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Background 
 
The Chancellor of the University of Arkansas, Fayetteville requested an audit of the Division of 
University Advancement (Advancement Division) by the Division of Legislative Audit and 
Internal Audit on February 5, 2013. Prior to the start of this internal audit, the Vice Chancellor 
for Advancement and the Advancement Division’s Director of Budget and Human Resources 
separated employment from the University effective June 30, 2013.  A new Vice Chancellor for 
Advancement was hired effective April 1, 2013.  A new Director of Budget and Finance for the 
Advancement Division was hired effective September 3, 2012.  On July 2, 2013 this position title 
changed to the Assistant Vice Chancellor for Advancement and is now a direct report to the Vice 
Chancellor for Finance and Administration and an indirect report to the Vice Chancellor for 
Advancement. A budget was developed for all budgetary units within the Advancement Division 
and was presented to the Vice Chancellor for Finance and Administration with a zero-based 
budget proposal for fiscal year 2014.  A human resources organizational study was also 
conducted to evaluate the Advancement Division.  Training has been held for support staff in the 
use of the University BASIS software.  Additional training is planned for TARGET reviewers, 
People Admin, ARS, pcard, tcard, Purchasing Plus, Advance, and Blackbaud. 
 
The Advancement Division receives operating funds from The University of Arkansas 
Foundation, Inc. (Foundation).  Funding comes from earnings on investments in the Foundation 
as well as unrestricted gifts and self generated departmental charges for services rendered and 
funds are deposited quarterly into University accounts.  For the audit period fiscal year 2010 
through fiscal year 2012, the earnings available to the Advancement Division ranged from a low 
of $944,221 to a high of $1,490,873 for each quarter.   
 
Advancement Division funds are maintained in the following Foundation accounts as listed in 
the VCAD Financial Position schedule dated April 24, 2013.  
 
  Account Number   Account Description 

30003026   University Relations 
30003126   Advancement Budget 
30003650   Annual Fund-Development 
30003651   Annual Fund-Expenses 
30007028   Development Planned Gifts 
30009987   Crisis Funds 
30010116   Advance Software Conversion-Fay 
30010453   Arkansas World Trade Center 
30010480   UREL Special Projects 
30011179   VCAD-Sustainability Consortium 

 
The Foundation funds are not included in the University’s centralized budget for the 
Advancement Division.  
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The Advancement Division also receives operating funds from the University.  The University 
maintains the following University cost center accounts per the BASIS Cost Center Balances 
Report as of June 30, 2012.  
 

Company Description      # of Cost Centers 
0102   Fayetteville – General        7 
0112   Dedicated Funds – General       3 
0372   Fayetteville - Gifts and Grants      1 
0392   Fayetteville - U of A Foundation Support   57 

Total Cost Centers     68 
 
Of the 68 Cost Centers, 13 had budgets in BASIS which together totaled $5,216,354. We were 
provided with the Arkansas Division of Legislative Audit Analysis of Financial 
Information/Advancement Division for the period July 1, 2008 through June 30, 2012. We 
observed expenditures ranged from $7,939,511 to $13,227,051 in the Analysis.  A budget gap of 
approximately $8 million existed between the BASIS budgets for the Advancement Division for 
fiscal year 2012 when compared to the Arkansas Division of Legislative Audit Analysis.  
 

Scope 
 
We performed an audit of the Advancement Division at the University for the time period ending 
June 30, 2012 and other time periods deemed necessary to achieve the objectives of the audit.  
The purpose of this audit was to 1) examine and evaluate adequacy and effectiveness of the 
established internal control structure over the Advancement Division’s budgetary process 2) 
verify accuracy of selected financial and managerial reporting information and 3) determine 
compliance with existing State  regulations, Board of Trustees policies and University’s policies 
and procedures. 
 
Our audit was conducted in accordance with generally accepted auditing standards, Government 
Auditing Standards issued by the Comptroller of the United States, and International Standards 
for the Professional Practice of Internal Auditing issued by The Institute of Internal Auditors.  
Those standards require that we plan and perform our audit to obtain reasonable assurance that 
the University’s internal control system is adequate in safeguarding assets, ensuring that the 
University’s records and reports are accurate and reliable, and ensuring compliance with 
applicable regulations, policies and procedures.  We believe our audit provides a reasonable 
basis for the conclusion stated in this report. 
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Findings and Recommendations  
 
Internal Control 
 
As part of our audit, we made a study and evaluation of management’s established internal 
control structure to the extent we considered necessary as required by generally accepted 
auditing standards.  For the purpose of this report, we have outlined the significant internal 
control areas to be the University’s decentralized budget controls related to the Advancement 
Division and the University’s centralized budget controls. 
 
Management is responsible for establishing and maintaining a system of internal control over 
each of these operations.  In fulfilling that responsibility, estimates and judgments by 
management are required to assess the expected benefits and related costs of the control 
procedures.  The objectives of the system are to provide management with reasonable, but not 
absolute, assurance that assets are safeguarded against loss and that transactions are executed in 
accordance with generally accepted accounting principles. 
 
Because of inherent limitations in any system of internal control, errors or irregularities may 
nevertheless occur and not be detected.  Also, projection on any evaluation of the system to 
future periods is subject to risk that procedures may become inadequate because of changes in 
condition, or that the degree of compliance with procedures may deteriorate. 
 
The University’s Decentralized Budget Controls over the Advancement Division 
 
During the audit, management was responsive to our interviews and inquiries.  However, from 
the interviews, inquiries and other observations, we determined that financial documentation was 
not sufficiently available to audit the decentralized budgeting controls within the Advancement 
Division in accordance with generally accepted auditing standards.  We requested the 
Advancement Division’s decentralized budget reports from the new Assistant Vice Chancellor 
for Advancement, the former Director of Budget and Human Resources, the former Vice 
Chancellor for Advancement and the Vice Chancellor for Advancement’s current executive 
assistant; however we never received any budget files for the Advancement Division. The new 
Assistant Vice Chancellor for Advancement stated she also did not receive any such documents 
upon assuming budget responsibilities.  We did locate certain files related to the budget process 
within the University’s IT system that ended at fiscal year 2009. 
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On March 6, 2013, we received the VCAD Financial Position report dated October 19, 2012 
from the Vice Chancellor for Finance and Administration. On March 7, 2013, the new Assistant 
Vice Chancellor for Advancement stated she did not have any financial files left by the former 
Director of Budget and Human Resources except what was retained on the University’s IT 
system.   
 
In an interview of the Vice Chancellor for Finance and Administration on May 8, 2013 we were 
informed that the Associate Vice Chancellor for Financial Affairs’ original VCAD Financial 
Position schedule was not exact, but the report’s conclusions had not changed. On May 19, 2013, 
we received an updated VCAD Financial Position schedule, dated April 24, 2013, from the Vice 
Chancellor for Finance and Administration.    
 
In a meeting on May 24, 2013, the former Advancement Division’s Director of Budget and 
Human Resources confirmed to us the accuracy of a letter to the Chancellor, dated November 2, 
2012, that acknowledged that she did not provide budget reports to the Vice Chancellor for 
Advancement and unit heads in a timely and appropriate manner due to her workload.  She did 
not monitor the revenue correctly; nor did she adjust her projections accordingly when the 
revenue decreased. We also confirmed that she assigned proxy responsibility to her sister for 
approval of transactions in violation of UA Board Policy 410.1 Nepotism. We were unable to 
obtain any budget reports from her for our audit.   
 
In a meeting on May 31, 2013, the former Vice Chancellor for Advancement stated there were 
budget meetings and budget reports.  However, he was not able to provide us with any of these 
reports to audit.  In the meeting, he confirmed two of the units in the Advancement Division did 
not have a budget.  He also confirmed that he had provided his BASIS ID and password to the 
former Advancement Division’s Director of Budget and Human Resources which violated UAF 
Policy 330.1 Transaction Approval, but stated his belief that this action had not resulted in any 
loss to the Advancement Division. 
   
We interviewed the Associate Vice Chancellor for Financial Affairs on June 11, 2013, and she 
stated there were very few accounting records and no organized historical records for the 
Advancement Division since the former Vice Chancellor for Advancement was hired.  We asked 
for the supporting documentation for the Associate Vice Chancellor for Financial Affairs’ 
VCAD Financial Position report dated October 19, 2012. The documentation the Associate Vice 
Chancellor for Financial Affairs provided included the VCAD Financial Position Schedule dated 
October 14, 2012, a TARGET report showing TARGET transactions reviewed by Selected 
Users, a duplicate reimbursement and a list of the Advancement Division’s staff.  
 
Recommendation:  1) Advancement Division management should retain timely and complete 
supporting documentation for budget reporting. 
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Management Response: 1) We agree. The VCAD Financial Position report dated October 19, 
2012 was fully documented by being tied back to BASIS. This report was “not exact” due to the 
process of discovering transactions in BASIS that were added to the original report (at all 
times tied back to BASIS) and fully accounting for transactions that affect overall Advancement 
expenditures but do not flow through BASIS (i.e., third party Foundation payments from total 
available Foundation funds expected by Advancement.) Budget control reporting will be 
encouraged in FY14 and required in FY15. Supporting documentation relating to budget 
control will be implemented along with budget control reporting. 
 
The University’s Centralized Budget Controls  
 
The University budgets unrestricted revenues, otherwise known as “company 0102”, through 
incremental based budgeting, where the budget base from the preceding year is increased by the 
percentage increase approved by the Executive Committee. We were informed there were no 
written procedures governing the budget process for the University and that the University does 
not budget all available funds campus-wide. Other available funds could include realized 
revenue, balance forward, university endowment distribution, non-university endowment 
realized revenues, Foundation funds, and grants. 
 
We were further informed by the University’s Budget Director and Payroll Director that there is 
no link between the budget and salaries in the University’s BASIS administrative software.  
Colleges and divisions can hire part-time/hourly positions and enter the positions into the 
University’s administrative software system (BASIS) without a budgeted position number. The 
BASIS software does not contain preventative controls to ensure these positions have sufficient 
funding prior to hiring. Management stated it is the responsibility of the colleges and divisions to 
verify they have funding to pay the part-time/hourly positions.  
 
We noted Finance and Administration has not provided written instructions on how to effectively 
monitor the budgetary process to the colleges and divisions. As a result, the process used to 
monitor budgets varies from MS Excel spreadsheets to Business Objects System-Crystal 
Reporting or SAS and Brio.  The process also varies from sole reliance on the division’s budget 
director for monitoring the budget, as was the practice in the Advancement Division, to more 
formalized meetings with various college and division heads.  
 
We were informed by the Controller that Finance and Administration did not monitor college 
and division accounts in a deficit position until May of each year (eleven months into the fiscal 
year). The process in place during the audit period was to send inquiries about deficit balances to 
the colleges and divisions in May and request their plans for covering any deficits.   
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The Vice Chancellor for Finance and Administration also informed us that unappropriated 
reserves are not budgeted. Requests for funding from the reserves are made by the college or 
division’s management to the Vice Chancellor for Finance and Administration. The Vice 
Chancellor for Finance and Administration makes final decisions on fund transfers from 
unrestricted reserves.  However, requests are approved in consultation with the Chancellor for 
any questionable items.  We observed that there was no consistent documentation when requests 
were not approved.  
 
The University’s current centralized budget process creates an audit risk environment (related to 
impact and likelihood) that adverse transactions may occur and not be detected on a timely basis.  
 
 Recommendations: 2) Management should develop written procedures to promote effective 
and consistent budgetary monitoring by the colleges and divisions. 3) Management should 
budget all funds available to the University.  4) Management should monitor and resolve 
significant deficit spending issues monthly or quarterly rather than waiting until year end. 5) 
All payroll positions should be budgeted. 6) The BASIS software should be updated to include 
preventative controls (edit checks) that prevent entry of new hires into the payroll system 
which do not have sufficient funding prior to hiring. 
 
Management Response: 2) We agree. Formal, written budget procedures will be developed with 
a final draft completed by June 30, 2014. Upon completion of the initial draft, the Associate Vice 
Chancellor for Budget and Financial Planning (new position currently being filled) will be 
responsible for updating the document as necessary.  
 
Management Response: 4) We agree. The Associate Vice Chancellor for Budget  and  Financial  
Planning will  directly assist the campus financial officers by establishing ongoing 
communication regarding actual results of operations, projections of annual results, variances 
from budgets, new or discontinued activities or any other financial concerns. 
 
Formal, written procedures will be developed to ensure consistent and timely reporting of unit 
financial position. A BASIS report is currently in development that will provide for full budget, 
expected revenue from all sources, expenditure and future expected commitments reporting on a 
monthly basis. This report will provide for more rigorous budgetary monitoring by the office of 
the Vice Chancellor and the ability to proactively address any budget variances as they become 
known rather than resolution as part of the year-end closing process. It is expected that the 
report will be in the beta test phase by the end of the first quarter of FY14 and fully implemented 
by June 30, 2014.    
 
Management Responses: 3), 5), and 6) We agree. The BASIS system is capable of tracking 
anticipated revenues and expenditures that are not formally budgeted; however use of this 
feature by the campus has been optional up to this time. During FY14, campus finance officers 
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will be instructed on how to use this BASIS feature and strongly encouraged to implement 
immediately. Beginning in FY15, full budget loading will be required for all campus units. 
Managers responsible for hiring approval will be instructed that approval for all positions and 
hourly wage rates shall only be granted when the source of salary funding is entered in the 
BASIS system and is expected to be available. We will examine the feasibility of implementing 
edit checks in the BASIS system to validate that sufficient funding is in place prior to entry of 
new hire in the payroll module.  Feasibility will be determined by June 30, 2014. 

 
Other Observations  
 
In response to an inquiry, Internal Audit was informed by the Vice Chancellor for Finance and 
Administration by an email dated May 30, 2013 that the University had other divisions with 
deficit balances. These deficits differed from the Advancement Division’s deficit in that the 
University’s administration was aware of the deficit balances. The Vice Chancellor for Finance 
and Administration has developed accounting and monitoring controls to track the University’s 
progress in addressing the deficit balances.   
 
We were provided schedules by the Vice Chancellor for Finance and Administration; two 
significant deficit balances were being carried forward. One deficit balance being carried 
forward related to a prior implementation of network and data systems from fiscal year 2001.  
According to the schedules the highest deficit balance existed at the end of fiscal year 2010 in 
the amount of $15,272,639, and the deficit balance has been reduced to $8,083,560 as of May 28, 
2013.   
 
Garvan Woodland Gardens has also carried forward a deficit balance for a number of fiscal 
years.  In the 2004 School of Architecture Internal Audit, we were provided a written response 
for a plan to address the deficit. We reviewed the deficit in BASIS for the past five years and 
observed that the deficit balance had increased from $2,885,324 at June 30, 2008 to $5,992,987 
at March 31, 2013.  This is an increase in the deficit of $3,107,664.  The University’s 
management transferred $100,000 in fiscal year 2012 and $200,000 in fiscal year 2013 into the 
Garvan Woodland Gardens account. 
 
We were informed by the Vice Chancellor for Finance and Administration that a written plan 
approved by the Chancellor and Board of Trustees to address the deficits does not exist. The 
Vice Chancellor for Finance and Administration subsequently stated that these deficits would be 
better accounted for as internal loans from the University’s reserves.  We could not locate a 
University policy on establishing internal loans.  
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After the completion of our audit fieldwork prior to closing the general ledger, the University’s 
Vice Chancellor for Finance and Administration provided us with a schedule of University 
reserve accounts, representing the portion of unrestricted E&G reserves available for use at the 
discretion of the Vice Chancellor for Finance and Administration and the Chancellor. The cost 
centers in the schedule totaled $36,790,320, which included unappropriated reserves of 
$19,070,298 as of June 30, 2013. The University maintains these operating reserves and they are 
essential to funding growth, maintaining liquidity and providing additional support as needed to 
the colleges and divisions. 
 
Recommendations:  7) Management should create a documented budget plan to resolve 
deficits on an annual basis. Deficits too large to resolve on an annual basis should be brought 
forward to the Board of Trustees for review and approval of a multiyear resolution.  8) Should 
the University decide to reclassify the deficits as internal loans, a Board of Trustees policy 
should be developed approving the establishment of internal loans. In addition, campus 
accounting procedures and approved loan repayment schedules should be developed, along 
with inclusion of the annual loan payments in the University’s budget. 
 
Management Response: 7) We disagree that this recommendation addresses the scope stated on 
page 3, specifically that this finding has anything to do with the Advancement deficit or a 
material risk to the University.  The examples cited are not related to the Advancement deficit 
and are distinguished from the Advancement deficit in several critical ways including being 
known to both internal and legislative audit for a number of years with no finding or 
recommendation that would have guided the campus to handle them differently.  The Garvan 
Woodland Garden deficit was approximately $1.5 million when information was sought about it 
in 2004 by Internal Audit.  The campus response to Internal Audit’s question about a “plan to 
cover this deficit” at the time was “The campus is not going to write off the deficit but intends to 
carry it to see if the Gardens can become self supporting sufficiently to pay it off.” and is the 
same response given in interviews during FY13.  The response to Internal Audit is provided 
here: 

Date: Mon, 19 Jul 2004 11:48:40 -0500 
To: "Kathy M. Ward" <kward@uark.edu> 
From: Don Pederson <dop@mail.uark.edu> 
Subject: Re: Garvan Woodland Gardens 
Cc: jeffshannon, karenseller, whitmire 
Bcc: 
X-Attachments: 
 
Don, 
 
We are performing an audit of the College of Architecture and there 
is a piece of information I am hoping you can provide. 
 
A review of the 0112 company cost centers for Garvan Woodland Gardens 
reveals a deficit close to $1.5 million at the end of fiscal year 
2004. Is there a plan to cover this deficit outside of the College of 
Architecture? 
 
The campus is not going to write off the deficit but intends to carry 
it to see if the Gardens can become self supporting sufficiently to 
pay it off. - dop. 
thanks, 
kathy 
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That plan was sufficient for Internal Audit in 2004.  Both deficits have been clearly segregated in 
separate reserve accounts with the large negative balances for transparency and would have 
been easily seen during previous audits. Specifically these large negative balances were seen or 
reviewed by Legislative Audit in past audits. More importantly, the large negative balances were 
carried forward to hold the units accountable for funding not only their annual budget but the 
cumulative deficit as well. The absence of findings in numerous previous audits implies 
acceptance of the stated or implied process. Furthermore, these deficits were previously 
communicated to President Sugg before Chancellor Gearhart took office as chancellor.  A plan 
was in place to continue the deficits as negative reserves until related revenues were available 
to offset the initial investments.  The plan was opportunistic and not prescriptive since the 
payoffs could not be predicted due to constraints and unpredictability of revenues. It is the Vice 
Chancellor for Finance and Administration's responsibility to develop a budget plan for 
university operations on an annual basis. When activities are identified for which there is 
not sufficient resources to fully fund necessary expenditures and it is determined the activities 
are vital to the mission of the university, the Vice Chancellor in consultation with the 
Chancellor and the  Executive  Committee  will  develop  an  action  plan  to  resolve  any 
material variances  in  required  resources  and  available  resources.  There is no Board policy 
guiding the campus in reporting such management issues.  Nor do generally accepted 
accounting procedures prohibit management creating negative reserves to accomplish 
institutional mission. 
 
Management Response: 8) We agree. At such time that a formal internal loan process is 
developed on the campus, a policy will be recommended to the Board of Trustees that will allow 
the establishment of internal loans. In addition, campus accounting procedures and approved 
loan repayment schedules would be developed, along with inclusion of the annual loan payments 
in the University’s budget.  Feasibility and need will be assessed during FY14. 
 
We observed during the audit that the campus policies governing foundation activities 222.1 UA 
Foundation Expenditure Guidelines, 222.2 UA Foundation Payments, 222.3 UA Foundation and 
Razorback Foundation Equipment Purchases and 222.4 UA Foundation Payments to Travel 
Agencies were no longer accessible on the campus website. According to the website, the 
policies are currently being revised. The policies were removed from the website on November 
8, 2012. 
 
Recommendation: 9) Management should establish an implementation date for the updates to 
the campus policies. 
 
Management Response: 9) We agree. The policies will be updated by December 15, 2013 and 
posted to the University website. 
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We were informed that the only external report issued by the Advancement Division relates to 
the amounts of funds raised in a given year. We observed that the press release is issued through 
the Advancement Division without coordination through the Vice Chancellor for Finance and 
Administration.  
 
Recommendation: 10) Disclosure of campus fundraising activity by the Advancement Division 
should be reviewed by the office of the Vice Chancellor for Finance and Administration prior 
to release for consistency and accuracy. 
 
Management Response: 10) We agree. Disclosure of campus fundraising activity by the 
Advancement Division will be reviewed by the office of the Vice Chancellor for Finance and 
Administration prior to release for consistency and accuracy beginning with FY14 disclosures. 
 

Conclusion 
 
The University of Arkansas, Fayetteville’s established system of internal control over the 
budgeting and financial reporting processes needs to be strengthened in the above documented 
areas in order to enhance the adequacy for safeguarding assets, ensuring that the University’s 
financial records and reports are accurate and reliable, and ensuring compliance with applicable 
University policies and procedures. 
 
Written By: 

                       August 28, 2013 
 Jacob Flournoy     Date 
 CPA, CIA, CGMA, CISA, CFE       
 Internal Audit Director 
 
Assigned to the Audit: 
Gerry Harris, ACDA 
Senior Internal Auditor 
 
Also Assisting on the Audit: 
Kathy Ward, CPA, ACDA 
Regional Audit Manager 
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