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CriIT LUALLEN

AubiTor oF PuBLic AccouNTs

March 24, 2004

James R. Ramsey, Ph.D., President
University of Louisville
Louisville, Kentucky 40292

Malcolm B. Chancey, Jr., Chair
University of Louisville Foundation, Inc.
University of Louisville

Louisville, Kentucky 40292

RE: Examination of Selected Expenditures of the University of Louisville Foundation, Inc.
Dear President Ramsey and Mr. Chancey:

We have examined expenditures of the University of Louisville Foundation, Inc.
(Foundation) related to financia activity within the University of Louisville president’s office
during the tenure of former President John W. Shumaker. Our examination covered the period
from July 2000 through June 2002 and included the four areas below:

* Procurement card (ProCard) transactions of President Shumaker’s office;

* Direct payments from Foundation accounts to vendors for travel, entertainment, or
other expenses,

* Expensesrelated to Amelia Place, the president’s home; and

* Persona service contracts that may have been initiated at President Shumaker’s
request.

During our examination we conducted a physical inventory of Amelia Place, interviewed
members of the president’ s office and other staff, and examined records of the Foundation.

The purpose of this examination was to determine whether President Shumaker received
any inappropriate persona benefits from expenditures made by the Foundation, including
whether any Foundation controls, policies, or procedures were circumvented. The Foundation
cooperated during our examination and directed certain Foundation employees within the
president’ s office to gather requested records and to respond to our inquiries.
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President Ramsey and Mr. Chancey
March 24, 2004
Page 2

We wish to thank the Foundation Board of Directors and all Foundation personnel
involved in this examination for their cooperation and assistance provided. If you should have
any questions or concerns with respect to this matter, please do not hesitate to contact me.

Very truly yours,

/A

Crit Ludlen
Auditor of Public Accounts

CL:kct



Background

Questionable
expenditures at the
University of Tennessee
lead to scrutiny of
expenditures associated
with Dr. Shumaker at the
University of Louisville.

Auditor’s office reviewed
University internal
audits, identified
additional control
weaknesses, and provided
recommendations.
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When allegations surfaced concerning expenditures initiated
by Dr. Shumaker while at the University of Tennessee,
University of Louisville (University) internal auditors
expanded the scope of two routine audits of executive
expenditures already begun in July 2003. These audits of the
University Research Foundation, Inc. (Research Foundation)
and the University of Louisville Foundation, Inc. (Foundation)
were expanded to include a review of Dr. Shumaker’s travel
and entertainment expenses paid for by credit card and
expense reimbursements paid to Dr. and Mrs. Shumaker.

Our office initiated a review of the work performed by the
internal auditors resulting in a December 3, 2003 |etter to the
University President (Exhibit 1). The letter details that we
examined each of Dr. Shumaker's travel and entertainment
expenses paid for by the University or Foundation during the
period January 1999 through June 2002. These expenses
included reimbursements to Dr. Shumaker and charges
recorded on the Foundation credit card. In testing these
transactions, we examined supporting documentation from the
University, Research Foundation, and the Foundation.

In the December 3, 2003 letter, we identified weak University
and Foundation internal controls that included the following:

* No approval procedures existed for President
Shumaker’s travel and entertainment expenditures. Dr.
Shumaker reported travel and entertainment expenses
and reimbursements quarterly to the University Board of
Trustees and the Foundation Board of Directors. These
reports were informational only, requiring no Board
action.

* Specific written policies did not exist for use of the
Foundation credit card by Dr. Shumaker.

e Dr. Shumaker frequently ignored the University policy
of requiring original receipts for reimbursements. This
noncompliance was not routinely reported to either
Board except through infrequent internal audit reports.



Auditor’s Office expanded
examination into other
areas of public
expenditures.

University records
indicated no
inappropriate personal
benefit accrued to Dr.
Shumaker.
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* Routine operational expenses paid by the Foundation for
AmeliaPlace, the president’ s home, were not reported to
the Foundation Board.

The letter detailed eight recommendations we suggested to
strengthen certain control aress.

Subsequent to our review discussed above, we initiated an
examination of General Fund and Research Foundation
expenditures related to state issued procurement card
(ProCard) expenditures, direct payments to vendors, and
personal service contracts for fiscal years 2001 and 2002. We
were not provided access to any Foundation records for our
examination. The Foundation asserted that as a private entity
its records relating to presidential expenditures were not
subject to examination by this office.

On December 24, 2003, this office sent a letter to the
University President detailing the scope and results of the
examination (Exhibit 2). We found that three employees of
the president’s office used ProCards during fiscal years 2001
and 2002. The purchases made with the ProCard during this
period totaled $13,137. We examined each of these charges
and found that purchases complied with University guidelines
and provided no inappropriate persona benefit to Dr.
Shumaker.

We also examined direct payments to vendors for travel and
entertainment expenses of the president’s office for the two-
year period. Exclusive of expenditures we previously
examined, the population of transactions totaled $295,100.
From this population, we tested a sample of expenditures
totaling $195,470. These expenditures included such items as
tickets to maor local events, catering for banquets and
receptions, business luncheons, and international travel for
student groups.

We found University records were adequate to document a
business related purpose.  Further, it appeared that no
inappropriate personal benefit accrued to Dr. Shumaker as a
result of the expenditures.



Auditor’s Office examined
Foundation expenditures
of the president’s office.
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Finally, during this examination we scrutinized all ten personal
service contracts initiated from the president’s office during
this timeframe. We judgmentally selected for review four
additional personal service contracts that indicated the contract
was for consulting services. We found only minor instances of
noncompliance with University procedures relating to two of
these contracts.

In January 2004, the Foundation voluntarily agreed that this
office would examine Foundation records related to Dr.
Shumaker, including ProCard expenditures, direct payments to
vendors, expenditures associated with Amelia Place, and
personal service contracts. The objective of the examination
was to determine whether Dr. Shumaker received any
inappropriate personal benefit from Foundation expenditures.

We initiated this examination on January 28, 2004, and
examined the Foundation records on-site at the University, as
records we requested were made available. We had to
periodically delay our examination while we waited for
Foundation employees to gather the records we requested or to
respond to specific inquiries.

We examined al ProCard transactions initiated in fiscal years
2001 and 2002 paid with funds from Foundation accounts. We
found that University employees purchased items using
University ProCards at the direction of Foundation employees.
It appears that Dr. Shumaker did not initiate ProCard
transactions.

Further, we examined direct payments made by the Foundation
to vendors to determine whether Dr. Shumaker received an
inappropriate personal benefit.  Initially, the Foundation
suggested we examine transactions from the president’s
expense account and the account recording Amelia Place
expenditures to identify account activity that could be at most
risk for abuse.  Subsequently, we requested additional
information from all Foundation accounts used by the
president’s office relating to expenditures that could have
provided inappropriate persona benefit to Dr. Shumaker. The
population of all activity subject to examination in these
accounts totaled $1,608,295. Exempting routine expenditures,
we examined $1,391,764 or 86 percent of the expenditures or
transfersin these accounts.



Findings and
Recommendations
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Finaly, we examined all of the 14 personal service contracts
totaling $676,200 initiated in the president’s office and paid
from Foundation accounts. We aso randomly selected 14
personal service contracts totaling $213,037.50 paid from
Foundation accounts that were initiated within other
University departments.  The additional contracts were
selected because they were thought possibly to be for
consulting services. We found no payments for persona
service contracts that inappropriately benefited Dr. Shumaker.

Trips to Liberty Bowl
were provided to Dr.

Shumaker’s children.

The Foundation paid $880 for a trip for four to Memphis for
the Liberty Bowl in December 2001. According to the
invoice, the participants were President Shumaker’s two sons
and two guests. A Foundation representative initialy
communicated that while athletic department procedure
permitted coaches, the athletics director, senior administrators,
and their families to travel on the team charter, the Shumakers
had instructed office staff that Dr. Shumaker’s children were
not to travel on the same plane or stay at the same hotel as Dr.
and Mrs. Shumaker. Additional costs would not have occurred
had the children traveled with the Shumakers. A Foundation
representative further stated that the two guests were
chaperones. We note that the names provided as the
chaperones correspond with names identified as students on a
trip to the previous year’s Liberty Bowl, as discussed in the
following paragraph.

In December 2000, the Research Foundation paid $1,550 for a
trip for ten students to that year’s Liberty Bowl. The ten
individuals listed on the invoice included one of the
president’s sons and a guest. The explanation provided by the
University stated the trip’s purpose was to “promote student
interaction for the Bowl game” for scholars associated with the
University Honors Program or the Overseers Scholars
Program. Neither of these trips was reported to the University
or the Foundation on the president’ s quarterly expense reports.

Subsequent to our continued questions regarding these trips,
Foundation Chairman Chancey and former Chairman J.
Chester Porter communicated to us on March 5, 2004, that by
practice, the Foundation Chair authorized expenditures for Dr.
Shumaker to take his sons with him to post-season athletic



Recommendation

The Foundation paid for
events to benefit office
staff.
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events. The chairman’s authorization to the president was
apparently verbal, as no written authorization at the time of
these trips was made available. These trips illustrate the
Foundation’s use of “practice,” rather than a formal process
through contract or written policy, to monitor expenditures of
the president.

We recommend that the Foundation Board modify its formal
existing travel policies to include criteria for travel of the
University president’s family.

The Foundation paid for
gifts for University staff
and Executive Cabinet
and Senior Leadership
Team.

Recommendation

The president’s office occasionally hosted events, such as
holiday parties for the benefit of the president’s office staff.
While no tangible personal benefit may have inured to the
president as a result of these events, the practice could be seen
as creating the president's personal goodwill at the
Foundation's expense. These events were charged to the
Foundation, despite the apparent lack of afund raising purpose
presupposed for Foundation events. An example of such an
event includes catering services costing $1,412.91 for a
president’ s office party in conjunction with a concert.

Similarly, the Foundation, on behalf of the president, paid for
gifts for certain University staff and the Executive Cabinet and
Senior Leadership Team. One example is the purchase of 72
bottles of wine for $2,735 to include in holiday gift baskets. It
was stated that while these gifts were given to University or
Foundation employees, many of these employees were aso
donors. Thistype of expenditure was not routinely reported on
the president’s quarterly expense report to the University or
the Foundation Boards, as these reports include only travel,
entertainment, and reimbursements to the president, and not
activity considered “institutional .”

A Foundation representative advised that events and gifts of
this nature were longstanding University practices, pre-dating
Dr. Shumaker's tenure. This illustrates the lack of formal
controlsin place to prevent abuse of Foundation expenditures.

We recommend the Foundation Board develop aformal policy
for approval of expenditures related to such events and gift
purchases. We further recommend that these types of
expenditures be included on the president’s quarterly expense
report.




The president’s office
did not account for gifts
the president gave or
received.

Recommendation

The Foundation
inadvertently paid for
two inexpensive
personal items.
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The president’s office occasionally purchased items from
Foundation accounts for the president to present as gifts to
dignitaries when traveling. The University had no policy
requiring a log or inventory of these gifts. Likewise, no
accounting of any reciprocating gifts received by the president
was maintained. Therefore, it is impossible to determine
whether the president received any inappropriate personal
benefit as a result of these gift purchases or exchanges.

We recommend the president’ s office maintain an inventory of
gifts purchased and distributed. We further recommend a log
identifying gifts received by the president be maintained.

Recommendation

Auditors conducted
complete inventory of
Amelia Place
furnishings.

The Foundation paid for two items identified as personal in
nature and totaling less than $40. Not identifying these items
as personal expenses appears to be an oversight, as the items
were paid from bills with other items associated with the
maintenance of Amelia Place.

We recommend that the president’s office staff continue to
diligently identify personal items purchased requiring
reimbursement from the president.

Recommendation

Amelia Place was not
maintained by funds
appropriated by the
General Assembly.

Our inventory of household furnishings at Amelia Place noted
a few items from the inventory list that could not be located.
These items included a lamp, which staff recalled as being
broken, and an accent table that staff said was the Shumakers
personal property. These items, according to staff, were
erroneously included on the inventory listing and were
removed from the house when the Shumakers left Louisville.
In addition, three decorative items of indeterminate value
appearing on the inventory listing could not be located.

We recommend that a physical inventory of Amelia Place be
conducted annually and that procedures be developed and
adopted for the timely addition and deletion of inventory
items.

Regarding Amelia Place, the president’s home is owned and
maintained by the Foundation. General funds appropriated by
the General Assembly were not used to purchase, furnish, or
maintain the residence.
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This is contrasted with the University of Tennessee (UT),
where Dr. Shumaker presided after leaving the University.
The reports by internal auditors and the State Comptroller in
Tennessee document that the president’s residence at UT is
state property, owned by UT. All construction, renovation,
furnishings, and maintenance expenses associated with the
residence at UT were paid with public funds appropriated by
the state legidlature. The objective of our examination was to
examine Foundation expenditures to determine whether Dr.
Shumaker received inappropriate personal benefit.

We suggest that the Foundation consider and implement the
recommendations provided. Also, the University and the
Foundation  should continue to implement the
recommendations made by this office resulting from our
December 3, 2003 examination (Exhibit 1).
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EowWARD B. HATCHETT, JR.
AUDITOR OF PUBLIC ACCOUNTS

December 5, 2003

James B, Ramsey, FhO), President
University of Lomsville
Lomisville, Kentucky 40292

RE: Septernber 25, 2003 University of Louisville Aundit Services Reporis:
Executive Expenditures of the University of Loulsville general funds, University of
Lowsville Research Foundation, Inc., and University of Lowisville Foundafion, Inc.

Diear President Ramsey;

We have reviewed the referenced audit reports and their associated working papers, As
part of this review, we inlerviewed the principal ntermnal puditors from the University of
Lowisville’s Audit Services (Internal Auditors) and reviewed certain University of Louisville
{University), University of Louisville Research Foundation, Inc., (Research Foundation), and
University of Lousville Foundation, Ine, (Foumdation) records examined by Internal Auditors in
the course of their audits. The purpose of our review was to determine whether the work
performed by Intemal Auoditors was in compliance with applicable standards, accurate and
complete, and whether the resulting reports fairly represent any issues discovered duning the
il

We express our thanks ¢ you and other University employees for your cooperabion
during the course of our work, Following are the results of our review.

BACKGROUND

In July 20603, Internal Auditors began two roufine awdits of executive expenditures. One
pudhid expmined University of Lowisville and Research Foundation funds. The other examined the
Foumdation. When allegations arose concemning former University of Lowisville President Jolm
Shumaker's expenditures while af the Umiversity of Tennessee, the scope of Intemnal Auditors’
work was expanded. In a letier dated August 27, 2003, the Foundation directed that its audit
“should cover D, Shumaker's travel and entertsinment expenses paid for by the
Foundation., .and should include those expenditures documented as credit card charges and
other forms of travel and ententzinment expenses.” (Emphasis added.) The University President,
in a separate letter 1o Internal Awditors dated August 28, 2003, directed that the mudit of
University genern! funds snd Research Foundation “should follew the parameters of provious
audits, but should inclode credit card iransactions., . for the Foundation credit card used by D,
Shumaker for travel related expenses™ ond “a review of ol expense reimbursements paid 1o
Dr. Shumaker...." (Emphasis added.)
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President Ramsey
December 3, 2000
Page 2

We were informed by Internal Awditors that the scope of the Foundation™s audit was
Irmited fo D, Shumakers” credil card transactions and expense reimbursements, despite the more
exponsive mthomizing language in the Foundation's Awgost 27, 2003 letber, Intemal Auditors
stated that in conversations with University and Foundation representatives it was made clear
that the scope of the Foundation sudit was to be limited to these two areas. Both audits therefore
encluded all other forms of travel and enfertainment expenses which may have been incurred by
Dy, Shumaker and pud by the Universaty, the Research Foundation, and the Foundation,

Both audits examined the period January 1999 through June 2002, Although Intemal
Auditors issued two separate reports, the mudits were performed simultaneously because

» The same Foundation credit card was used for travel and enterthinment expenses
paid by University general funds, the Research Foundetion, and the Foundation.

®  Expenses were presented together on the monthly credit cord transaction report and
on the quarterly expense report to the University and Foundations Boarda.

s The University accounting system also processed Foundation transactions.

s University trovel ond expense reimbursement policies were the same, regardless of
funding source.

We confirmed that Internal Audifors examined eone hundred percent (100%) of Dr
Shumaker’s credit card transactions and expense reimbursements for the perod sudited, While
offering recommenmsdations to improve the policies and prctices governing the use of the
Foundatvon credit card and reimbursements, Infemal Auditors opined that “Dr. Shumaker's
credit card and reimbursed expenditures were adequately supported.”  Internal Awditors’ opinion
wis driven by the conclison that avilsble documentation was sufficient to support the business
purpose of the expenditures.

FINDINGS

Internal Awditors staled the audits were “perfonmed in sccordance with the Institute of
Intemn] Awditor’s [1IA] Standards for the Professional Practice of Bwernal Auditing™ Our
review of Internal Auditors” compliance with applicable standands identifies the two following
areas of noncomplimmees:

. A Implemeniation Standard 1110,A] states, “[t]he internal audit activity should
be free from interference in determining the scope of intermal auditing,
performing work, and communicating results™ {Emphasis added. )

1, UA Implementation Stondard 222041 states, “[tJhe scope of the enpgapement
should include consideration of relevamt systems, records, personnel, and
physical properties, including those under the control of third parties.” (Emphasis
ndded. )



President Ramsey
December 3, 2003
Papge 3

As o the arens of noncomplinnee, the scope of each of the audits was cunailed in
derogation of the cited stondards. Furthermore, this scope limitation is contrary o Internal
Auditors" Statement of Authority, approved by the University Board of Trustees on Movember
27, 2000 as part of Infernal Awditors’ Charter, which states “[Internal Auditors] is suthorized 1o
review all reconds of the University and related organizations and has full and complefe pcoess to
all University activities, records, and property and personnel reasonably necessary to perform the
reaponsibilities of this function.™

Meither Internal Auditors” report of University general funds and Research Foundation
nor the repord of Foundation includes actions plans. Furthermore, as part of Internn] Awditors’
normal process followed during completion of the review, management's responses are
incorperated into the report poor to finel release.  According to Internal Awditors, time
constraints did not allow for management responses to be incorporated mte either report.
Orfficial mimutes of the October 9, 2003 meeting of the Board of Trustees reflect that the Board
accepted all recommendations of the Internal Aodit.

Internal Auditors’ opinion that Dr. Shumaker’s expenditures were sdequately supported
appears to be inconsistent with the objective stated in the audit report “to provide ressonable
assurance that executive expenditures are properly suthorized and compliant with University
policies.” No process was in place in awhorize or spprove Dr. Shumoker's travel and
entertainment expenditures; however, quarterly informational reports of expenditures were
presented to the Boards, Also, Internal Auditors clearly documented & pattemn of noncompliance
with established University policies regarding retention of original receipts.  Internal Auditors®
statement that the expenditures were adequately supported is misleading in that it ignores their
sated objectives regarding approval and compliance.

Imternal Awvditors” reporis show that mone than $62 000 of Dr. Shumaker"s credit cand and
reimbursed expenses for the period examined were not supporied by original receipts. This
includes $8,663 in reimbursed expenses 1o Dr. Shumaker from the Foundation, which is 34
percent of the total Foundation reimbursements. We believe the lack of original receipts for
retmbursements to be a material noncompliance with the University's Travel and Expense
Reimbursement Policy, which staies, “[o]rignnl receipts are required for airfare, lodging, car
rental, and registration fees claims, showing the date of the service. Any other items in excess of
530 must alze be documented by dated recerpts.” While Internnl Auditors were satisfied with the
business purpose of the credit card and reimbursed expenditures, they recommended the
retention of original receipts be improved.  They cited a previous internal audit that had made
similar recommendation,

Regarding airfare, Internal Auditors stated that documentation was insufficient o support
upgraded sirling travel associated with more than forty percent (40%) of President Shumakers
total airfare during the four vears examined, University policy states, “[a]dditional expense for
first-class travel will nod be reimbursed.” Internal Auditors said (hey could not determine the
finuncial impact of the upgraded travel over the allowable business or coach class. Intemnal
Aunditors recommended documentation be maintained to support any airline upgrades obtained
with personal frequent flier miles.

Page 12



Page 13

President Ramaey
December 3, 2003
Page 4

Intcrmal Auditors reported that 335,716 i personal expenses was charged by Dr.
Shumaker io the Foundstion credit card. This represents approximately ten percent (109%) of the
total credit cord charges during the period examined. Internal Awhitors found that Dr. Shumakes
routinely reimbursed the University or directly paid these credit card charpes. A previous
internal audit had recommended using the credit card for business parposes only,

Our review of Internal Auditors reports and working papers revealed weak University
internal controls in several respects, including the following:

* No approval procedure existed for President Shumoker’s travel and entertainment
expenditures.  Dr. Shumaker reported these expenditures quarterly o the
University's Board of Trustees and the Foundation Boand of Dinsclors, These
reports included a budget update but were informational only, requiring no Board
action,

*  Except for the limitation consisting of a line item in the University's annual budget,
policies did not restrict the travel and entertainment expenses of Dr, Shumaker. By
palicy, lodging, meals, and most sirfare were reimbursed ot actual cost. The policy
1o restnict resmbursemnent for upgraded airfare was routinely ignored,

*  Specific written policies did not exist for use of the Foundation credit cord by Dr.
Shumaker.

#  Dr. Shumaker frequently ignoded the University palicy of requinng orginal receipts
for reimbursements, This noncompliance was not routinely reported to either Boasd
except through infrequent internal nudit reports.

#  Routine operational expenses paid by the Foundation for Amelin Place, the
president’s home, were not reported to the Foundation Board but were limited only
by bud getary constramis,

AREAS FOR FURTHER EXAMINATION

We noted several arcas where Dr. Shumaker may have incurred expenditures that were
nit examined by Intemal Auditors, These arens include:

=  Procurement card (ProCard) transactions of President Shumoker's office;

*  Direct payments from University accounts o vendors for travel, enteriminment, or
other expenses;

#  Expenses reloted to Amelin Ploce, the president's home, and

¢ Personal service contracts that may have been initiated at President Shumaker's
request.

None of these areas appears outside of the direction provided by the Foundation's letter
of August 27, 2003; however, the August 25, 2003 letier from the University President linnitod
the scope of Intermal Auditors’ work to only credit card transactions and expense
reimbursements,



President Ramsey
December 3, 2003
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RECOMMENDATIONS

We recommend strengthening the following control areas:

The Boords should review asd approve or disapprove the expenditures listed on the
quartes]y reports.

The quarter]ly reporis should include a staterment from the President that original
receipts are on file for each item listed on the quanterly reports.

The quarterly reports should include expenditures made for Amelia Ploce, the
pregident’s home,

The Travel and Retmbursement Pelicy requiring original receipts prior to approving
the reimbursement of expenses should be enforeed.

The Travel and Reimbursement Policy should specify approval procedures
applicable o the President.

The Travel and Reimbursement Policy should be reviewed to formally include a
policy o sddress the vse and documentation of aidine frequent flyer miles.

The areas of possible expenditures by Dr, Shumaker thot were excloded from the
scope of these audits should be examined,

The Boards should ensure that all expenditures are reasonabie in cost, necessary, and
notipersonial in nature,

We did not review, audit, or test any changes io policies, procedures, or proctices that
oceurred after the audit period ending June 30, 2002.

Very truly yours,
Edward B. Hatchett, Jr.
Auditor of Public Accounts
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Eoware B, Hatcwuerr, Jnr.
AuvoitTor oF PuesrLie AccounTs

December 24, 2003

James . Eamscy, FhD., President
University of Loaisville
Lowisville, Kentucky 40292

RE: Follow-up work on Presidential expenditures
Dear President Ramsey:

As reporied 1o owr letter of December 3, 2003, the Auditor of Public Accounts reviewed
the work of the University of Louisville's Awdit Services stafl regarding travel and enterininment
expenses of former Presidemt John W, Shomaker, We offered our comments and
recommendations, incleding our ohservation that the scope of the work performed by the ntermal
auditors was limited o credit card transactions and direct reimbursementa and was not sufficient
to encompass ull areas of potentinl expenditures incurred by the President. We suggested four
additional areas to examine:

Procurement card (ProCard) transactions of President Shumaker's office;
Drirect payments from University accounts lo vendors for travel, enlertinment, or
other expenses;

s  Expenses related to Amelin Place, the prestdent’s bome; and
Personal service contracts that may have besn initiated at President Shumaker's
request.

With the assistance of the Audit Services stafT, we examined Genoral Fund and Research
Foundation expenditires relofed to ihree of the above areas: ProCard expemditures, direct
piayments, and persopal service contracts. We were oot provided access to University of
Louisville Foundation, Inc. records related 1o any of the above arens.  The Foundation asserts
that ns a private entity its records relating to presidential expenditures in these areas are not
subject lo examination by the Auditor of Public Accounts,

ldd Cerrfpr Amuns 108 Biw Hins Rass Surme 2
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President Ramsey
Diecember 24, 2003

Page 2

ProCard

Three employees of the President’s office used ProCards during fiscal vears 2000 and
2002, The cards were used within the University guidelines and charpes ioialed $13,137. Dr,
Shumaker did not use a ProCard, and the only charge made 1o his direct personel benefit was for
8 picce of luggage, specifically suthorized by the Foundation in May 2002 as a gift for the
departing President.

Direct Pavments o Vendors

Audit Bervices provided a listing of all direct payments 1o vendoss for wavel and
entertainment expenses of (he President’s office for the two-vear period.  Exclusive of
expenditures previously exnmined, these expenditures tolaled 3295,100.  From this population,
we examined a sample of expenditures totaling 3195470, These cxpenditares mcloded such
itemns as tickets o major local evenis, catering for occasions ranging from larpe banguets to small
receptions, business luncheons, travel and lodging for visiting guests, and international trave] for
student groups.

We found the University’s records adequate to document a University purpose for the
events associated with these direct payments. Invoices or receipts wens available for all
expendiiures examined. Mo ususml benefit acerued 1o Dr. Shomaker as a result of these
expencitures. Our examination produced the following concermns:

* Um several occasions, the University purchased alcobolic beverages al events such as
2 Trustees reception.  We were lold that while it was not routine 10 baty aleohol with
general fund appropriations, no statute or regulation prohibited the practice.

s  (One catering invoice for $913.76 was madvertently paid twice. According to the
University "[w]e bave discassed this situation with [the vemdor], which has agreed to
credit 3913.76 toward the Department’s future expenditures ..."

Fersonal Service Contracts

Audit Services provided a listing of all personal service contracts issued by the
Umiversity during the period examimed. A todal of 277 personal service comtracts were issued
during this timeframe with President Shumaker or his designee initiating 10 of the contracts, We
reviewed the 10 personal service contracts imitiated by the President’s office as well as four
additional contracts judgmentally selected because Awdil Services listing indicated the persoonl
service contract was for consulting services.
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President Ramsey
December 24, 2003

Page 3

We found minor instances of noncomplinnce with University procedures relating o two
persohal service contracts, We have discussed these fssues with the University, However,
neither of these contracts appears to have benefited President Shumaker personally.

We recommend that the Foundation make transactions relative to the expenditure arcas
detniled above available to this office so that afl areas of potential expenditures incurred by the
Fresident can be thoroughly examined, Furher, we recommend that the University consider
whether the expendituires of public funds for alcoholic bevernges are necessary, beneficial o the
public, and not predominately personal in nature,

We express our appreciation to you, your staff, and other University employees for the
cooperation received during the course of our work.

Wery truly yours,
Edward B. Hatchett, Jr.
Aunditor of Public Accounts
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INIVERSITY of TOUISVILLE.

:l:u.mw DIELCTOd S Lnmiverniry of Lo sl
URERSITY OF LOUBVILLE  Lsiai B Kersnchy #0790
FERINORTION, INC March 24, 2004

Ms, Crit Luallen

Aunditor of Public Accounts

Commonwealth of Kentucky

105 Sem Hero Road, Swite 2

Frunkfort, KY 40601-5404
Dear M=, Luallen:

Thank you for your report of March 24, 2004, On behalf of the UofL. Foundation, we were pleased to
cooperaie voluntarily with your office over the pust few months to assure the public that Dr, John
Shumaker did not use Foundation funds for his personal benefit, To facilitale vour review, the
Foundation made available to your stafl any and all records they requested. As your reporl noles, your
elalf reviewed 86% of trangactions during FY1] and FY(2, and we appreciate the professional and
thorough examination they casried oul

This repart, along with the examination your office performed in December regarding state
university and rescarch foundation Munds, reaflirms (o the public that Dr. John Shumaker
during his tenure at the University of Lonisville did not receive any inappropriate benefit from
the expenditure of funds controlled by the Office of the President.

We appreciate the thoughtful recommendations included as part of the audit. The Foundation Board of
Diirectors plans to address them at its meeting on March 29, 2004, [ would like to respond to your
findings as they were presented in your report.

o  Trips o Liberty Bow] by Shumaker chikdren.  Your recormmendation that policy should direct
practice is noted.  The Board plans to expand the Foundation®s current travel policy to
accommodate the President™s minor children for spocific travel

s  Fvents and Gifts.  The business of the Foundation is fundmasing,; 1o be swccessfil, the
Foundation must also be in the business of friend-raising. The practice of giving holiday gifis
to members of the University's Senior Leadership Team and Executive Cabinet has existed for
more than three decades. The members of these two groups have donated and pledged more
than §545,000 to university programs. With future capital campaigns planned, we hope the
leadership of the University will contimee 1o demonsirate ils commitment to philanthropy and
investment in the University, Additionally, the holiday hunch and summer concert were efforts
to improve the morale of the stafT that suppaorts the board and its activities. The Board has
agreed 1o review a policy that addresses its oversight of gifls and special events.

» Inventory. Your recommendations (2) shout maintaining a more comprehensive inventory of
Foundation property is noted. 'We have already begun to record the purchase and disposition of
special recognition gifts (a gifi inventory) that the President uses in promoting UefL. Although
we implement bienmdally a physical inventory of Amelia Place, we plan to conduct one
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annually. The Board will take up at its mesting this month procedures that will guide fisore
inveniories al Amelia Place

* President's Reporis. President Ramsey has increased the distribution of his quarterly expense
reports to include the Trustees Audit Committee. We shall inchede a special category on the
report for capital acquisitions at Amelia Place and integrate this component with procedures for
the anmanl invemory of physical property at that Facility

Under the leadership of President Ramsey, the UofL. Foundation has opened its board meetings to the
public, cooperated with your office to carry out this comprehensive audit, and established a web site
for posting board minutes, policies, sudited financial statements (Delottte & Towche), and its anmeal
report. President Ramsey uses only his personal credit card for his travel and other reimbursable
expenditures, and submits reimborsement requests throagh the regular procedures ke all other Uofl
employees. Also, at his urging, the presidents of Kentucky's public universities beginning this year
will voluntarily complete full disclosure statements to the state's Executive Branch Ethics
Commission. These sctions demonstrate, we believe, that the University and the Ucfl. Foundation are
committed o openness, candor, and fiscal imtegrity

Thank you for the opportunity to respand.
Sincerely,

Michael 1. Curtin
Agzigtant Treasurer

And Viee President for Finance

Ce: Uafl. Foundation Board of Directors






