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Purpose Recommendations
The purpose of this audit was to evaluate the adequacy of the internal
control environment related to investments and to determine that 1) Memorial should execute an
investments were being made in accordance with governing policies and Investment Manager
procedures. Agreement with the new

Investment Manager.
Highlights See the findings and
We performed an audit of Memorial’s investments for the 15 months recommendations section of
ended March 31, 2011. As of March 31, 2011, Memorial had this report for more details.

approximately $310 million in cash and investments.

We concluded that overall, the internal control environment related to
investments was adequate and that investments were made in accordance
with governing policies and procedures. Review of the effectiveness of
Memorial’s investment objectives or strategy was not within the scope of
our review.

Investments is one of the system audits performed on a rotating basis to
ensure the reliability of financial information. The last audit in this areas
was issued September 17, 2007, and covered the 12 months ended
December 31, 2006.

Memorial invested funds set aside in the Capital Improvement Fund for
current and future capital and building projects. An Investment Policy was
in place for the Capital Improvement Fund that documented investment
strategy and goals.

This policy was required to be reviewed and approved annually by the
Finance Committee of Memorial’s Board of Trustees. Under this policy, an
investment consultant and investment managers were retained to invest
on Memorial’s behalf. Up to 50% of the market value of the Fund could be
invested in equity securities, with the remainder invested in Corporate

(Continued on next page)

Management Response
Management was generally in agreement with our audit comments. The
complete responses can be found in the body of the detailed report.
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(Highlights continued from previous page)

Bonds or other Fixed Income securities. Investment performance
was required to be reported and compared against published
benchmarks.

Our audit procedures include tests to confirm Memorial’s
compliance with the approved Investment Policy and with bond
reserve funding requirements. We also confirmed that Memorial
was in compliance with ratio requirements for Bond Covenants
during our audit period.

During our audit period, investment management activities for one
of the investment managers transferred to another firm as a result
of a business combination, however an investment manager
agreement was not executed. The investment manager was in
compliance with the investment policy during the audit period.

City Council’s Office of the City Auditor
City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA




OFFICE OF THE CITY AUDITOR
PUBLIC REPORT

Date: March 22,2012
To: President Hente, President Pro-Tem Martin, and Members of Council

Memorial Health System Compliance and Audit Committee of the Board of Trustees
Re: 12-04 Memorial Health Systems Investments Audit

We conducted an audit of Memorial Health System’s (Memorial) investments for the 15 months ended
March 31, 2011. The purpose of the audit was to evaluate the adequacy of the internal control environment
related to investments and to determine that investments were made in accordance with governing policies
and procedures. As of March 31, 2011, Memorial had approximately $310 million in cash and investments.

We concluded that overall, the internal control environment related to investments was adequate. We
also found investments were made in accordance with governing policies and procedures. However,
during the course of our audit, we identified one area where we believe internal controls could be
strengthened. This area is detailed in the report.

As always, feel free to contact me if you have any questions.

Sincerely,

e

Denny Nester
City Auditor
MBA, CPA, CIA, CGFM, CFE, CGAP

Cc: Dr. Larry McEvoy Il, Chief Executive Officer
Mike Scialdone, Chief Financial Officer
Tracy Narvet, Controller
Steve Weber, Accounting Manager
John Wyckoff, Director of Compliance

City Council’s Office of the City Auditor
City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢+ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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Memorial Health System Investments Audit
Office of the City Auditor

REPORT DETAILS

PURPOSE AND SCOPE

We performed an audit of Memorial Health System’s (Memorial) investments for the 15 months ended
March 31, 2011. The purpose of the audit was to evaluate the adequacy of the internal control
environment related to investments and to determine that investments were made in accordance with
governing policies and procedures.

Review of the effectiveness of Memorial’s investment objectives or strategy was not within the scope of
our review.

BACKGROUND

The City Auditor has established a practice of methodically auditing all major systems at least once every
five years. The purpose of these system audits is to evaluate the internal controls used to ensure
reliability of financial information. The last audit in this area was issued September 17, 2007 and
covered the 12 months ended December 31, 2006. The City Auditor’s Office performed follow-up on
that audit’s findings as part of our annual follow-up audit issued October 22, 2008, noting that the
majority of findings were addressed by management.

Memorial invested funds set aside in the Capital Improvement Fund for current and future capital and
building projects. An Investment Policy was in place for the Capital Improvement Fund that
documented investment strategy and goals.

This policy was required to be reviewed and approved annually by the Finance Committee of Memorial’s
Board of Trustees. Under this policy, an investment consultant and investment managers were retained
to invest on behalf of Memorial. Under the asset allocation strategy prescribed by the Investment
Policy, and in accordance with City Code section 1.6.102 D, up to 50% of the market value of the Capital
Improvement Fund could be invested in equity securities. The remainder was to be invested in
corporate bonds or other fixed income investments allowed by law. Under the Investment Policy,
investment performance was required to be reported and compared against published benchmarks.

The Board of Trustees received regular reports on investment performance. Our audit procedures
included review to confirm Memorial’s compliance with the approved Investment Policy.

Our review included tests to confirm compliance with bond reserve funding requirements. We also
confirmed that Memorial was in compliance with ratio requirements for Bond Covenants during our
audit period.

Page 1 of 3
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CONCLUSION

We concluded that overall, the internal control environment related to investments was adequate. We
also found investments were made in accordance with governing policies and procedures. However,
during the course of our audit, we identified an area where we believe internal controls could be
strengthened. This area is detailed on the next page.
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Memorial Health System Investments Audit
Office of the City Auditor

OBSERVATIONS, RECOMMENDATIONS AND RESPONSES

OBSERVATION 1 — THE INVESTMENT MANAGER AGREEMENT WAS NOT UPDATED AFTER
THE INVESTMENT MANAGER’S BUSINESS COMBINATION

Effective January 1, 2011, investment management activities for one of the investment managers was
transferred to another firm as a result of a business combination. Portfolio guidelines were documented
between Memorial and the new investment manager, but an investment manager agreement was not
executed. We noted that the investment manager was in compliance with the investment policy during
our audit period.

AUDITOR’S RECOMMENDATION

Memorial should execute an Investment Management agreement with the new investment manager.
This will ensure the Health System is adequately protected in the event of any non-compliance on the
part of the investment manager.

MEMORIAL’S RESPONSE

MHS agrees with the auditors comment. Existing documents and requirements were transferred to the
new investment manager which resulted from a business merger, however a new agreement was not
signed. A new agreement will be signed.

Page 3 of 3



CitTy CouNciIL’s OFFICE OF THE CITY AUDITOR

COLORADO SPRINGS, COLORADO

About our Office

The mission of the Office of the City Auditor is to provide City Council with an independent,
objective and comprehensive auditing program for operations of the City. Our auditing
program includes:

e Evaluating the adequacy of financial controls, records and operations
e Evaluating the effectiveness and efficiency of organizational operations

¢ Providing Council, management and employees objective analysis, appraisals, and
recommendations for improving systems and activities

The Office of the City Auditor is responsible for auditing the systems used by the City of
Colorado Springs and its enterprises, including Colorado Springs Utilities and Memorial Health
System. We perform a variety of audits for these entities, including financial audits,
performance audits, contract audits, construction audits, and information system audits. We
also perform follow-up on a periodic basis to monitor and ensure management actions have
been effectively implemented.

Authorization and Organizational Placement

Our audits are conducted under the authority of Chapter 1, Article 2, Part 7 of the Colorado
Springs City Code, and more specifically parts 703, 705 and 706 of the Code. The Office of the
City Auditor is structured in a manner to provide organizational independence from the
entities it audits. This independence is accomplished by the City Auditor being appointed by
and reporting directly to the City Council.

Audit Standards

The audit was conducted in a manner that meets or exceeds the International Standards for
the Professional Practice of Internal Auditing, a part of the Professional Practices Framework
promulgated by the Institute of Internal Auditors, with the exception of the requirements
under standards 1312 and 1321 to obtain an external quality assurance review once every five
years. We do not believe this non-compliance impacted the quality of our audit.

The audit included interviews with appropriate personnel and included such tests of records
and other supporting documentation as deemed necessary in the circumstances. We
reviewed the internal control structure and compliance tests were performed. Sufficient
competent evidential matter was gathered to support our conclusions.

City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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