WASHINGTON STATE
@ UNIVERSITY Board of Regents

September g, 2022

BOARD OF REGENTS MEETING NOTICE
September 15-16, 2022

The Washington State University Board of Regents will hold its next official meetings on Thursday
and Friday, September 15-16, 2022, in the Lighty Student Services Building (LSS), Room 405 on the
WSU Pullman Campus in Pullman, Washington, as outlined in the schedule below, except as
otherwise noted.

Public listening of Committee meetings and Board meeting is available as follows:
Thursday, September 15, 2022 — Board of Regents Committee Meetings

Executive and Governance, Strategic and Operational Excellence Committees:
https://youtu.be/iYOgpBKaiVak

Telephone access: dial 1-253-215-8782, enter code 155546

Meeting ID: 971 4008 4243

Academic and Student Affairs Committee:
https://youtu.be/px8qsye TGAM

Telephone access: dial 1-253-215-8782, enter code 155546
Meeting ID: 971 4008 4243

Finance and Administration Committee:
https://youtu.be/JQBeWi8csHc

Telephone access: dial 1-253-215-8782, enter code 155546
Meeting ID: 971 4008 4243

Friday, September 16, 2022 - Board of Regents Meeting
https://youtu.be/msCgmosHUHY
Telephone access: dial 1-253-215-8782, enter code 155546
Meeting ID: 971 4008 4243

Committee meetings will run as outlined below throughout the day; starting times following the g9:00
am committee meeting are estimates only. If a session ends earlier than expected, the next
scheduled session may convene immediately. Committee meetings may be attended by all members
of the Board of Regents, and all members may participate.

Thursday, September 15, 2022 Location

7:30 am Board of Regents Breakfast Residence Inn, 1255 NE North
Fairway Road, Pullman

9:00 am Executive and Governance Committee LSS 405

9:30 am Strategic and Operational Excellence Committee LSS 405

12:00 pm Board of Regents Lunch LSS 401

12:30 pm Academic and Student Affairs LSS 405

French Administration 422, PO Box 641048, Pullman, WA 99164-1048
509-335-6666 * Fax: 509-335-6201 ¢ www.regents.wsu.edu
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***Regents will participate in a campus tour***

2:30 pm* Finance and Administration Committee LSS 4o5

4:30 pm* Executive Session LSS 405

5:30 pm* Reception Jordan Schnitzer Museum of

Art, Pullman

6:30 pm Board of Regents Dinner 755 NE Campus St., Pullman

Friday, September 16, 2022 Location

7:45am Board of Regents Breakfast President’s Office (Downtown Pullman)

255 E. Main Street, Suite 102
Pullman, WA 99163
9:00 am Board of Regents Meeting LSS 405

In addition, on Wednesday, September 14 at approximately 6:00 pm Regents will meet socially for
dinner at the Foundry Kitchen & Cocktails, 125 SE Spring St., Pullman, WA 99163.

This notice is being sent by the direction of the Chair of the Board of Regents pursuant to the
requirements of the Open Public Meetings Act, chapter 42.30 RCW.

Questions about the Board of Regents meeting and schedule may be directed to Desiree Jacobsen,
Executive Assistant to the Board of Regents, 509-335-4200.

*or upon conclusion of previous session

French Administration 422, PO Box 641048, Pullman, WA 99164-1048
509-335-6666 * Fax: 509-335-6201 ¢ www.regents.wsu.edu
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Agenda
Executive and Governance Committee
Thursday, September 15, 2022
9:00 am-—9:30 am

Location: WSU Pullman, Lighty Student Services Bldg., Room 405

Committee Members: ~ Marty Dickinson (Chair), Lisa Schauer, and Brett Blankenship

Future Action Items Section
1. 2024 Board of Regents Meeting Schedule (Schulz) E-1
2. Proposed Revisions to the Board of Regents Policy on Delegations of E-2

Authority (BOR #2) and Corresponding Delegations (Schulz/Hess)



FUTURE ACTION ITEM #1
2024 Board of Regents Meeting Schedule
(Kirk Schulz)

TO ALL MEMBERS OF THE BOARD OF REGENTS
SUBJECT: Establishment of the 2024 Board of Regents Meeting Schedule
SUBMITTED BY: Kirk H. Schulz, President

PROPOSED: That the Board of Regents approve the schedule for the 2024 Board of
Regents Meetings; and delegate authority to the President of the
University or his designee to select and designate appropriate meetings
places, establish meeting times, establish the agenda and prepare
agenda items, dispatch all official notices to meet the state Open Public
Meetings Act or other notice requirements, publish minutes and
maintain records of meetings, and take other necessary action as
required for the orderly conduct of Board Meetings.

SUPPORTING
INFORMATION: Proposed meeting dates are as follows:
2024

Date Location
January 25-26, 2024 Electronic
March 7-8, 2024 Tri-Cities
May 2-3, 2024 Spokane
June 6-7, 2024 (Retreat) TBD
September 19-20, 2024 Pullman
November 14-15, 2024 Vancouver

Executive and Governance Committee E-1

September 15-16, 20221
Page 10f 1



FUTURE ACTION ITEM #2

Proposed Revisions to the Board of Regents Policy on Delegations of Authority

(BOR #2) And Corresponding Delegations
(Kirk Schulz/Nathan Deen/Danielle Hess)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

PROPOSED:

SUBMITTED BY:

SUPPORTING

INFORMATION:

Proposed Revisions to Board of Regents Policy on Delegations of
Authority (BOR #2) and Corresponding Delegations

That the Board of Regents approve revisions to the Board of Regents
Policy on Delegations of Authority (BOR #2) and corresponding
delegations.

Kirk Schulz, President
Nathan Deen, Division Chief, Attorney General’s Office

At the June 2022 retreat, the Board of Regents discussed delegations of
authority, including possible changes to increase meeting efficiency.
Following that discussion, we reviewed the Board policy on delegations,
along with the corresponding resolutions delegating authority, with the
goal of improving efficiency while continuing to allow for appropriate
Regents’ oversight. The policy also was in need of updating.

Below is a summary of recommended policy and delegation revisions.

Proposed Policy Revisions

Substantive changes include the following:

1. Added adisclaimer in the introduction stating that the policy does not
include every matter that must be brought to the Board of Regents
and directing individuals to the Office of the President for assistance.

2. Under “University Personnel,” added language stating that only the
Regents have authority to declare a financial exigency, upon the
recommendation of the President. This is consistent with the Faculty
Manual.

Executive and Governance Committee E-2

September 15-16, 2022
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3. Under “Tuition and Fees,” updated the Regents reserved authority
regarding parking rates and fines, consistent with resolution #220121-
650 passed in January 2022 (which increased the delegated authority).

4. Under “Academics, Planning, and University Structure,” added that
the President has authority to approve centers, institutes, and
laboratories, consistent with resolution #190503-604 passed in May

2019.

5. Under “"Budget, Business, and Finance,” updated capital, real estate,
and general contractual authority consistent with resolution #190503-
604 passed in March 2020, which increased delegated authority to
$5,000,000.

Recommended Delegation Revisions

In addition to the above, we are recommending the following adjustments
to existing resolutions delegating authority:

1.

Executive and Governance Committee
September 15-16, 2022

Page 2 of 3

Increase the President’s legal settlement authority to $5,000,000,
which would be consistent with other contractual authority.
Current settlement authority is $2,500,000. This resolution
(#170127-543) also has an unrelated time-sensitive contract
provision that is outdated and needs to be removed.

Eliminate some required reporting. A number of resolutions
require the President to report back to the Regents on items
approved under delegated authority. This utilizes meeting time
and is difficult to track. Therefore, we recommend that mandatory
report-back provisions be removed from the following resolutions
or allowed as written reports only as follows:

Faculty Manual. Resolution #170127-539 delegates
authority to the President or designee to approve Faculty
Manual revisions but requires a summary of revisions
(other than editorial changes) to be presented to the
Regents as an information item at the next meeting. We
are recommending this be changed to a written report for
substantive Faculty Manual changes.

Rulemaking. Resolution #170127-540 delegates authority
to the President or designee to (1) adopt and repeal
expedited and emergency Washington Administrative
Code rules, and (2) adopt and repeal parking and traffic

E-2



rules. It requires the President or designee to present a
summary of any actions taken to the Regents as an
information item at the next meeting. We recommend
eliminating this report back.

Degree Name Changes. Resolution #170127-541
delegates authority to the President or designee to
approve name changes to degree programs and to extend
existing degree programs to other campuses. It requires
the President or designee to present a summary of any
action taken to the Regents as an information item at the
next meeting. We recommend eliminating this report back.

Contracts. Resolution #200313-624 delegates authority to
the President or designee to approve general business
contracts, real estate transactions, and capital projects less
than $5,000,000. It requires the President or designee to
provide a written update to the Regents at the next
meeting, describing all transactions between $2,500,000
and $5,000,000 (for general business) and between
$1,000,000 and $5,000,000 (for real estate and capital
projects). We recommend eliminating this report back.

Operating Agreements with Affiliated Entities.
Resolution #170127-544 delegates authority to the
President or designee to approve operating agreements
with WSU-affiliated entities such as the Alumni
Association and Foundation. It requires the President or
designee to present a summary of changes to a committee
of the Board at the next meeting. We recommend
eliminating this report back.

If the Regents agree with these changes, the revised policy and revised
resolutions delegating authority will be presented for action at the
November meeting.

Executive and Governance Committee
September 15-16, 2022
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Agenda
Strategic and Operational Excellence Committee
Thursday, September 15, 2022
9:30 a.M. —12:00 p.M.

Location: WSU Pullman, Lighty Student Services Bldg., Room 405

Committee: John Schoettler (Chair), Marty Dickinson, Jenette Ramos

Focused Discussions Section
1. Pullman Strategic Plan (Chilton)
2. System Strategic Plan Annual Report (Hoyt)

Action Items
1. 2022-2023 President’s Goals and Objectives (Schulz) S-1
2. Facility Naming Approval - Schweitzer Engineering Hall (Skinner/Yang) S-2

Information Item

1. WSU Foundation — Endowment Update (Connell) S-3



ACTION ITEM #1
President’s 2022-2023 Goals and Objectives
(Kirk Schulz)

September 16, 2022

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT: Proposed 2022-2023 Goals and Objectives
PROPOSED: That the Board of Regents accept the President’s 2022-2023 Goals and
Objectives

SUBMITTED BY: Kirk H. Schulz, President

SUPPORTING

INFORMATION: Pursuant to the Board of Regents Policy on Presidential Performance
Evaluation, attached please find my “2022-2023 Annual Goals and
Objectives”. The goals outlined and objectives in this document reflect
issues of strategic importance for the WSU Pullman campus and the WSU
System, including those related to the System Strategic Plan goals and
related initiatives.

ATTACHMENT: 2022-2023 Annual Goals and Objectives document

Strategic and Operational Excellence Committee S-1

September 15-16, 2022
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PROPOSED 2022 - 2023 Goals and Objectives

Kirk Schulz
President
Washington State University

Communicate our WSU success stories more effectively in the metro areas of
Washington (Seattle, Spokane, Vancouver, Tri-Cities). We will highlight four to five
major accomplishments across the academic year - similar to what was done for the
Schweitzer Gift. Our progress will be measured by the following standards:

o Use of Engagement Rate for Social Media: This metric divides the total
number of engagements into the total impressions. It is expressed as a
percentage that tells you for every 100 times a piece of content was served, it
received n engagements.

=  We will aim to improve our engagement rate from the current average
of 3.2% to 4%.

o Use of Media Quality Index (MQI) score: The MQI score is calculated by
looking at if the stories appear in top-tier publications, the total reach of
those stories, if WSU appears in the headline and/or lead paragraph, the
tonality of the coverage, and the resulting social echo.

=  We will aim to improve our media quality index score from the
current average of 59.3 to 60.5.

Campaign Year #2 -

o Identify and publicize areas of fundraising focus for colleges/campuses.
o Raise $145M in new philanthropic funds.

WSU Health -
o Build out Residency Programs and formally launch WSU Health across the
WSU system.
o Officially launch our Pediatrics Residency in Spokane.
Diversity, Equity, and Inclusive Excellence -
o Implement the use of the Equity Impact Assessment Tool across the WSU
system.
o Continue with the highly successful cluster hiring program.
Develop quarterly engagement plans with each campus chancellor surrounding the
development of partnerships, philanthropy, and community engagement (Everett,

Global, Pullman, Spokane, Tri-Cities, Vancouver).

Implement a new budget model for the WSU system.



Stabilize (and increase) enrollment across the WSU system at all campuses.

Adopt a system-wide compensation philosophy for all employees.

Explore the expansion of current efforts in the greater Nairobi, Kenya area into a
campus consortium model similar to what was done for WSU Yakima.

Using established goals identified in the WSU System Strategic Plan, we will hit the
strategic targets outlined in the table below. A written, mid-year progress report
will be provided to the Board of Regents.

Goal # Focus Area Metric Proposed Target
1 Research, Total University Increase by 5%
Innovation & R&D Expenditures
Creativity
2 Student Experience | First-Year to Decrease gap by 1%
Second-Year between overall
Retention Rate university retention
and (a) pell-eligible
students (b) first-
generation students
(c) students of color
3 Outreach, Extension, | Develop system-
Service, and wide consensus on
Engagement (a) shared definition
of community
engagement (b)
selection of a
systemwide tool for
data collection and
management
4 Institutional Demographic data Reduce reporting
Effectiveness and on faculty and staff | gaps (a) for faculty
Infrastructure diversity from 32.7% to 10%
(b) for staff from

23.3% to 10%




ACTION ITEM #2

Facility Naming Approval — Schweitzer Engineering Hall

September 16, 2022

(Olivia Yang/Matt Skinner)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:
PROPOSED:

SUBMITTED BY:

SUPPORTING
INFORMATION:

Facility Naming Approval for Schweitzer Engineering Hall

That the Board of Regents approve the naming of Schweitzer Engineering
Hall

Stacy Pearson, Vice President for Finance & Administration/CFO

In April 2022, the WSU Foundation received a transformational gift in the
amount of ten million dollars ($10,000,000) from Edmund and Beatriz
Schweitzer and ten million dollars ($10,000,000) from Schweitzer
Engineering Laboratories, Inc. (SEL).

These transformational gifts will support the design and construction of
the Voiland College’s new student success building on the WSU Pullman
campus. The facility will be a central hub for engineering and design
students to innovate, collaborate, and to access advising, technology and
other activities. In recognition of these gifts, the planned building name
will be “Schweitzer Engineering Hall.” A press release detailing the
extraordinary accomplishments of Dr. Schweitzer, a recipient of the
Regents’ Distinguished Alumnus Award, as well as the longstanding
collaboration between WSU, the Schweitzer’s, and SEL, is available at this
link: https://news.wsu.edu/press-release/2022/04/18/wsu-announces-
record-setting-gift-for-engineering/

Under the gift use agreement and WSU policy, the naming of the building,
which has been recommended by the Facilities Names Committee and
approved by the President, is subject to Board of Regents approval. Details
regarding the design and use of the building will be presented to the Board
of Regents in connection with the upcoming request for approval of the
design phase of the building.

Strategic and Operational Excellence Committee S-2

September 15-16, 2022
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Board Review

Washington State University Foundation

August 2022
Travis Pruit, CFA Tim Westrich, CFA Sue Liu Justin Oliver
Pariner, Portland Pnncipal, Saint Louis Pnncipal, Los Angels Associate, St. Louis
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Trailing One-Year Results
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the Endowment on a
monthly basis.

WSUF contributes cash to

WSUF Investment Portfolio
July 1, 2021 - June 30, 2022

$25.0

$634.0
$(33.8) $(1.4) $(6.2)
Endowment Buy-Ins  Endowment Distributions Misc. Cash Flows / Fees  Inv. Gains / Losses Ending Market Value
e i [ b A
el \ _ —
The Endowment These include fees for custodial Investment gains / losses are
distributes cash to services, consulting, audit, tax shown net of investment
WSU each quarter. prep, and other expenses. management fees.

« The investment portfolio decreased by $16.4 million over the trailing one-year period, with net cash outflows from the investment

portfolio of $10.2 million and $6.2 million in investment losses.
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+ The long-term total rate of return should equal or exceed the endowment spending rate (5.5% as of the date of adoption of the
investment policy) plus the increase in the Consumer Price Index.

+ The WSUF spending policy is based on the average market value for the 36 months preceding and including the quarter ended
prior to the distribution date, adjusted for new gifts on the first day of the distribution quarter.

« The WSUF investment portfolio has grown from approximately $200 million in 2004 to more than $634 million as of June 30,
2022. Almost the entirety of that growth has come from investment gains, as contributions into the investment portfolio and

distributions to WSU have offset.
™ MERCER
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Endowment Performance
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Asset Allocation

WSUF Target Asset Allocation
Big Picture Objectives

Growth assets (shown in blue) are equities,
invested both in the US and around the world
in public stocks and private partnerships.
Equities should be the long-term driver of
portfolio returns.

®9 MERCER

Risk reduction assets (shown in green) are
designed to protect the portfolio’s market value
and dampen volatility during difficult market
conditions, while also earning a meaningful

return.

Fixed Income, Cash

4%

WSUF Target Asset
Allocation
Asset Class Detail

us
Equity,

18%

2%

WSUF Actual Asset Allocation
June 30, 2022

s
Equity,

17.0%

Funds,
18.9%

Fixed N,

Income, .
6.2% :
Cash, 3.0%

Naote: Numbers may not add to 100% due to rounding.

Inflation Protection Assets (shown in grey)
are expected to have a high correlation to
unexpected inflation. These include real estate,
natural resources, and Treasury Inflation
Protected Securities (TIPS).

Copyright & 2022 Mercer [US) Inc. All ights reserved.



Important Notices

B 2022 Mercer LLC. All rights reserved.
References to Mercer shall be consirued to include Mercer LLC andfor its associated companies.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. lts content may not be modified, sold or otherwise provided, in whole or in
part, to any other person or entity without Mercer's prior written permissicn.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant, andfor atiomey before making any decisions with tax or legal implications.
This does not constitute an offer o purchase or sell any securities.

The findings, ratings, andfor opimions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to conmvey any guarantees as to the future perfiormance of the
investment products, asset classes, or capital markets discussed.

For Mercer's conflict of interest disclosures, contact your Mercer representative or see www_mercer. com/conflictsofinterest.

This does not contain investment advice relating to your particular circumstances. Mo investment decision should be made based on this information without first obtaining appropriate professional advice and considening your
circumstances. Mercer provides recommendations based on a particular client's circumstances, invesiment objectives, and needs. As such, investment results will vary and actual results may differ materally.

Information contained herein may have been abtained from a range of third-party sources. While the information is befieved to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no
representations or wamanties as to the accuracy of the information presented and takes no responsibdity or liability (including for indirect, consequential, or incidental damages) for any emor, omission, or inaccuracy in the data
supplied by any third party.

Imvestment management and advisory senices for U5, cients are provided by Mercer Imvestments LLC (Mercer Investments). Mercer Investments provides investment services to not-for-profit and insurance clients using the
business name of Pavilion., A Mercer practice (Pavilion). Mercer Investments LLC is regstered to do business as "Mercer Investment Advisers LLC™ in the following states: Arizona, Califomnia, Flonda, llinois, Kentucky, Morth
Carmolina, Oklahoma, and Pennsytvania; as "Mercer Investments LLE (Delaware]” in Georgia; and as "Mercer Investments LLC of Delaware” in Louisiana. Mercer Investments is a federally registered investment adviser under the
Investment Advisers Act of 1840, as amended. Registration as an investment adviser does not imply a certain level of skill or fraining. The oral and written communications of an adviser provide you with information about which
you determine to hire or retain an adviser. Mercer Investments' Form ADY Part 2A and 2B can be obtained by written request directed to: Compliance Department, Mercer Investments, 50 High Sireet, Boston, MA 02110

™ MERCER Copyright © 2022 Mercar {US) Inc. All rights reserved.
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Agenda
Academic and Student Affairs Committee
Thursday, September 15, 2022
12:30 p.mM. —2:00 p.m.

Location: WSU Pullman, Lighty Student Services Bldg. Room 405

Committee Members:  Enrique Cerna (Chair), Lura Powell, Reanne Chilton

Future Action Items Section

1 Proposed Changes to WAC 504-26 — Standards of Conduct for Students A-1
(Chilton/Taylor)

2 Proposed Changes to WAC 504-28 — Policies and Regulations Applying to All A-2

Student Organizations (Chilton/Taylor)

Information Item

1. Fall Enrollment Update (Chilton/Oba)



FUTURE ACTION ITEM #1

Revisions to the Washington Administrative Code (WAC) Chapter 504-26

Standards of Conduct for Students

(Elizabeth S. Chilton/Ellen Taylor/Karen Metzner)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

PROPOSED:

SUBMITTED BY:

SUPPORTING
INFORMATION:

Revisions to WAC Chapter 5o4-26: Standards of Conduct for Students

That the Board of Regents approve revisions to WAC 504-26: Standards
of Conduct for Students

Elizabeth S. Chilton, Provost and Executive Vice President and
Chancellor, WSU Pullman

WAC 504-26 encompasses the University’s expectations for student
behavior and outlines the procedure for responding to reported concerns.
The Center for Community Standards in the Division of Student Affairs is
proposing changes to WAC 504-26 as part of its required periodic review.
The review committee focused on maintaining the spirit of the chapter
and student rights while simplifying processes and consolidating
definitions for clarity.

The Center for Community Standards (CCS) remains committed to
supporting students and recognized/registered student organizations and
upholding their rights, while also holding them accountable for behavior
that does not meet community expectations. The proposed changes
allow CCS to continue serving the WSU community systemwide to meet
these goals.

Substantive proposed changes include:

Efficiencies and Items Removed

1. Moved the timing for the right to a jurisdictional challenge from
early in the process to the appeals process

2. Changed mandatory training for conduct board members from
annually to every other year

3. Reduced required training for presiding officers with judicial
experience

Academic and Student Affairs Committee A-1

September 15-16, 2022
Page 1 of 2
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Combined initial contact letter with notice of conduct officer
hearing

Removed requirement to make a written determination regarding
alternative dispute resolution

Reduced required notice to seven days from ten days

Removed deadline for requesting recusal of a conduct officer
Removed the formalized self-recusal review process for conduct
officers and conduct board members

Additions and Updates

1.

Moved primary responsibility for the administration of the
standards of student conduct from Vice President of Student
Affairs to Dean of Students

Added supportive measure examples for registered/ recognized
student organizations

Updated prohibited conduct definitions

Expanded matters that qualify for removal of a disciplinary record
Updated sanctioning language for second academic integrity
violations

Hearing Boards

1.

Combined the volunteer pool of conduct board members and
appeals board members to provide greater flexibility in scheduling
Defined quorum for the University Academic Integrity Hearing
Board, who hears appeals of instructor decision’s to find students
responsible for violating academic integrity policies in the
classroom

The proposed changes will be presented to the Board of Regents at the
November meeting for final consideration and approval.

Academic and Student Affairs Committee
September 15-16, 2022
Page 2 of 2



FUTURE ACTION ITEM #2

Revisions to the Washington Administrative Code (WAC) Chapter 504-28

Student Organizations
(Elizabeth S. Chilton/Ellen Taylor)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

PROPOSED:

SUBMITTED BY:

SUPPORTING
INFORMATION:

Revisions to WAC Chapter 504-28: Policies and regulations applying to all
student organizations (student organizations)

That the Board of Regents approve revisions to WAC 504-28: Policies and
regulations applying to all student organizations (student organizations)

Elizabeth S. Chilton, Provost and Executive Vice President and
Chancellor, WSU Pullman

WAC 504-28 outlines roles, responsibilities, expectations, and processes
for registered student organizations to operate on our WSU campuses.
After review, which included consultation with student leaders and
student organization advisers, some relatively minor changes are being
recommended.

Proposed changes include:

1. Use of “recognized” or “registered” — improves consistency of
terminology; more accurately references student organizations
relative to their affiliation

2. Elected Officers eligibility — formalizes the need for elected student
leaders of organizations to maintain good standing with the University
both in and out of the classroom

3. Student Organization records — eliminates requirement for student
organizations to complete regular reports. With newer technology,
this information is tracked and retained in real time through systems
in place to support our student organizations.

The proposed changes will be presented to the Board of Regents at the
November meeting for final consideration and approval.
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FUTURE ACTION ITEM #1 — Revised 9/12/22
WSU Pullman, Voiland College of Engineering & Architecture Schweitzer

Engineering Hall Design Phase Approval
(Matt Skinner/Qlivia Yang)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

PROPOSED:

SUBMITTED BY:

SUPPORTING
INFORMATION:

WSU Pullman, Voiland College of Engineering & Architecture Schweitzer
Engineering Hall Design Phase Approval

That the WSU Board of Regents approve the WSU Pullman Schweitzer
Engineering Hall Design Phase and authorize the project to proceed to
design only using the Design-Build (DB) process pursuant to RCW 39.10,
and further delegate authority to the President or his designee to enter into
any and all contracts necessary to complete the design phase with a total
cost not to exceed $4.8M.

Stacy Pearson, Vice President for Finance and Administration/CFO

The Voiland College of Engineering and Architecture (VCEA) has prepared
work-ready graduates in critical engineering fields for many years.
Unfortunately, VCEA has also suffered from lack of capital investments in
its facilities.

To address this critical need, VCEA has launched a multi-phase capital
campaign to upgrade the aging engineering facilities at WSU Pullman to
create facilities responsive to current pedagogy and to showcase the
strength of VCEA programs.

The first building in the Engineering and Design Precinct is the proposed
Schweitzer Engineering Hall to house new student success programs
supporting an interdisciplinary community that drives student and faculty
success. The Precinct will act as an innovation hub that reflects the
vibrancy and importance of the College’s impact on the world by:

e Attracting diverse and talented students to pursue their education
at Washington State University;

e Drawing in industries that seek motivated, highly capable
graduatestoworkintheiremergingand high-demand careerfields;

e C(Creating strong links between students, faculty, alumni, and
industry;

e Positioning WSU as a premier destination for instructional and
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research faculty from around the world;
e Acting as a catalyst for innovative and collaborative research
in emerging fields.

Design Phase Budget:
All design costs will be paid using donated funds, not to exceed the $4.8M
of cash collected to date.

Estimated Total Project Budget:
The project will be funded with a combination of state capital funds and
private donations.

Budget Amount
Construction (includes utilities) 67,239,400
Professional Services 4,464,000
Project Management 2,644,824
Moveable Equip/Furnishings 5,224,732
Other (includes Art) 427,044
Total Project Budget $80,000,000
Source of Funds Amount
State ($30M Building + $10M 40,000,000
utilities)
Donations 40,000,000
Total Funds $80,000,000

The request for $40M in state capital allocation is a top priority in WSU's
2023-25 state capital budget request. The state capital allocation is
forecast to be received by July 1, 2023. Receiving the state capital
appropriation is the first critical financial milestone to allow continued
progress on the intended timeline.

Pledgesfor $35M have been secured with the first major group of matured
pledges projected to materialize by August 2023. Active fundraising
continues with the goal to increase overall pledge commitments. Of the
pledges received, $4.8M cash has been collected to date, while $30.2M
remains to be collected over the subsequent five-year horizon.

There are no plans to utilize debt financing for this project.

Finance and Administration Committee F-1
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Project construction will be phased to align with receipt of donated funds,
not to exceed total donated cash on hand plus state capital appropriations
at any point in time.

Estimated Timeline:

WSU will return to the Board in March 2024 to request approval to begin
construction. WSU will not contract for an amount exceeding the state
appropriation and the amount of actual cash on hand at the time of Board
approval. The project will need to have at least $40M worth of pledges in
place to continue along the proposed timeline. While the University has
pledge agreements in place specifying the timing of gifts, the timing of
actual cash receipts may differ, and project timeline and/or scope will be
adjusted accordingly.

WSU anticipates returning to the Board in the third or fourth quarter of
FY2025to approve a project budget increase to account for the balance of
matured pledges. The proposed project budget increase would not exceed
the amount of state appropriations and the amount of cash on hand at the
date of the third or fourth quarter of FY2025 BOR discussion.

The Board of Regents will be asked to consider approval of the proposed
action at the November 2022 Board meeting.

ATTACHMENTS: Attachment A- Site Map and 10 Year Project
Attachment B — Conceptual Renderings
Attachment C—Proposed Project Timeline and Milestones
Attachment D — Proposed Project and Cash Flow Timeline
Finance and Administration Committee F-1
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ATTACHMENT A

Carpenter and Schweitzer Halls Become the
Core of the Engineering & Design Precinct

4+ 0Old
buildings
demolished

4-5 New
buildings built

State-of-the-art
interdisciplinary
research
laboratories

Flexible,
engaging
classrooms

Buildings built
with the
occupant in
mind
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Attachment B — Conceptual Renderings
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Attachment C — Proposed Project Timeline and Milestones

Date Step Financial Milestone
September 2022 BOB Future Action Item to approve | Approved with the current cash on hand of $4.8M
design at $4.5M
November 2022 | BOR Action ltem to approve design
April 2023 DB selected
May 2023 Begin design
State fundi tb dt ti I
July 2023 State Capital Budget approved @ .e un. mg. st be securéd to continue along
project timeline as presented
January 2024 BOR Future Action Item to approve Project budget will not exceed state capital funding
¥ project budget plus cash on hand at that date (Ex. of $48.5M above)
BOR Action Item to approve project | Atleast S40M in pledges in place.
March 2024 . . . .
budget; Construction Begins Confirm cash on hand to support project budget.
Q3 or Q4 of BOR Action Item to increase project | Project budget to be increased based on state
FY2025 budget funding and cash as of that date

Finance and Administration Committee
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Attachment D — Proposed Project and Cash Flow Timeline

VCEA $80M Project
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FUTURE ACTION ITEM #2

University Ethics Policy
(Sharyl Kammerzell/Danielle Hess)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT: University Ethics Policy

PROPOSED: That the Board of Regents approve a new University Ethics Policy.
SUBMITTED BY: Stacy Pearson, Vice President for Finance and Administration/CFO

SUPPORTING

INFORMATION: A central component to an effective compliance plan is aninstitutional
ethics and conflict of interest policy. This policy addresses this need
and implements legislative changes from last session.

The proposed University Ethics Policy does the following:

e It serves as an umbrella policy that consolidates and links to
various laws and WSU policies related to ethics

e It creates and codifies a mandatory ethics training
requirement for all employees

e Similar to the Board of Regents Conflict of Interest Policy (BOR
1), it prohibits conflicts of interest and creates a process for
disclosure as well as conflict management when possible

e It prohibits conflicts of commitment and creates a process for
disclosure as well as conflict management when possible

In addition, this policy implements amendments to the Washington
State Ethics in Public Service Act (RCW 42.52.220, RCW 42.52.360),
which went into effect on June 9, 2022. The amendments authorize
universities to develop an administrative process that creates a safe
harbor for faculty who are engaging in outside activities related to
scholarship. By following the administrative process, faculty are
deemed to be in compliance with certain provisions of

Finance and Administration Committee F-2
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the state ethics law and are allowed to use certain University
resources on a more than de minimis basis while engaging in these
activities. The amendments reflect an understanding on the part of
the legislature that universities expect faculty to engage in these
activities, which do not always fall neatly within the restrictions of
state ethics laws. Examples would include commissioned artwork by
art faculty, or literature by creative writing faculty that is published
commercially.

The new administrative process would be voluntary but would
incorporate and add to current (mandatory) processes in the Faculty
Manual for the disclosure, review, and approval of compensated
outside scholarship activities. The new administrative process would
be separate from existing University processes related to technology
transfer and commercialization activities.

The statute requires the Board of Regents to approve the new
administrative process prior to implementation and to provide a
copy to the state Executive Ethics Board upon approval.

The proposed policy is currently undergoing internal vetting and
approval. It will be presented to Faculty Senate as well as system
leadership and others prior to being presented to the Regents for
approval. It is anticipated that these processes will be completed
prior to the November Regents meeting, and a draft will be
presented to the Board for action at that time, along with a request
that the Board delegate authority to the President or designee to
approve any final revisions needed prior to publication.
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FUTURE ACTION ITEM #3

Marketing Contract for Cosmic Crisp®
(Scot Hulbert/Matt Skinner)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:
PROPOSED:

SUBMITTED BY:

SUPPORTING

INFORMATION:

Marketing Contract for Cosmic Crisp®

That the Board of Regents authorize and delegate authority to the
President or his designee to enterinto a contract to support the marketing
of the WSU Apple Cosmic Crisp®, with a three-year term and not to
exceed cost of $7,500,000.

Stacy Pearson, Vice President for Finance and Administration/CFO
Dr. Scot Hulbert, Associate Dean and Director, College of Agricultural,
Human and Natural Resource Sciences (CAHNRS)

WSU owns intellectual property rights to the patented apple cultivar, WA
38, and the trademark rights to Cosmic Crisp®. WSU has licensed the
intellectual property rights to bring the apple to the marketplace and
receives a share of royalty payments from each tree sold and per box of
Cosmic Crisp® apples sold.

The patented apple cultivar has been broadly adopted through close
collaboration with Washington growers, who planted approximately 19.3
million trees in the last five years. As a result, projected yield data
suggests that there will be a high supply of Cosmic Crisp® fruit in the
marketplace for 2022 and beyond. In the 2020 growing season, 560,000
boxes were produced; the 2021 crop produced an estimated 1.5 M boxes;
predicted harvests for the 2022 crop are 4.0 million boxes, with 5.0 million
expected for 2023. The apples sold for an average of $50/box in 2021,
which, along with Honey Crisp, were the two highest priced apples. The
estimated average box price for 2022 sales (2021 crop) is $36/box.
Washington growers and WSU are hopeful of maintaining a high price in
the coming years.

With such a large supply of Cosmic Crisp® apples expected in the market,
it is in the best interest of Washington growers and WSU to ensure an
appropriate, corresponding level of customer demand. In addition, with
37 competing apple varieties in the current market, competition for shelf
space and “share of consumer wallet” is fierce and underscores the need
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to market the new variety. Cosmic Crisp brand recognition among
premium apple buyers is much higher than other new apples (27% have
heard of, 14% have purchased) but much lower than some of the older
apple varieties like Honeycrisp. Continued consumer marketing is critical
to generating brand awareness, enticing consumers to taste the apple,
and moving the fruit off retail shelves. Consumer demand will make it
easier for Washington growers to continue to place the new variety with
large grocery stores and distribution chains. WSU will receive a fruit
royalty if the apples sell for a price in excess of $20.00 per 40-pound box
wholesale (FOB) price, and as such, it is highly advantageous to the
University to partner in increasing customer awareness and demand.

In January 2019, the Regents authorized, and WSU signed, a 4-year
marketing campaign agreement with Proprietary Variety Management,
LLC (PVM) for $10.4 million. To date WSU has collected $16.7 M in gross
royalties. This agreement will expire at the end of 2022, and WSU
proposes to enter into a new contract with PVM based on the success of
the current contract.

The new contract is anticipated to be a 3-year contract, not to exceed $7.5
million.
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FUTURE ACTION ITEM #4

WSU Pullman, Taylor Sports Complex Design Phase Approval

(Pat Chun/Matt Skinner/Olivia Yang)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

PROPOSED:

SUBMITTED BY:

SUPPORTING

INFORMATION:

WSU Pullman, Taylor Sports Complex, Design Phase Approval

That the Board of Regents approve WSU Pullman, Taylor Sports Complex
Design Phase Approval to authorize the project to proceed to the design
phase using the Design-Build (DB) process pursuant to RCW 39.10, and
further delegate authority to the President or his designee to enter into
any and all contracts necessary to complete the design phase with a total
cost not to exceed $2.4M.

Stacy Pearson, Vice President for Finance and Administration/CFO

Matt Skinner, Deputy CFO and Senior Associate Vice President, Finance &
Administration

Olivia Yang, Associate Vice President, Facilities Services

As part of the Athletic Department’s long-range plan, WSU identified the
renovation of the existing Indoor Practice Facility, which was built in 2002,
as a priority. The Taylor Sports Complex would replace the existing air
supported structure with a new facility. This improved facility will allow all
WSU athletic programs an indoor practice location in inclement weather.
This facility is considered critical to allow WSU to continue to compete at
the highest level with peer programs. Over the last several years, WSU
Athletics has successfully secured pledges and cash donations for this
project. As of August of 2022, there are $19.6M in gross cash
contributions received, with an additional $7.8M in gross pledges
outstanding over the next 6 years (both shown before fees, expenses and
allowances). To date, Athletics has received 71% of the total fundraising
effort in cash. Gross cash contributions are projected to reach $21.9M by
June 2023, and $23.9M by the end of June 2024. See attachment B.

Date Step
September 2022 Regents Future Action for Design Phase

November 2022 Regents Approval of Design Phase
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December 2022 - Design Builder Procurement
February 2023
Spring 2023 Design Begins
September 2023 Regents Future Action for Project Budget Approval
November 2023 Regents Action for Project Budget Approval
Winter 2024 Construction Begins

DESIGN PHASE BUDGET

Design and Preconstruction Services 2,100,000

Project Administration 100,000

Other 100,000

Total Design Phase Budget $2,400,000
SOURCE OF FUNDS

Donations $2,400,000

ATTACHMENTS:  Attachment A - Aerial Site
Attachment B - Taylor Sports Complex Pledge Schedule
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Attachment A - Aerial Site
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Attachment B — Taylor Sports Complex Pledge Schedule

Funding in SM

28.0
27.0
26.0
25.0
24.0
23.0
22.0
21.0
20.0
19.0

Taylor Sports Complex Funding*

26.5

27.4
26.7 26.9 27.0

Aug-22 Dec-22 Jun-23 Dec-23

Jun-24 Dec-24 Jun-25 Dec-25

m = Gross Fundraising

* Gross cash contributions and pledges before expenses, fees, and allowances
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INFORMATION ITEM #1

Athletics Budget Review
(Pat Chun/Matt Skinner)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

SUBMITTED BY:

SUPPORTING
INFORMATION:

Athletics Fiscal Review

Pat Chun, Director of Athletics/WSU Pullman Vice Chancellor Athletics

FY2023 Athletic Budget Update

The Board of Regents approved the FY2023 Athletics budget in May of
2022. As of August of 2022, there are no substantial changes to FY2023
projections to report. Ticket revenue, donations, and conference
distributions continue to be the largest revenue opportunity for FY2023.
Athletics will continue to monitor football ticket sales and will have
updated revenue projections for the November 2022 meeting. Athletics
remains proactive in forecasting and anticipating potential impacts to
current and future year budgets and will update the Board as new
information is available. See Attachment A.

Champions Complex

WSU Athletics shared a capital project vision featuring the Champions
Complex, a world-class educational facility catering to student-athlete
wellbeing, in November of 2021. In the fall of 2021, Athletics announced
they had surpassed their fundraising goal, confirming nearly $12.7M
($12.1M after 5% gift fee) in gross contributions over the next six years. As
of August of 2022, Athletics has secured $5.4M gross cash contributions,
while $7.3M in gross pledges remain outstanding that will mature over the
next six years. Gross cash contributions are scheduled to reach $7.5M by
June of 2023 and $9.1M by June of 2024. See Attachment B.

Athletics remains committed to maximizing the strategic use of donor
contributions received to meet the needs and expectations of first-tier
student-athletes, understanding the requirements and demands of
student-athletes in the classroom, in training, and in life continue to reach
new heights. Athletics and Finance and Administration will continue to
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update the Board on the progress of matured pledges and return for future
action approvals towards execution of this strategic capital investment.

ATTACHMENTS: Attachment A — FY23 Athletics Budget September 2022
Attachment B — Champions Complex Funding
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Attachment A — FY23 Athletics Budget September 2022

Washington State University

FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26 FY27
REVENUES:
Ticket Sales 9.5 8.6 0.0 7.5 10.0 a.| 10.0 10.3 10.3 10.3
Contributions/Endowments 12.4 10.7 8.5 9.6 10.8 11.6 12.0 12.0 11.8
NCAA/Pac-12 34.2 34.7 225 33.0 40.7 42.4 45.9 47.7 49.0
Royalties/advert/Sponsor 1.6 43 3.4 3.7 41 h.| a3 4.4 4.6 4.7
Institutional Support 0.0 0.0 0.0 0.0 1.4 25 2.5 2.6 2.6
Waivers/Student Fees 5.2 5.2 4.8 4.6 5.1 5.1 5.1 5.1 5.2
Other Revenue 5.8 0.6 0.8 7.2 24 c| 84 8.3 8.3 8.7
Total Revenue 7.7 70.2 40.1 70.7 80.7 84.4 88.5 90.6 92.3
EXPENSES:
Compensation 27.7 28.5 256 29.2 29.4 30.0 311 322 32.2
Scholarships 11.0 10.5 11.4 12.4 12.1 d.| 124 12.7 13.1 13.5
Sport Programs 11.4 10.7 7.4 14.2 13.5 e 13.6 14.1 14.7 15.2
Marketing/Fund Raising 1.8 1.3 1.2 21 1.9 1.9 2.0 21 2.1
Debt Payments 9.2 9.2 10.0 10.0 10.0 11.5 11.5 10.8 10.8
Direct Admin/Dues 4.7 4.6 4.6 4.2 4.5 4.6 4.7 4.8 5.1
Other Expense 10.3 12.5 4.8 12.4 103 f. | 104 11.2 112 11.7
Total Expenses 76.3 7.3 65.0 84.5 81.7 84.4 87.4 8.8 90.6
Net Income from Operations (4.6) (7.1 (24.8)  (13.8) | (1.0) 0.0 11 18 1.7
Proceeds from External Financing/Savings fram Debt Refinancing 35.6 10.0 1.0 0.0 0.0 0.0 0.0
less Capital Projects 0.0 (6.7) (0.6) (0.8) | (0.6) (0.5)  (25.0) (0.5) (0.5)
Plus Excess Cont. Above Cap. Expenses 0.0 4.6 4.7 8.8 5.5 1.1 3.3 2.3 2.1
Net Income after Capital Projects (4.6) (9.2) 14.8 4.2 4.9 3.6 (20.6) 3.6 3.3
Accumulated Deficit with Capital Contributions (74.8) (84.0) (68.0) (64.8)| (59.9) (56.3) (76.9) (73.3) (70.0)
Accumulated Deficit without Capital (74.8) (81.9) (71.2) (75.0)] (75.0) (75.0) (73.9) (72.0) (70.3)

a. 7 home games including UW and QOregon

b. Contractual increase for IMG

c. Compliance support, guarantees (Wisc), in-kind, concessions, camps, parking and events
d. Aid to bereduced as rosters revert back to pre-COVID numbers

e. Reduction of COVID related expenses

f. Severance removal, lower guarantees
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Attachment B — Champions Complex Funding

Funding in SM
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INFORMATION ITEM # 2

WSU FY2021 Financial Statement Audit Results

(Matt Skinner/Mollie Holt)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

SUBMITTED BY:

BACKGROUND
INFORMATION:

Results of the Fiscal Year 2021 Financial Statement Audit

Stacy Pearson, Vice President for Finance and Administration/CFO

Eide Bailly performed the independent financial statement audit for the
year ended June 30, 2021. This is the first time the WSU university-wide
financial statements have been audited by an accounting firm instead of
the state auditor’s office.

As expected, the change in auditors, coupled with the complexity of
changing financial systems mid fiscal year, converting 40 years of balance
sheet data, and the retirement of key staff, combined to make the financial
statement preparation process challenging, complex, and time consuming.

We commend University Accounting staff, as well as their colleagues
across Business and Financial Services, for their tireless and dedicated
efforts to perform the fiscal year 2021 financial reporting cycle. They
demonstrated outstanding teamwork, problem solving, and accounting
acumen throughout the process.

WSU also appreciates the rigorous and detailed audit conducted by Eide
Bailly. WSU values the independent audit and embraces the opportunity
to improve by addressing any findings and issues raised through the audit.
The result will be stronger financial management and processes in the
future.

Results of Fiscal Year 2021 Financial Statement Audit:

For the year ended June 30, 2021, WSU received an unmodified (clean)
audit opinion (see page 7 of the attached financial statement report). The
original opinion was issued on June g9, 2022. Subsequently, WSU
determined to use a portion of the institution’s Higher Education
Emergency Relief Funds (HEERF) for lost revenue in FY2021 to help offset
theimpact of the COVID pandemic. Inaccordance with Generally Accepted
Accounting Principles (GAAP), WSU recognized the amount in FY2021 via
an adjusting entry. Eide Bailly reviewed the entry and reissued their
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opinion with a date of August 16, 2022. The audit opinion remains
unmodified.

Audit Findings and Improvement Opportunities:

Over the course of the audit, Eide Bailly identified three deficiencies in
internal controls considered to be material weaknesses. These findings and
WSU’s response are summarized below and disclosed in pages 74-77 of the
financial statements. WSU appreciates these points for improvement and
is taking action to address them.

Finding1: Year-end procedures were not performed timely and there was
not a sufficient level of review by an appropriate level of management over
those year-end procedures.

Response: The Controller’s Office staff will conduct additional procedures
in closing fiscal year 2022 to include review and reconciliation of all
balances, review for reasonableness and appropriate documentation to
support current year activity.

Finding 2: Management was unable to reconcile the bank accounts after
the implementation of Workday. As a result, there were a material
amount of transactions that cleared the bank that could not be matched
with the transactions in Workday, and a material amount of transactions
in Workday that could not be matched with transactions clearing the
bank.

Response: The inability to reconcile bank accounts resulted from the
conversion to Workday, the transition to full accrual accounting, and the
turnover of long serving key staff assigned bank reconciliation tasks.

To assist in complete and timely reconciliation of cash, WSU charged a
cross functional team comprised of staff from the Controller's Office,
Treasury Services, Modernization, and ITS to address cash and banking
configuration, cash management, and supporting business processes. The
team has gathered best practices for bank reconciliations from other
public research universities, prioritized issues for immediate resolution,
and identified those that will require external consultants to help design
new banking and reconciliation processes.

Finding 3: The Students Book Corporation (SBC) was not accounted for
properly in prior years. Because the University has financial
accountability over SBC through its Board of Regents, it is a considered a
component unit and should be reported as part of the WSU entity.
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Response: As part of the year-end review, members of the Controller’s
Office staff will evaluate relationships with other entities and note any
changes in the nature and scope of these relationships and the impact to
financial reporting.

Eide Baily will attend the meeting to provide an overview of the results of
their audit.

The full Finance Report will be uploaded to the website following the formal
presentation at the Board meeting.

ATTACHMENT: WSU 2021 Reissued FS Governance Letter Re issued_8.16.22
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EideBailly.

CPAs & BUSINESS ADVISORS

August 16, 2022

Board of Regents
Washington State University
Pullman, Washington

We have audited the financial statements of Washington State University (the University) as of and for the year
ended June 30, 2021, and have issued our report thereon dated June 9, 2022. Professional standards require
that we advise you of the following matters relating to our audit.

Our Responsibility in Relation to the Financial Statement Audit under Generally Accepted Auditing
Standards and Government Auditing Standards

As communicated in our letter dated September 20, 2021, our responsibility, as described by professional
standards, is to form and express an opinion about whether the financial statements that have been prepared
by management with your oversight are presented fairly, in all material respects, in accordance with accounting
principles generally accepted in the United States of America. Our audit of the financial statements does not
relieve you or management of its respective responsibilities.

Our responsibility, as prescribed by professional standards, is to plan and perform our audit to obtain
reasonable, rather than absolute, assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control over financial reporting. Accordingly,
as part of our audit, we considered the internal control of the University solely for the purpose of determining
our audit procedures and not to provide any assurance concerning such internal control.

We are also responsible for communicating significant matters related to the audit that are, in our professional
judgment, relevant to your responsibilities in overseeing the financial reporting process. However, we are not

required to design procedures for the purpose of identifying other matters to communicate to you.

We have provided our findings regarding significant control deficiencies over financial reporting and material
weaknesses, and other matters noted during our audit in a separate letter to you dated August 16, 2022.

Planned Scope and Timing of the Audit

We conducted our audit consistent with the planned scope and timing we previously communicated to you.

What inspires you, inspires us. | eidebailly.com 1
877 W. Main St., Ste. 800 | Boise, ID 83702-5858 | T208.344.7150 | F208.344.7435 | EOE



Compliance with All Ethics Requirements Regarding Independence

The engagement team, others in our firm, as appropriate, and our firm have complied with all relevant ethical
requirements regarding independence.

Qualitative Aspects of the Entity’s Significant Accounting Practices
Significant Accounting Policies

Management has the responsibility to select and use appropriate accounting policies. A summary of the
significant accounting policies adopted by the University is included in Note 1 to the financial statements. As
described in Notes 1, the University changed accounting policies relted to the accounting for fiduciary activities
to adopt the provisions of GASB Statement No. 84, Fiduciary Activities. Accordingly, the accounting change has
been retrospectively applied to the financial statements beginning July 1, 2020. There have been no other initial
selection of accounting policies and no changes in significant accounting policies or their application during
2021. No matters have come to our attention that would require us, under professional standards, to inform
you about (1) the methods used to account for significant unusual transactions and (2) the effect of significant
accounting policies in controversial or emerging areas for which there is a lack of authoritative guidance or
consensus.

Significant Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s current judgments. Those judgments are normally based on knowledge and experience about
past and current events and assumptions about future events. Certain accounting estimates are particularly
sensitive because of their significance to the financial statements and because of the possibility that future
events affecting them may differ markedly from management’s current judgments.

The most sensitive accounting estimates affecting the financial statements are:

e Management’s estimate of the collectability of receivables and student accounts are based on history of
the same type of receivables. We evaluated the key factors and assumptions used to develop the
collectability of receivables and student accounts and determined that it is reasonable in relation to the
financial statements taken as a whole.

e Management’s estimate of the State other post-employment benefit (OPEB) liability and the deferred
inflows/outflows of resources related to the liability is based on actuarial estimates provided by the
Washington State Office of the State Actuary and amounts provided by the Public Employees Benefits
Board. We evaluated the key factors and assumptions used to develop the OPEB liability and
determined that it is reasonable in relation to the financial statements taken as a whole.

e Management’s estimate of the net pension liability (asset) and the deferred inflows/outflows of
resources related to the net pension liability (asset) is based on actuarial estimates provided by the
Washington State Office of the State Actuary and amounts provided by the Washington State
Department of Retirement Systems. This schedule was audited by independent auditors. We evaluated
the key factors and assumptions used to develop the net pension liability (asset) and determined that it
is reasonable in relation to the financial statements taken as a whole.



e Management’s estimate of the net pension liability and the deferred inflows/outflows of resources
related to the University’s Supplemental Retirement Plan is based on actuarial estimates provided by
the Washington State Office of the State Actuary and amounts provided by the Washington State
Department of Retirement Systems. We evaluated the key factors and assumptions used to develop the
net pension liability and determined that it is reasonable in relation to the financial statements taken as
a whole.

e Management’s estimate of the asset retirement obligation is based on the expected actual costs to
retire the asset at the time of determination, adjusted for inflation each year. We evaluated the key
factors and assumptions used to develop the asset retirement obligation and determined that it is
reasonable in relation to the financial statements taken as a whole.

e Management’s estimate of lost revenue for HEERF funding. The University computed lost revenue by
taking the average revenue for fiscal years 2018-2020 and comparing this against the revenue generated
for fiscal year 2021 to determine the amount of revenue lost as a result of COVID.

Financial Statement Disclosures

Certain financial statement disclosures involve significant judgment and are particularly sensitive because of
their significance to financial statement users. The most sensitive disclosures affecting the University’s financial
statements relate to:

e The disclosure of employer pension assumptions in Note 16 to the financial statements is sensitive as
this note supports assumptions made and inputs used to determine the employer pension assumption.

e The disclosure of other post-employment benefits other than pensions in Notes 17 to the financial
statements is sensitive as this note supports the assumptions made and inputs used to determine the
other post-employment benefit liability.

Significant Difficulties Encountered during the Audit

During the course of the audit, we encountered significant difficulties in completing audit procedures and
issuing the final audit report. These difficulties were primarily caused by the mid-year system conversion to
Workday. As a result of the system conversion, management was unable to provide a final trial balance and
prepare the financial statements in a timely manner. In addition, as a result of audit procedures, there were
material adjustments to work through. This caused significant delays in the issuance of the audit.

Uncorrected and Corrected Misstatements

For purposes of this communication, professional standards require us to accumulate all known and likely
misstatements identified during the audit, other than those that we believe are trivial, and communicate them
to the appropriate level of management. Further, professional standards require us to also communicate the
effect of uncorrected misstatements related to prior periods on the relevant classes of transactions, account
balances or disclosures, and the financial statements as a whole.

During our audit procedures, we identified multiple material audit adjustments. The adjustments were brought
to the attention of, and corrected by, management.



The following summarizes uncorrected financial statement misstatements whose effects in the current and prior
periods, as determined by management, are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

e Anunidentified difference between beginning balance and the reversal of the accrual in accounts
receivable resulting in an understatement of assets and revenue of $1.5 million.

e Prior year restatement for capital appropriations that should have been recognized in 2020 for
expenditures incurred in the prior period resulting in an overstatement of revenue and understatement
of beginning net position of $5.6 million.

e Anadjustment to the sick leave accrual based on actual hours earned but unused by employees rather
than an estimate allowed under the Method 2 OMF calculation resulting in an overstatement of accrued
liabilities and related payroll expenses of $2.3 million.

e Remaining unidentified differences on the reconciliation between the bank accounts and trial balance
accounts resulting in the potential overstatement of cash and net income of $2.1 million.

e An adjustment to correct recognition of state revenue that was overdrawn in the current year for
student scholarships resulting in an overstatement of revenue and understatement of deferred revenue
of $3.4 million.

e Remaining unidentified balance in previously reported agency funds after current year postings made
during the conversion to Workday and implementation of GASB 84, Fiduciary Activities resulting in an
overstatement of accounts receivable and revenue of $1.2 million.

e A reclassification of negative accounts receivable balances associated with unbilled receivables resulting
in an understatement of unbilled receivables and current liabilities resulting in an overstatement of
receivables of $1.2 million and an understatement of accounts payable of $1.2 million.

e Areclassification of the GEER money passed through the state of Washington from nonoperating state
appropriations to nonoperating COVID relief grant funding of $1.3 million.

e An adjustment to true up the payroll accrual as of year end. This resulted in an overstatement of the
payroll accrual and associated expense of $1.7 million.

e Avreclassification of items included in restricted expendable net position that should be included in
unrestricted. This resulted in restricted expendable net position to be overstated by $5.9 million and
unrestricted net position to be understated by $5.9 million.

e An adjustment to correct the recognition of the HEERF Institutional funds that were recognized in 2020;
however, the eligibility criteria to recognize the grant funds were not met until 2021. This resulted in
beginning net position to be overstated and current year revenue to be understated by $1,443,897.

The effect of these uncorrected misstatements, including the effect of the reversal of prior year uncorrected
misstatements as of and for the year ended June 30, 2021, is an overstatement of net income of approximately
$5.3 million, an understatement of beginning net position of approximately $4.2 million and an overstatement
of ending net position of approximately $1.1 million.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter,
which could be significant to the financial statements or the auditor’s report. No such disagreements arose
during the course of the audit.



Representations Requested from Management

We have requested certain written representations from management which are included in the management
representation letter dated June 9, 2022.

Management’s Consultations with Other Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters. Management informed us that, and to our knowledge, there were no consultations with other
accountants regarding auditing and accounting matters.

Other Significant Matters, Findings, or Issues

In the normal course of our professional association with the University, we generally discuss a variety of
matters, including the application of accounting principles and auditing standards, operating conditions affecting
the University, and operating plans and strategies that may affect the risks of material misstatement. None of
the matters discussed resulted in a condition to our retention as the University’s auditors.

Modifications of the Auditor’s Report

Correction of an Error

As discussed in Note 1 to the financial statements, there were errors noted in prior year financial
statements that required a restatement to beginning net position of the University as of June 30, 2020.
Accordingly, the net position as of June 30, 2020 has been restated to reflect this correction. Our opinions
are not modified with respect to this matter.

Change in Accounting Principle

As discussed in Note 1 to the financial statements, the University has adopted the provisions of GASB
Statement No. 84, Fiduciary Activities, which resulted in a restatement of the net position as of July 1,
2020. Our opinions are not modified with respect to this matter.

Emphasis of Matter

As described in Note 1, the financial statements of the University, an agency of the state of Washington,
are intended to present the financial position, changes in financial position, and cash flows attributable to
the University. They do not purport to, and do not present fairly the financial position of the state of
Washington as of June 30, 2021, and the changes in its financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America. Our opinions
are not modified with respect to this matter.

Restatement and Reissuance

As discussed in Note 22, subsequent to the issuance of the University’s 2021 financial statements and our
report thereon dated June 9, 2022, we became aware that those financial statements excluded the lost
revenue taken against the Institution’s Higher Education Emergency Relief Funds (HEERF) associated with
fiscal year 2021. This resulted in the COVID relief grant funding revenue and associated accounts
receivable to be understated. In our original report we expressed an unmodified opinion on the 2021
financial statements, and our opinion on the revised statements, as expressed herein, remains
unmodified.



The financial statements include the financial statements of Washington State University Foundation (the
Foundation), which we considered to be a discretely presented component unit of the University. The financial
statements of the Foundation were audited by other auditors and we did not assume responsibility for the audit
performed by the other auditors, rather have referred to their audit in our report. Our decision to refer to the
report of the other auditor is based upon our evaluation of the materiality of the Foundation with respect to the
financial statements as a whole and our consideration of the timing requirements of the engagement. Our audit
procedures with respect to Foundation included required correspondence with the other auditor, obtaining and
reading their auditor’s report and the related financial statements, and other procedures as considered
necessary. Our audit procedures with respect to the Foundation included obtaining an understanding of the
Foundation and its environment, including internal control, sufficient to assess the risks of material
misstatement of the financial statements of the Foundation and completion of further audit procedures.

This report is intended solely for the information and use of the Board of Regents and management of the
University and is not intended to be, and should not be, used by anyone other than these specified parties.

Very truly yours,

@M Le7

Boise, Idaho



Washington State University

Office of Internal Audit
Fiscal Year 2022 — Annual Report
July 1, 2021 through June 30, 2022

Internal Audit Services
- Planned audits to review the adequacy of internal controls in the areas of operations, financial,
compliance and information technology

- Investigations of suspected employee misconduct in the areas of fraud, waste and abuse

- Advisory services including serving as liaison between management and external auditors and
providing guidance to members of the University community with issues that impact operations and
systems of internal control

Personnel

e The Internal Audit team includes the Chief Audit Executive and four auditors.
e One of the audit positions, Sr. IT Auditor, is currently vacant and has been posted. This impacted
audit activity in the reporting period.

Engaged Activities/Projects/Effort Allocation

Effort

*engagement impacted by vacancy, anticipate close Fall 2022
**engagement halted due to request from sponsor for third party audit, project to be contracted out

Effort
(hours) | (o)
IT Governance In Progress *
Audiie Effort Certification Suspended **
Housing and Dining Facilities Procurement In Progress
Other Audits/Prior Year 2 Closed
Updated Audit System (Version, Cloud-based) —in progress of 2239.5 | 44%
migration and configuration at report date, Go Live December 5, 2022
_ Enhanced Analytics Software (TeamMate) —in test, applied to data
Projects pulled through Data Query projects
Financial and Compliance Fraud Queries
Fraud Risk Assessment (second survey scheduled Fall 2022)
IT issues - distributed areas In Progress
Follow up HIPAA compliance In Progress 485.75 | 9%
Salary Cap Resolved
Investigations | 2 active, g closed in preliminary 177 3%
Advisory 153 advisories on ethics, control, policy —10 open at year end 1230.75 | 24%
Closed — FY 2021 State Auditor’s Office (SAO) Single Audit
Closed — 2 SAO Whistleblower
o Closed —1 Executive Ethics Board (EEB) investigation
Liaison - 1012 20%
Closed — 4 federal grant audits
Active — FY 2022 State Auditor’s Office (SAO) Single Audit
Active — FY 2020-2021 SAO Accountability
Total Actual Hours | 5145 | 100%




Office of the Washington State Auditor

Pat McCarthy

May 16, 2022

Washington State University
Single Audit Exit Conference
The Office of the Washington State Auditor’s vision is increased trust in government. Our mission is to provide

citizens with independence and transparent examinations of how state and local governments use public funds,
and develop strategies that make government more efficient and effective.

The purpose of this meeting is to share the results of your audit. We value and appreciate your participation.

Audit Scope

We performed federal grant compliance audit(s) for the Student Financial Assistance Cluster for state fiscal year
2021.

Federal grant audit work is performed on a statewide basis, in accordance with the revised Single Audit Act. We
select federal programs for audit using risk-based criteria set forth in the U.S. Office of Management and Budget
Uniform Guidance.

We evaluated internal controls and tested compliance with the following federal requirements for the Student
Financial Assistance Cluster programs (Assistance Listings 84.007, 84.033, 84.038, 84.063, 84.268, 84.379,
93.264, 93.342, 93.364, 93.925):

e Activities Allowed or Unallowed e Special Tests and Provisions (continued)
e Cash Management o Student Loan Repayments
o Eligibility (HPSL/PCL/LDS and NSL, and NFLP)
e Reporting o Perkins Loan Recordkeeping and Record
e Special Tests and Provisions: Retention o .
o Verification o Borrower Data Reconciliation (Direct
o Disbursements to or On Behalf of LO&P) . o
Students o Institutional Eligibility
o Return of Title IV Funds o General Program Eligibility
o Enrollment Reporting (Pell and Direct o Gramm-Leach-Bliley Act — Student
Loan) Information Security
Audit Highlights

We appreciate the availability and flexibility of University staff in working remotely with our Office during the
Coronavirus pandemic period to respond to our information requests and assist us in completing the audit in a
timely manner. Additionally, we appreciate the University’s participation throughout the weekly status update
meetings which assisted us in making sure requests were addressed quickly.



Recommendations included in the Audit Reports

Findings formally address issues in an audit report. Findings report significant deficiencies and material
weaknesses in internal controls; misappropriation; and material abuse or non-compliance with laws, regulations
or policies. We issued two findings related to your program and they are included at the end of the exit document.

Status of Prior Findings

Brief Description Resolved  Unresolved
2020-021 Washington State University did not establish adequate internal X
controls over and did not comply with federal requirements to conduct risk

assessments of student information security for Student Financial Assistance
programs.

Recommendations not included in the Audit Reports

Exit Items

We have provided exit recommendations for management’s consideration. Exit items address control deficiencies
or non-compliance with laws or regulations that have an insignificant or immaterial effect on the federal grant
program. Exit items are not referenced in the audit report.

Finalizing Your Audit

Report Publication

OFM will publish the Statewide Single Audit online at https://www.ofm.wa.gov/accounting/financial-audit-
reports/single-audit-report on or around the last day of July 2022. We will also provide a link to the report on our
website https://www.sao.wa.gov/.

Audit Finding Resolution Requirements

Chapter 55.10 of the State Administrative Accounting Manual describes agency responsibilities for providing
correction action plans for each audit finding contained in state audit reports. Specifically, agencies must submit
a correction action plan to OFM within 30 days of reports with audit findings.

Corrective active plan templates can be found at www.ofm.wa.gov/policy/55.10.htm.

Upon completion of correction action related to audit findings, agency heads or their designees are required to
certify in writing to OFM that the audit resolution process is complete.

Your Next Scheduled Audit

The single audit for the State of Washington is performed annually with planning beginning in April each year.
You will be informed if any programs are selected at your agency once those selections have been made.

Working Together to Improve Government

Audit Survey

When your report is released you will receive an audit survey from us. We value your opinions on our audit
services and hope you provide feedback.


https://www.ofm.wa.gov/accounting/financial-audit-reports/single-audit-report
https://www.ofm.wa.gov/accounting/financial-audit-reports/single-audit-report
https://www.sao.wa.gov/
http://www.ofm.wa.gov/policy/55.10.htm

Questions?

Please contact us with any questions about information in this document or related audit reports.

Sadie Armijo, CFE, Director of State Audit and Special Investigations, (564) 999-0808,
Sadie.Armijo(@sao.wa.gov

Jim Brownell, Assistant Director of State Audit and Special Investigations, (564) 999-0782,
Jim.Brownell@sao.wa.gov

Cavan Busch, Audit Manager, (564) 999-0786, Cavan.Busch@sao.wa.gov

Andrew Schmitz, Auditor-in-Charge of the Statewide Single Audit, (564) 999-0790,
Andrew.Schmitz(@sao.wa.gov

Matt Thompson, Audit Lead, (509) 918-9153, Thompsonm(@sao.wa.gov
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SCHEDULE OF FEDERAL AWARD FINDINGS AND
QUESTIONED COSTS
State of Washington
July 1, 2020 through June 30, 2021

WSU 2021-001 Washington State University did not establish adequate internal controls
over and did not comply with federal requirements to monitor its third-
party servicer for compliance with Federal Perkins Loan Program
recordkeeping and record retention requirements.

CFDA Number and Title: 84.038 Federal Perkins Loan Program

Federal Grantor Name: U.S. Department of Education

Federal Award/Contract Number: Not applicable

Pass-through Entity Name: None

Pass-through Award/Contract Number: None

Applicable Compliance Component Special Tests and Provisions: Perkins Loan Recordkeeping
and Record Retention

Known Questioned Cost Amount: None

Background

The Federal Perkins Loan Program and Perkins Loan Extension Act of 2015 awarded loans to undergraduate and
graduate students until the program was suspended nationwide on September 30, 2017. Institutions are required
to continue servicing their Perkins Loan portfolio (or continue contracting with a third-party servicer) and comply
with various repayment, administrative and reporting requirements until they have completed their loan
liquidation process and closed out their Perkins Loan program.

Institutions must retain original or true and exact copies of promissory and master promissory notes (MPN),
repayment records, and cancellation and deferment requests for each Perkins Loan made. They also must retain
disbursement records, electronic authentication records and signature authorizations for loans made with a MPN.

When an institution uses a third-party servicer for its Perkins Loan program, the institution must perform due
diligence monitoring to ensure that its third-party servicer is complying with the requirements for the functions it
is performing for the school. The U.S. Department of Education recommends that such monitoring could include
obtaining and reviewing the third-party servicer’s most recent Title IV compliance audit.

In fiscal year 2021, Washington State University (University) reported approximately $12.7 million in its
outstanding Perkins Loan portfolio.

Federal regulations require recipients to establish and follow internal controls to ensure compliance with program
requirements. These controls include understanding grant requirements and monitoring the effectiveness of
established controls.

Description of Condition

The University did not establish adequate internal controls over and did not comply with federal requirements to
monitor its third-party servicer for compliance with Perkins Loan recordkeeping and record retention
requirements.

The University entered into a contract with its third-party servicer in January 2011 to provide loan processing
services and perform, in part, the following functions:



e Retain and maintain electronic records, such as loan profile and payment history, borrower information,
and other pertinent loan records

e Perform all due diligence procedures, including timely mailing of grace notices, regular past-due bills,
and final demand notices

e Maintain electronically signed MPNs

e Provide borrower outreach and education on repayment, delinquency and default, and required borrower
disclosures

We found the University did not perform due diligence monitoring of its third-party servicer during the audit
period to ensure it complied with Federal Perkins Loans Program requirements.

We consider this internal control deficiency to be a material weakness, which led to material noncompliance.

This issue was not reported as a finding in the prior audit.

Cause of Condition

Management was aware of the University’s responsibility of monitoring its third-party servicer for the Perkins
Loan program requirements. However, the University did not perform monitoring during the audit period because
it experienced turnover in the position responsible for this process.

Additionally, management directed staff to assist with a University-wide software system conversion and did not
ensure it performed a review of the third-party servicer’s compliance with program requirements as required.

Effect of Condition

By not monitoring the third-party servicer, the University could not ensure the servicer complied with Title IV
requirements to maintain appropriate Perkins Loans records as set forth in federal regulations.

Additionally, the University may be subject to sanctions from the federal grantor and be liable for repayment of
any improperly spent program funds that the third-party servicer administered.

Recommendations

We recommend the University:

e Establish adequate internal controls to ensure it performs due diligence monitoring of the functions its
third-party servicer performs for the Perkins Loan program in accordance with federal requirements

e Ensure staff have the necessary resources to perform due diligence monitoring of the third-party servicer
for compliance, as federal regulations require

University’s Response

The University agrees with the Condition and the State Auditor’s Office recommendations. As noted, during the
audit period, the University experienced turnover in key positions responsible for this oversight. At the same time,
and with new employees in place, there was a significant effort to prepare for and implement transition to a new
personnel/finance system and a new point of sale system.

While these extenuating circumstances impacted implementation of monitoring controls during the audit period,
the University commits to ensuring that oversight is performed in the current period and going forward.

To this end, the University has established the following procedures for performing the required due diligence in



regards to monitoring ECSI, our third-party services provider:

o [n August/September the University will request the compliance audit report (SOC) from ECSI for review
of compliance with Perkins loan recordkeeping and record retention requirements.

o The University will review that ECSI is in compliance with regulatory requirements and sign and date
said report on the date the review occurs.

o For 2021 the report has been requested and reviewed.

o This will be handled by the Bursars Collection manager on a go forward basis with back up to be done
by the Bursar.

Auditor’s Remarks

We thank the University for its cooperation and assistance throughout the audit. We will review the status of the
University’s corrective action during our next audit.

Applicable Laws and Regulations

Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles,
and Audit Requirements for Federal Awards (Uniform Guidance) establishes the following applicable
requirements:

Section 200.303 Internal controls, states in part:

The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides reasonable
assurance that the non-Federal entity is managing the Federal award in compliance with Federal
statutes, regulations, and the terms and conditions of the Federal award. These internal controls
should be in compliance with guidance in “Standards for Internal Control in the Federal
Government” issued by the Comptroller General of the United States or the “Internal Control
Integrated Framework”, issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

(b) Comply with Federal statutes, regulations, and the terms and conditions of the Federal awards.

(d) Take prompt action when instances of noncompliance are identified including noncompliance
identified in audit findings.

Section 200.516 Audit findings, states in part:
(a) Audit findings reported. The auditor must report the following as audit findings in a schedule of
findings and questioned costs:

(1) Significant deficiencies and material weaknesses in internal control over major programs and
significant instances of abuse relating to major programs. The auditor’s determination of
whether a deficiency in internal control is a significant deficiency or material weakness for the
purpose of reporting an audit finding is in relation to a type of compliance requirement for a
major program identified in the Compliance Supplement.

(2) Material noncompliance with the provisions of Federal statutes, regulations, or the terms and
conditions of Federal awards related to a major program. The auditor’s determination of
whether a noncompliance with the provisions of Federal statutes, regulations, or the terms and
conditions of Federal awards is material for the purpose of reporting an audit finding is in
relation to a type of compliance requirement for a major program identified in the compliance
supplement.

The American Institute of Certified Public Accountants defines significant deficiencies and material weaknesses
in its Codification of Statements on Auditing Standards, section 935, Compliance Audits, paragraph 11 as follows:



For purposes of adapting GAAS to a compliance audit, the following terms have the meanings attributed as
follows:

Deficiency in internal control over compliance. A deficiency in internal control over compliance
exists when the design or operation of a control over compliance does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and
correct, noncompliance on a timely basis. A deficiency in design exists when (a) a control necessary
to meet the control objective is missing, or (b) an existing control is not properly designed so that,
even if the control operates as designed, the control objective would not be met. A deficiency in
operation exists when a properly designed control does not operate as designed or the person
performing the control does not possess the necessary authority or competence to perform the control
effectively.
Material weakness in internal control over compliance. A deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a compliance requirement will not be prevented, or detected and
corrected, on a timely basis. In this section, a reasonable possibility exists when the likelihood of an
event occurring is either reasonably possible or probable as defined as follows:

Reasonably possible. The chance of the future event or events occurring is more than remote but

less than likely.

Probable. The future event or events are likely to occur.
Significant deficiency in internal control over compliance. A deficiency, or a combination of
deficiencies, in internal control over compliance that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.
Material noncompliance. In the absence of a definition of material noncompliance in the
governmental audit requirement, a failure to follow compliance requirements or a violation of
prohibitions included in the applicable compliance requirements that results in noncompliance that is
quantitatively or qualitatively material, either individually or when aggregated with other
noncompliance, to the affected government program.

Title 34 U.S. Code of Federal Regulations (CFR) Part 674, Fiscal procedures and records establishes the
following applicable requirements:
Section 674.19 Retention of Records, states in part:
(e) Retention of Records

(1) Records. An institution shall follow the record retention and examination provisions in this part
and in 34 CFR 668.24.
(2) Loan records.

(1) An institution shall retain a record of disbursements for each loan made to a borrower on
a Master Promissory Note (MPN). This record must show the date and amount of each
disbursement.

(i)) For any loan signed electronically, an institution must maintain an affidavit or
certification regarding the creation and maintenance of the institution's electronic MPN
or promissory note, including the institution's authentication and signature process in
accordance with the requirements of § 674.50(c)(12).

(ii1) An institution shall maintain a repayment history for each borrower. This repayment
history must show the date and amount of each repayment over the life of the loan. It
must also indicate the amount of each repayment credited to principal, interest,
collection costs, and either penalty or late charges.

(3) Period of retention of disbursement records, electronic authentication and signature records,
and repayment records.

(1) An institution shall retain disbursement and electronic authentication and signature

records for each loan made using an MPN for at least three years from the date the loan
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is canceled, repaid, or otherwise satisfied.

(i1) An institution shall retain repayment records, including cancellation and deferment
requests for at least three years from the date on which a loan is assigned to the Secretary,
canceled or repaid.

(4) Manner of retention of promissory notes and repayment schedules. An institution shall keep
the original promissory notes and repayment schedules until the loans are satisfied. If required
to release original documents in order to enforce the loan, the institution must retain certified
true copies of those documents.

(1) An institution shall keep the original paper promissory note or original paper MPN and
repayment schedules in a locked, fireproof container.

(i1)) If a promissory note was signed electronically, the institution must store it
electronically and the promissory note must be retrievable in a coherent format. An
original electronically signed MPN must be retained by the institution for 3 years after
all the loans made on the MPN are satisfied.

(ii1) After the loan obligation is satisfied, the institution shall return the original or a true
and exact copy of the note marked “paid in full” to the borrower, or otherwise notify the
borrower in writing that the loan is paid in full, and retain a copy for the prescribed
period.

(iv) An institution shall maintain separately its records pertaining to cancellations of
Defense, NDSL, and Federal Perkins Loans.

(v) Only authorized personnel may have access to the loan documents.



WSU 2021-002 Washington State University did not establish adequate internal controls
over and did not comply with federal requirements to conduct risk
assessments of student information security for the Student Financial
Assistance programs.

CFDA Number and Title: 84.007, Federal Supplemental Educational Opportunity
Grant

84.033, Federal Work-Study Program
84.038, Federal Perkins Loan Program
84.063, Federal Pell Grant Program
84.268, Federal Direct Student Loans

84.379, Teacher Education Assistance for College and
Higher Education Grants

Federal Grantor Name: U.S. Department of Education

Federal Award/Contract Number: Various

Pass-through Entity Name: None

Pass-through Award/Contract Number: None

Applicable Compliance Component: Special Tests and Provisions: Gramm-Leach-Bliley Act —
Student Information Security

Known Questioned Cost Amount: None

Background

The Gramm-Leach-Bliley Act (Act) requires financial institutions to explain their information-sharing practices
to their customers and to safeguard sensitive data. The Federal Trade Commission considers Title-IV eligible
institutions that participate in the Title IV Educational Assistance Programs to be “financial institutions” and
subject to the Act because of their participation in the wiring of federal aid funds to consumers.

Provisions of the Act include requirements for financial institutions to develop, implement and maintain an
information security program over confidential and financial information. Under the Family Educational Rights
and Privacy Act (FERPA), the U.S. Department of Education requires in its institutional Program Participation
Agreement for institutions to adhere to the Act’s requirements and to protect student financial aid information
from unauthorized disclosure, misuse, alteration, destruction or other compromising acts.

The U.S. Department of Education provides further guidance to participating institutions regarding methods for
meeting cybersecurity requirements. Institutions of higher education are to designate individual(s) responsible for
coordinating the institution’s information security program and conducting risk assessments to identify
foreseeable internal and external risks to information security, confidentiality and data integrity, and to document
and evaluate the safeguards in place to mitigate the effects of, or eliminate, any identified risks.

Each institution’s risk assessment must consider the following key elements:

e Employee training and management

e Information systems, including network and software design, as well as information processing, storage,
transmission and disposal

e Detecting, preventing and responding to attacks, intrusions or other system failures

Federal regulations require recipients to establish and follow internal controls to ensure compliance with program
requirements. These controls include understanding grant requirements and monitoring the effectiveness of
established controls.



In the prior audit, we reported Washington State University (University) did not establish adequate internal
controls over and did not comply with federal requirements to conduct risk assessments of student information
security for the Student Financial Assistance programs. The prior finding number was 2020-021.

Description of Condition

The University did not establish adequate internal controls over and did not comply with federal requirements to
conduct risk assessments of student information security for the Student Financial Assistance program.

The Chief Information Security Officer is responsible for coordinating the University’s information security
program. The University implemented written policies for conducting information security risk assessments and
security assessment and authorization reviews during the audit period. The University also had documentation to
show it implemented activities to monitor and assess threats to information security.

However, the University did not have adequate documentation to show that it performed a formal risk assessment
specific to the requirements for information systems covered under the Act. Because of this, we also found the
University did not have readily available documentation to support the specific safeguards implemented in
response to the risks identified through the required risk assessment.

We consider this internal control deficiency to be a material weakness, which led to material noncompliance.

Cause of Condition

University management was aware of the information system security requirements under the Act and established
policies and procedures for performing the required information security risk assessment specific to the Act.
During the audit period, management redesigned the risk assessment to better address the requirements under the
Act, but did not monitor staff assigned with completing the risk assessment to ensure it was performed and
adequately documented.

Effect of Condition

By not ensuring staff completed and adequately documented risk assessments of information system security
specific to the Act, the University could not easily identify which systems security safeguards were implemented
in response to identified risks of unauthorized disclosure, including theft, manipulation, destruction, or misuse of
student information.

Recommendations

We recommend the University:

e Improve its internal controls to ensure information system security risk assessments are performed in
accordance with federal regulations, program requirements and University policy

e Monitor the results of risk assessments to ensure appropriate safeguards are documented and implemented
in response to identified risks

University’s Response

Washington State University takes very seriously its responsibilities related to information system security and
the protection of customer information from unauthorized disclosure, theft, manipulation, destruction, or misuse.

As noted within the Background of this report, the issue within this report is repeated from the prior year, Fiscal
Year 2020. The report was issued in May 2021. The current audit scope was to review for controls and
implementation of corrective action through the end of the fiscal year, effectively, through June 30, 2021 (two
months after report issuance date). The University had provided a corrective action plan for communicated issues
and noted implementation would be affected by March 31, 2022. This deadline has been met.



As of the end of March 2022, Fiscal Year 2022, the University has revised and improved the tools and processes
for conducting information security risk assessments. The University used the refined tools to perform
comprehensive assessments of risks against the control environment and has documentation to support both the
results of the assessment and activities implemented, as a result of the assessment, to monitor and assess threats
to information security.

Washington State University continues to maintain its diligence in actively assessing and managing risks in
information security and specific to the requirements for information systems covered under the Gramm-Leach-
Bliley Act.

Auditor’s Remarks

We thank the University for its cooperation and assistance throughout the audit. We will review the status of the
University’s corrective action during our next audit.

Applicable Laws and Regulations

Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles,
and Audit Requirements for Federal Awards (Uniform Guidance) establishes the following applicable
requirements:

Section 200.303 Internal controls, states in part:

The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides reasonable
assurance that the non-Federal entity is managing the Federal award in compliance with Federal
statutes, regulations, and the terms and conditions of the Federal award. These internal controls
should be in compliance with guidance in “Standards for Internal Control in the Federal
Government” issued by the Comptroller General of the United States or the “Internal Control
Integrated Framework”, issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

(b) Comply with Federal statutes, regulations, and the terms and conditions of the Federal awards.

(d) Take prompt action when instances of noncompliance are identified including noncompliance
identified in audit findings.

Section 200.516 Audit findings, states in part:
(b) Audit findings reported. The auditor must report the following as audit findings in a schedule of
findings and questioned costs:

(1) Significant deficiencies and material weaknesses in internal control over major programs and
significant instances of abuse relating to major programs. The auditor’s determination of
whether a deficiency in internal control is a significant deficiency or material weakness for the
purpose of reporting an audit finding is in relation to a type of compliance requirement for a
major program identified in the Compliance Supplement.

(2) Material noncompliance with the provisions of Federal statutes, regulations, or the terms and
conditions of Federal awards related to a major program. The auditor’s determination of
whether a noncompliance with the provisions of Federal statutes, regulations, or the terms and
conditions of Federal awards is material for the purpose of reporting an audit finding is in
relation to a type of compliance requirement for a major program identified in the compliance
supplement.

The American Institute of Certified Public Accountants defines significant deficiencies and material weaknesses
in its Codification of Statements on Auditing Standards, section 935, Compliance Audits, paragraph 11 as follows:

For purposes of adapting GAAS to a compliance audit, the following terms have the meanings



attributed as follows:

Deficiency in internal control over compliance. A deficiency in internal control over compliance
exists when the design or operation of a control over compliance does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and
correct, noncompliance on a timely basis. A deficiency in design exists when (a) a control necessary
to meet the control objective is missing, or (b) an existing control is not properly designed so that,
even if the control operates as designed, the control objective would not be met. A deficiency in
operation exists when a properly designed control does not operate as designed or the person
performing the control does not possess the necessary authority or competence to perform the control
effectively.
Material weakness in internal control over compliance. A deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a compliance requirement will not be prevented, or detected and
corrected, on a timely basis. In this section, a reasonable possibility exists when the likelihood of an
event occurring is either reasonably possible or probable as defined as follows:

Reasonably possible. The chance of the future event or events occurring is more than remote but

less than likely.

Probable. The future event or events are likely to occur.
Significant deficiency in internal control over compliance. A deficiency, or a combination of
deficiencies, in internal control over compliance that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.
Material noncompliance. In the absence of a definition of material noncompliance in the
governmental audit requirement, a failure to follow compliance requirements or a violation of
prohibitions included in the applicable compliance requirements that results in noncompliance that is
quantitatively or qualitatively material, either individually or when aggregated with other
noncompliance, to the affected government program.

Title 16 CFR Part 314, Standards for Safeguarding Customer Information establishes the following applicable
requirements:

314.2 Definitions.

(b) Customer information means any record containing nonpublic personal information as defined
in 16 CFR 313.3(n), about a customer of a financial institution, whether in paper, electronic,
or other form, that is handled or maintained by or on behalf of you or your affiliates.

(c) Information security program means the administrative, technical, or physical safeguards you
use to access, collect, distribute, process, protect, store, use, transmit, dispose of, or otherwise
handle customer information.

314.3 Standards for safeguarding customer information.

(a) Information security program. You shall develop, implement, and maintain a comprehensive
information security program that is written in one or more readily accessible parts and
contains administrative, technical, and physical safeguards that are appropriate to your size and
complexity, the nature and scope of your activities, and the sensitivity of any customer
information at issue. Such safeguards shall include the elements set forth in 314.4 and shall be
reasonably designed to achieve the objectives of this part, as set forth in paragraph (b) of this
section.

(b) Objectives. The objectives of the Act, and of this part, are to:

(1) Insure the security and confidentiality of customer information;
(2) Protect against any anticipated threats or hazards to the security or integrity of such
information; and



(3) Protect against unauthorized access to or use of such information that could result in
substantial harm or inconvenience to any customer.

314.4 Elements, states in part:

In order to develop, implement and maintain your information security program, you shall:

(b) Identify reasonably foreseeable internal and external risks to the security, confidentiality, and
integrity of customer information that could result in the unauthorized disclosure, misuse,
alteration, destruction or other compromise of such information, and assess the sufficiency of
any safeguards in place to control these risks. At a minimum, such a risk assessment should
include consideration of risks in each relevant area of your operations, including:

(1) Employee training and management;
(2) Information systems, including network and software design, as well as information
processing, storage, transmission and disposal; and

(3) Detecting, preventing and responding to attacks, intrusions, or other systems failures.

(c) Design and implement information safeguards to control the risks you identify through risk
assessment, and regularly test or otherwise monitor the effectiveness of the safeguards’ key
controls, systems and procedures.

(d) Oversee service providers, by:

(1) Taking reasonable steps to select and retain service providers that are capable of
maintaining appropriate safeguards for the customer information at issue; and

(2) Requiring your service providers by contract to implement and maintain such
safeguards.

(e) Evaluate and adjust your information security program in the light of the results of the testing
and monitoring required by paragraph (c) of this section; any material changes to your
operations or business arrangements; or any other circumstances that you know or have reason
to know may have a material impact on your information security program.



Exit Items
Washington State University — Single Audit
Student Financial Assistance Cluster
Audit Period Ending: June 30, 2021

Return of Title IV Funds

The University is required to report, to the U.S. Department of Education, information specific to each student
for whom it was not required to return Title IV funds due to withdrawal related to COVID-19 under the waiver
exception authorized through Section 3508 of the CARES Act.

We reviewed 57 out of 821 student files and found that there was one student (1.8 percent) in which the
Coronavirus Indicator checkbox in the Common Origination and Disbursement (COD) system was not checked.

We recommend the University ensure all students withdrawing from the University due to a valid COVID reason
are properly reported in the Department of Education's COD system.



Washington State University
Office of Internal Audit

Fiscal Year 2023 Audit Plan

Heather R. Lopez, CIA, CFE
Chief Audit Executive
August 2022



Washington State University
Office of Internal Audit

Table of Contents

oo [ et o o USRS 3
Audit Plan DeVelOPMENT ...ttt e 3
O o YT 3 U T L1 =] - 1 o SRS 4
o b Y XU L [ = - o USRS 5
F U1 o To T4V e I @ | =Y o T- USSR 8

Fiscal Year 2023 Audit Plan 2|Page



Washington State University
Office of Internal Audit

Introduction

The Office of Internal Audit assists the University and management in accomplishing its mission and
strategic goals by bringing a systematic, disciplined approach to evaluate and improve the effectiveness
of its risk management, internal control and governance processes.

This year’s Audit Plan achieves Internal Audit’s goals by using a risk-based approach to provide audit and
consulting coverage of several functions and processes with a system-wide focus. The plan considers
constraints of available internal audit resources while striving to achieve an optimal balance of assurance
and advisory activities that will offer the most value to management and the Board of Regents.

While Internal Audit’s primary responsibility is the conduct of a schedule of audits of University
operations, the Audit Plan also recognizes the importance of Internal Audit’s role in the following areas:
- Servingin a consulting or advisory capacity by:
o Educating and training of the workforce in concepts of fraud detection and awareness
and internal control.
o Assisting management in their efforts toward improvement of processes, procedures,
and systems.
- Providing coordination and support to various external audit agencies including the State
Auditor’s Office’s audits and investigations, and federal and state agencies.
- Conducting follow-up and investigation of financial or other irregularities.

The Audit Plan is developed based on risks faced by Washington State University. This includes risks that
are known by this Office as well as those risks that are communicated by stakeholders during the audit
plan development processes. Risks that are not able to be addressed due to audit resources must be
communicated to senior management and the Board. Planned audits that are approved but not able to
be conducted during the current year are communicated to senior management and the Board and
reevaluated for consideration in the following year’s audit plan. Because recent history has demonstrated
how quickly the risk environment can change, we purposely allow for flexibility in our approach to
planned audits and other audit services. The CAE is authorized to make changes to the Audit Plan, as
deemed necessary, to address changes in identified risks. The President will be notified of any significant
additions, deletions or other changes to the Audit Plan.

Audit Plan Development

Audits and projects in the FY 2023 Audit Plan were primarily identified through an assessment process
thatincluded a planning questionnaire sent by audit to different levels of management system-wide (this
year's invitation for participation sent to 5oo individuals), review of the results of both the Enterprise Risk
Management and Office of the Controller Risk Evaluations, interviews with key management and
leadership to understand their views of the risk environment, and, analysis of data across University
accounts, areas and functions. We also considered other internal and external risk inputs including recent
audit results and/or advisories, external examinations, industry risk areas and alerts from sponsoring
agencies and stakeholders.

Audit resources limit the number of projects that may be engaged during the year so risks are initially
ranked and then evaluated against resource availability. There are a few areas yielding high risk rating
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Washington State University
Office of Internal Audit

that were not included in the audit plan due to resource limits, current or recent audit engagement
(internal or external), or, management has recently engaged in mitigating activities, such as consulting
engagements, to assess risk and develop strategies to address. We have clarified these exceptions in the
section, 'FY 2023 Audit Plan’.

The specific scope and objective of each audit in the Audit Plan is determined once the audit team
completesits planning process on each engagement. This planning process includes consideration of the
risk management, control, and governance processes in place to meet the following:
e Accountability systems are in place to ensure organizational and program missions, goals, plans
and objectives are achieved
e Risks are appropriately identified and managed
e Information is accurate, reliable and timely
e Employee actions are in compliance with policies, procedures and applicable laws and
regulations
e Operations are effective and efficient
e Resources are acquired economically, used efficiently, and adequately protected

Overview of Audit Plan

The FY 2023 Audit Plan will be completed with the following resources: three auditors, an hourly IT
auditor, two student interns and the Chief Audit Executive. This staffing complement, presenting 9,504
available hours, assumes the following considerations:
- Successful recruitment of an auditor position by December 2022 (position vacated July 2022).
- Successful recruitment or implementation of alternative solutions for IT auditor position.*
- In the past, Internal Audit has employed very talented and productive student interns to assist
with the continuous audit program. We hope to continue that success with the recruitment of
two interns in the spring semester.

*The full-time IT auditor position has been vacant since November 2021. Traditional efforts to recruit
and fill position have been unsuccessful. Alternative solutions have been adopted and/or considered as
follows:
- Retired IT auditor was hired on a project basis — will be able to achieve project activity equivalent
to .5oFTE (reflected in Audit Plan).
- Continued recruiting efforts with goal to fill position by December 2022 - recruitment extended
to more professional organizations and peer institutions, and, with modification of duties.
- Inaddition, consideration will be given, if no fill by December, to coordinating with the President
on potential outsource of audit projects in IT risk areas.

Planned use of available hours is as follows:

Total % of

Hours Total
Direct Audit/Project Hours 6,512 69%
Leave Time and Holidays 1,608 17%
Administration, Development and Other 1,384 15%

9,504 100%
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Direct Audit/Project: includes planned audits, advisory projects, liaison efforts and contingency for
investigations.

Leave Time and Holidays: represents 11 University holidays, five weeks of annual leave (16.67 hours per
month accrual), 2.4 weeks of sick leave for full time auditors, and 22.5 hours sick leave for hourly
employees. Actual usage may not be as much as accrued — during the pandemic most employees used
all available hours.

Administration, Development and Other: includes departmental and supervisor staff meetings, and
University required training. This also includes time planned to meet or exceed annual continuing
professional education requirements of the various professional organizations which internal auditors
are members and as required by the Institute of Internal Auditor (I1A).

For the 6,512 hours available for direct audit/projects, planned allocation is as follows:

— Planned Assurance Audits (71%):
o 3,138 (48%) —risk-based audits
o 1,282 (20%) — continuous audit program (test of controls/transactions — high risk)
o 210 (3%) - follow up of prior year recommendations

- Unplanned Audit Activities:
o 1,117 (17%) — investigation, advisory, liaison

- Support Services:
o 757 (12%) — education and training, quality improvement, committee participation

Our efforts are to ensure broad coverage of audit activity across the University system and include on-site
audit engagement at all campuses, as much as possible. Although resources do not permit on-site review
every year, the continuous audit program ensures continued test of decentralized transactions, and where
feasible, the key controls, in functional areas engaged at all campuses and sites. Where possible, we also seek
to leverage the work of external auditors or consultants.

Further, we try to ensure the planned audit coverage broadly covers several categories of risk. The risk
categories applied by Internal Audit are a bit different than those adopted by the Enterprise Risk Management
(ERM) model of assessing enterprise risks. Once the ERM process is more mature, because it heavily engages
management and leadership assessment of risks, Internal Audit plans to place greater weight on the risks in
the ERM risk register when performing overall assessment and with that, potentially modifying the risk
categories used in informing the Internal Audit plan. For this year’s audit planning, however, Internal Audit
applied assessments to the risk categories it has used in the past: Governance, Financial, Research,
Academic/Instruction, HRS, Student Support, IT/IS, Capital/Facilities, and Auxiliary.

FY 2023 Audit Plan

Planned Assurance Audits

Risk-Based Audits (Budgeted 3,138 hours):
- Procurement Card Administration
o Areview of controls over method of purchase within new Workday environment.

- Cash Receipting Decentralized
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o Focus on Extension sites that manage cash for both WSU and county programs.
Clery Act

o Completion of FY 2020 planned audit that was held in suspense during the pandemic—review

for compliance with processes, reporting.
Service and Activity Fees
o Tuition and Fees ranked as high risk — S&A Fees last reviewed in 2006, this will be updated
review of processes over fees charged to students, receipt, allocation and disbursement.
Remote Work Activity (Employee Telework)
o Evaluation of controls over IS/IT (data and assets) in hybrid work environment.
Service Center: Billing (Uniform Guidance)

o Ensure compliance with federal rules on service center billing — consistent application of
rates.

Visa Compliance: Workers

o Review processes for review, approve, and monitor of visa status of workers to ensure visa
regulations met.

Screening Processes (Including employment, volunteers, vendors, health care vendor/provider)

o Various rules on screening have similar objective: ensure vendor, provider, employee,
volunteer are not on exclusion lists or suspended or debarred from participating in federal
programs or funded activity.

Energy Program Project Billing

o Complex program mostly sustained by project billing — review of these processes within
Workday environment.

Vendor Management (Including Third Party IT Risk)

o Institutions can outsource product and service, but not the responsibility and associated risk
—audit to evaluate policies and procedures to provide assurance vendors are complying with
terms of agreements and performing contracted services. Includes focus on vendor
management in IT agreements.

Continuous Audit Program (Budgeted 1,282 hours):

Continuous Audit Program High Risk Transactions
o First of two stages of Fraud Risk Assessment performed in FY 2022 identified functions at
higher risk of fraud. Internal Audit has had a continuous audit program since 2008 —
adjustments made to the program in FY 2020-2021 to identify efforts to better utilize
Workday and information and reports for continuous audit testing effort. Second stage of
Fraud Risk Assessment, to be performed in FY 2023, will identify at least ten high risk
transaction types for automated testing from the following areas: procurement card, payroll,
cash receipts, general disbursements, contracted payments, and travel related expenses.
Continuous Audit Program Cybersecurity Controls
o Program to be developed in coordination with IT Security, with system capabilities for
automated tests of controls in the IT security area. Program will include direction on use of
existing systems to perform auto tests, processes for identifying changes in system or risk,
and 6-8 non-IT auditor tested tests. To be performed by IT auditor on hourly project basis.
It is anticipated for both of the Continuous Audit programs that tests will evolve over time as systems
mature or change, but more tests will be evaluated for inclusion in the programs each successive year.
It is also expected that both programs may be combined into one program at year end with ability for
most of the developed tests to be performed by interns in future periods and on an ongoing basis.
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Follow up (Budgeted 210 hours):

Review of prior audit recommendations to determine if the formal responses from management were
implemented as stated and if the corrective actions adequately address or mitigate the identified
risks.

Less time allocated in this area than in previous years. At start of audit period there remained only
three recommendations to Central ITS, and two recommendations related to HIPAA compliance.
There are additional recommendations related to IT cybersecurity but as communicated to
distributed IT units. These are in progress of implementation and Central ITS is in the process of taking
control of these issues for monitor and management purposes.

Some recommendations to improve internal control are issued as a result of external audits and, in
some instances, arise as a result of advisory activity. Internal Audit tracks these issues as well as part
of its follow up activity and works with management to ensure corrective actions have taken desired
effect.

Unplanned Audit Activities (Budgeted 1,117 hours)

Investigation: Internal Audit investigates financial irregularities and compliance concerns in the areas
of Fraud, Waste and Abuse. This is the most difficult category of service to predict effort as it varies
from year to year, and engagement causes disruption to the schedule of Planned audits. Time
allocated to this area is estimated based on historical experience and known open investigations at
the start of plan year.

External Audit Liaison: This area also is difficult to predict effort but estimates are based off known
and expected, scheduled activity. In FY 2023 significant liaison efforts will be needed to coordinate
with the State Auditor’s Office during the FY 2020-2021 Accountability audit and the FY 2022
Statewide Single Audit. Internal Audit also coordinates and supports audit effort for most audits by
federal agencies.

Advisory Services: Internal audit staff provide consultative advice on financial, operational and
compliance issues.

Support Activities: This category includes a variety of services for which Internal Audit resources are
allocated to fulfill our roles to provide value to University management, and, to support our own
processes and initiatives to meet those broader efforts. These services include:

o Outreach — Internal Audit develops regular announcements, articles and tips on internal
control and fraud risk. Many times these communications are developed in coordination with
functions holding responsibility over the subject matter (E.g. During FY 2022, a series of
announcements on cybersecurity controls were developed in coordination with IT Security).
The office also participates in trainings to personnel on same topics.

o Committees — members of Internal Audit serve on several University committees, providing
informal feedback on internal controls and risk. Participation also provides for greater
visibility of Internal Audit as a resource and assists the function in being more timely alerted
to nascent issues of concern.

o Quality Assurance and Improvement Program — Regular efforts by the Internal Audit function
to improve quality of audit services include retrospective evaluation of audit methodologies
and processes, client surveys and enhancement of audit tools. In FY 2023, the audit
management system used for all audit work and issue tracking is moving to cloud-hosted and
being upgraded to a new version with enhanced functionality. In addition, a data analysis tool
(TeamMate Analytics) has been deployed that will greatly enhance the tests performed in
the Continuous Audit programs. During FY 2023, the rollout of these tools will be complete
and as auditors use more they will gain confidence in expanding capabilities.
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Internal audit activities are conducted in an independent and objective manner and in compliance with the
Institute of Internal Auditors’ (IIA) International Standards for the Professional Practices of Internal Auditing.
Internal Audit achieves organizational independence through a dual reporting structure. The CAE reports
functionally to the President and administratively to the Vice President for Finance and Administration. In
accordance with the charter and the Board of Regents Bylaws, the CAE also provides semiannual updates to
the committee of the Board of Regents charged with oversight for audits. Those updates include information
regarding the audit plan and resource requirements, audit performance relative to the plan, and significant
risk exposures and control issues, including fraud risks, governance issues and other matters of importance to
senior management and the Board.

Topics Considered but Not Selected

The IIA requires that senior management and the governing board is informed of the risks/topics that were
considered for the annual audit plan but not selected. The annual assessment effort performed by Internal
Audit identifies many more risks than could be included in the Audit Plan due to resource constraints or, they
are topics more suited for management engagement and strategic planning than audit.

The following significant risks/topics were identified but not included in the FY 2023 Audit Plan due to resource
constraints or, process improvements or mitigation plans are in progress, deeming an assurance audit at this
time would not add value to the topic:
- Budget Maintenance and Compliance: ongoing efforts by senior leadership, in conjunction with
Workday deployment, to improve this process
- Account Monitoring and Reconciliation: active Internal Audit engagement by way of review of
Systems Understanding (FY 2022 audit), and, efforts to improve on central bank reconciliation in
progress by management as related to financial statement preparation and audit results

- Research Enterprise Requirements: Research Security Program, NIH Data Management Sharing
Plans, NSPM Memo 33, Required Trainings - resources allocated to ensuring these requirements are
met, ongoing monitor and address by ORSO

- Post-Award Management (effort certification, cost sharing, reporting): third-party audit of payroll
distribution/effort to be engaged in the current year

- Post-Award Management Subrecipient Monitoring: active Internal Audit engagement in the form of
advisory review of process

- Export Controls: Audit Plan includes evaluation of one component of this area — screening processes

- Employee Training and Development: new tools for training being deployed by HRS, in progress

- Tuition

- Facilities — Custodial, Maintenance and Improvements

- Parking and Transportation

- Capital Projects

- Policy and Procedure Implementation

- Athletics

- Contracts

- IT End User Support

- Student Academic Progress and Support

Authority and Criteria
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Auditing Standard

The WSU Office of Internal Audit follows standards promulgated by the Institute of Internal Auditors
(HA). In accordance with Standard 1000, the purpose, authority, and responsibility of the internal audit
activity is formally defined in the audit charter. The charter includes the mandatory elements of the
International Professional Practices Framework (the Core Principles for the Professional Practice of
Internal Auditing, the Code of Ethics, the Standards, and the Definition of Internal Auditing). The charter
is periodically reviewed for revisions and any changes presented to the President for approval as required.

Standard 1300 requires the CAE to develop and maintain a quality assurance and improvement program
(QAIP) that covers all aspects of the internal audit activity. The QAIP includes internal assessments such
as regular supervisor monitoring of projects and activities and a newly implemented internal team
member assessment of completed projects. External assessment includes a peer review to be conducted
at least every five years.

WSU'’s Office of Internal Audit has not had a peer review. A peer review is critical to ensure the
University’s Internal Audit function continues to meet its charge for the University. The Fiscal Year 2020
Audit Plan had included planning, budget and time, for a peer review, with a plan for at least two
reviewers from two different higher education institutions of similar size and form as WSU. Due to
pandemic this did not occur. FY 2023 Audit Plan again includes an allocation of resources (time) to
prepare for peer review though it is not anticipated it will occur until late calendar year 2023 due to efforts
related to implementing the updated audit system and move to cloud-hosted server. In all other ways,
the Internal Audit function strives for general conformance with IIA Standards.

Internal Control Framework

The University follows the COSO control framework and its guiding principles in the establishment of
internal controls. The state of Washington has provided greater direction in the implementation of COSO
for state agencies within the revised (effective July 1, 2017) Chapter 20 of the State Accounting and
Administration Manual. Internal Audit strives to apply the COSO framework in tests of internal controls
and provide appropriate direction and guidance to individuals.

Fiscal Year 2023 Audit Plan 9|Page



INFORMATION ITEM # 5

2023-2025 Biennial Operating Budget Request
(Elizabeth Chilton/ Matt Skinner/Colleen Kerr)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

SUBMITTED BY:

BACKGROUND
INFORMATION:

2023-2025 Biennial Operating Budget Request

Elizabeth Chilton, Provost and Executive Vice President
Stacy Pearson, Vice President for Finance and Administration/CFO
Colleen Kerr, Vice President External Affairs & Government Relations

At the May 2022 meeting, the Board of Regents approved the budget
priorities for the 2023-25 Biennial Operating Budget Request and
delegated authority to the President or designee to approve the final
request contingent upon the following: That the President or designee (1)
meet with the Executive and Governance Committee in August 2022 to
discuss the final operating budget request prior to submission, and (2) the
final request as submitted to OFM is presented to the full Board of Regents
as an information item at the September 2022 meeting.

The Executive and Governance Committee of the Board of Regents meton
August 18" to discuss the proposed request and the following is a recap of
the final request items submitted to OFM:

1. Compensation:

a. WSU will request at least a 3 percent compensation increase for
both years of the biennium for faculty and staff commensurate with
previous years’ requests. The actual percentage will be determined
just prior to the mid-September submission so that it reflects the
most current information.

b. WSU is also requesting improvements to the state appropriation-
plus-tuition funding formula to make compensation enhancements
at any prescribed level achievable. This change would reduce
prescribed reliance on tuition revenues unlikely to materialize over
the next two years.
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c. WSU will also request an enhancement for civil service employees
commensurate with what is awarded to such workers throughout
state government.

Request amount: $28.2 million to $47.1 million biennially.

. Nursing Accreditation:

Funding is needed to provide ongoing resources to support university-
directed salary increases bringing College of Nursing salaries from 25t
percentile to 5oth percentile among nurses with similar credentials in
support of the College of Nursing’s reaccreditation campaign. About
$475,000 of this request will fund ongoing equipment enhancements.
Request amount: $4.4 million biennially.

. Social work:

Funding is requested to establish a new bachelor’s degree and master’s
degree in social work at WSU Tri-Cities to meet escalating workforce
needs for behavioral and mental health that have been identified
through state assessments and WSU'’s ongoing engagement with
community partners and stakeholders. Once established and
accredited, this program is replicable at other campus locations in the
system.

Request amount: $1.6 million biennially.

4. Public Health:

Finance and Administration Committee
September 15-16, 2022
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The COVID-19 pandemic revealed a lack of trained individuals needed
to protect public health and respond to emergent health crises,
especially in rural, remote, and underserved counties. To address this
skills gap, WSU is requesting support to establish a two-track Bachelor
of Public Health degree that will be made unique in the state by the
delivery of a major in Infectious Disease at the Pullman campus and a
major in Behavioral Health delivered at the Spokane and Vancouver
campuses. This program will provide special focus on meeting the
needs of rural, remote, and underserved communities.

Request amount: $2.5 million biennially.

. Ruckelshaus Center:

Funding is requested to enhance core support and fiscal stability for the
center, which operates almost entirely on variable contracts and donor
funds.

Request amount: $1.2 million biennially.
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6. Collective Bargaining:

WSU will seek funding for economic impacts of collective bargaining
agreements (contracts), ratified before the state deadline of October
1st, for classified staff represented by the following Unions:

International Union of Operating Engineers

Teamsters

Washington Federation of State Employees

WSU Police Guild
Bargaining is currently underway and Contracts are not yet final, so
the costs cannot be estimated at this time.

7. Maintenance and Operations of New Buildings:

Finance and Administration Committee
September 15-16, 2022
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Funds are requested as is commonplace to provide support for the Life
Sciences Building currently under construction at WSU Vancouver and
a new water reservoir in Pullman.

Request amount: $0.9 million biennially.
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INFORMATION ITEM #6

2023-2025 Capital Budget Request
(Olivia Yang/Colleen Kerr)

TO ALL MEMBERS OF THE BOARD OF REGENTS

SUBJECT:

SUBMITTED BY:

BACKGROUND
INFORMATION:

2023-2025 State Capital Budget Request

Stacy Pearson Vice President for Finance and Administration/CFO

At the May 2022 meeting, the Board of Regents approved the 2023-25
State Capital Budget Request and delegated authority to the President or
designee to approve the final request contingent upon the following: That
the President or designee (1) meet with the Executive and Governance
Committee in August 2022 to discuss the final operating budget request
prior to submission, and (2) the final request as submitted to OFM is
presented to the full Board of Regents as an information item at the
September 2022 meeting.

The 2023-2025 State Capital Budget request was developed within the
overall context of identifying and prioritizing projects that balance
continued stewardship and renewal of existing facilities and infrastructure
within a framework for responsible growth. The 2023-2025 request can be
viewed in the context of the broader ten-year plan included as Attachment
A.

Detailed information regarding the process, budget notes, and next steps
are provided in Attachment B and are also found at
https://facilities.wsu.edu/facilities-services-capital/state-capital-budget/.

23-25 Next

Priority Project Stage Prior § 2023-25

1 Mimer Capital Preservation (MCR) pool 40,000,000
Minor Capital Program (MCI & Omnibus Equip.) poal
Voilland College of Enginesring & Architecture- Mew Engineering Facility & Infrastructure Dic
Fullman Sciences Building oic
Spokane Biomedical and Health Sc Building Phil {SIM) D

Knott Dairy Renovation orc
Bustad Rencwation (SIM for Vet Teaching Anatomy) DI
Space Optimization (Remote Collection Storage) Dfc
Clean Building Standard Energy Efficiency Improvements orc
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2023-25 State Capital Budget Request 155,000,000
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https://facilities.wsu.edu/facilities-services-capital/state-capital-budget/

The Executive and Governance Committee of the Board of Regents met on
August 18" to discuss the proposed request, and the following is a recap
of the final request items submitted to OFM:

The 2023-2025 request can be thought of as three groupings of projects:

1.

2.

Finance and Administration Committee
September 15-16, 2022
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Minor Works: a group of projects (under $2 million) for building
preservation and renewal (MCR) and for program renewal (MCI).
Sustained Investment: a series of related projects that span several
biennia to create surge space and eventual demolition and renovation
of less-than-optimal buildings.

Examples of Sustained Investment in this request include:

e The Eastlick and Abelson projects create a surge for occupants of
Heald Hall, which is slated for demolition in 2025-27 to make way
for the new Science Building in 2027-29.

e Adesignandsite prep requestfor Spokane, which follows the 2019-
21 predesign and the currently funded $15 million renovation of
the Phase 1 Building vacated by Eastern Washington University.
This request provides for the design of a $60 million clinical
education building and the demolition of two smaller buildings on
the Spokane campus. We anticipate a future request for
construction. There is also discussion around an operating
partnership for clinical education, which may provide private
capital support.

Standalone: projects which can be either thematic (i.e., system-wide

pedagogical or research initiatives) or scoped to meet program and/or

deferred maintenance needs. Standalone projects may have the
potential to enable future phases but are not critical to future phases.

Examples include:

e The VCEA student success project is a standalone request and will
be augmented by $40 million of philanthropic funds. This project
will allow the demolition of Dana Hall in a future request.

e The Bustad project takes advantage of space vacated when
WADDL moved to Global Animal Phase 2 and offers an
opportunity to expand the CVM simulation education program.
This project also assists as a surge for Heald by vacating space in
Eastlick and Abelson.

e The Knott Dairy is standalone but may offer options for private
funding through philanthropy or industry support.

e The clean building standard request is intended to meet the state
requirements related to energy performance and efficiency for all
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buildings greater than 50,000 square feet. While this request will
provide compliance for one building, we expect a need for ongoing
investment to bring all buildings system-wide into compliance.
Lack of compliance may result in fines assessed by the State.

In support of the Pullman Strategic Plan, the space optimization
request is intended to provide remote storage for library
collections, research, and archeological artifacts to free up space in
existing buildings for new programmatic initiatives. We anticipate
future requests for the expansion of remote storage or
consolidation and display of various academic collections.

ATTACHMENTS: Attachment A —2023-2025 Capital Budget —10 Year Plan
Attachment B —Memo to University Leadership

Finance and Administration Committee
September 15-16, 2022
Page3of3

F-9



ATTACHMENT A

WASHINGTON STATE UNIVERSITY
2023-25 State Capital Budget Funding Request and Associated 10 Year Plan

23-25 Next 10 Yr Plan
Priority Project Stage Prior $ 2023-25 2025-27 2027-29 2029-31 2031-33
1 Minor Capital Preservation (MCR) pool | $ - $ 40,000,000 | $ 40,000,000 [ $ 40,000,000 | $ 40,000,000 | $ 40,000,000
2 Minor Capital Program (MCI & Omnibus Equip.) pool |$ - $ 13,000,000 | $ 15,000,000 [ $ 15,000,000 | $ 15,000,000 | $ 15,000,000
3 Voilland College of Engineering & Architecture- New Engineering Facility & Infrastructure D/IC | $ - $ 40,000,000 | $ 10,000,000 | $ - $ - $ -
4 Pullman Sciences Building D/IC |$ 500,000 | $ 22,000,000 | $ 20,000,000 | $ 50,000,000 | $ - $ -
5 Spokane Biomedical and Health Sc Building Phll (SIM) D $ 20,000,000 $ 7,000,000 $ 30,000,000 [ $ - $ - $ -
6 Knott Dairy Renovation DIC | $ - $ 10,000,000 | $ 10,000,000 | $ - $ - $ -
7 Bustad Renovation (SIM for Vet Teaching Anatomy) D/IC | $ - $ 8,000,000 $ - $ - $ - $ -
8 Space Optimization (Remote Collection Storage) DIC |$ - $ 10,000,000 | $ - $ - $ - $ -
9 Clean Building Standard Energy Efficiency Improvements D/IC |$ - $ 5,000,000 $ 10,000,000 ( $ 5,000,000 | $ 5,000,000 | $ 5,000,000
2023-25 State Capital Budget Request $ 155,000,000
10 Yr Plan
10  |System-wide Infrastructure $ - $ - $ 5,000,000 | $ 5,000,000 [ $ 10,000,000 | $ 10,000,000
11 Fulmer Complex Renovations $ - $ - $ 10,000,000 | $ 15,000,000 [ $ 30,000,000 | $ 30,000,000
12 |System-wide Learning Renovations (GUC/Teaching) $ - $ - $ 5,000,000 | $ - $ - $ 5,000,000
13 |Voilland College of Engineering & Architecture New Engineering Lab Facility $ - $ - $ - $ 5,000,000 [ $ 30,000,000 | $ -
14 System-wide Building Systems $ - $ - $ - $ 7,000,000 | $ 10,000,000 [ $ 10,000,000
15  |Spokane Clinical Education Building $ - $ - $ - $ 6,000,000 [ $ 5,000,000 | $ 25,000,000
16 |Pullman Student Success $ - |8 - |s - |'$ 7,000,000 | $ - $ -
17  |Ag Ed Facility $ - $ - $ - $ - $ 10,000,000 | $ -
18  [Wegner Hall Renovation $ - |8 - |3 - |9 - $ - $ 10,000,000
19 Murrow Hall Renovation $ - $ - $ - $ - $ - $ 5,000,000

| | $ 155,000,000 | $ 155,000,000 | $ 155,000,000 | $ 155,000,000 | $ 155,000,000 |

Notes on Sustained Projects

3 VCEA New Student Success Facility & Infrastructure
Construct new facility 23-25 (donor matching)
Demo Dana Hall

4 Pullman Sciences Building
Eastlick / Abelson Renovation 23-25
Heald Demo / Design 25-27
Construct new facility 27-29

5 Spokane Biomedical and Health Sc Building Phll (SIM)
Demo Site 23-25
Construct new facility 25-27

11 Fulmer Complex Renovations
Renovate Fulmer Synthesis Bldg 25-27
Renovate Fulmer Synthesis Bldg / Design Fulmer Reno 27-29
Fulmer Renovation 29-31 /31-33

13 Voilland College of Engineering & Architecture - New Engineering Lab Facility
Design 27-29
Construct new facility 29-31

19 Spokane Clinical Education Building
Demo Site 27-29
Design 29-31
Construct new facility 31-33



ATTACHMENT B

WASHINGTON STATE

V UNIVERSITY

MEMORANDUM

To: Vice Presidents, Chancellors, Deans, Faculty Senate Executive Committee,
and APAC Leadership

From: Elizabeth S. Chilton, Provost and Executive Vice President
Stacy Pearson, Vice President for Finance and Administration and
Chief Financial Officer
Colleen Kerr, Vice President for External Affairs and
Governmental Relations

Subject: 2023-2025 State Capital Budget Request

Date: April 7, 2022

We are pleased to share the attached 2023-25 State Capital Budget request for
Washington State University (WSU). For your convenience, information regarding the
process, budget notes, and next steps are provided below. This information can also be
found at https://facilities.wsu.edu/facilities-services-capital/state-capital-budget/.

Process
1. Initiated “Call for Needs” in September 2021. (The larger capital needs and
MCI/Omnibus equipment needs were collected separately in December 2021 via
Qualtrics.)

2. Facilities Services assembled a prioritization committee consisting of
representatives from Academic Outreach and Innovation, Facilities Services,
Information Technology Services, Office of Research, Provost’s Office, and WSU
Tri-Cities’ Chancellor Office (representing system-wide campuses). The
committee reviewed and prioritized all submissions. Please refer to the WSU
Capital Budget Planning Process document for a detailed description of the
criteria used at https://facilities.wsu.edu/facilities-services-capital/state-capital-

budget/.

3. The prioritization committee met regularly to review each submitted need and
developed scoring for each of the primary categories. Scores ranged from O (not
meeting any criteria) to 10 (meeting all criteria) based on committee consensus.
An overall programmatic score was based on equal weighting from the three
primary categories (learning, research, and service). Similarly, an overall
operational efficiency score was based on equal weighting from the three
primary categories (risk mitigation, space optimization, and deferred
maintenance/infrastructure investment). Additional scoring was assigned based
on the “College/Dean Ranking.”
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