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REPORT NOT FILED 

• Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement – Review of Selected Policies, Procedures, and Transactions – For the 
Period July 1, 2008 through June 30, 2012 

 
 

REPORTS OF THE EXECUTIVE COMMITTEE AND STANDING COMMITTEES ON 
COUNTIES AND MUNICIPALITIES, EDUCATIONAL INSTITUTIONS, AND STATE 
AGENCIES 
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REPORTS PRESENTED AND FILED 

• Special Report – Compliance with the Uniform Controlled Substance Act’s Asset 
Seizure and Forfeiture Requirements – January 1 through December 31, 2012  

• Letter Report – Compliance with Tobacco Seizure Requirements – For the Year Ended 
December 31, 2012 
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For the Period July 1, 2011 through June 30, 2012 
 
 
FUTURE MEETINGS OF THE LEGISLATIVE JOINT AUDITING COMMITTEE 
The next meetings will be held on October 10 and 11, 2013, unless called by the Co-Chairs. 



 

 

MINUTES OF THE MEETING OF THE 
LEGISLATIVE JOINT AUDITING COMMITTEE 

SEPTEMBER 13, 2013 
 
The meeting was called to order by Co-Chair Representative Kim Hammer at 9 a.m., Friday, 
September 13, 2013, in Committee Room A, MAC Building, Little Rock, Arkansas.  Representative 
Walls McCrary led the Pledge of Allegiance, and Senator Gary Stubblefield led in prayer. 
 
The following members were present: Co-Chair Senator Bryan King; Vice Co-Chairs Senator Linda 
Chesterfield and Representative John W. Walker; Senators Cecile Bledsoe, Eddie Cheatham, 
Jonathan Dismang, Jane English, Jimmy Hickey, Jr., Bill Sample, Gary Stubblefield, Larry Teague, 
and Eddie Joe Williams; Representatives Charles Armstrong, Nate Bell, Ken Bragg, David 
Branscum, John Burris, Ann Clemmer, Charlie Collins, Harold Copenhaver, Robert E. Dale, Andy 
Davis, Gary Deffenbaugh, Jody Dickinson, Jim Dotson, Charlotte Vining Douglas, Jeremy Gillam, 
Fonda Hawthorne, Mary P. “Prissy” Hickerson, David Hillman, John K. Hutchinson, Allen Kerr, 
Sheilla Lampkin, Andrea Lea, Greg Leding, Homer Lenderman, Fredrick J. Love, Stephen Magie, 
Andy Mayberry, Walls McCrary, Stephen Meeks, Jim Nickels, Betty Overbey, Terry Rice, Sue 
Scott, Mary L. Slinkard, Fredrick Smith, Nate Steel, Tommy Thompson, and John T. Vines. 

The following guests were present: from the University of Arkansas System: Dr. Donald R. 
Bobbitt, President; Jacob Flournoy, Internal Audit Director; Melissa Rust, Vice President for 
University Relations; and Ben Beaumont, Director of Communications; from the University of 
Arkansas, Fayetteville: G. David Gearhart, Chancellor; Dr. Don Pederson, Vice Chancellor for 
Finance and Administration; Jean Schook, Associate Vice Chancellor for Financial 
Affairs/Treasurer; Richard Hudson, Vice Chancellor for Government and Community Relations; 
Mark Rushing, Director of Strategic Communications; and John Diamond, Associate Vice 
Chancellor for University Relations; from the University of Arkansas Division of Agriculture, 
Research, and Extension: Kyleen Prewett, Chief Financial Officer; from the Department of 
Finance and Administration: Paul Louthian, Accounting Administrator; Rick Quattlebaum, 
Internal Audit Administrator; and Kyle Deen, Budget Analyst; from the Arkansas Department of 
Education: Mike Hernandez, Assistant Commissioner – Division of Fiscal and Administrative 
Services, and Kathleen Crain, Assistant to Director for the Arkansas Public School Computer 
Network (APSCN); from the Arkansas Department of Higher Education: Shane Broadway, 
Interim Director; Tara Smith, Senior Associate Director; Brandi Hinkle, Communications 
Coordinator; and Janet Lawrence, General Counsel; from the Office of the Lieutenant Governor: 
Josh Curtis, Communications Director; from Arkansas Farm Bureau: Stanley Hill, Associate 
Director; from Southern Arkansas University, Magnolia: Zaidy Mohdzain, Dean – College of 
Education; other guests: Scott Newman, visiting American Council of Education scholar, and 
Zack Ocker, student. 

REVIEW OF REPORT 
Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement – Review of Selected Policies, Procedures, and Transactions – For the 
Period July 1, 2008 through June 30, 2012 
Co-Chair Representative Hammer placed the following individuals under oath:  John Diamond, 
Associate Vice Chancellor for University Relations at the University of Arkansas, Fayetteville 
(University); Dr. Donald Bobbitt, President of the University of Arkansas System (System); G. 
David Gearhart, University Chancellor; Jean Schook, University Associate Vice Chancellor for 
Financial Affairs/Treasurer (Treasurer); and Dr. Don Pederson, University Vice Chancellor for 
Finance and Administration.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 
Senator Teague asked Co-Chair Representative Hammer why these individuals were placed 
under oath; Co-Chair Representative Hammer cited the press coverage regarding this report 
and the possibility of conflicting statements. 
 
Assistant Legislative Auditor Kim Williams presented the investigative report on the University’s 
Division of University Advancement (Advancement).  This report was issued in response to a 
request by Chancellor Gearhart for the Division of Legislative Audit (DLA) to conduct a financial 
review of Advancement, which had deficit cash balances for the fiscal years ended June 30, 
2011 and 2012.  DLA and the System’s Internal Audit staff determined that DLA would review 
selected financial records as well as internal controls, policies, and procedures at Advancement, 
while Internal Audit would focus on budgetary controls over Advancement’s operation. The 
review of Advancement financial records, internal controls, policies, and procedures was 
conducted primarily for the four-year period July 1, 2008 through June 30, 2012. Management’s 
Response to the report is provided in Appendix A on pages A-1 through A-7.  The Internal Audit 
Report is presented in its entirety in Appendix B on pages B-1 through B-12. The report 
prepared by the Treasurer detailing conclusions of her internal review concerning deficiencies in 
Advancement is presented in its entirety in Appendix C on page C-1 through C-4. 
 
The objectives of this review were to: 
  

• Identify factors contributing to deficit cash balances in Advancement and reasons 
University management did not detect the deficits in their early stages. 

• Identify the causes and decisions that led to deficit cash balances in Advancement and 
the point at which problems began. 

• Determine the amount of University and University of Arkansas Foundation, Inc. 
(Foundation), resources used for Advancement operations and whether funding was 
budgeted. 

• Review selected Advancement financial records for compliance with generally 
accepted accounting principles. 

• Determine propriety of selected Advancement disbursements and other transactions. 

• Evaluate adequacy of and adherence to University internal controls and policies.  
 
It should be noted that, in this report, “the Foundation” refers only to Advancement funds held by 
the Foundation or transactions between Advancement and the Foundation. 
 
The purpose of Advancement is to build understanding and support for higher education by 
enhancing the University's image, involving alumni and other constituencies in proactive 
functions, and raising private gift support. During the period of this review, the head of 
Advancement was Vice Chancellor for Advancement Division (VCAD) Brad Choate. In addition 
to the VCAD, Advancement had 158 employees: 3 office staff; 42 in University Relations; 80 in 
University Development; 3 in Constituent Relations; 23 in Arkansas Alumni Association; and 7 in 
Arkansas World Trade Center.  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 
Budget Director Joy Sharp reported directly to and prepared regular financial reports for the 
VCAD. Advancement operated with University funds; utilized the University’s accounting 
system, Business and Administrative Strategic Information Systems (BASIS); and operated 
under the University’s policies. Specifically, the Transaction Approval policy requires use of the 
online application Transaction Approval Gateway via Electronic Transmission (TARGET).  
 
Using a predetermined formula, the University annually budgeted and provided a portion of 
state aid and tuition and fees to fund the operations of Advancement and other University 
divisions. Additional University funding sources included discretionary funds available to Dr. 
Pederson. Advancement also received approximately $4 million annually in operating funds 
from the Foundation. The funding amount was based on a percentage of a three-year rolling 
average of investment earnings on unrestricted endowment donations held by the Foundation. 
Foundation staff deposited these funds into the Advancement account quarterly. The 
Foundation allowed Advancement to expend its current annual funding prior to revenue being 
credited to its Foundation account. Advancement could access the Foundation funds in two 
ways: 
  

• Submit requests for funding for which the Foundation would remit funds to the 
University’s Advancement account. 

  
• Request that the Foundation pay vendors directly on its behalf by submitting to the 

Foundation both an appropriate invoice and a payment authorization form, approved 
by the Vice Chancellor for Finance and Administration or his assistant. After issuing 
the check for payment, the Foundation sent it to Advancement for mailing to the 
appropriate vendor.  

  
The University’s centralized budget for Advancement includes only unrestricted University funds 
allocated for the operation of Advancement and does not include Foundation funding. Instead, 
Advancement is comprised of both budgeted and unbudgeted cost center accounts. For the 
fiscal year ended June 30, 2012, for example, 13 cost centers were budgeted, and 68 were 
unbudgeted. “Cost centers” are general ledger fund account groups that track all the financial 
activity of a specific function (e.g., activity of the Office of University Development, activity of 
University Relations, etc.).  
 
To assist in understanding the sequence of events leading to the Chancellor’s request for DLA 
and Internal Audit to conduct a review, a timeline is presented in Schedule 1 on pages 14 and 
15 of the report.  An analysis of Advancement’s financial information is provided in Exhibit I on 
page 5 of the report; this information is presented on a cash basis. For 2009, the amount for 
“Advancement Foundation direct payments to vendors” was not available from Advancement or 
the Foundation.  The Foundation implemented a new accounting system on July 1, 2009.  
 
Exhibit II, which appears on page 6 of the report, illustrates trends in Advancement revenues, 
expenditures, and ending cash balances for the review period. Over the four-year period ended 
June 30, 2012, Advancement revenues and other funding sources remained relatively constant, 
averaging approximately $9.96 million per year, while expenditures increased from $7.94 million 
to $13.23 million, or 67%.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 
As a result of flat revenues and significant increases in expenditures, the combined 
Advancement and Foundation cash balance, which was ($147,813) at July 1, 2008, fluctuated 
over the four-year period reviewed and experienced an overall decline to ($4,190,484) at June 
30, 2012. 
 
Advancement was subsidized through the four-year review period with transfers from University 
discretionary funds authorized by the Vice Chancellor for Finance and Administration.  The 
sources and amounts of these transfers are provided in Exhibit III on page 7 of the report.  
Additionally, the Foundation had three open loans to Advancement during this period. Loan 
repayments were made from Advancement transfers, Chancellor’s funds, and debt service 
payments from the University. Loan balances for each of the four years ended June 30, 2009 
through 2012, are provided in Exhibit III on page 7 of the report. 
 
The following factors were identified as contributing to the Advancement deficit cash balances 
as well as lack of timely detection and disclosure of the deficits: 
 

• Lack of fiscal oversight by the VCAD. 

• Inadequate and inaccurate accounting and reporting of Advancement’s financial status 
by the Budget Director. 

• Failure to appropriately budget and account for direct payments to vendors by the 
Foundation on behalf of Advancement.   

• Increases in Advancement personnel and other operating expenditures without an 
increase in funding sources. 

• Inaccuracies in Advancement financial statements prepared by the Treasurer’s Office 
relating to accounts receivable. 

 
The VCAD did not exercise proper oversight of Advancement activities or monitor the resources 
available to support operations, as evidenced by the following: 
  

• The University’s Code of Computing Practices states that passwords should not be 
shared.  In violation of this policy, the VCAD gave his computer login credentials to the 
Budget Director, who then approved Advancement expenditures. 

• The University’s Transaction Approval policy dictates that a Primary Reviewer approve 
all transactions subject to applicable materiality thresholds. Under certain conditions, 
an Alternate Reviewer may be designated. In violation of this policy, the VCAD allowed 
the Budget Director to become an Alternate Reviewer, through the use of his computer 
login credentials as noted above, although policy criteria were not met. The Budget 
Director indicated to DLA staff that she approved all BASIS transactions from January 
2010 forward.   

• The VCAD relied on information and budget reports prepared by the Budget Director 
without implementing verification or monitoring procedures. 

• The initiation of recruitment for new employee positions was verbally authorized by the 
VCAD, based solely on verbal assurance by the Budget Director that sufficient funds 
were available.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 

• The VCAD did not review or monitor his personal reimbursement claims, resulting in a 
duplicate payment. The VCAD was reimbursed $2,052 in September 2011 for an 
Advancement staff event expense that was paid directly to the vendor in August 2011. 
The Treasurer discovered this duplicate payment and reported it to the VCAD in June 
2012. Subsequently, the VCAD reimbursed Advancement $2,052 in October 2012.  

 
Based on review of available documents that were tested for propriety, DLA staff noted no other 
duplicate payments or improper expenditures.  
 
The Budget Director processed transactions in the University’s BASIS accounting system that: 
  

• Reflected incorrect cost centers charged with expenditures. 

• Included a deposit of restricted funds of $1.35 million on May 12, 2012, that the Budget 
Director incorrectly coded to the unrestricted account.  

• Did not combine Advancement and Foundation balances or take into account any 
Foundation funding available or already expended to provide an adequate accounting 
of Advancement’s financial position. 

  
According to the Treasurer’s internal report, the Budget Director appeared to intentionally 
“disguise a prior year account receivable balance that had not been cleared” by depositing a 
restricted donation into the unrestricted account with the “delinquent accounts receivable.”  
However, the Budget Director indicated to DLA staff during an interview that she inadvertently 
deposited restricted funds in an unrestricted account. 
  
In addition, the Budget Director assigned proxy for approval of transactions to her sister, the 
Assistant Director for Planned Giving.  As a result, numerous transactions (a combined total of 
over 200 in 2011 and 2012) involved a request by the Budget Director and approval by her 
sister, which conflicts with sound accounting practices.  The Treasurer’s Office approved this 
proxy arrangement.  During interviews with DLA staff, the Budget Director also indicated she 
lacked the skills to perform her job duties. 
 
Advancement can request that the Foundation pay vendors directly on its behalf by submitting 
both an appropriate invoice and a payment authorization form, approved by the Vice Chancellor 
for Finance and Administration, to the Foundation. For 2010 through 2012, these direct 
payments totaled $7.84 million. Foundation direct payment totals were unavailable for 2009. 
These direct payments were not budgeted or accounted for by Advancement but did reduce the 
amount of Foundation funding available to Advancement.  
 
Exhibit IV on page 10 of the report provides the percentages of Advancement funding that was 
budgeted and unbudgeted for the three fiscal years ended June 30, 2010, 2011, and 2012.  The 
three-year average was 48% of funds subject to the University's budgeting process, with the 
remaining 52% of funds not budgeted.  In essence, during its budgeting process for 
Advancement, the University included only funding sources of allocated and realized revenues 
and did not include University subsidy or Foundation funding.  Without subjecting all revenue to 
the budgeting process and related budgetary controls, Advancement’s financial position is not 
complete and transparent.  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 
A directive issued by the Vice Chancellor for Finance and Administration on January 7, 2009, 
indicated that all requests for Foundation direct payments must explain why the transaction 
cannot be processed using the BASIS system, a University PCard, or a University TCard.  This 
control did not function properly in that payment authorization forms did not explain why the 
BASIS system could not be used.  In addition, it appears that Advancement processed several 
large transactions as Foundation direct payments that could have been processed through the 
University’s accounting system. The payment authorization forms were not prenumbered or 
otherwise accounted for, and all copies of forms and supporting documentation were not 
maintained by the University. 
 
Advancement expenditures increased from $7.94 million to $13.23 million, or 67%, over the 
four-year period ended June 30, 2012, as shown in Exhibit I on page 5 of the report, while 
revenues and other funding sources remained relatively constant, averaging approximately 
$9.96 million per year. Without a constant, dedicated revenue source, Advancement increased 
personnel and related payroll costs by $1.95 million, or 29%, from July 1, 2008 through June 30, 
2012.  Advancement began increasing staff in 2010 to assist with a capital fundraising 
campaign. Expenditures increased in other areas as well.  From July 1, 2008 through June 30, 
2012, maintenance and scholarships/other operating expenses increased $211,151, or 24%, 
and $406,703, or 134%, respectively.   
 
The AICPA Audit and Accounting Guide for State and Local Governments establishes the 
following guidelines for certain accounts receivable: 
 

• Donations of cash or other assets from nongovernmental entities, including individuals, 
are considered private donations. Private donations generally meet the definition of 
voluntary nonexchange transactions.  

• Under the accrual basis of accounting, governments should recognize receivables and 
revenues from private donations that are voluntary nonexchange transactions when all 
applicable eligibility requirements are met.  

  
In noncompliance with generally accepted accounting principles, the Treasurer’s Office posted 
the following Advancement accounts receivables, which partially obscured the deficits in the 
financial statements: 
  
 June 30, 2011  $2,091,705 
 June 30, 2012   $2,451,360 
 
Both of these receivables were reversed in July, without verification that funds had been 
received.  The Treasurer indicated to DLA staff that this is the University’s typical practice to 
eliminate deficits on the financial statements at June 30. Although the Treasurer deemed that 
the aforementioned amounts were actual receivables, DLA staff disagree with this position for 
the following reasons: 
 

• The Foundation did not record corresponding accounts payables to Advancement on 
June 30, 2011 and 2012. 

• Advancement had already expended current-year Foundation funding by June 30, 
2011 and 2012. 
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 

• These accounts receivables did not meet the guidelines provided in the AICPA Audit 
and Accounting Guide for State and Local Governments.  

• The funds relating to these accounts receivable were subsequently determined not to 
be collectible.  

• The Treasurer’s internal report, dated October 19, 2012, regarding Advancement’s 
financial position, indicated that Advancement’s total operating deficit was $4.34 
million, reflecting no accounts receivable at June 30, 2012. 

  
Subsequently, during fieldwork for the University’s financial audit for fiscal year ended June 30, 
2013, DLA staff ascertained that the Treasurer’s Office posted an Advancement accounts 
receivable of $3.2 million. However, the Foundation confirmed that it did not record a 
corresponding accounts payable to Advancement for this amount as of June 30, 2013. 
  
The Treasurer also did not comply with generally accepted accounting principles because the 
University’s financial statements for each of the four years ended June 30, 2009 through 2012, 
did not disclose two of three outstanding loans that Advancement owed the Foundation as 
follows: 
  
 June 30, 2009  $1,539,346 
 June 30, 2010    1,484,645 
 June 30, 2011       885,665 
 June 30, 2012        382,288 
 
The University received value for these loans in prior years.  The Foundation accounted for 
these loans in separate accounts in its general ledger. 
 
Provided below are pertinent excerpts from the Treasurer’s report, dated October 19, 2012, of 
her internal review of Advancement.  This report is presented in its entirety in Appendix C on 
pages C-1 through C-4 of the report. 
  

“. . . Clearly the actions and specific examples outlined above provide strong evidence 
that the VCAD disregarded the risks inherent in delegating approval authority.  These 
risks include over expenditure of University budgets, commitments to new fixed costs, 
making expenditures that are not mission-appropriate and fraudulent activity.” 
  
“The control environment within the Division was one where internal control activities 
and monitoring were devalued and circumvented.  Division staff, including unit 
managers, was not required to participate in the management of financial activities of the 
Division, as evidenced by the collective lack of knowledge of the financial position of the 
Division and of the University’s financial processes.” 
 
“Because many fraud risk factors were identified, consideration was given of the need to 
request an Internal Audit examination. After careful consideration, the decision to 
request an internal audit examination should be left ultimately to the VCFA [Vice 
Chancellor for Finance and Administration] and the Chancellor.”  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued) 

 “There is an overwhelming amount of evidence that points to lack of management 
oversight, non-compliance with University policies and procedures and deliberate efforts 
to disguise poor financial management of ·the Division of Advancement resources, 
however no evidence of intentional acts to misappropriate resources for personal gain 
have been discovered.  It should be noted that a review of accounting records 
specifically to identify misappropriated resources has not been performed and will likely 
be some time before staff resources are available to conduct such a review.” 
 
“The historical data suggest that the primary driver of accumulated deficit balances was 
the addition of staff with no permanent funding . . . .” 
 

On October 25, 2012, during the exit conference for the University’s financial audit report for the 
fiscal year ended June 30, 2012, neither the Treasurer nor the Vice Chancellor for Finance and 
Administration disclosed to DLA staff information about the Treasurer’s report on Advancement 
issued six days earlier. The Management Representation Letter, addressed to the Legislative 
Joint Auditing Committee and DLA regarding the audit of the University’s financial statements as 
of June 30, 2012, states, in part: 
   

“We have no knowledge of any allegation of fraud or suspected fraud affecting the entity 
involving:   

  
a. Management,  

b.  Employees who have significant roles in internal control, or  

c. Others where the fraud could have a material effect on the financial statements. 
   

“We have no knowledge of any allegations of fraud or suspected fraud affecting the 
entity received in communications from employees, former employees, analysts, 
regulators, or others.” 

 
This letter, dated October 25, 2012, was signed by the Vice Chancellor for Finance and 
Administration. 
 
In summary, DLA review of Advancement financial records revealed deficit cash balances of 
$2.14 million and $4.19 million at June 30, 2011 and 2012, respectively. The overall decline in 
cash balances for the four-year period reviewed resulted from significant increases in 
expenditures, from $7.94 million to $13.23 million, without increases in revenues. The 
Treasurer’s Office posted Advancement uncollectible accounts receivables of $2.1 million and 
$2.5 million at June 30, 2011 and 2012, respectively, which partially obscured the deficits in the 
financial statements.  The Treasurer issued a report dated October 19, 2012, of her assessment 
of Advancement and its numerous deficiencies.  However, at the financial audit exit conference 
on October 25, 2012, neither the Treasurer nor the Vice Chancellor for Finance and 
Administration disclosed information contained in the Treasurer’s report to DLA staff.  Finally, 
the VCAD did not exercise proper fiscal oversight of Advancement and did not comply with 
University policies and procedures. The Budget Director included a deposit of restricted funds of 
$1.35 million on May 12, 2012, that she incorrectly coded to the unrestricted account.  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
In addition, the transactions processed in BASIS by the Budget Director regarding 
Advancement’s financial status were inadequate and inaccurate. Specifically, Advancement and 
Foundation balances were not combined or reflected, and Foundation funding available or 
already expended was not recorded. 
  
On September 4, 2013, the Treasurer’s office restated the financial statements for the fiscal 
year ended June 30, 2012, by removing the $2.4 million accounts receivable from the 
Foundation accrued on June 30, 2012, and deleted from the financial statements for the fiscal 
year ended June 30, 2013, the $3.2 million accounts receivable from Foundation posted June 
30, 2013.  
 
On September 10, 2013, this report was referred to 4th Judicial District Prosecuting Attorney. 
The University’s Management Response is available in its entirety in Appendix A on pages A-1 
through A-7 of the report.  
 
Chancellor Gearhart read a prepared statement in which he thanked DLA staff and Internal 
Audit staff for their work.  He added that he takes full responsibility for the issues that occurred 
in Advancement and for putting controls in place so that the same issues do not happen again.  
Chancellor Gearhart stated that no public or private funds were lost, no fraud occurred, and the 
fiscal stability and reputation of the University have not been damaged. He added that the 
University has always been transparent and complied with Freedom of Information Act (FOIA) 
requests and will continue to do so.  According to Chancellor Gearhart, giving to the University 
is at a higher level than ever, student enrollment is growing, and morale is high.   
 
Co-Chair Representative Hammer asked Chancellor Gearhart how long he had been employed 
with the University and in Advancement. Chancellor Gearhart said that he has been employed 
with the University for 16 years: 10 as VCAD and 6 as Chancellor.  Co-Chair Representative 
Hammer asked Chancellor Gearhart when he became aware of the financial issues in 
Advancement. Chancellor Gearhart cited July 2012, when the Foundation froze Advancement’s 
account. Co-Chair Representative Hammer asked Chancellor Gearhart about the financial 
status of Advancement when he left in 2008; Chancellor Gearhart described Advancement’s 
financial status as “healthy” when he left, adding that Advancement had around $500,000 in a 
reserve account at the Foundation. When Co-Chair Representative Hammer stated that 
problems appear to have begun in 2008, Chancellor Gearhart stated that, when he was VCAD, 
Advancement always spent University funds first because Foundation funds were being 
invested, and Foundation funds were transferred to the University budget to satisfy costs at the 
end of the year; there was a slight deficit in Advancement’s total budget in 2008 but sufficient 
reserve funds at the Foundation to cover it, which Dr. Pederson and Ms. Schook confirmed.   
 
Co-Chair Representative Hammer asked Chancellor Gearhart why the Arkansas Democrat-
Gazette had to sue the University to obtain the Schook Report.  Chancellor Gearhart said the 
University’s attorneys said the Report was protected since it was in employee personnel files, 
and those employees would have to sign a waiver for the Report to be released.  Co-Chair 
Representative Hammer asked why the Report was in personnel files and, therefore, could not 
be accessed easily. Chancellor Gearhart said that the Report led to the decision to terminate 
the employment of those employees in whose personnel files the Report resided.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Co-Chair Representative Hammer asked who approved the proxy arrangement involving Joy 
Sharp and her sister or if it was ever approved.  Dr. Pederson stated that the proxy arrangement 
complied with University policy because the transactions should have been immaterial; 
however, the actual transactions approved through this proxy arrangement turned out to be 
material because Mr. Choate bypassed the controls in place. 
 
Senator English asked for an explanation of Advancement’s budgeted and unbudgeted funds.  
Dr. Pederson explained that budgeted funds include all state funds, while unbudgeted funds 
include funds from the Foundation (both restricted and unrestricted). Dr. Pederson added that 
budgeting of Foundation funds has not been required in the past but will be required from this 
point forward.  Senator English asked if Advancement has specific reasons for requesting funds 
from the Foundation.  Chancellor Gearhart responded that Advancement has plans for use of 
Foundation funds and that private funds are transferred quarterly to fulfill needs in 
Advancement’s overall budget.  Senator English asked why Mr. Choate was allowed to remain 
an Advancement employee for so long. Chancellor Gearhart replied that the initial investigation 
showed no fraud or misuse of funds and that Mr. Choate was a prolific fundraiser; however, he 
was not involved in the day-to-day operations of the budget and would have been removed 
immediately if he had been engaged in any illegal activity. 
 
Co-Chair Senator King asked if Advancement’s financial statements are correct due to the 
accounts receivable recorded at year-end that, in effect, converts deficit spending to an asset. 
Chancellor Gearhart cited a difference of opinion between the University and DLA staff 
regarding the appropriateness of the accounts receivable entry, noting that Ms. Schook was a 
25-year employee of DLA. Ms. Schook stated that when she was considering the accrual 
adjustments required for reporting on a full accrual basis in government-wide financial 
statements, she determined, based on her interpretation of accounting standards, funds due to 
Advancement from the Foundation resulted from allowable expenses, and Advancement had 
“met the eligibility requirements as listed in the authoritative literature”; therefore, she was 
required to accrue a receivable for reimbursement of those expenses.  Co-Chair Senator King 
asked if this method is used in other University departments. Ms. Schook said this method is 
used in every department on campus and has been used in previous years; in addition, a similar 
accounts receivable entry was completed for “approximately 100 other accounts in fiscal year 
‘12.” Stating that such transactions seem to set departments up to fail, Co-Chair Senator King 
asked if other departments had encountered problems with this type of accounting.  Ms. Schook 
stated that until July 2012, the Foundation had never told Advancement that it could not 
accommodate a payment request.  Co-Chair Senator King asked if problems exist in other 
areas; Ms. Schook said no. Co-Chair Senator King asked if the University was trying to prevent 
the Schook Report from being requested via FOIA by putting all copies in personnel files. 
Chancellor Gearhart said no and added that he told the University’s attorneys he was fine with 
releasing it.  Co-Chair Senator King asked if Committee members could send University officials 
further questions via email at a later date, to which Chancellor Gearhart replied yes. 
 
Senator Dismang asked if similar accounts receivable entries were recorded prior to 2011/2012, 
to which Ms. Schook replied yes.  Senator Dismang asked if separate notations are made for 
reimbursements, as opposed to donations.  Ms. Schook stated that Foundation funds are 
reported as gift revenue on the Advancement financial statements. Senator Dismang asked if 
Advancement is pre-spending money it anticipates receiving in the future, setting up a 
receivable for expenses, and applying donations to the receivable.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Chancellor Gearhart responded that Foundation funds are automatically deposited into 
Advancement’s account quarterly and that no billing takes place.  Ms. Schook stated that the 
University has established processes for expending funds through the University’s procurement 
system, recording them in the University’s accounting system, and ensuring they comply with 
state procurement law. Ms. Schook added that these processes are followed for ongoing 
expenses that accumulate throughout the year and will be funded by gifts; these expenses are 
accounted for in a separate, segregated account within the general ledger.  Periodically, the 
Budget Director requests direct reimbursement from the Foundation, with the “vendor” in the 
request being the account where the expenses are posted in the general ledger, according to 
Ms. Schook. Ms. Schook added that the University does not use a full accrual accounting 
system; however, reports must be prepared at year-end to comply with full accrual reporting 
requirements.  Senator Dismang asked DLA staff to clarify how these kinds of year-end 
reconciliations could be made without distorting expenditures and contributions. Roger Norman, 
Legislative Auditor, explained that the purpose of an accounts receivable is to record revenue 
due at a particular date; however, the University recorded a receivable based on expenses, 
although these expenses were unrelated to revenue distributed quarterly by the Foundation.  
Mr. Norman added that, at June 30, the revenue earned from April through June would be an 
appropriate receivable; however, there was no written agreement between the University and 
the Foundation that allowed Advancement to recognize more revenue as it expended more 
funds. Senator Dismang asked if the University still plans to record receivables for expenses in 
the future. Noting the University’s difference of opinion with DLA regarding this issue, Ms. 
Schook said that the fiscal year 2013 financial statements did not include this kind of entry and 
that the fiscal year 2012 financial statements were restated to eliminate it. Ms. Schook stated 
that the University will evaluate its processes and the authoritative literature on the topic, while 
relying on recommendations from DLA. 
 
Co-Chair Representative Hammer asked if the University’s compliance with DLA 
recommendations is reluctant.  Ms. Schook stated that she differs in her interpretation of 
accounting standards but will defer to DLA because whether the accounts receivable amounts 
in question are “included or excluded in our financial statements does not materially 
misrepresent the financial statements taken as a whole, and that is the standard.”  Co-Chair 
Representative Hammer asked if the practice of spending funds before receiving them 
contributed to Advancement’s financial problems, to which Ms. Schook replied yes. Co-Chair 
Representative Hammer asked if DLA’s recommendations will be implemented in other divisions 
where similar accounts receivables are recorded.  Ms. Schook stated that DLA staff concurred 
with University staff that the practice of recording an accounts receivable is not improper in and 
of itself. Co-Chair Representative Hammer asked why this particular practice would not be 
changed in other divisions since it appears to have contributed to the deficit in Advancement. 
Dr. Pederson stated that the difference is the magnitude of the receivable and that the 
University plans to change how it deals with receivables that exceed a certain level.  Co-Chair 
Representative Hammer asked if Advancement would prevent spending beyond the quarter in 
which it received funds, to which Dr. Pederson replied yes.  
 
Senator Dismang stated that the amounts of the receivables recorded might not have been 
material for the University or the System as a whole but were material for Advancement 
because they obscured the amount of funding available, which Mr. Norman confirmed. Ms. 
Schook disagreed, saying that the total accounts receivables for fiscal year 2012 were $39.7 
million, while the receivable in question was $2.4 million, making it immaterial.  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Representative Meeks asked if hiring employees without funding to pay them was a primary 
contributor to the Advancement deficit and if these were budgeted state positions; Dr. Pederson 
replied yes.  Representative Meeks asked if controls exist for hiring within budget; Dr. Pederson 
stated that the University is addressing this issue.  Representative Meeks asked if the 
employees hired are still employed by the University; Chancellor Gearhart replied yes.  
Representative Meeks asked how the positions are being funded. Chancellor Gearhart stated 
that additional funds have been budgeted for the positions and that if Mr. Choate had requested 
additional funds, they would have been budgeted since funds were available but not allocated 
for new employees.  Representative Meeks asked how Advancement was able to spend funds 
before receiving them. Dr. Pederson replied that Advancement relied on one-time funds 
available in a reserve account.   
 
Co-Chair Representative Hammer asked if the new employees are still in positions in 
Advancement. Chancellor Gearhart said he thought they were, but they may have moved to 
different divisions within Advancement. Co-Chair Representative Hammer asked if 
Advancement’s budget increased to accommodate these employees. Dr. Pederson said the 
necessary funding was currently being provided to Advancement from reserves. Co-Chair 
Representative Hammer asked if the reserves were strong enough to provide this funding; Dr. 
Pederson said yes. 
 
Representative Mayberry stated his concerns with competency, transparency, and 
accountability and asked if he understood correctly that Mr. Choate did not understand the 
budgeting process. Chancellor Gearhart said yes adding that Mr. Choate did not provide 
sufficient oversight and the budget was monitored closely when he was VCAD.  Representative 
Mayberry asked if the individuals in the roles previously held by Mr. Choate and Ms. Sharp have 
a full grasp of their duties.  Chancellor Gearhart said they do and cited restructuring of 
Advancement and closer budget monitoring. Representative Mayberry asked if any actions or 
reports existed that should have raised a “red flag” about the financial issues in Advancement.  
Dr. Pederson said that they were not in place at the time but that extensive budget reports are 
now required, adding that non-uniform spending rates across the year creates complexity. 
Representative Mayberry commended Chancellor Gearhart for requesting the audits and asked 
how the University can address the perceived lack of transparency, noting the University’s 
reluctance to release to the media its guaranteed payout to certain football teams. Chancellor 
Gearhart cited the competitive disadvantage that would be created by releasing this specific 
information and stated that the University works hard to comply with the law. Representative 
Mayberry asked if Amendment 33, which provides for less legislative oversight of institutions of 
higher education than for most state agencies, contributed to the situation in Advancement and 
if repealing it would prevent similar situations in the future.  Chancellor Gearhart stated that he 
does not believe Amendment 33 damages the University’s transparency and that he welcomes 
scrutiny by the State and DLA. 
 
Vice Co-Chair Representative Walker asked Chancellor Gearhart why he said there was a 
surplus in Advancement when he left as VCAD in 2008, although the audit says there was a 
deficit. Chancellor Gearhart explained that Advancement draws from many different private 
funds and had $500,000 available in one fund to pay back the amount owed, although it 
appeared to be a deficit on paper.   Vice Co-Chair Representative Walker asked why this 
discrepancy wasn’t explained at the time so that the audit would not make Chancellor Gearhart 
appear less than credible.  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Referring to page 6 of the report, Dr. Pederson pointed out a small surplus in 2009 and 2010. 
Co-Chair Representative Hammer asked if University staff stated their disagreement on this 
issue at the exit conference for the current report, to which Ms. Schook replied no.   
 
Vice Co-Chair Representative Walker asked if the University has a written budget for using 
funds Advancement receives and why the Arkansas Democrat-Gazette or any citizen does not 
have ready access to it. Chancellor Gearhart stated that Advancement does have a written 
budget, expenditures must be approved, the Foundation is subject to audit, and expenses are 
monitored.  Dr. Bobbitt added that the University plans to implement the DLA recommendation 
that all funds be budgeted and that he will recommend to the University’s audit committee that 
Dr. Pederson or Chancellor Gearhart report periodically on the progress of implementing these 
recommendations. Vice Co-Chair Representative Walker asked if funds that Advancement 
receives from the University are recorded as a receivable.  Ms. Schook said funds received 
throughout the year are not recorded as receivables; rather, an accounts receivable is accrued 
at year-end for funds due to cover expenses incurred.  Vice Co-Chair Representative Walker 
asked if the University received $3 million last month from the Foundation. Ms. Schook said that 
the funds are distributed to accounts in the Foundation, but Advancement has not actually 
“received” $3 million or receipted it into University accounts.  Vice Co-Chair Representative 
Walker asked if plans for the use of these funds are available to the public.  Ms. Schook stated 
that all units develop a budget, which Chancellor Gearhart confirmed as completed.  
 
Vice Co-Chair Representative Walker asked how the University can say it has been transparent 
when records were not available to auditors and Mr. Diamond’s employment was terminated 
after he expressed disagreement with University officials over transparency. Chancellor 
Gearhart stated that the person who did not have the records, Ms. Sharp, was dismissed from 
employment and that only she knows where these records are, if they exist. Vice Co-Chair 
Representative Walker asked for clarification of the reporting structure. Chancellor Gearhart 
stated that Ms. Sharp reported to Mr. Choate, and Mr. Choate reported to him.  Vice Co-Chair 
Representative Walker asked Chancellor Gearhart if he was alerted to the large deficits in 
Advancement.  Chancellor Gearhart said he and Dr. Pederson asked Mr. Choate if he needed 
additional funding, and Mr. Choate said no.   
 
Citing fiscal irregularities at another school in the System and the firing of its chancellor, Vice 
Co-Chair Representative Walker asked Dr. Bobbitt why this situation was not being handled 
similarly.  Dr. Bobbitt stated that the chancellor at the other university was not fired but came to 
an agreement with the System and retired voluntarily. Dr. Bobbitt added that University officials 
are examining many audits across the System to ensure that sufficient controls are in place and 
that anyone who has acted inappropriately will be removed from employment. 
 
Representative Collins stated his understanding that direct payments to vendors could become 
problematic if not monitored closely and that if an accounts receivable entry is recorded at 
Advancement, there should be a corresponding accounts payable at the Foundation. Chancellor 
Gearhart stated he would be glad for all funds to go through the University and not the 
Foundation; however, some expenditures would be improper use of state funds, and there are 
some benefits to direct payments. 
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)   
Vice Co-Chair Senator Chesterfield asked Chancellor Gearhart if Mr. Choate and Ms. Sharp are 
still employed by the University, to which Chancellor Gearhart replied no. Vice Co-Chair Senator 
Chesterfield asked Dr. Bobbitt what measures he has put in place to prevent the same issues 
from happening across the System. Dr. Bobbitt stated that DLA and Internal Audit 
recommendations are being adopted, and since the audits were released, there has been no 
evidence of further problems. Vice Co-Chair Senator Chesterfield asked if this is true across the 
entire University System; Dr. Bobbitt said yes and added that anyone with intent to bypass 
controls can do so; however, such actions typically do not progress so far as to bring down an 
institution.  Vice Co-Chair Senator Chesterfield asked about the response from University 
supporters to the issues at Advancement.  Chancellor Gearhart said response overall has been 
positive, and he has received no negative communications from major supporters. Chancellor 
Gearhart added that faculty, staff, and students have been supportive and that disgruntled 
people are in the minority.  Vice Co-Chair Senator Chesterfield asked if the finance division 
agrees with DLA’s recommendations so that a similar situation will not recur; Dr. Pederson 
replied yes. 
 
Representative Bell stated his concern that University officials were not answering some 
questions directly, citing Dr. Pederson’s and Ms. Schook’s failure to disclose the findings of the 
Schook Report to DLA staff at the audit exit conference. Representative Bell asked how the 
LJAC can trust University officials in the future when they were not open in this case.  Dr. 
Pederson said he signed the Management Representation Letter because “risks of fraud” cited 
in the Schook Report are not the same as “fraud or suspected fraud” that he would have been 
required to disclose to DLA staff.  Representative Bell stated that legislators depend on 
transparency, not opacity or parsing of words.  Chancellor Gearhart stated that no fraud 
occurred, which DLA staff confirmed, and that Dr. Pederson did not believe fraud had occurred. 
Chancellor Gearhart emphasized that the University asked for the investigations by DLA and 
Internal Audit and would not have done so if it were trying to cover up something; he added that 
the Prosecuting Attorney will ultimately determine if fraud occurred. Representative Bell stated 
that no fraud may have occurred legally but that University officials fraudulently misrepresented 
the facts on more than one occasion.  Chancellor Gearhart stated his disagreement, noting the 
seriousness of allegations of fraud. 
 
Noted the third bullet point on page C-3 of the report, which describes the Budget Director’s 
deposit of restricted funds into the unrestricted account, Co-Chair Representative Hammer 
asked if this amount was the Tyson donation; Ms. Schook replied yes. Co-Chair Representative 
Hammer stated that University officials should have followed up on this issue as potential fraud 
and asked Ms. Schook who directed her to prepare the report; Ms. Schook named Dr. 
Pederson.  Co-Chair Representative Hammer asked Mr. Peterson to whom he gave the report; 
Dr. Pederson named Chancellor Gearhart.  Co-Chair Representative Hammer asked what 
happened to the report then. Chancellor Gearhart said it was placed in Mr. Choate’s and Ms. 
Sharp’s personnel files and released after their consent was obtained.  Co-Chair Representative 
Hammer asked why the report was handled as it was when it contained such strong language 
about the appearance of fraud, if not direct accusations.  Chancellor Gearhart stated that, based 
on his knowledge of Ms. Sharp, he believed the deposit was an honest mistake, not fraud. 
Chancellor Gearhart added that DLA staff member Jerry McCarty stated at the exit conference 
that he did not believe fraud occurred. 
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Regarding Chancellor Gearhart’s reference to a $500,000 surplus when he left Advancement, 
Representative Rice asked if this amount was available to be used anywhere but Advancement. 
Chancellor Gearhart stated that these unrestricted funds were primarily for Advancement.  
Representative Rice asked why so many more payment authorization forms were maintained 
for fiscal year 2012 than for fiscal years 2010 and 2011.  Dr. Pederson stated that the 
Foundation keeps these records and they can be requested them from the Foundation if 
needed.  Representative Rice asked if fundraising dollars are used to pay for items for which 
state funds cannot be used (e.g., country club dues); Chancellor Gearhart replied yes.   
 
Referring to page C-3 of the report, Dr. Pederson stated that when he signed the Management 
Representation Letter at the exit conference, he believed the deposit of restricted funds into an 
unrestricted account to be an error, not fraud.  Citing page 12 of the report, Co-Chair 
Representative Hammer noted an excerpt from the Schook Report: “There is an overwhelming 
amount of evidence that points to lack of management oversight, non-compliance with 
University policies and procedures and deliberate efforts to disguise poor financial management 
of the Division of Advancement resources, however no evidence of intentional acts to 
misappropriate resources for personal gain have been discovered.”  Ms. Schook stated that 
there were evidence of risk of fraud and lack of oversight but no actual fraud. 
 
Mr. Diamond read the following prepared statement: 
 

“Chairman Hammer, Chairman King, and members of the committee.  Thank you for the 
request to join you today. My name is John Diamond and I reside in Fayetteville.  Until 
recently, I was the University of Arkansas’s associate vice chancellor for university 
relations.  In that role I had responsibility for one of the three major units of the U of A’s 
division of University Advancement.   As associate vice chancellor, one of my duties has 
been to be the principal coordinator of media requests for public documents, usually 
submitted in the form of a formal request under Arkansas’s Freedom of Information Act, 
or FOIA.   
 
“As I understand it, the committee’s decision to ask me to testify was to get my 
perspective on the investigative audits before you today.  I appreciate the opportunity to 
answer your questions and to offer these introductory remarks. 
 
“First, allow me to give credit to the state and university auditors for the work product 
they released earlier this week.  You should know that in the months leading up to the 
audits’ release, there was considerable skepticism within the Advancement division and 
on campus about what the audits would report.  Many people suspected that the reports 
would whitewash the events and culpability that contributed to the Advancement 
Division’s overspending. Clearly that was not the case. 
 
“However, the report does note elements of the auditors work that could not be 
completed as thoroughly as investigators had hoped.  That’s in part because of the lack 
of documentation available to help complete the review.  There are also questions 
regarding how the Advancement Division operated and monitored and managed its 
finances.  I believe I can help address some of those gaps, based both on my role as an 
officer within the Division and on my familiarity with the way the university has handled 
documents of value or interest to auditors and to the media.   
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  

“The issues I will address in my opening remarks focus on areas that are relevant to the 
audit investigation and reports. The points I will make can be corroborated by witnesses 
and/or documentation. I will address these topics briefly and will elaborate on them 
further during the question and answer session, should the committee desire. The main 
points I have to share are these: 
 
“First, a key document cited by the university and in the audit reports – the October 19, 
2012 analysis of Advancement by University Treasurer Jean Schook – is of questionable 
credibility and value in that none of the associate vice chancellors or unit managers 
within the division was ever interviewed as part of that review. When the existence of the 
Schook memo became known, members of the division’s leadership team questioned 
why we had not been interviewed, given our level of involvement with the programs, 
processes, and individuals being reviewed.  These concerns grew as others outside of 
the Division publicly spoke of the thoroughness with which Ms. Schook reportedly 
conducted the review.  
 
“Second, the reports provide an incomplete depiction of the role played by Joy Sharp, 
the Advancement Division’s long-time budget director until September 2012.  It assigns 
her the blame for the disappearance of certain valuable documents such as payment 
authorizations related to Advancement’s expenditures. However, many of those 
documents did indeed exist after Ms. Sharp left the Division, and were in the Division’s 
possession until immediately after the requests for these audits was issued in February. 
The report also fails to address Ms. Sharp’s role in co-managing, and apparently co-
mingling, revenues and expenditures related to the Vice Chancellor for Advancement’s 
office and to discretionary accounts controlled by the Chancellor.  In other words, both 
Vice Chancellor Choate and Chancellor Gearhart had reasons and the authority to have 
Ms. Sharp make expenditures upon their requests.  Those within the Division who 
understood this in retrospect view the expectations placed on Ms. Sharp, and co-
mingling of funds, as a contributing factor in the Division’s deficit.  
 
 “And third, the auditors and members of the public would have had a more complete 
understanding of the Advancement situation had it not been for a culture of secrecy that 
developed and grew as the Advancement deficit was realized.  In addition to diverging 
from what had been, until this year, a standard and effective practice of processing 
public document requests, members of the Advancement Division’ leadership team and 
staff received directives from key individuals that resulted in the destruction of 
documents relevant to the audits and to FOIA requests. This occurred both before and 
after the February request for the audits. Those two reasons are in part why auditors 
could not find documents they sought, and that’s why so few responsive documents 
were given to the media during the past several months.   
 
“As I stated at the beginning of these remarks, there are witnesses who can verify the 
information I share today, and there are documents available that shed light on the 
actions and behaviors I just described.  [Mr. Diamond stated that he would give the 
names of witnesses and the documents to which he referred to Mr. Norman after the 
meeting.] Again, I thank you for the request to share my perspective on the audit reports 
and will sincerely respond to your questions and elaborate further on the above-
mentioned three points.”  
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Co-Chair Representative Hammer asked Mr. Diamond if he would provide copies of his 
prepared statement to the Committee; Mr. Diamond agreed to do so.  Co-Chair Representative 
Hammer asked Mr. Diamond if he still works for the University; Mr. Diamond said he does until 
next Friday. Co-Chair Representative Hammer asked Mr. Diamond why he is leaving the 
University.  Mr. Diamond stated his employment was terminated for what he believes to be 
differences of opinion with his superiors regarding public accountability. Co-Chair 
Representative Hammer asked Mr. Diamond if his employment termination would be part of his 
personnel record, to which Mr. Diamond replied yes. Co-Chair Representative Hammer clarified 
that Mr. Diamond was present at the meeting at the request of the Co-Chairs and asked why the 
witnesses who can corroborate his testimony are not present. Mr. Diamond stated that several 
of them are still employed by the University and fear for their jobs due to recent promotions, 
demotions, reassignments, and disciplinary actions. Co-Chair Representative Hammer asked 
what documents were destroyed. Mr. Diamond said there were several, including payment 
authorization forms; he added that just before Chancellor Gearhart requested the audits, he 
directed several Advancement staff members to destroy boxes of records as part of a 
“housekeeping matter.” According to Mr. Diamond, employees were told to retain payment 
authorization forms for fiscal years 2012 and 2013 and to destroy the others.  Citing the small 
number of forms available for some years, Co-Chair Representative Hammer asked why the 
number of forms available increased so dramatically for fiscal year 2012. Mr. Diamond stated 
that he did not know.   
 
Co-Chair Representative Hammer asked Mr. Diamond if he destroyed any documents. Mr. 
Diamond replied that he destroyed two documents after a January 14, 2013, meeting with 
Chancellor Gearhart, who was then acting VCAD; Mr. Diamond stated Chancellor Gearhart 
became angry about documents that had been maintained regarding a proposed gift tax and a 
report by Denise Reynolds, the current Advancement Chief Financial Officer and Director of 
Human Resources, about Advancement’s financial situation.  Mr. Diamond stated that 
Chancellor Gearhart told everyone attending the meeting to destroy documents related to the 
gift tax and Ms. Reynolds’ report and to not produce any new documents. Chancellor Gearhart 
“categorically denied” telling anyone to shred documents, called Mr. Diamond a “disgruntled 
employee” who is unable to find a job, and stated he was astounded by the allegations. 
Chancellor Gearhart noted that all working papers are not always maintained but that the 
University has always complied with FOIA requests, adding that Mr. Diamond’s statements are 
“pathetic” and cannot be proven. Ms. Schook added that all payment authorization forms are 
owned by the Foundation and that the ones on file at Advancement and referred to in the report 
as unavailable are copies. Ms. Schook stated that she asked auditors to include her in requests 
for records so that she could route those requests appropriately, that she advised DLA staff to 
request the originals from the Foundation (which they did), and that the  Foundation provided 
originals to DLA staff.   
 
Chancellor Gearhart disputed Mr. Diamond’s statement that that none of the associate vice 
chancellors or unit managers within the division were interviewed as part of Ms. Schook’s 
review, adding that he interviewed every member of the senior Advancement team. Mr. 
Diamond stated that the interviews to which Chancellor Gearhart was referring occurred after 
the Schook Report was released, not before. 
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Investigative Report – University of Arkansas, Fayetteville, Division of University 
Advancement (continued)  
Co-Chair Senator King stated that Mr. Diamond was asked to appear before the Committee due 
to recent reports in the media regarding lack of available records.  Co-Chair Senator King asked 
Chancellor Gearhart if he would have a problem with the Committee talking to his staff about 
Mr. Diamond’s allegations. Chancellor Gearhart said no but added that Ms. Sharp had the 
records in question and he has no idea what she did with them, if the records exist at all. 
 
Co-Chair Representative Hammer proposed that the investigative report on Advancement be 
considered “not presented” so that the LJAC could continue to discuss and investigate the 
report. Senator English made a motion to that effect; Senator Stubblefield seconded the motion. 
Representative Lea asked to whom Committee members could address requests for further 
information.  Co-Chair Representative Hammer suggested that Committee members ask 
questions of DLA staff and University officials at a later time. 
 
Vice Co-Chair Representative Walker asked if the passage of the motion meant the meeting 
was over. Co-Chair Representative Hammer stated that the motion meant discussion related to 
this report was concluded. Vice Co-Chair Representative Walker asked if Mr. Diamond could be 
asked further questions today; Co-Chair Representative Hammer said Committee members 
could not ask Mr. Diamond further questions during the meeting if the motion passed but could if 
the Committee asks Mr. Diamond to attend a future meeting.  Vice Co-Chair Representative 
Walker asked who would approve such an invitation to Mr. Diamond; Co-Chair Representative 
Hammer cited the LJAC Executive Committee.  After Vice Co-Chair Representative Walker 
expressed his desire to ask Mr. Diamond questions in the “public domain,” Co-Chair 
Representative Hammer delayed the vote on the motion, with no objection from the Committee. 
 
Vice Co-Chair Representative Walker asked Mr. Diamond if he had ever received unsatisfactory 
work performance evaluations. Mr. Diamond said he had not until a few weeks ago, adding that 
he had released his full personnel file.  Vice Co-Chair Representative Walker asked Chancellor 
Gearhart if Mr. Diamond had ever received unsatisfactory performance evaluations. Chancellor 
Gearhart stated that he had met with Mr. Diamond several times to express discontent with his 
performance but that he did not complete Mr. Diamond’s evaluations.  Chancellor Gearhart cited 
an independent evaluation conducted by Human Resources that cited management and morale 
issues in Mr. Diamond’s department. Vice Co-Chair Representative Walker asked if Mr. 
Diamond was ever given an unsatisfactory written evaluation before this time last year. 
Chancellor Gearhart stated that he had no knowledge of Mr. Diamond’s written performance 
evaluations. 
 
The motion to treat the report on Advancement as “not presented” carried without opposition. 
 
REPORT OF THE STANDING COMMITTEE ON COUNTIES AND MUNICIPALITIES 

Representative Hickerson presented the report of the Standing Committee on Counties and 
Municipalities and made a motion that the report be adopted.  The motion was approved without 
objection and carried as stated by Co-Chair Senator King.  (Note the minutes of the September 
12, 2013, meeting of the Standing Committee for detailed information.)   
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REPORT OF THE STANDING COMMITTEE ON EDUCATIONAL INSTITUTIONS 
Senator Hickey presented the report of the Standing Committee on Educational Institutions and 
made a motion that the report be adopted.  The motion was approved without objection and 
carried as stated by Co-Chair Senator King.  (Note the minutes of the September 12, 2013, 
meeting of the Standing Committee for detailed information.)   
 
REPORT OF THE STANDING COMMITTEE ON STATE AGENCIES 
Senator Stubblefield presented the report of the Standing Committee on State Agencies and made 
a motion that the report be adopted.  The motion was approved without objection and carried as 
stated by Co-Chair Senator King.  (Note the minutes of the September 12, 2013, meeting of the 
Standing Committee for detailed information.)  
 
REPORT OF THE EXECUTIVE COMMITTEE 
Co-Chair Senator King presented the report of the Executive Committee and made a motion that 
the LJAC and Standing Committee meetings be scheduled for October as follows: 
 
Thursday, October 10  8:30 a.m. Executive Committee 

9:30 a.m. Standing Committees for State Agencies, 
Education, and Counties and Municipalities 

1:30 p.m. Legislative Joint Auditing Committee 
      Review of Reports 
Friday, October 11  9:00 a.m. Legislative Joint Auditing Committee 
      Review of Reports (continued, as needed) 

General business 
 
This motion was approved without objection. 
 
Co-Chair Senator King made a motion that the report be adopted. The motion was approved 
without objection and carried as stated by the Co-Chair.  (Note the minutes of the September 12, 
2013, meeting of the Executive Committee for detailed information.)   
 
REVIEW OF REPORTS 
Special Report – Compliance with the Uniform Controlled Substance Act’s Asset Seizure 
and Forfeiture Requirements – January 1 through December 31, 2012 
Michelle Herzog, Staff Auditor, presented the special report on compliance with the Uniform 
Controlled Substance Act’s asset seizure and forfeiture requirements for the year ended 
December 31, 2012.  DLA is required by Arkansas Code to report any noncompliance of law 
enforcement entities with the asset seizure and forfeiture provisions of the Uniform Controlled 
Substances Act.  For the purpose of review, the state’s 28 judicial districts are divided into four 
regions, with seven judicial districts in each region.  This year, the central portion of Arkansas was 
selected for review.  Two seizure incidents were randomly selected from each of the region’s 
judicial districts from the Arkansas Drug Director’s Asset Seizure Tracking System. 
 
As a result of testing, DLA staff noted recordkeeping exceptions at 7 of the 13 agencies reviewed. 
These errors and omissions are listed on page 2 of the report, along with the agencies where the 
deficiencies were noted.  The deficiencies included the following: 
 

• Omission of odometer readings from seized vehicles. 
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Special Report – Compliance with the Uniform Controlled Substance Act’s Asset Seizure 
and Forfeiture Requirements – January 1 through December 31, 2012 (continued) 

• A confiscation report not forwarded to the prosecuting attorney within three business 
days. 

• Failure to prepare transfer receipts for property. 

• Original reports not maintained in a separate file. 
 

None of the exceptions were considered significant, and there were no missing or unaccounted 
for assets.  Each agency responded that it has taken action to correct these matters. 
 
The Committee had no questions and approved a motion to file this report. 
 
Letter Report – Compliance with Tobacco Seizure Requirements – For the Year Ended 
December 31, 2012 
Ms. Herzog presented the letter report on compliance with tobacco seizure requirements for the 
year ended December 31, 2012.  The Arkansas Tobacco Control Board received one report on 
forfeitures made during calendar year 2012. DLA review of related documentation found the 
Board acted in compliance with Arkansas Code with one exception.  The law enforcement agency 
is holding seized cash totaling $4,444 that was not properly included on a complaint filed in Circuit 
Court within 60 days, as required.  Board management stated it would implement corrective action 
to prevent a reoccurrence. 
 
The Committee had no questions and approved a motion to file this report. 
 
Special Report – Athletic Expenditures – Selected Arkansas Public School Districts – For 
the Period July 1, 2011 through June 30, 2012 
Andy Babbitt, Supervising Senior Auditor, presented the special report on athletic expenditures for 
selected Arkansas public school districts for the period July 1, 2011 through June 30, 2012.  The 
annual review of athletic expenditures at Arkansas public school districts was required by Ark. 
Code Ann. §§ 6-20-2001 — 6-20-2004.  The Code required the Division to conduct the review on 
a rotating basis so that each public school district was evaluated at least once every five years. 
The 2011-2012 school year was DLA’s sixth year to conduct the review, and the central region of 
the state, encompassing 52 public and open-enrollment charter school districts, was selected for 
review.  In addition, DLA revisited the 25 districts reviewed last year that had athletic expenditures 
adjusted by more than 10%.  These revisited districts are listed on pages 4 and 5 of the report.  
 
During the review, DLA tested expenditures in four primary areas: 
 

1. The correct allocation of salaries and benefits based on the portion of the day (e.g., 2 
of 7 class periods) spent on athletics, the number of days on extended contracts (days 
beyond the standard teaching contract) related to athletics, and 100% of athletic 
stipends (additional pay for specific extra duties). 

2. The allocation of maintenance and operation to athletics. 

3. Athletic travel. 

4. Construction of athletic facilities.  
 
Act 1358 of 2013 revised and simplified the reporting requirement for athletic expenditures.  
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Special Report – Athletic Expenditures – Selected Arkansas Public School Districts – For 
the Period July 1, 2011 through June 30, 2012 (continued) 
Specifically, indirect costs such as maintenance and operation expenses are not required to be 
allocated to athletic expenses.  Additionally, the requirement for review of athletic expenses by 
DLA was removed.  Act 1358 is shown in Appendix B of the report.  
 
Schedule 2 provides the details of DLA’s review of the 52 public and open enrollment charter 
school districts in central Arkansas by school district.  Using the Mineral Springs School District as 
an example, Mr. Babbitt walked through the information contained in Schedule 2. Column A 
shows the athletic expenditures reported to the Arkansas Department of Education by the Mineral 
Springs School District. Column B shows how DLA reclassified the expenditures reported by the 
District so that more details of the expenditures could be shown, as required by Arkansas Code.  
The reclassification does not indicate anything the District has done incorrectly; it simply restates 
the numbers to comply with Arkansas Code and to provide consistent classifications statewide. 
Column C shows the expenditures that DLA adjusted.  In this example, the District over reported 
travel by $9,022.  In addition, athletic-related construction was underreported by $74,337, for a 
total review adjustment of $65,315. Column D shows total athletic expenditures after adjustments. 
 
Next, the Schedule shows the percentage of adjustment made at the school.  The Mineral Springs 
School District had a review adjustment of 19%.  The threshold DLA looks for is 10%. Finally, 
additional information at the bottom of the Schedule shows the District spent 6.8% of its budget on 
athletics at $695 per student.  The District had 11 coaches working an equivalent of 2.8 full-time 
positions at a cost of $59,922 per full-time position.  
 
Of the 52 school districts DLA tested in the central region of the state, 17 had review adjustments 
exceeding 10%. All of the districts reviewed with adjustments exceeding 10% are listed in 
Schedule 1 of the report.  For the 25 school districts revisited because of error rates in the past 
year, two continued to have review adjustments exceeding 10% for the past two years.  
Additionally, four districts continued to have review adjustments exceeding 10% from the prior 
year.  The results for all 25 of the districts revisited are provided in Schedule 3.   
 
The Mineral Springs School District, currently under State management, purchased a synthetic 
turf system during the 2010/2011 and 2011/2012 fiscal years.  The cost of this system was 
$616,288.  As noted in a previous slide, the District did not correctly report athletic expenditures 
for the 2011 and 2012 reviews.  
 
Vice Co-Chair Senator Chesterfield asked what the Department of Education is doing to address 
continued overspending and incorrect reporting of athletic expenditures by school districts. Mike 
Hernandez, Assistant Commissioner – Division of Fiscal and Administrative Services for the 
Department of Education, stated that the Department is continuing to educate officials on 
appropriate classifications but has no authority to impose any consequences on offending 
districts.  Vice Co-Chair Senator Chesterfield asked for a percentage of schools that were “repeat 
offenders” over the past several years.  Mr. Babbitt stated that DLA reviews about 50 new districts 
each year, in addition to those with an error rate above 10% in the previous year. Mr. Babbitt 
noted that two districts had an error rate above 10% for three consecutive years, and four districts 
had an error rate above 10% for two consecutive years.   
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Special Report – Athletic Expenditures – Selected Arkansas Public School Districts – For 
the Period July 1, 2011 through June 30, 2012 (continued) 
Vice Co-Chair Senator Chesterfield identified three spending categories in which a district might 
be disciplined for offenses – academic, fiscal, and facilities – and asked if the districts with athletic 
spending error rates above 10% fall into any of these categories. Mr. Hernandez replied that the 
Mineral Springs School District does because it has been classified as being in fiscal distress and 
taken over by the State; Mr. Hernandez added that the Western Yell County School District is also 
classified as being in fiscal distress.  Vice Co-Chair Senator Chesterfield asked if these districts 
are in fiscal distress due to athletic overspending or other reasons. Mr. Hernandez stated that 
many reasons contribute to fiscal distress, such as overspending and declining enrollment. Vice 
Co-Chair Senator Chesterfield asked if the Mineral Springs School District was classified as being 
in fiscal distress for the period of the audit; Mr. Hernandez replied no. 
 
Representative Meeks asked if most of the findings relate to training issues. Mr. Hernandez said 
yes, citing districts’ interpretation of guidelines and misclassification of expenditures.  
Representative Meeks asked why the Little Rock School District does not use APSCN.  Mr. 
Hernandez stated that districts are not required by statute to use it, and Kathleen Crain, 
Assistant to Director for APSCN, stated that the Little Rock School District submits data in the 
same format as other districts, just not through APSCN.  Representative Meeks asked if the 
data are considered reliable; Ms. Crain replied yes. Representative Meeks asked if DLA 
considers amounts, rather than percentages, when considering review adjustments since 
percentages are affected by the total amount a district spends on athletics. Mr. Babbitt replied 
that DLA strictly uses a 10% threshold, not the dollar value of the adjustments made. 
 
Co-Chair Representative Hammer asked for clarification regarding the four districts shown in 
yellow on a slide in Mr. Babbitt’s presentation.  Mr. Babbitt explained that these districts had 
review adjustments exceeding 10% for two consecutive years.  Co-Chair Representative 
Hammer asked if the Department of Education monitors districts that continue to have review 
adjustments exceeding 10%.  Mr. Hernandez said yes but added that this audit will no longer be 
done by DLA due to legislation passed in 2013. 
 
The Committee approved a motion to file this report. 
 
FUTURE MEETINGS OF THE LEGISLATIVE JOINT AUDITING COMMITTEE 
The next meetings will be held on October 10 and 11, 2013, unless called by the Co-Chairs. 
 
There being no further business, the meeting was adjourned. 

 
 [A recording of the proceedings of this meeting may be obtained on CD upon request to our 
office.] 
 

    
Legislative Auditor      Chair  
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