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FOREWORD

At the direction of the Legislative Post Audit Committee, the
Legislative Division of Post Audit conducted an audit of the pro-
cedures used by the Board of Regents' institutions to collect en-
rollment fees. The Committee also directed Legislative Post Audit
to develop a uniform system of enrollment fee collection procedures
for use at all Regents' institutions. The Committee became con-
cerned about existing procedures when audits and surveys showed
that several institutions' procedures were not in compliance with
State statutes and that most institutions' procedures exposed large
amounts of money to potential loss. This audit was requested when
the Committee determined that the Board and the institutions were
not taking steps to solve the problem uniformly.

A "Summary of Matters for Legislative Attention'" follows this
Foreword. It contains a summary of the audit's findings and con-
clusions, a list of the audit's recommendations, a summary of the
agencies' responses to these findings and recommendations, and a
statement of legislative actions recommended to the Legislative
Post Audit Committee by the Legislative Division of Post Audit.
The full text of the report follows the Summary.

We extend our thanks to the Board of Regents and its institu-
tions for their help in answering questions and providing informa-
tion, Special acknowledgement should also be given to the audit
team supervisor, Terri Sculley; to her team members, Debbie Phil-
lips and Robert Leake; and to all the auditors who monitored en-
rollment on site at the various institutions.

Legislative Post Auditor
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Summary of Matters for Legislative Attention

Audit Findings and Conclusions

This program audit report represents another part of the Leg-
islative Post Audit Committee's continued concern over problems in
the enrollment fee collection procedures used at the Board of Re-
gents' institutions. When regular biennial audits by the Legisla-
tive Division of Post Audit showed that two universities had prob-
lems in their fee collection procedures, including statutory viola-
tions and relatively minor losses of funds, the Committee decided
to determine the extent to which problems existed at other Regents'
institutions as well. The follow~up showed that other institutions
also had problems in their procedures., As a result, the Committee
directed Legislative Post Audit to develop and recommend a uniform
system of enrollment fee collection procedures that would comply
with existing statutes, meet requirements for effective internal
controls, and reduce the potential for loss of money. The Committee
also directed Legislative Post Audit to present this system to the
Board of Regents for comment.

Enrollment at the Board of Regents' institutions is in many
respects a sizable undertaking and operation. During the period
observed by Legislative Post Audit in the Spring 1977 enrollment,
54,000 students paid more than $13.5 million in tuition and other
fees. The auditors who monitored enrollment found a number of
problems, the greatest of which were related to the making of
change. Most of the institutions have adopted policies that re-
quire large amounts of currency for change. During the Spring 1977
enrollment, the total amount of currency needed came to more than
$195,000. The need for this amount of money caused the following
statutory vioclations:

—--Two institutions established initial change funds above
the $5,000 maximum then established by law. The two were
Wichita State University ($15,000) and Kansas State Uni-
versity ($16,000).

—-When converting students' checks to currency in order to
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replenish the change fund, the University of Kansas and
Wichita State University converted more than $5,000 in
checks at a time, again violating the statutory limita-
tion on the size of the change fund.

The 1977 Legislature amended the statutes to increase the maxi-
mum size of the institutions' change fund to $20,000. Although this
change may eliminate the kinds of statutory violations described
above, it does not address other basic problems surrounding the hand-
ling of so much currency. At present, the Regents' institutions are
in effect providing banking services by accepting checks for much
larger amounts than a student's fees and giving back substantial
amounts in change. At the University of Kansas, for example, a stu-
dent received $911 in currency from a check that was presented to
pay for fees. Such practices expose sizable amounts of currency to
loss or theft. At any one point during the Spring 1977 enrollment,
for example, an average of $18,693 in currency was exposed to loss
at Wichita State University. For all Regents' institutions, the
combined amount was $60,531. Such exposure is unnecessary; enroll-
ment can be carried on without it. Policies can be established
within the current framework of enrollment to drastically reduce--and
perhaps even eliminate—-exposure of currency to loss. Other policies
and practices can be established or strengthened to reduce the
possibility that checks, credit card charges, and other forms of
payment can be lost or stolen as well.

The auditors also found other statutory violations relating to
change funds: three institutions did not have proper authorization
for their change funds, and two had drawn their change funds from
sources not provided for in the statutes. Other problems relating
to depositing enrollment receipts, controlling enrollment money,
and maintaining security over receipts and change funds were also
noted at a number of the institutions.

In developing a recommendation for a uniform system of enroll-
ment fee collection procedures, Legislative Post Auit attempted in
large part to combine the best practices currently in use at the
various Regents' institutions. At present, each institution has its
own system, and-each of these systems has its particular strong points.
The University of Kansas Medical Center, for example, has nearly
eliminated the need for change under its existing procedures. Nearly
all of the recommended procedures are already in use at one or more
of the Regents' institutions.
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Audit Recommendations

The Board of Regents, acting where necessary with the
Division of Accounts and Reports, should develop and put into
effect a uniform set of procedures for the collection of
enrollment fees at the Regents' institutions which will bring
about compliance with existing statutes, meet requirements
for internal controls, and reduce the potential for loss of
enrollment fees and change fund money. These uniform proce-
dures should address the following points:

Reducing or Eliminating Currency Handled at Enrollment

1. Personal checks should be accepted for the amount of
fees only.

2. Two-party checks such as payroll or cashier's checks
that require change should not be accepted.

3. The remainder of a student's scholarship, grant, or
loan after fees have been paid should be provided by check,
not currency.

4, Policies should be established regarding the handling
of currency received in payment of fees. Alternatives include
the following:

——Eliminating currency entirely by requiring students to
pay their fees by check, credit card, or some other
means besides currency.

——Accepting currency in payment of fees, but establishing
means other than a change fund to make change (making
change from currency received from other students or
writing a check, for example).

——Accepting currency in payment of fees and establishing
a small change fund (perhaps $100) as an initial means
of providing change. The institutions can then use
currency received from other students to provide addi-
tional amounts of change.

Complying with Statutes

1. All enrollment receipts should be deposited with the
State Treasurer as set forth by the Director of Accounts and
Reports. Under this requirement, the following must be done:




--Enrollment receipts must be deposited in the fee bank
account as soon as possible so that all receipts
collected can be transferred to the State Treasurer
when the maximum balance allowed in the fee bank
account is reached. To clarify the procedure, the
Director of Accounts and Reports should specify the
amount of money that can be kept on hand at the insti-
tution ‘before a deposit into the fee bank account is
necessary.

2, If change funds are maintained, care should be taken
to ensure that they are properly authorized by the Director
of Accounts and Reports, that they are within the maximum
amount allowed by statute, and that they do not exceed this
amount if they are replenished by cashing students' checks at
the bank.

Establishing Other Effective Internal Control Procedures

1. The duties of the personnel involved in collecting
fees should be clearly defined and separated. Under this re-
quirement, the following must be done:

——The custodian of the change fund must be independent
of the persons handling receipts.

—-The custodian and cashiers must not have access to the
fee collection accounting records.

——Cashiers must be responsible for receipts until those
receipts are reconciled with the statements of charges,
but the cashiers must not perform the reconciliation.

——Bank deposits must be made by someone other than the
cashiers.

2. The handling of receipts should be adequately control-
led. This control must include the following:

—-Checks for payment of tuition and fees must immediately
be endorsed for deposit only.

—-Whenever possible, the duties of the enrollment cashiers
must be separated by type of financial transaction--pay-
ment by check for the exact amount of fees, for example.

—-Enrollment receipts must not be combined with receipts
from other tramnsactions.




——Enrollment fee cards must be cross—checked with the
registration cards to help ensure that all fee cards
and corresponding fee receipts are accounted for and
reported.

3. State receipts should be adequately safeguarded. These
safeguards include the following:

--Enrollment receipts and statements of charges must be
reconciled and removed from exposure to the public at
least twice a day.

-~Security guards must be present during the collection
of enrollment fees.,

——Access to the area in which fees are being collected
must be restricted to those persons actually involved
in paying or collecting fees.

—-Cash drawers and all collected receipts must be attended
at all times.

--A security guard must always accompany the transfer of
recelipts from one location to another.

——Receipts must be transferred in a closed container.
—-Deposits must be made to the agency fee account at least

daily.

Recommendations for the Legislative Post
Audit Committee

1. The Legislative Post Audit Committee should obtain
the views of the Board of Regents and the Division of Accounts
and Reports on the proposed system of fee collection proce-
dures. The Committee should determine the Board's intention
regarding establishment of a uniform fee collection procedure.
The Committee should also obtain information from the Board
about the effect of possible pre—enrollment systems on such
procedures.

2. If the Committee decides that the size of change funds
should be reduced, it should introduce legislation to reduce
the maximum size of imprest funds and change funds. The system
outlined in the recommendations above would allow an institution
to enroll students with a change fund of perhaps $100.




Agency Response

Copies of the draft audit report were sent to the Board of
Regents—-and through them to the Regents' institutions——and to the
Division of Accounts and Reports. This procedure is followed in
the preparation of all audit reports and offers an opportunity for
the agencies to point out any errors of fact, provide additional
information pertaining to the audit's findings, and indicate their
agreement or disagreement with the recommendations. Written re-
sponses to the draft report were received from Dr. John J. Conard,
Executive Officer of the Board of Regents, and from James R. Cobler,
Director of Accounts and Reports. After the report was revised and
sent to the Legislative Post Audit Committee, an additional response
was received from Walter Hiersteiner, Chairman of the Board of Re-
gents. These responses, together with Legislative Post Audit's
comments, will be found in Appendix A. The following is a summary
of the points raised in their responses and in Legislative Post
Audit's replies.

Reducing or Eliminating Currency Handled at Enrollment

Accepting checks for the amount of fees only. Neither the
Board nor the Division of Accounts and Reports responded to the
recommendation that personal checks be accepted only for the exact
amount of fees or the recommendation that second-party checks such
as payroll or cashier's checks not be accepted if they are for
more than the amount of fees.

Making change for the remainder of scholarships, grants, loans,
or other awards. The report recommends that the portion of a

student's award in excess of fees be paid to the student by check,
not in currency. The Board of Regents disagreed with the recom-
mendation but did not elaborate on the reasons for its disagreement.
Legislative Post Audit is not aware of any reasons for disagreement,
especially when the greater part of such a system has already been
established at the University of Kansas.

Refusing to accept currency at enrcllment. The draft report
sent to the Board of Regents and the Division of ‘Accounts and Re-
ports recommended that the Regents' institutions eliminate currency
entirely at enrollment by requiring students to pay fees by check,
credit card, or some other form of payment besides currency. Both
the Board and the Division disagreed with that recommendation. Dr.
Conard listed several reasons for the Board's disagreement: complaints
from students and parents if such a system were adopted, possible
litigation over such a practice, increased numbers of checks returned
for lack of funds, additional inconvenience and expense for students
who might prefer to deal only with currency, and possible collection
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charges assessed by credit card companies if the volume of credit
card charges began to rise. Mr. Cobler also disagreed with the
recommendation on the grounds that business theory would show the
problem to be too minor to warrant the change.

Legislative Post Audit had considered all these points before
making its initial recommendation and has investigated a number of
them in detail. It checked with officials at the Department of the
Treasury, for example, to determine whether the institutions could
legally refuse to accept currency, and it received a written reply
stating that the institutions could do so. It conducted a survey
of enrollment fee collection procedures at the peer institutions
of the Regents' institutions and found that of the 62 percent of
peer institutions that accept credit cards as a method of paying
fees, only one institution is assessed a collection charge by the
credit card company. Although a no-currency system may cause
problems for some students the first time it is used, Legislative
Post Audit believes that students could become as used to the
policy as they are to all the other aspects of their enrollment pro-
cedure.

Legislative Post Audit thus remains convinced that its initial
no-currency recommendation is workable and that from the points of
view of minimizing the potential for loss and eliminating violations
of statute by the Regents' institutions, it is the best policy.
However, in the interest of presenting to the Legislative Post Audit
Committee a recommended system that could be considered in its en-
tirety instead of becoming mired in a single issue, Legislative Post
Audit has modified the recommendation. The recommendation now con-
tains three alternatives: the no-currency policy previously recom-—
mended, a policy of accepting currency but not establishing a change
fund, and a policy of accepting currency and establishing a small
change fund. If the Legislative Post Audit Committee decides that
the objections to the first alternative are valid and important, it
can turn to the two others.

Other Audit Recommendations

The remaining recommendations deal with establishing other
effective internal control procedures and complying with existing
statutes. Neither the Board nor the Division disagreed with any
of these recommendations. Mr. Cobler stated that he agreed with
them; Dr. Conard stated that they "should be implemented to the
extent practicable and we are proceeding with such implementation.'
Legislative Post Audit would note, however, that '"the extent prac-
ticable" gives no indication of which recommendations are to be
implemented, and how soon.
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One recommendation was added that was not in the draft report.
It recommends that the Regents' institutions take steps to ensure
that they are in.compliance with statutory provisions regarding
their change funds. The recommendation was not included in the
draft report because the no-currency system recommended in that
report would eliminate the need for a change fund at enrollment.

Other Comments by the Agencies

Pre-enrollment systems. The audit report recommends that be-
cause a pre-enrollment system could affect the way in which enroll-
ment fees are collected, the Board of Regents should describe the
possible effects of proposed pre-enrollment systems on the recom-
mended fee collection procedures. Both the Board and the Division
of Accounts and Reports appeared to interpret that recommendation
as a call by Legislative Post Audit for payment of enrollment fees
by mail or by some other means drastically different from the pres-
ent procedures. This is not the recommendation's intent. The
intent was to give the Committee further information in deciding
whether a uniform system of fee collection procedures should be
established at this time.

The Board's response provided a great deal of what the recom—
mendation had called for. It indicated that the pre-enrollment
systems under consideration at the Regents' institutions would
still require basically the same procedures for collecting fees.
The following is an excerpt from the response:

The collection of enrollment fees is related to but would

be independent of the academic pre-enrollment systems. Any
enrollment system must still provide for the collection of
student fees in some manner with the same attendent problems
we now experience. If we eliminate the present fee collec-
tion procedures and substitute a pre- or post-collection
process including payment by mail, then we would have new

or additional problems of setting up accounts receivable,
collecting them, costs of mailing, billing, computerizing
systems, etc.

Goals of the Legislature and the Board of Regents. The Board
of Regents' response included the following closing comment:

We have approached this report with the assumption that
the objectives of the Legislature and the Legislative Divi-
sion of Post Audit are parallel with that of Regents institu-
tions in that we are striving jointly to work within regula-
tions and statutes in an effort to provide the most convenient




and maximum services to the students, parents and public at
the most efficient cost possible. It is also our objective
to carry out these responsibilities by using proper ac-
counting, auditing and business management principles. 1In
view of our excellent past record in providing safe,
efficient collection and deposit of student fees, plus the
additional precautions and improvements which are being
planned, we look forward to future enrollment and fee-
collection periods with great confidence.

Legislative Post Audit would note in reply to this comment that
while all parties concerned with fee collection procedures may share
common goals, they may also disagree about how best to meet those
goals. The Legislative Post Audit Committee directed that this
audit be conducted because the institutions admitted to Legislative
Post Audit that they were knowingly violating the laws of the State
to meet their goal of serving the students. In its formal motion
calling for this audit (found on page 1 of the report), the Legisla-
tive Post Audit Committee made it clear that one of its goals was
to provide legislative oversight by not condoning violations of law.

Matters Remaining for Legislative Attention

In its motion calling for this audit, the Legislative Post Audit
Committee stated that the audit was to "make recommendations to this
Committee and to the Board of Regents relative to adoption of a uni-
form fee collection procedure to be applied to all Regents' institu-
tions." The Board of Regents has disagreed with certaln aspects of
the proposed procedure, especially to the no-currency recommendation.
Legislative Post Audit has included other alternatives for the use
of currency. The Board has also indicated its general agreement
with many other aspects of the procedure, but it has not indicated
clearly which of these aspects it would plan to put into effect on
its own.

Legislative Post Audit is confident that it is presenting to
the Committee a workable system of enrollment fee collection proce-
dures that will help ensure compliance with existing statutes, meet
requirements for effective internal controls, and reduce the
potential for loss of enrollment fees and change fund money. The
Board of Regents has indicated that it does not wish to establish
a uniform system at all of its institutions. Under the State
Constitution, the Board's responsibility is the ". . . control
and supervision of public institutions of higher education.' If the
Legislative Post Audit Committee decides that a uniform system of
enrollment fee collection procedures should be put into effect, it
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should also determine from the Board how the Committee's decision
will be carried out.

Legislative Post Audit is continuing its review and study of
fee collection procedures. This review includes such areas as a
fuller analysis of systems used in other states. If information is
developed that is of significance to the decisions of the Committee,
it will be reported to the Committee.

Recommended Committee Action

1. The Legislative Post Audit Committee should proceed
with consideration of the recommended uniform system of en-
rollment fee collection procedures. This consideration should
include obtaining the views of the Board of Regents regarding
the establishment of a uniform system at all Regents' institu-
tions.

2. If the Legislative Post Audit Committee recommends
that a uniform system be adopted, it should direct the Board
of Regents to report in writing to the Committee within 60
to 90 days on the progress made in establishing all aspects
of the system at all Regents' institutiomns.
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CHAPTER 1

INTRODUCT ION

During the audits of Wichita State University and the University
of Kansas for fiscal year 1975, the Legislative Division of Post
Audit found problems in the procedures these two institutions use to
collect fees during enrollment. Because the institutions made change
for scholarship, loan, grant, and personal checks that were written
for amounts higher than required fees, they needed large change funds
during enrollment. The change funds required were larger than the
$5,000 maximum established by law, and the amount of money needed was
such that effective control over it was difficult. In fiscal year
1975, $1,800 was lost from the change fund at Wichita State University
and $600 from the change fund at the University of Kansas.

In response to these findings, the Legislative Post Audit Com-
mittee directed in October 1976 that a survey be conducted of the
enrollment fee collection procedures at all institutions of the Board
of Regents. The survey indicated that control over receipts and
change fund money was weak and that there was a potential for loss at
other institutions as well. It also indicated that several of the
institutions exceeded statutory limitations on the size of their
change funds. These findings brought about passage of the following
Committee resolution at the Legislative Post Audit Committee meeting
of December 7, 1976:

The Legislative Post Audit Committee has received the
report of the Legislative Post Auditor relative to the en-—
rollment fee collection procedures at the Regents' institu-
tions. The Committee has noted the lack of uniformity among
institutions and the violations of statute referred to in
the report.

Tt is therefore resolved: that the Legislative Division
of Post Audit attend the next enrollment activity of each of
the seven Board of Regents' institutions and closely observe
and monitor the handling of enrollment funds; that the Legis-
lative Post Auditor make recommendations to this Committee
and to the Board of Regents relative to adoption of a uniform
fee collection procedure to be applied to all Regents' in-
stitutions; and that the Legislative Post Auditor offer the
services of Legislative Post Audit and solicit the cooperation
of the Division of Accounts and Reports in assisting the



Regents in establishing such a uniform fee collection pro-
cedure.

This audit report presents the findings and recommendations
about fee collection procedures requested by the Legislative Post
Audit Committee. In keeping with the Committee's concerns regarding
the amount of money exposed to loss, violations of law under exist-
ing procedures, and development of a uniform procedure that all
Regents' institutions can use, the report answers the following
questions:

1. How much money is exposed to loss at each of the Regents'
institutions? Can the amounts be reduced by adopting new
policies and procedures for collecting fees?

2. What statutory violations have occurred under existing
fee collection procedures? What changes are needed to
stop such violations from recurring?

3. How adequate are the various controls and safeguards over
enrollment fees and change fund money at each of the Re-
gents' institutions? How can they be improved?

4, What uniform system of enrollment fee collection proce-
dures can be recommended to comply with existing statutes,
meet requirements for internal controls, and reduce the
potential for loss of enrollment fees and change fund
money?

As the Committee directed, Legislative Post Audit monitored the
Spring 1977 enrollment fee collection procedures at each of the
Regents' institutions--the University of Kansas (both the main campus
and the Medical Center), Kansas State University, Wichita State
University, Emporia State University, Fort Hays State University,
Pittsburg State University, and Kansas Technical Institute. The
auditors documented the practices used to provide financial controls
and documented the activities of the people involved in handling en-
rollment receipts and making change. Through interviews and obser-
vations, the auditors also gathered information about the size,
source, and use of the institutions' change funds.

The chapters that follow are organized as follows: Chapter II
deals with the amounts exposed to loss at the Regents' institutions,
Chapter III with issues relating to the compliance of procedures
with existing statutes, and Chapter IV with the adequacy of controls
in such areas as depositing enrollment receipts and maintaining
security over fees and change funds. Legislative Post Audit's recom-
mendations for a uniform system of enrollment fee collection proce-
dures will be found in Chapter V.




CHAPTER II

.
MINIMIZING EXPOSURE OF FEES AND CHANGE FUNDS
TO LOSS

The Legislative Post Audit Committee requested this audit in
part because of concern that unnecessarily large sums of money are
being exposed to loss during enrollment. One important aspect of
this audit was thus to determine how much of a potential for loss
exists at each of the Regents' institutions. In part, the effective-
ness of enrollment fee collection procedures can be judged by how
well they reduce the potential for loss or theft.

The basic procedures for collecting and depositing enrollment
fees are similar at all the Regents' institutions. They can be
summarized as follows:

1. The student submits a statement of charges (called a fee
card) "to the cashier and pays the required amount.

2. If the payment submitted by the student is more than the
amount of fees, the cashier makes change. Change is needed
when scholarship, loan, grant, or personal checks are for
more than the required fees, or when payment in currency
is for more than the amount due.

3. At some later time—-usually the same day--the statements
of charges are reconciled with the amount in the cashier's
receipt box.

4, After the amounts have been reconciled, the receipts are
removed from exposure to the public and deposited into an
authorized bank account.

Legislative Post Audit observed and monitored these procedures
during 204 hours of enrollment at the Regents' institutions. During
this period, approximately 54,000 students enrolled and paid more
than $13.5 million in tuition and other fees, an average of nearly
$250 a student. Table II-1 on the next page shows the number of
students, the total amounts received, and the average payment per
student at each institutionm.



Table II-1
Enrollment Headcount and Receipts
Observed by Legislative Post Audit
Board of Regents' Institutions
Spring 1977 Enrollment

Enrollment
Headcount
During Per-— Average
Institution iod Observed Fee Payments Payment
Emporia State University 3,084 8 749,717 § 243
Fort Hays State University 3,947 849,894 215
Pittsburg State University 3,205 585,120 183
Kansas State University 14,376 4,095,128 285
Kansas Technical Institute 193 34,589 179
University of Kansas 18,114 5,522,395 305
University of Kansas Medical
Center 770 148,955 193
Wichita State University 10,469 1,524,219 146
Total and Average 54,158 $ 13,510,017 $ 249

Developed by the Legislative Division of Post Audit from data obtained
at Spring 1977 Enrollment.

Amount Exposed to Loss

0f the total amount of $13.5 million received in tuition and
other fees, approximately $13.4 million was exposed to loss during
the period observed. The amount exposed to loss consisted of credit
card charges, personal checks, award checks (for scholarships, grants,
and loans), currency received in payment of fees, and currency used
to make change. This total amount exposed to loss 1s not an accurate
reflection of the potential for loss, however, because it does not
take into account the amount of time the money was exposed to loss.
To reduce the potential for loss, an institution can reconcile the
statements of charges and the amounts collected periodically and can
then remove the amount from direct exposure to the publiec.

To provide a more accurate picture of what is actually exposed
to loss, Legislative Post Audit calculated the average amount ex-—
posed. This method takes into account the reconciliations made by
each institution and compensates for the fact that more receipts are
exposed to loss just before a reconciliation than just after it. The
average amount exposed to loss represents one-half the total amount




of checks, currency, and charges collected and on hand between recon-
ciliations plus the amount of the change fund money. Of the total
amount of $13.4 million exposed to loss, the average amount exposed
to loss was slightly more than $1 million, or about 7.8 percent of
the total. Table II-2 shows the total and average at each of the
Regents' institutions. The average amounts ranged from $8,747 at
Kansas Technical Institute to $378,219 at Kansas State University.

Table 1I-2
Total and Average Enrollment Moneys Exposed to Loss
Board of Regents' Institutions
Spring 1977 Enrollment

Total Average
Enrollment Enrollment
Moneys Moneys
Exposed Exposed
Institution to Loss to Loss
Emporia State University $ 1,032,006 § 105,901
Fort Hays State University 853,244 149,922
Pittsburg State University 588,120 51,744
Kansas State University 3,710,186 378,219
Kansas Technical Institute 34,689 8,747
University of Kamnsas 5,526,295 258,951
University of Kansas Medical Center 149,055 12,513
Wichita State University 1,481,263 73,172
Total $13,374,858(a) $ 1,039,169

(a) Does not include payments or change made in non-negotiable form
such as vouchers or cards authorizing cash payments.

Developed by Legislative Post Audit from data obtained at Spring
1977 enrollments.

The amounts above include many different kinds of money--
currency, checks of various kinds, and credit card charges. If checks
or credit card charges are lost or stolen, the institution could incur
considerable expense in time and money because it might have to deter-
mine which students paid by check or charge card and contact those stu-
dents to stop the first payment and make another. The amount of cur-
rency exposed to loss is even more important, because currency is the
least likely to be recovered if lost or stolen. To determine the
amount of currency exposed to loss, Legislative Post Audit determined
an average on a basis similar to the one described above. In this



case, the average amount of currency is one-half the amount of cur-
rency deposited after reconciliations plus the amount of currency
in the institution's change fund. The average amount of currency
exposed to loss at any one time for all Regents' institutions was
$60,531. Table II-3 shows the average amounts at each institution.
The averages ranged from $383 at the University of Kansas Medical
Center to $18,693 at Wichita State University.

Table II-3
Average Amount of Currency Exposed to Loss
Board of Regents' Institutions
Spring 1977 Enrollment

Average Amount
of Currency

Institution Exposed to Loss
Emporia State University $ 4,131
Fort Hays State University 3,838
Pittsburg State University 5,808
Kansas State University 13,062
Kansas Technical Institute 851
University of Kansas 13,765
University of Kansas Medical Center 383
Wichita State University 18,693
Total S 60,531

Developed by Legislative Post Audit from data obtained at Spring
1977 enrollments.

Methods for Reducing the Amount of Fees
and Change Fund Money Exposed to Loss

It should be stressed that determining the amounts potentially
exposed to loss is not the same as determining the likelihood that
money can be lost or stolen. The particular controls and precautions
used by the Regents' institutions to prevent loss or theft will be
discussed later in this report. However, no system of controls and
precautions can totally eliminate the potential for loss. In view
of this fact, one effective way to reduce the potertial for loss is
to reduce the amount of money exposed to loss—--particularly the amount
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of currency. The figures above show that the Regents' institutions
do have large amounts exposed to loss and that the possibility of re-
ducing these amounts should be addressed.

Legislative Post Audit's observation and analysis of enrollment
fee collection procedures showed that two procedures most directly
affect the amount exposed to loss:

1. If an institution frequently reconciles the fees it
receives with the amounts shown on the statements of
charges and then removes the fees from exposure to the
public, it decreases the potential for loss.

2. If an institution adopts policies that reduce or elimi-
nate the need to make change in currency during enroll-
ment, it reduces or eliminates the potential for loss
of currency.

Conducting More Frequent Reconciliations

The procedure that most significantly affected the average
amount of currency, checks, and charges exposed to loss was the
number of reconciliations performed during the enrollment period.
The Regents' institutions do not have a uniform policy on the num-
ber of reconciliations to be conducted, and some do a better job in
this regard than others. Wichita State University, for example,
conducts reconciliations continuously throughout the enrollment
period. When one cashier's receipts and statements of charges are
reconciled, those persons handling the reconciliations move on to
the next cashier, repeating the entire cycle again as soon as all
cashiers' receipts and statements are reconciled. The University
of Kansas follows the same procedure for cashiers who accept checks
only. On the other hand, Kansas Technical Institute, Pittsburg
State University, Emporia State University, and Fort Hays State
University reconcile at least part of their receipts and statements
only once a day.

A policy of continuous reconciliations could be more of a prob-
lem than a help at Kansas Technical Institute and the three smaller
universities, because they have fewer cashiers and would too quickly
repeat reconciliations for each cashier. However, if all Regents'
institutions reconciled all receipts and statements at least twice
a day, the average amount exposed to loss would be reduced by
$120,583, or 12 percent of the current amount. ‘In addition, more
frequent reconciliations would allow for earlier detection of errors
or losses. If errors are detected early, there is a greater possi-
bility of recovering the amount or correcting inaccurate balances.



Reducing or Eliminating Currency Handled During Enrollment

At present, considerable currency is handled at enrollment,
mainly because most institutions give change for checks written for
more than the amount of fees. These checks include payroll checks,
personal checks, and checks for scholarships, grants, and awards,
and other checks. Table II-4 shows the total amount of currency
given out in change at each institution. 1In all, the Regents'
institutions gave out $195,784 in change. The total amount at each
institution ranged from $58 at the University of Kansas Medical
Center to $66,708 at the University of Kansas and $67,023 at Wichita
State University.

Table II-4
Change Made for Enrolling Students
Board of Regents' Institutions
Spring 1977 Enrollment

Amount of

Institution Change Made
Emporia State University $ 7,140
Fort Hays State University 18,720
Pittsburg State University 9,342
Kansas State University 26,306
Kansas Technical Institute 487
University of Kansas 66,708
University of Kansas Medical Center 58
Wichita State University 67,023
Total $195,784

Developed by Legislative Post Audit from data obtained at Spring
1977 enrollments.

Legislative Post Audit believes that the exposure of this ex~
tremely large amount of currency to loss is unnecessary. The need
for such a large amount of change lies in the policies most insti-
tutions have adopted for cashing checks at enrollment. These poli-
cies can be summarized as follows:

1. Most Regents' institutions accept personal checks written
in excess of fees. Emporia State University, Fort Hays
State University, Pittsburg State University, Wichita
State University, and Kansas Technical Institute neither
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require nor encourage students to write checks

for the exact amount of fees. The University of
Kansas and Kansas State University encourage stu-
dents to write checks for the exact amount of fees
but do not require that they do so. Only the
University of Kansas Medical Center will not accept
personal checks written for more than the amount

of fees.

2. Most Regents' institutions will accept payroll and
other checks in excess of fees. At the University
of Kansas, one student received $911 in change from
paying fees with a payroll check.

3. Most Regents' institutions will accept checks for
scholarships, grants, and awards although those
checks may be for considerably more than the amount
of fees. Only the University of Kansas Medical
Center does not cash such checks during enrollment.
The Medical Center provides a refund check on a
limited basis one or two days after enrollment is
completed.

The check-cashing policies followed by most of the Regents'
institutions can be changed as follows so that the need for currency
to cash checks is eliminated:

1. Students should be required to write personal checks
for the exact amount of fees.

2. Cashing of two-party checks such as payroll and cashier's
checks for more than the amount of fees should be dis-
continued.

3. Change for students' scholarship, grant, or loan
checks should be provided by dividing the amount of
the award and issuing two checks--one for the exact
(or, if need be, the appropriate) amount of fees,
the second for the remainder of the award. If change
is needed at enrollment for the first check, it can
be provided in the form of an additional check
written by the institution on its imprest fund.

Several of the Regents' institutions already use a two-check
system for awards. The University of Kansas, for example, converted
to the system for the Spring 1977 enrollment. During the Fall 1976
enrollment, the University had issued a total of 3,760 award checks
from federal grant and loan programs. Change from these checks
amounted to approximately $170 per check, or a total of $639,200.



In the Spring 1977 enrollment, the University issued two checks to
each student--one averaging $300 for payment of fees, and one for
the remainder of the amount. 1In all, 6,240 checks were issued.
During the Spring enrollment, normal in-State resident fees were
$291.90. Thus, an average of $8.10 in change was needed for each
check--a total of $25,272. This amount is only four percent of the
change needed the previous semester for award checks. If the Uni-
versity were to write the fee checks for the exact amount of fees,
the need for change would be further reduced.

The steps outlined above will reduce drastically the amount of
currency needed for change at enrollment and will thus reduce the
exposure to loss. If these changes are made, the only currency re-
maining at enrollment will be receipts from students who pay their
fees in currency. The Board of Regents would appear to have the

following options with regard to controlling this remaining currency:

1. Eliminating currency completely by requiring students to
pay their fees by check, credit card, or some other means
besides currency.

2. Allowing students to pay their fees in currency, but not
establishing a change fund to begin enrollment. If change
needs to be made, the institutions can use the currency
already received from other students, or i1f necessary, the
institutions can write checks for the amounts from their
imprest funds.

3. Allowing students to pay their fees in currency and estab-
lishing a small change fund--perhaps $100--to provide
change for the beginning of enrollment. The institutions
can then use currency received from other students to
provide additional amounts of change.

Conclusion

1. The Board of Regents can reduce or eliminate the
possibility of loss of currency during enrollment at its
institutions by adopting the following policies:

a. Requiring that personal checks be written for the
exact amounts of fees and refusing to make change
for payroll or other checks.

b. Providing a means for giving students the remainder
of their scholarship, grant, or loan money by check
rather than in currency.

10.




c. Adopting one of the following alternatives regarding
payment of fees in currency:

--Eliminating currency entirely by requiring students
to pay their fees by check, credit card, or some
other means besides currency.

——Accepting currency

in payment of fees, but estab-

lishing means other than a change fund to make
change (making change from currency received from
other students or writing a check, for example).

-=-Accepting currency
ing a small change
means of providing

2. The Board of Regents

in payment of fees and establish-
fund (perhaps $100) as an initial
change.

can reduce the possibility of

loss of checks, credit card charges, and other forms of payment
of enrollment fees at its institutions by requiring all insti-
tutions to reconcile receipts with statements of charges and
remove them from exposure to the public at least twice a day.

Specific recommendations

on these points will be found in

the recommended system for enrollment fee collection procedures

on pages 23-26.

11.
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CHAPTER TIII

COMPLIANCE OF ENROLLMENT FEE COLLECTION
PROCEDURES WITH THE STATUTES

Chapter II dealt with one of the main legislative concerns re-
garding enrollment fee collection procedures--concern that unneces-
sarily large sums of money are exposed to loss. This chapter deals
with another of these legislative concerns--that the Regents' insti-
tutions may be violating the statutes governing the size and nature
of their change funds. This chapter examines the statutory viola-
tions that occurred during the Spring 1977 enrollments.

The Change Fund: A Brief Explanation

A few points about a change fund must be clarified before the
issue of statutory violations can be addressed. For the sake of
illustration, assume that an institution establishes a change fund
of $1,000. The fund is the amount of currency with which the insti-
tution begins its enrollment and is not part of the enrollment fees
collected. Assume again that the first ten students to register
all have fees of $200, which they pay with a $300 check. Each stu-
dent receives $100 in change from the change fund. After these
transactions have been made, the institution has paid out $1,000 in
change, exhausting the currency in the change fund. It has not,
however, used up the change fund, because it has taken in checks
totaling $3,000, which is $1,000 more than the $2,000 in fees the
students have paid to the institution. The $1,000 of the original
change fund is now contained in the checks. To make additional
change, the institution must deposit the checks, crediting the fee
account with $2,000 in fees and returning to enrollment with $1,000
in currency.

This brief example points out the following two facts that must
be kept in mind about change funds:

1. A change fund theoretically never disappears even if the
currency in the fund is exhausted. The institution will
always have the amount of the change fund in its fee
receipts—-in checks or in currency of different denomina-
tion. If an institution begins enrollment with $1,000

13.



of its own money for change, at the close of enrollment
it should have on hand the total of the fees it has
collected plus the $1,000 with which it began.

2. Because the change fund theoretically never disappears,
but simply changes form into currency of different de-
nomination or portions of checks written for more than
the amount of fees, the size of the change fund has
little relationship to the amount of change that can be
made during enrollment. Limiting a change fund to $1,000
is not the same as limiting the amount of change that
can be made to $1,000, because an institution can con-
stantly replenish the currency in the change fund.

The amount of change made at most of the Regents' institutionms
illustrates these points. In Chapter II, it was pointed out that
the total amount of change made during enrollment ranged from $58 at
the University of Kansas Medical Center to $67,023 at Wichita State
University. Figure III-1 shows the sources of this currency for
change. The process can be outlined as follows:

Figure ITI-1
Sources of Currency for Change
Board of Regents' Institutions
Spring Semester 1977

$70,000
hecks converted and currency
eceived as fees
$60,000f — urrency received —
as fees (no checks converted)
$50.000 IInitial change fund
3
$40,000 f — — —— — —
$30,000
$20,000
$10,000
: : oz} - .
Emporia Fort Hays Pittsburg Kansas KTI University Medical Wichita
State of Kansas Center State

Developed by Legislative Post Audit from data obtained at Spring 1977 enrollments.
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1. All Regents' institutions begin enrollment with a change
fund. The amount of the change fund ranged from $100 at
the University of Kansas Medical Center to $15,000 at
Wichita State University and $16,000 at Kansas State
University.

2. At all institutions except the Medical Center, the amount
of change made was more than the currency initially
available in the change fund. Additional currency be-
came available, however, when students paid their fees
in currency. For example, Emporia State University used
$4,140 of fees received in currency to make change, and
Kansas State University used $10,306.

3. Three institutions--Fort Hays State University, the
University of Kansas, and Wichita State University--found
that the amount of currency initially in the change fund
and the amount received during enrollment was insufficient
for making change. These three institutions converted
students' checks to currency at the bank and used it to
make change. The amount converted from checks to currency
was $6,205 at Fort Hays, $39,999 at Wichita State, and
$56,836 at the University of Kansas. '

Although the amount of money given out as change could possibly
be justified in terms of the mechanics of how a change fund works, it
is not clear whether the Legislature intended that the Regents' in-
stitutions follow these practices when it set limitations on the
size of their change funds. The violations described below, however,
are based on the statutes rather than on an analysis of legislative
intent behind those statutes. The violations fall into three areas:
size of change funds, both at the start of and during enrollment;
authorization of change funds; and sources of the change funds.

Size of Change Funds

At the time of the Spring 1977 enrollment, K.S.A. 1976 Supp.
75-3078 limited the size of change funds at the Regents' institutions
to $5,000. The 1977 Legislature increased that limit to $20,000.
Legislative Post Audit analyzed the Spring 1977 enrollment procedures
in light of the $5,000 limitation imposed at the time.

Legislative Post Audit found that for the Spring 1977 enrollment,
two institutions established change funds larger than $5,000--Wichita
State University ($15,000) and Kansas State University ($16,000).

The size of these change funds was in violation of K.S.A. 1976 Supp.
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75-3078. These findings regarding statutory vioclations are simi-
lar to the findings of Legislative Post Audit's initial survey of
change funds for the previous semester. This survey, conducted at
the request of the Legislative Post Audit Committee in November
1976, showed that the same two institutions, together with Fort

Hays State University and the University of Kansas, had change funds
in excess of the $5,000 limitation. However, the total amount of
money in the change funds of all Regents' institutions for Spring
1977 was considerably lower than the total amount from the previous
semester. Legislative Post Audit's announced plans to visit en-
rollment might have contributed to this decline. Table III-1,

which shows the initial size of the change fund for each institution
during the two enrollment periods, shows that the total had dropped
from $107,100 in Fall 1976 to $44,450 in Spring 1977.

Table III-1
Initial Size of Change Funds
Board of Regents' Institutions
Fall 1976 and Spring 1977

Amount of Initial Change Fund

Institution Fall 1976 Spring 1977
Emporia State University $ 5,000 $ 3,000
Fort Hays State University 10,000 3,350
Pittsburg State University 3,000 3,000
Kansas State University 8,000 16,000
Kansas Technical Institute 1,000 100
University of Kansas 60,000 3,900
University of Kansas Medical Center 100 100
Wichita State University 20,000 15,000

Total $ 107,100 § 44,450

Developed by Legislative Post Audit from data obtained at Spring 1977
enrollments and from a survey of Regents' institutions, November 1976.

Under the increased size of change funds authorized by the 1977
Legislature, the change funds can again be expected to grow. Accord-
ing to the Division of Accounts and Reports, as of October 12, 1977,
six institutions have requested increases in their change funds. The
institutions and the total amount of the change fund requested are
as follows:

Wichita State University $20,000
Fort Hays State University $17,350
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University of Kansas $15,000

Kansas State University $12,000
Emporia State University $10,000
University of Kansas Medical Center $ 1,025

Increase in Change Fund Size During Enrollmeént

As the discussion at the beginning of this chapter pointed out,
the size of the change fund theoretically remains constant even
though the actual currency in the change fund may shrink to nothing.
To replenish the change fund, an institution in effect "finds'" the
amount of the change fund in the excess amount paid in by students
and returns it to the fund. At several institutions, this process
has involved converting checks into currency. This practice appears
to have some legal support, but not if the amount of money converted
to cash at any one time exceeds the statutory limitation on the size
of the change fund. The act of converting $10,000, for example, has
the effect of establishing a larger change fund than the law allowed
in the Spring of 1977.

Legislative Post Audit found several instances in which the
University of Kansas and Wichita State University converted more than
$5,000 of students' checks into currency and placed the money into
the change fund. At the University of Kansas, there were five such
conversions, ranging in size from $7,500 to $14,800. At Wichita
State University, there were four such conversions, ranging in size
from $5,846 to $9,021. Such conversions over $5,000 were in viola-
tion of K.S.A. 1976 Supp. 75-3078. Conversions of less than $5,000
would be in violation as well if the institution had enough currency
in the change fund at the time of conversion to make the total amount
‘more than $5,000.

Authorization and Source of Change Funds

K.S.A. 1976 Supp. 75-3078, both in its original form and as
amended by the 1977 Legislature, requires the approval of the Director
of Accounts and Reports before an institution can establish a change
fund. As part of the approval, the Director of Accounts and Reports
designates that the source of the change fund will be the institution's
imprest fund.

Three institutions—-Emporia State University, Kansas State Uni-
versity, and Wichita State University--did not receive proper
authorization for the establishment of their change funds. The cir-
cumstances at each of the institutions were as follows:

17.



1. Emporia State University established a change fund from
the imprest fund, the proper source under the law, but
failed to obtain authorization from the Director of
Accounts and Reports before using it. Emporia has since
received proper authorization.

2, Kansas State University neither received authorization
from the Director of Accounts and Reports nor drew its
change fund from the imprest fund. The University used a
$16,000 temporary change fund obtained from Agency Trust
Funds. There is no statutory authority for using such
funds as change. The University corrected both problems
by the start of enrollment for Fall 1977.

3. Wichita State University neither received authorization
from the Director of Accounts and Reports nor drew its
change fund from the imprest fund. The University used a
$15,000 temporary change fund borrowed from the University
Endowment Association. There is no statutory provision for
the establishment of such a temporary change fund. The
use of the temporary change fund was not only unduthorized,
but it might have subjected the University to liability for
any losses that occurred. Wichita State stopped using the
temporary change fund with the Fall 1977 enrollment, but
it did not obtain proper authorization for its new change
fund until after that enrollment was over.

Conclusion

During the Spring 1977 enrollment, there were a number of
statutory violations regarding the size, authorization, and
source of change funds at the Regents' institutions. Many of
these violations occurred because of the need for large amounts
of change at most of the Regents' institutions. Legislative
Post Audit's recommended procedures for collecting enrollment
fees would either substantially reduce the need for change funds
at enrollment or eliminate the need for them entirely. If
change funds were eliminated, statutory violations would of
course be eliminated as well. If the need for change funds
were reduced rather than eliminated, the possibility would still
exist that violations could occur, but they would be less likely
to occur than at present.

Legislative Post Audit's recommended procedures will be
found on pages 23-26.

18.
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CHAPTER IV

PROBLEMS IN EXISTING PROCEDURES FOR DEPOSITING AND
CONTROLLING ENROLLMENT MONEY

The previous two chapters have shown that many of the Regents'
institutions can make improvements in reducing the amount of money
exposed to loss during enrollment and in complying with the statutes
that govern certain aspects of their enrollment procedures. In
addition, Legislative Post Audit found that some of the institutions
could improve certain procedures in depositing enrollment receipts,
assigning duties during enrollment, handling enrollment money, and
establishing effective security over receipts and change funds. This
chapter describes problems encountered in those areas.

Depositing Enrollment Receipts

Legislative Post Audit found that several Regents' institutions
were holding some of their receipts for several days before depositing
them in their agency fee accounts. This practice exposes receipts to
loss and weakens the financial controls over them. The specific in-
stances were as follows:

1. At Kansas Technical Institute, checks amounting to $1,553
were not deposited until approximately one week after they
were received. The delay was to allow students to deposit
sufficient funds to cover their checks.

2. At Emporia State University, if a student's fees were paid
partly by the student and partly by some other sponsor,
the student's portion of the payment was held until the
payment due from the sponsor could be determined. This
determination generally took one or two days. Also,
receipts collected on Saturday at Emporia State were kept
at the institution and deposited with Monday's receipts.

3. At Kansas State University, if a student's fees were paid
partly by the student and partly by some other spomnsor,
the student's portion of the payment was held until the
sponsor's payment was received. The payment was deposited
in a local university account.
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4., At the University of Kansas Medical Center, a portion of
the enrollment receipts was held in the safe in the
business office for several days.

Controlling Enrollment Money

To ensure that all enrollment fees were properly accounted for
and deposited, each institution developed its own procedures pro-
viding for independent checks on those who handled money and recorded
transactions. The procedures developed by each institution were
based on internal control principles of job segregation, accounting
for funds, and providing security for money during and after trans-
actions.

Segregating Job Duties

Effective internal control procedures require that job duties be
clearly defined and that persons responsible for collecting or
handling money should not be responsible for performing reconcilia-
tions or recording the amount collected. These procedures provide
a degree of control over loss of money due to theft, negligence, or
inaccurate record-keeping. Errors or losses can be detected sooner,
and adjustments or other corrective action can follow more quickly.
Legislative Post Audit found the following problems relating to
segregation of job duties:

1. Emporia State University did not clearly segregate the
duties of cashiers from the duties of custodians of the
change fund. All other institutions provided effective
segregation of these duties.

2. Because fee collections at Kansas Technical Institute
were handled by only one person, the institution did
not clearly segregate accounting duties from the duties
of cashiers and custodians of change funds. All other
institutions provided effective segregation of these
duties.

3. Except for the University of Kansas (both the main campus
and Medical Center) and Wichita State University, the
institutions allowed cashiers to reconcile their own
receipts to the statements of charges.
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Handling Receipts and Change Fund Money

Internal control procedures in these areas are designed to reduce
the negotiability of checks, to prevent money from being lost through
errors or negligence resulting from transactions between cashiers, to
account for receipts through frequent reconciliations with statements
of charges, and to segregate enrollment money from money not related
to enrollment. Many of the institutions have developed effective
procedures in this area. For example, several institutions developed
procedures for cross—checking student registration cards with state-
ments of charges to ensure that all fees had been collected and
deposited for all registered students. Several institutions can im-
prove their procedures in the handling of enrollment money, however.
Specific improvements needed are as follows:

1. Only two institutions—-Pittsburg State University and
Kansas Technical Institute~-immediately endorsed checks
for deposit only. Some of the other institutions en-
dorsed checks just before deposit, and others endorsed
them as time permitted during enrollment. Without
immediate endorsement, the possibility for loss is in-
creased.

2. The auditors observed an instance in which Emporia
State University combined enrollment receipts with
regular business office transactions, making it harder
to account for enrollment money.

3. The University of Kansas Medical Center and Emporia
State University did not check student registration
cards with statements of charges at enrollment to en-
sure that all students who registered had also paid
their fees.

Maintaining Security Over Receipts and Change Funds

Effective controls in the area of security ensure that security
guards are present in areas where the public has access to cash, that
cash drawers are not left open and unattended, that change fund money
and enrollment receipts are not transferred in open containers, and
that .receipts are not retained at the institution overnight. Several
weaknesses in the security procedures were found at the Regents' in-
stitutions. They were as follows:
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At Emporia State University, security guards did not
adequately patrol the collection area. Public access

to the collection area was not adequately controlled,
and cash boxes were sometimes left unattended. Cashiers
transferred receipts and change fund money in open
containers between the collection area and the business
office and were not always accompanied by a security
guard when making these transfers.

Kansas Technical Institute, which has no campus security
personnel, had no security guard present during enroll-
ment. As a result, the cashier transferred receipts
without an escort from the collection area to the busi-
ness office.

Although Pittsburg State University maintained adequate
security within the business office, it did not provide
a security guard for cashiers who were receiving payments
in rooms outside the business office.

Emporia State University, Kansas Technical Institute,
and the University of Kansas Medical Center held some
receipts in their safes for several days instead of
depositing them daily in their agency fee bank accounts.
Daily deposits provide more security for receipts.
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CHAPTER V

RECOMMENDED UNIFORM PROCEDURES FOR THE COLLECTION
OF ENROLLMENT FEES

It is clear from the findings of this audit that each Regents'
institution handles its enrollment fee collections in a manner dif-
ferent from the other institutions. It should also be clear that
in each of the major areas addressed, some institutions have better
procedures than others. The procedures outlined below are in large
part a combination of the best procedures now used at various
Regents' institutions. Although some of the procedures may require
changes at some of the institutions, most are in use successfully
somewhere within the Regents' system. Taken together, the procedures
outlined below address the problems set forth in this audit with re-
gard to money exposed to loss, compliance with existing statutes,
and deposit and control of enrollment money. They should help ensure
that enrollment fees are collected in compliance with existing laws
and that they are collected in a manner that reduces the potential
for loss.

A number of Regents' institutions are currently studying or
developing a pre-enrollment system or a student records system that
could include pre-enrollment. If an institution develops a system
that eliminates the payment of fees during the traditional enrollment,
parts of this system of fee collection procedures will no longer apply.

Recommendations

The Board of Regents, acting where necessary with the
Division of Accounts and Reports, should develop and put into
effect a uniform set of procedures for the collection of
enrollment fees at the Regents' institutions which will bring
about compliance with existing statutes, meet requirements
for internal controls, and reduce the potential for loss of
enrollment fees and change fund money. These uniform proce-
dures should address the following points:

23.



Reducing or Eliminating Currency Handled at Enrollment

1. Personal checks should be accepted for the amount of
fees only.

2. Two-party checks such as payroll or cashier's checks
that require change should not be accepted.

3. The remainder of a student's scholarship, grant, or
loan after fees have been paid should be provided by check,
not currency.

4. Policies should be established regarding the handling
of currency received in payment of fees. Alternatives include
the following:

~—Eliminating currency entirely by requiring students to
pay their fees by check, credit card, or some other
means besides currency.

——Accepting currency in payment of fees, but establishing
means other than a change fund to make change (making
change from currency received from other students or
writing a check, for example).

——Accepting currency in payment of fees and establishing
a small change fund (perhaps $100) as an initial means
of providing change. The institutions can then use
currency received from other students to provide addi-
tional amounts of change.

Complying with Statutes

1. All enrollment receipts should be deposited with the
State Treasurer as set forth by the Director of Accounts and
Reports. Under this requirement, the following must be done:

——Enrollment receipts must be deposited in the fee bank
account as soon as possible so that all receipts
collected can be transferred to the State Treasurer
when the maximum balance allowed in the fee bank
account is reached. To clarify the procedure, the
Director of Accounts and Reports should specify the
amount of money that can be kept on hand at the insti-
tution before a deposit into the fee bank account is
necessary.
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2. 1If change funds are maintained, care should be taken
to ensure that they are properly authorized by the Director
of Accounts and Reports, that they are within the maximum
amount allowed by statute, and that they do not exceed this
amount if they are replenished by cashing students' checks at
the bank.

Establishing Other Effective Internal Control Procedures

1. The duties of the personnel involved in collecting
fees should be clearly defined and separated. Under this re-
quirement, the following must be done:

-~The custodian of the change fund must be independent
of the persons handling receipts.

—=The custodian and cashiers must not have access to the
fee collection accounting records.

-—-Cashiers must be responsible for receipts until those
receipts are reconciled with the statements of charges,
but the cashiers must not perform the reconciliation.

—-Bank deposits must be made by someone other than the
cashiers.

2. The handling of receipts should be adequately controlled.
This control must include the following:

--Checks for payment of tuition and fees must immediately
be endorsed for deposit only.

-~Whenever possible, the duties of the enrollment cashiers
must be separated by type of financial transaction--
payment by check for exact amount of fees, for example.

—-Enrollment receipts must not be combined with receipts
from other transactions.

-~Enrollment fee cards must be cross-checked with the
registration cards to help ensure that all fee cards
and corresponding fee receipts are accounted for and
reported. .

3. State receipts should be adequately safeguarded. These
safeguards include the following:
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—-Enrollment receipts and statements of charges must be
reconciled and removed from exposure to the public at
least twice a day.

--Security guards must be present during the collection
of enrollment fees.

——Access to the area in which fees are being collected
must be restricted to those persons actually involved

in paying or collecting fees.

--Cash drawers and all collected receipts must be attended
at all times.

--A security guard must always accompany the transfer of
receipts from one location to another.

—-Receipts must be transferred in a closed container.
—--Deposits must be made to the agency fee account at least

daily.

Recommendations for the Legislative Post
Audit Committee

1. The Legislative Post Audit Committee should obtain
the views of the Board of Regents and the Division of Accounts
and Reports on the proposed system of fee collection proce-
dures. The Committee should determine the Board's intention
regarding establishment of a uniform fee collection procedure.
The Committee should also obtain information from the Board
about the effect of possible pre-enrollment systems on such
procedures.

2. If the Committee decides that the size of change funds
should be reduced, it should introduce legislation to reduce
the maximum size of imprest funds and change funds. The system
outlined in the recommendations above would allow an institution
to enroll students with a change fund of perhaps $100.
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APPENDIX A

Agency Responses
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ents - State o} Kansas

Suite 1416  Merchants National Bank Tower

Topeka, Kansas 66612 (913) 296-3421
October 13, 1977 .
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Dr. Richard E. Brown - 44
Legislative Post Auditor ST

Legislative Division of Post Audit
| Mills Building
Topeka, Kansas 66612
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=T Aupiy

Dear Dr. Brown:

In response to your letter of September 29, 1977, accompanying the draft
audit report concerning "Collecting Enrollment Fees" and in accordance with
the discussions at a meeting with members of your staff, the staff of the Board
of Regents, the institutional business officers, and representatives of the Division
of Accounts and Reports, | am now submitting for your consideration this response
of the Board of Regents and the Regents institutions to the draft audit report.

The auditor's recommendations for strengthening internal control, for
improving control in handling receipts, for maintaining security over undeposited
receipts and for reducing the amount of change required should be implemented
to the extent practicable and we are proceeding with such implementation.

Legislative Post Audit Response: The recommendations referred
to constitute a part of the recommended procedure and include such
items as clearly defining and separating the duties of personnel
tnvolved in collecting fees, reconciling enrollment receipts and
statements of charges and removing them from exposure to the public
at least twice a day, and ensuring that security guards are present
during the collection of enrollment fees. Although the letter
appears to indicate that there is no specific disagreement with any
of these recommendations, the response states that changes will be
made "to the extent practicable." This statement neither indicates
whether all recommendations will be adopted nor indicates whether
they will be adopted at all Regents' imnstitutions as standard
operating policy of the Board of Regents. A uniform system was the
aim of the Committee.

In our opinion, however, the recommendation that students not be allowed
to pay their enrollment fees with currency should not be adopted. The adminis-
trative problems involved in explaining to students and parents why currency
is not legal tender for such purposes would be difficult if not impossible. The
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possibility of litigation resulting from a policy of not accepting currency should
be considered. In addition, the present problems of collecting "returned checks"
because of insufficient funds, wrong account, wrong signature, account closed,
etc., would be increased if we forced all students to pay by check. Some students
do not have a checking account and would be compelled to take the time and
incur the expense of establishing an account, whether they want one or not.

To adopt the auditor's recommendation that "students should be required
to pay fees by check, credit card, or some other means besides currency" would
also require students and parents to incur considerable inconvenience and expense.
Further, the adoption of a credit card system would require that the state negotiate
with major credit card companies to eliminate their collection charges or the
state would be obliged to adopt legislation authorizing the agencies to pay such
charges from the fees collected.

Legislative Post Audit Response: The draft report to which the
Board responded contained a recommendation that the Regents' insti-
tutions eliminate currency entirely at enrollment by requiring stu-
dents to pay fees by check, credit card, or some other form of pay-
ment besides currency. In the interest of presenting to the Legis-
lative Post Audit Committee a recommended system that could be con-
sidered in its entirety instead of becoming mired in a single issue,
Legislative Post Audit has modified the recommendation. The recom-
mendation now contains three alternatives, one of which is the no-
currency system. If the Legislative Post Audit Committee decides
that the Board's objections are valid and important, it can turm to
the two others.

Legislative Post Audit had considered all these points before
making its initial recommendation, and it remains convinced that
the system is workable. The recommendation was made because it
would eliminate the exposure of currency to loss and because it
would eliminate the need for a change fund at enrollment. As the
audit shows, the Regents' institutions have not shown an ability
to operate within the statutes governing change funds. Even after
the Legislature's concern had been shown through several letters and
surveys and finally through the activities of this audit, Wichita
State University still failed to obtain proper authorization of
its change fund prior to the Fall 1977 enrollment.

The response states that a no-currency policy would cause a
number of problems. Legislative Post Audit believes that infor-
mation about a no-currency policy could easily be included in the
publications and materials each student uses to register. Problems
with checks returned for lack of funds can be minimized if the
institutions adopt--and announce--a policy of terminating enryollment
in such instances and requiring students to pay a penalty fee to
reactivate their emrollment. Legislative Post Audit investigated
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the possibility that litigation could arise from a policy of not
accepting currency and was informed by the Office of the General
Counsel for the U.S. Department of the Treasury that a university
can requive payment of tuition and other charges in noncash forms.
As to the possibility that the use of credit cards would cause the
institutions to pay collection charges, a telephone survey conducted
of 65 peer institutions in other states showed that 34, or 62 per-
cent, accepted credit cards. Only one of these institutions was
paying collection charges.

We do not agree with the recommendation that the remainder of a student's
scholarship, grant, loan, payroll check or other nonpersonal check after fees
have been paid should be provided by check, not currency. We do agree that
the institutions should consider appropriate ways of minimizing the currency
returned as change. The Legislature has established change funds at a level
adequate to meet the institutions' enrollment needs. We believe all institutions
are complying with the newly established requirements of the change fund and
depositing the enrollment receipts in fee bank accounts. It is our opinion, there-
fore, that legislation should not be introduced to reduce the maximum size
of the change funds now authorized. However, we think the current change
funds are adequate if used prudently.

Legislative Post Audit Response: The Board's response shows
some misunderstanding here about the audit's recommendations. The
audit does not recommend that checks be given in change for payroll
checks or other non-personal checks. The audit recommends that if
such checks are for more than the amount of fees, they not be
accepted at all.

Legislative Post Audit has not been encouraged by past efforts
of the Regents' institutions to minimuze the amount of currency used
as change. Most of the institutions already have policies for the
maximum amount of change that can be given out to a student. During
the period observed by the auditors, only the University of Kansas
Medical Center followed these policies. The record of the Regents'
institutions in following the statutory requirements for change
funds 18 also not encouraging, as the audit report shows.

Also, as the audit report explains, it is a mistake to assume
that a $20,000 change fund means that an institution will hand out
820,000 or less in change. The size of the change fund affects only
how much change is available at the start of the day and how fre-
quently trips must be made to the bank to replenish the change fund.
Pages 13-14 of the audit explain this matter in further detaZl.




The audit report makes mention of the development of possible computerized
pre-enrollment systems and suggests that the Legislative Post Audit Committee
obtain information from the Board of Regents about the effect upon fee collection
an- enrollment procedures. It should be pointed out that many students, parents
and socio-economic disadvantaged students are unwilling or unable to pay fees
in advance. Approximately fifty percent of the students systemwide receive
some form of financial aid, which in most cases would not be available until
the beginning of the semester. Furthermore, the collection of enrollment fees
is related to but would be independent of the academic pre-enrollment systems.
Any enrollment system must still provide for the collection of student fees
in some manner with the same attendant problems we now experience. If we
eliminate the present fee collection procedures and substitute a pre- or post-
collection process including payment by mail, then we would have new or addi-
tional problems of setting up accounts receivable, collecting them, costs of
mailing, billing, computerizing systems, etc.

Legislative Post Audit Response: Legislative Post Audit is
not recommending payment of fees by mail or by some means drasti-
cally different from present procedures. Legislative Post Audit is
recommending that the Committee learn from the Board whether its
institutions are planning such changes under the pre-enrollment

systems they are considering.

If the risk of loss of the currency necessary to carry on enrollment fee
collections at the institutions is considered too great under normal procedures,
consideration should be given,providing Regents institutions the legislative
authority to purchase a moneys and securities insurance policy.

Legislative Post Audit Response: The need for such a policy
i8 left to the discretion of the Board of Regents. The main con-
cern of this audit was never the loss of monies alone, but rather
the tssue of statutory violations. No collection procedure can
eliminate all possibility of loss. However, the procedure recom-
mended in this report should provide adequate control and safe-
guarding of receipts.

We have approached this report with the assumption that the objectives
of the Legislature and the Legislative Division of the Post Audit are parallel
with that of Regents institutions in that we are jointly striving to work within
regulations and statutes in an effort to provide the most convenient and maximum
services to the students, parents and public at the most efficient cost possible.
It is also our objective to carry out those responsibilities by using proper account-
ing, auditing and business management principles. In view of our excellent
past record in providing safe, efficient collection and deposit of student fees,
plus the additional precautions and improvements which are being planned,
we look forward to future enrollment and fee-collection periods with great
confidence.
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Legislative Post Audit Response: Although all parties concermed
with enrollment fee collection procedures may share common goals,
they may also disagree about how best to meet those goals. The
Legislative Post Audit Committee directed that this audit be con-
ducted because the institutions admitted to Legislative Post Audit
that they were knowingly violating the laws of the State to meet
their goal of serving the student. In its formal motion calling
for this audit, the Committee made it clear that one of its goals
was to provide legislative oversight by not condoning violations of
Law.

Please accept our thanks for the diligence of your staff and the pleasant
relations we have had with them during this study.

Sincerely yours, .-~ D (
5ohn J. Co d
VExecutive Officer
J3C:rd

cc: Institutional Business Officers
Director of Accounts and Reports
Walter Hiersteiner, Chairman, Board of Regents
Mr. Glee S. Smith, Jr., Chairman, Budget and
Finance Committee
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*\ \EPARTMENT OF

DIVISION OF ACCOUNTS AND REPORTS

Jlimeniitialion

State Office Building Topeka, Kansas 66612

October 17, 1977

Dr. Richard E. Brown

Legislative Post Auditor
Legislative Division of Post Audit
Room 501, Mills Building

Topeka, Kansas 66612

Dear Dr. Brown:

Subject: Comments regarding the draft report entitled "Collecting
Enrollment Fees at the Board of Regents' Institutions”.

Pursuant to your letter request, this office has reviewed the subject
draft report and ocur comments, categorized in three major areas, are as follows.

I. The issue of "eliminating the use of currency at enrollment" appears
to be one of a group of "matters involving primarily the exercise of business
judgment of management" for which there are no objective standards for an
auditor to use in measuring and reporting; and which, in our view, should be
evaluated as a business decision, perhaps on a business eguation basis utili-
zing the law of probability and recognizing all perceived advantages and
disadvantages of the practice.

Specifically, the recommendations were:

1. Students should be reqguired to pay fees by check, credit card or some
other means besides currency.

2. Personal checks should be accepted for the amount of fees only. Payroll
checks or other checks that would require change should not be accepted.

3. The remainder of a student's scholarship, grant or loan after fees have
been paid should be provided by check, not currency.

The Board of Regents' University Business Managers have perceived a
number of business reasons for continuing the present procedures including
internal and external factors, i.e.: cost factors; staff level; facilities;
campus laycut; public relations with parents and students; discounts for
credit card; timing invelved; interaction between Registrar, Departmental
Deans, instructors and students over student status--enrolled, disenrolled,
late fee, re-enrollment; costs of maintaining receivables; crediting collec-
tions; issuing disenrollment reports and reinstating students; and problem
and costs with bad checks.

Admittedly, a system of pre-enrollment coupled with mailed remittances
and adequate staffing and data processing resources could reduce cash/currency
collections. However, such systems when fully developed and supported would
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_have a significant cost attached, especially if such systems were developed
individually, and could impact the scheduling and conduct of classes. The
solution to diverse opinions regarding business decisions that intelligent
management should seek, is not the total elimination of risk or errors, but
the reduction of the risk or errant procedure to the point at which the cost
in preventing further risk or errors exceeds the cost of accepting the
remaining probable risk or errors.

An equation for determining the probable loss from the use of cash and
currency could be stated as follows: '

actual dollar loss number of instances
experienced where loss occurred _ probable loss per
number of instances volume of transactions  student enrolled
where loss occurred (students enrolled)

Utilizing the above formula and considering the reported loss of $1,400
in two instances in the past five years and the enrollment of 54,158 students
per vear, the equation is as follows:

$1,400 < 2
2 270,790

= $.00517 probable loss per student enrolled

Calculating the $.00517 probable loss per student times the 54,158 students
enrolled (from historical experience), the probable annual loss amounts to
$280.00 which is an annual loss percentage of .000022, which is immaterial
considering the $13 million dollars collected. That is not to say that a
greater loss could not occur; however, such losses could be minimized by improve-
ments to the internal contrecl procedures and to security measures, limited of
course to the point where the cost of such procedures exceed the cost of
carrying them out.

Applying the "rule of reason" to the problem and considering various
arguments made by the University Business Managers concerning the perceived
advantages in collecting cash and currency at enrollment, it appears there are
many higher priority issues confronting state government than that set out in
this recommendation.

Legislative Post Audit Response: Legislative Post Audit does
not view eliminating currency at enrollment as primarily a business
decision. Current procedures used by the Regents' institutions
have raised serious questions regarding the institutions' willing-
ness to comply with the law, their ability to limit the amount of
currvency that may be lost during enrollment, and their ability to
follow their own change-making policies. The losses that have
been reported are minimal, and they do not constitute a major issue
in the audit. Legislative Post Audit believes that other more
important issues include the problem of statutory violations, the
potential for losing receipts, the possible costs assoctated with a




loss of receipts, and even the safety of students and employees who
receive or handle large amounts of currency. However, the first
recommendation has been modified in the final report to make a no-
currency system an alternative that can be considered by the
Legislative Post Audit Committee, and not an absolute part of the
system of fee collection procedures. For the reasons explained

in Legislative Post Audit's reply to the response of the Board of
Regents, this alternative would still appear to be beneficial and
workable.

A few minor points should also be noted. Legislative Post Audit
18 making no recommendations regarding pre-enrollment systems. The
letter's statement that a system of pre-enrollment and payment of
fees by mail would reduce currency payments seems to imply that
Legislative Post Audit is recommending such a system. This is not
the case. The letter uses $1,400 as the amount reported lost at
enrollment over the past two years; the actual figure is $2,400.

II. The Legislative Post Auditor issued a recommendation under the title
"complying with statutes", which stated that:

"Enrollment receipts must be deposited in the fee bank
account as soon as possible so that all receipts collected
can be transferred to the State Treasurer when the maximum
balance allowed in the fee bank account is reached. To
clarify the procedure, the Director of Accounts and Reports
should specify the amount of money that can be kept on hand
at the institutions before a deposit into the fee bank account
is necessary."”

The Division of Accounts and Reports generally concurs with this recommen-
dation and will modify the existing instructions to clarify the point that
deposits are to be made daily into the fee agency account, unless such amounts

are incidental (less than $300), and the out-~of-pocket cost in making such
deposits exceeds the gain to be derived from such practice; however, deposits

in total must be made at the end of each accounting period.

III. The recommendations regarding establishing other effective internal
control procedures are proper.and ones in which the Division of Accounts and
Reports concurs. These recommendations are as follows:

1. The duties of the personnel involved in collecting fees should be
clearly defined and separated. Under this requirement, the following must be

done:

a. The custodian of the change fund must be independent of the persons
handling receipts.
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d.

2.

The custodian and cashiers must not have access to the fee collection
accounting records.

Cashiers must be responsible for receipts until those receipts are
reconciled with the statements of charges, but the cashiers must not
perform the reconciliation.

Bank deposits must be made by somecne other than the cashiers.

The handling of receipts should be adequately controlled. This control

must include the following:

=18

3.

Checks for payment of tuition and fees must immediately be endorsed
for deposit only.

Whenever possible, the duties of the enrollment cashiers must be
separated by type of financial transaction--payment by check for exact
amount of fees, for example.

Enrollment receipts must not be combined with receipts from other
transactions.

Enrollment fee cards must be cross-checked with the registration cards
to help ensure that all fee cards and corresponding fee receipts are
accounted for and reported.

State receipts should be adequately safeguarded. These safeguards

include the following:

a.

Enrclliment receipts and statements of charges must be reconciled and
removed from exposure to the public at least twice a day.

Security guards must be present during the collection of enrollment
fees.

Access to the area in which fees are being collected must be restric-
ted to those persons actually involved in paying or collecting fees.

Cash drawers and all collected receipts must be attended at all times.

A security guard must always accompany the transfer of receipts from
one location to another.

Receipts must be transferred in a closed container.

Deposits must be made to the agency fee account at least daily.
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Legislative Post Audit Response: As the response states, the
Divistion agrees with all of those recommendations by Legislative
Pogt Audit.

If we can provide further information about this matter, please let us
know.

Very truly yours,

sk Cr bl

James R. Cobler, Director
Division of Accounts and Reports

JRC:HG:cm
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Suite 1416  Merchants National Bank Tower
Topeka, Kansas 66612 (913) 296-3421

December 27, 1977

Dr. Richard E. Brown G e
Legislative Post Auditor o
Legislative Division of Post Audit R

Mills Building o L OST ART
Topeka, Kansas 66612

Dear Dr. Brown:

Members of the Board of Regents have carefully reviewed the comments and
recommendations contained in the second draft of Legislative Post Audit's report
on Collecting Enrollment Fees at the Board of Regents Institutions. I am re-
sponding on behalf of the Board to your concerns about the establishment of

a uniform enrollment collection system at all Regents institutions.

As Dr. Conard stated in his recent letter, the Regents institutions are taking
steps to implement many of your recommendations to strengthen internal control,
improve control in handling receipts, maintain security over undeposited receipts
and reduce the amount of change required to the extent possible within available
resources. We are proceeding with such implementation.

The Board members object to the post audit recommendation regarding the
establishment of a completely uniform system of enrollment collection procedures
at all of its institutions. The Board feels that differences in size, mission, resources,
enrollments and fee schedules among the Regents institutions are some of the
reasons that preclude complete uniformity. A specific case in point is the situation
at Kansas Technical Institute. A minimum of three additional positions would

be required to implement your recommendations--one security guard and two
account clerks. The estimated cost of such additional positions would be between
$20,000 and $25,000 a year. The annual cost to the state in securing additional
personnel to satisfy uniformity recommendations is far greater than the amounts
lost during the past ten years at all the Regents institutions and certainly greater
than the amounts likely to be lost in the future.

Legislative Post Audit Response: Two temporary positions,
not three full-time positions, would be necessary to implement
the recommended uniform fee collection procedure at Kansas Tech-
nical Institute. The estimated annual cost for these positions
(Account Clerk I and Security Guard) is §735.




It is possible for the Regents institutions to comply with all recommendations

of the audit report. In our opinion, however, the result would considerably reduce
services to students and parents and would substantially increase the need for
additional personnel and physical facilities. We are unable to see that absolute
uniformity is necessary or even desirable. The costs to achieve it would be

high and the benefits would be small.

Legislative Post Audit response: The Legislative Post Audit
Committee dirvected that a uniform procedure be developed for all
Regents' institutions because it found that some Regents' imstitu-
tions were knowingly violating the laws governing the collection
of enrollment receipts. The recommended uniform fee collection
procedure is not designed to provide absolute uniformity in every
detail but to. ensure a minimum level of financial security in the
receipt of State funds.

I appreciate this opportunity to comment on the report and urgently request
the matter be given further consideration.

Sincerely yours,

ey

e i,

T B cruure
[{d ety L,'A;f[;( IR RO

Walter Hiersteiner, Chairman
Board of Regents, State of Kansas

WH:PA
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