WEST VIRGINIA LEGISLATURE

Performance Evaluation and Research Division

Building 1, Room W-314 John Sylvia
1900 Kanawha Boulevard, East B Director
Charleston, West Virginia 25305-0610
(304) 347-4890

(304) 347-4939 FAX

October 18, 2015

The Honorable Craig Blair
Room 217W, Bldg. 1

1900 Kanawha Blvd. E.
Charleston, WV 25305

The Honorable Gary G. Howell
Room 213E, Bldg. 1

1900 Kanawha Blvd. E.
Charleston, WV 25305

Dear Chairmen,

Since the Performance Evaluation and Research Division (PERD) audits the purchasing
functions of higher education institutions except West Virginia University (WVU) and Marshall
University (MU), you requested that PERD examine the independent purchasing audits that WVU
and MU are required to have performed pursuant to W. Va. Code §18B-5-4(r)(1) and report the
findings and recommendations of the independent audits. Five audits were identified. After
review of the audits, our basic observations are that the two universities have not had the audits
performed within the statutory time frames (at least once in a three-year period), and the
universities® procedures are inadequate in identifying and responding to violations of competitive
bidding. There are other issues identified in the audits but these are the most significant findings.
PERD had no communication with the universities or independent auditors concerning the audits;
however, we spoke to staff of the Higher Education Policy Commission (HEPC) to confirm the
number of audits conducted on the two schools. Below is a detailed discussion of these issues, the
recommendations' made, and the universities’ written responses to the recommendations
contained in the audit.

1 The recommendations from the reports are enclosed.
Joint Committee on Government and Finance
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V- WestVirginiaUniversity

STATE, CORPORATE AND LOCAL RELATIONS

October 18, 2015

The Honorabie Craig Blair

Room 217W, Bldg. 1
1900 Kanawha Boulevard, East PERFORMANCE EVALUATION

Charleston, WV 25305

0CT 19 200
The Honorable Gary G. Howell

Room 213E, Bldg. 1
1900 Kanawha Boulevard, East AND RESEARCH DIVISION

Charleston, WV 25305

Dear Chairmen Blair and Howell:

Please consider this letter a response to the Performance Evaluation & Research
Division’s (“PERD”) letter dated October 18, 2015 concerning procurement audits for West
Virginia University and Marshall University. First, we think it is important to underscore that
the following overall conclusion our external auditor made in May of 2015 concerning our
procurement practices and compliance:

The projects teams evaluations noted no material findings of deficiency in the
performance audit of the WVU procurement practices and compliance with state
and university laws and regulations. The University’s procurement operation is
being handled in compliance with the applicable regulations and statutory
requirements. Several strengths were identified as part of the best practices
assessment and are detailed in Section 2 of this report. At the same time, several
opportunities for improvement were noted and are also contained within
Section 2 of the report. The final section {Section 4) provides a more detailed
analysis and discussion of the procedures utilized to evaluate compliance with
established statutory and regulatory requirements as required under West
Virginia Code Section 18B-5-4.

The Procurement Staff have identified and are currently pursuing the
implementation of several items that will greatly increase the effectiveness and
efficiency of the procurement function at WVU. Many of the items noted for
improvement in the prior audits have either been implemented or are under
consideration / development.
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Matrix 2015 Audit, pp. 3-4 (emphasis added). We think it is important that the auditors found
that, not only were we operating in compliance with our own procedures, but that our
operation is being handled in compliance with statutory requirements.

Indeed, the Matrix 2015 Audit noted that WVU had “numerous positive aspects of the
current procurement functions in place.” We note that the 2015 Matrix Audit concluded that
the “University has developed a sole source policy and form to ensure the appropriate
utilization of sole source purchasing. Sole source purchases must be approved by Procurement
staff based upon established criteria” and noted strengths for several performance targets
related to sole sourcing. Matrix 2015 Audit at pp. 12, 19.

Moreover, we are working diligently to improve our procurement functions. For
example, the Matrix 2015 Audit referenced 31 recommendations from previous audits. At the
current time, we have implemented 21 of those recommendations and we are working on
implementing the 10 remaining recommendations. In fact, the Audit Committee of our Board
of Governors was presented with a presentation relating to the 2015 Matrix Audit and ongoing
procurement transformation initiatives during its September meeting. Attached for your
information are the relevant portions of the presentation made to the Audit Committee.

Additionally, for the 2015 Matrix Audit, Matrix identified 51 performance targets for
WVU as best practices. The 2015 Matrix Audit noted strengths for WVU in all or parts of 42 of
those targets, noted 11 potential improvements, and made 11 recommendations related to
those potential improvements. The University is working on implementing the
recommendations on these performance targets.

Over the past year, the University has been undergoing a significant transformation
within our Procurement department to drive savings, efficiency, and effectiveness. The key
changes are focused on People, Technology and Strategy.

1. People: In addition to a new Chief Procurement Officer, the University has hired
two Associate Directors with extensive strategic sourcing experience. We have also
focused our job descriptions and activities around commodities versus departments,
allowing for better view of spend across the entire organization. We have also
developed a strong partnership with WVU’s Supply Chain Management academic
program.

2, Technology: The University has implemented a Spend Analytics Tool (“Spend
Radar”) which categorizes all WVU vendor spend by standard internationally developed
codes. This new tool allows WVU to categorize spend by commodities and identifies
vendors in each commodity along with the departments utilizing these vendors. This
capability has allowed us to identify strategic sourcing opportunities to consolidate
vendor base and reduce spend. The University has also implemented a “Market
Analysis” tool to give Category Managers better insight into the competitive market
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conditions of the commodities they are managing thus giving them better negotiation
leverage. We have also launched a project to fully integrate the Sci Quest Procure to
Pay (P2P) system. This will drive compliance, allow employees to select previously
negotiated items and reduce WVU reliance on P-Card purchases. The Sci Quest system
also includes a Contract Repository and Electronic Invoicing system that will be
implemented concurrentiy with the e-procurement system.

3. Strategy: The University has developed a strategic sourcing methodology (It is a
7 step, repeatable process designed to find, get, and keep savings across WVU),
including the following:

a. Moved to Commodity based versus Departmental Procurement;

b. Developed a Small Purchase team to focus on small/routine transactional
purchases to reduce cycle time from weeks/months to days;

c. Created a Supplier Performance Management Team to develop vendor

scorecards, track vendor compliance, and better engage with small
business and minority vendors; and

d. Created a Procurement System team to implement and support systems
and to develop and maintain WVU supplier catalog strategy.

Throughout 2014 and 2015, WVU also completed a restructuring of its PCard
Internal Control review and assessment process to allow for more meaningful and effective
outcomes@ In tandem with WVU’s Internal Audit Office, a new internal control
questionnaire was developed and completed by each College/Administrative Division with
the objective of identifying their current departmentally based control environment. The
questionnaire responses were reviewed centrally and compared to internally identified
best practices. The resulting gap analysis was then shared with each
College/Administrative Division and used to refine their final internal controls. This
process is scheduled for completion later this Fall.

WVU also manages PCard risk through controlling certain attributes of the cards
themselves. For example, in 2015, a PCard utilization was again completed to determine if
individual PCard per-transaction and monthly balance limits were reasonable and
appropriate. Every cardholder’s limits were reviewed against prior period activity and
revised limits were determined based on the specific business needs of the cardholder.
From a holistic approach, WVU also took steps to limit the types of transactions that can be
charged to PCards. Specifically, effective July 1, 2015, no purchases equal to or greater than
$5,000 are permitted on the PCard with the exception of certain travel expenses, Dining
Services resale items, and facilities’ warehouse items.

We also note that WVU utilizes three different programs to review/audit PCard
transactions.  First, a weekly screening of transactions based on specific criteria is
performed. This includes reviews for stringing, “sin Merchant Codes” (ex. bars),
transactions of $5,000 or greater, gift cards, and other detail. Also, beginning in FY16 we
began focused reviews directed at specific College/Administrative Division levels. WVU
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management believes that these PCard reviews should include looking at a broad spectrum
(areas, activities and types of transactions) to ensure overall program compliance.

WVU’s PCard section has teamed with a Forensic Accounting faculty member in its
College of Business Accounting to utilize a fraud detection tool that helps identify

inappropriate activity. Thus far approximately 18 months of PCard activity has been
filtered through this process with no significant findings.

We hope that this information is helpful to you. We would be pleased to answer any
questions or discuss our procurement activities with you in the future.

Sincerely,

Rob Alsop

Rob Alsop
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Paul L. Hill, Ph.D.
Chancellor

Bruce L. Berry, M.D.
Chair

Leading the Way: " Access. Success. Impact.

West Virginia Higher Education Policy Commission

1018 Kanawha Boulevard, East, Suite 700
Charleston, West Virginia 25301
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October 27,2015 PEHFQR_MANEEEVALUATION

i

0CT 2.8 2015

Mr. John Sylvia

West Virginia Legislature |
Performance Evaluation and Research Division AND RESEARCH DIVISION
Building 1, Room W-314

1900 Kanawha Boulevard, East
Charleston. West Virginia 25305-0610

Dear Mr. Sylvia:

Thank you for the opportunity to review the October 18. 2015 letter-report regarding the independent
purchasing audits of Marshall University and West Virginia University.

As noted in the letter-report to Chairmen Blair and Howell, the West Virginia Higher Education Policy
Commission does not have statutory authority over the purchasing practices of Marshall University and West
Virginia University. Those institutions sought and were granted certain independence from oversight in
those areas by the Legislature. West Virginia Code §18-5-4(d) and other statutory provisions adopted in
Senate Bill 603 in 2005 grants specific authority regarding purchasing to the governing boards of Marshall
University and West Virginia University. The West Virginia Higher Education Policy Commission,
however. strongly encourages and advocates all public colleges and universities to follow best practices
related to purchasing and procurement procedures.

I do plan to attend the interim meeting of the Joint Committee on Government Organization scheduled to be
held on November 15, 2015. However, for the reasons stated above. you may wish to invite Dr. Gordon Gee,
President, West Virginia University, and Mr. Gary White, Interim President, Marshall University to attend
the meeting as well to address any institutional specific questions or concerns that may be oftered by
members of the Committee,

Thank you for your continued interest in West Virginia public higher education.

Sincerely,

Paul L. Hill /

Chancellor

CHANCELLOR'S OFFICE
(304) 558-0699 phone » (304) 558-1011 fo



MARSHALL

www marshall edu

Senior Vice President for Qperations

PERFORMANCE EVALUATION

October 28, 2015

0CT 28 205

The Honorable Craig Blair
Room 217W, Bld1 AND RESEARCH DIVISION
1900 Kanawha Blvd. E.
Charleston, WV 25305

The Honorable Gary G. Howell
Room 213E, Bidg. 1

1900 Kanawha Bivd. E.
Charleston, WV 25305

Dear Chairmen:

Thank you for the opportunity to respond to Mr. John Sylvia’s, Director, Performance Evaluation &
Research Division (PERD) letter to you dated October 18, 2015. As you are aware, in that letter, Mr. Sylvia
made two recommendations concerning Marshall University and West Virginia University.

1. Marshall University should comply with W. Va. Code § 18B-5-4(r) by obtaining purchasing audits
at least once in each three year period.

Marshall University agrees with this recommendation. Our last purchasing audit was completed,
as stated in the letter, on June 19, 2015. It is anticipated that the Request for Proposal for the
next audit will be released no later than January 15, 2018 and be completed by the end of the FY
2017-2018.

2. Marshall University should implement Matrix's recommendations to use best practices by
expanding the review of transactions to vendors to monthly, quarterly or annual time periods,
review department transactions collectively instead of individually, and that enforcement of
purchasing requirements be strengthened.

A. Review of Transactions

Marshall University is reviewing these recommendations and determining how to proceed.
Marshall University has had a long standing practice of reviewing all purchase card (P-Card)
transactions for improper purchases.

With respect to purchases made through the traditional accounts payable, all purchases are
required to have a purchase order (PO) or an encumbrance in our system. If the purchase is
being made by purchase order, it is approved by the department and forwarded to purchasing
for final approval. Payments of $5,000 or more must be approved by Marshall University’s

WEe ARE.. MARSHALL

14 Ol Maim o Oue Juhn Marshall Drive ¢ Huntingron, West Virania 257555000 ¢ Tel 304, 090-3328 » Fax 304 09645
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Accounts Payable department. The West Virginia State Auditor’s office also reviews all
payments above $5,000 in wvOASIS. Finally, these purchases are regularly reviewed for
stringing by the West Virginia State Auditor.

B. Strengthen Enforcement of Purchasing Requirements

Through Marshall’s 20/20 strategic planning process many university processes have been
reviewed. One of the major objectives of the strategic plan is finding ways to save and more
effectively use the resources that we have. Part of that includes, making sure that the
competitive bidding process is utilized to fullest extent possible and that it is not
circumvented.

Again, Marshall University agrees that as a state agency we must encourage the use of the competitive
bidding process.  Accordingly, Marshall University intends to implement the findings and
recommendations in Mr. Sylvia’s letter.

Sincerely,

1%«%/‘\&&,&9%&’%@/

Brandi D. Jacobs-Jones
Chief of Staff & Senior Vice President for Operations

and

ey Gl

Mary Ellen Heuton
Senior Vice President for Finance &
Chief Financial Officer






