campus); approxinmately 9 - 10 findings had been cited in the report.

There were specific violations of sone federal policies; however, no guidelines
existed to determ ne appropriate penalties. To condense the findings into one
thresh would be that there would have to be sonme systemw de policies and
procedures that direct the whole University systemas to how to deal with unique
and general situations and define specific guidelines on what actions we would take
for different violations.

M. MCoy stated that Dr. Pruitt had received President Sorenson’s approval
to appoint a Task Force in order to develop systemw de policies and procedures to
deal with various situations; these guidelines would be a nodel for other
institutions in the state and the Conm ssion on Hi gher Education. Dr. Pruitt
anticipated a draft report by Decenber

M. Mingo thanked M. MCoy for the thoroughness and depth of this audit
report and stated that it was received for information

I, Educational Trust Audit - School of Mdicine: Dean Faul kner

reported that each year an annual independent audit of the School of Medicine

Educati onal Trust was conducted; no significant problens had been reveal ed.



The inconme in the practice plan was slightly higher than $30 mllion. The
i ncome had not increased at the rate as in previous years because of
budgetary problenms and a hiring freeze of clinical faculty nenbers.
Currently, they were in the process of renegotiating arrangenents with
affiliated institutions, including Palnetto Health, to hopefully raise incone
to $33 million in the practice plan this year

M. Mingo stated that the report was received as information

I V. Bookst ore Quasi Endownent Transfer: M. Kelly reported that the

Bookst ore Quasi Endownent had advanced from two perspectives. An interest

i ncone over the previous endowrent for FY 2004 was $193, 143 bringing the
total to $4,448,726. For the first tine in five years, the University had
been able to contribute conm ssions of $150, 000 above the approved
expenditures for this account bringing the total current endownent bal ance to
approximately $4.6 mllion

M. Kelly explained that the bookstore had been extensively renovat ed.
This year, its sales had increased 24 percent and 27 percent in textbooks.

He thanked Helen Zeigler for working closely with Dr. Pruitt to pronote
preordering of textbooks for freshmen; their books were boxed and ready to go
when they arrived at the University.

Dr. Sorenson stated that during the Cctober 5, 2000, Fiscal Policy
Conmittee neeting, the Conmittee had reconmended t hat when the Bookstore
Quasi Endowrent fund bal ance reached $5 million, the interest earned from
this investnent would be used to fund schol arshi ps. The reconmendati on was
subsequently approved by the Board of Trustees. Wth the interest incone
approachi ng nearly $200,000 annually, Dr. Sorenson reconmended that the
conmittee authorize all future “interest incone only” to be used for
schol arships. The University would still apply future comm ssion revenues to
t he fund bal ance.

M. Mingo called for a notion to approve the use of all future
“interest incone only” fromthe Bookstore Quasi Endownent fund for
schol arships. M. MKinney so noved and M. Adans seconded the notion. The
vote was taken, and the notion carried.

Since there were no other matters to cone before the Conmttee, M
Mungo decl ared the neeting adjourned at 3:35 p.m

Respectful ly submtted

Thomas L. Stepp
Secretary



