SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 1
Audit/Accounting
Title of Findina: UM Decentralized Business Service Functions

Business Services at The University of Montana has decentralized some of the
campus’ s accounts payable and accounts receivable functions. The responsibility for
most purchasing and payment of items below $5,000 (or $15,000 for some departments,
including athletics), procurement card purchases and approvals, receipt and accounting
for department specific revenues, and budget and fiscal responsibility are delegated to
campus department administratord] Procard charges and related documentation reside
within the campus department files. All campus department procurement card purchases,
including athletic department procurement card purchases, are reviewed annually by
Business Services. The review of procurement card purchases involves checking to make
sure the expenditures met campus and state restrictions, that proper documentation is
attached, and that the transaction has been properly approved. Whether the travel or the
purchase is necessary is up to the judgment of the department administrators (or the
athletic director in the case of the athletic department.)Bl Departments process fiscal year-
end accounting accruals and adjusting entries. However, large or significant year-end
adjustments are reviewed by business services accounting staff to ensure that entries are
reasonable and are adequately supported.f]

Sylvia Weisenburger spoke to the panel on April 30.] She also stated that with the
adoption of the Banner finance system, many of the business service functions were
delegated to the departments. Her opinion was that there were insufficient staff resources
in the departments, including athletics, to properly handle these new responsibilities.

! Correspondence with Jim Darcy, UM Director of Business Services
2 Phone interviews with John McCormick, Assistant Director of Business Services
3 Comments provided to Panel by Dan Jenko, Financial Manager, Business Services
* April 30 statement to full panel.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 2
Audit/Accounting
Title of Findina: Athletic Reportina Structure

The athletic department at The University of Montana reports directly to President
George Dennisonfl Thisisa NCAA requirement and a recommendation that resulted
from the Knight Commission.Bl This direct reporting line may result in the perception or
reality of special status for the athletic department by other campus departments.

Recommendation Number 2
Audit/Accounting

Title of Recommendation: Athletic Reporting Structure

The University of Montana President should re-assess the risk inherent in the
financia operations of the athletic department. Therefore, he should communicate
clearly his expectation of enhanced involvement and scrutiny by Administration and

Finance (including Business Services and Budget) and Internal Audit, over the financial
activity of UM athletics.

® UM Organizational Chart
® Knight Commission Recommendations
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 3
Audit/Accounting
Title of Findina: Review of Special Purpose Audit Reports

The Grizzly Scholarship Association contracts for a special purpose audit, as
required by the NCAA [l The University of Montana also engages an external auditor for
the specia purpose of auditing athletics to ensure NCAA compliance. Members of the
audit subcommittee (Jim Salisbury, Patricia Collins, and Laurie Neils) spoke with the
external auditors, Douglas Wilson & Company, PC on April 22, Bthe UM internal
auditors on April 6 and April 15, and a staff auditor from the Legislative Auditor’ s Office
Ebn April 23. The UM internal audit staff does not test financial transactions at athletics,
except for any @oecial project work (such as cell phone use) that they are engaged in
campus-wide— Most of the internal audit work in relation to UM athletics involves
testing NCAA compliance in non-financial areas. Both the UM internal auditors and the
legidlative auditor rely on the work of the external auditorsto test financial activity and
financial compliance. The University of Montanainternal auditors receive a copy of the
external athletic audits, both for GSA and UM. An*“action plan” is prepared by the
athletic department in response to any internal control or other recommendations from the
external auditor and is submitted to the Internal Audit Department.

" Interview with Kathy Burgmeier, UM Internal Auditor, April 6, 2004

8 Interview with auditors from Douglas Wilson & Co., April 22, 2004

° Interview with John Fine, April 23, 2004

19 nterview with Kathy Burgmeier, UM Internal Auditor, April 6, 2004
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Recommendation Number 3
Audit/Accounting
Title of Recommendation: Review of Specia Purpose Audit Report

We believe the level of risk in the athletic department necessitates a closer review
of both audit reports and submitted action plans. We don’t know whether UM
participates in the GSA audit exit, but given the close nature of the two organizations
(See Finding #5) UM should participate. Even without participating in the GSA audit
exit, acopy of their financial report was submitted to The University Internal Audit
Department. The FY 02 prepaid was clearly identified in the GSA financials. The UM
did not discover this, or check for arelated deferred revenue entry, until their review of
FY 03 transactions, sometime in the October-December 2003 time period. Additionally,
many of the identified internal control weaknesses identified by the external auditors
were repeated for one or more audits. These weaknesses were clearly identified in the
annual audit letter of internal control structure and status of prior audit recommendations.
We recommend that UM internal audit verify that the audit action plans have been
implemented by making an unannounced visit to athletics. Findings of that visit should
be relayed in writing to the President.

The NCAA Audit Guides states the following on page 2:

"The institution's audit report should not be filed with the NCAA national office. Its
primary purpose isto ensure that the chief executive officer is made aware of all
recorded expenditures (both internal and external) for athletics purposes and is intended
to assist the institution in exercising control over expenditures made for or in behalf of
the intercollegiate athletics programs.”

The University of Montana should utilize the athletic report as intended by NCAA.

Recommendation Number 3.1
Audit/Accounting
Title of Recommendation: Review of Specia Purpose Audit Report

The same external audit firm prepares the audit for both the GSA and audited
NCAA report for the athletic department. The external audit firm should have recognized
the $216,000 accounting error related to prepaid GSA feesin FY 02 on the UM athletic
department’ srecords. The panel believes the audit firm should also expand its
disclosuresin the NCAA audit report to encompass contract obligations of the athletic
department. Examples are Adams Center commitments and North End Zone repayment
agreements. These disclosures would be beneficial to the readers of the financial
statements, especially when a balance sheet is not presented. In addition, the external
audit firm should be more aggressive in requiring the audit findings and
recommendations of the GSA and UM athletics be addressed and the audit completed in a
timely manner.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 4
Audit/Accounting
Title of Finding: Interview with UM Internal Audit, Kathy Burgmeier

The Audit Subcommittee interviewed Kathy Burgmeier, Director, UM internal audit on
April 6. The discovery chronology of the athletic department accounting errors and
deficit asreported by the University administration is verified in thisinterview. In
December, 2003, Kathy Burgmeier, Etalled a meeting to discuss the problems that were
discovered by Douglas Wilson & Co., external auditing firm conducting the audit for
GSA and NCAA.

The UM Internal Audit Department reports directly to President Dennison. FThe
department is responsible for setting the auditing procedures on the UM campuses and
generaly focuses on compliance and cash handling procedures of individual departments.
This department reviews the special purpose audit reports performed by external auditors.
Other than some NCAA compliance issues and cash handling procedures, UM Internal
Audit Department did not discover problems associated with the athletic department
budget until called to the December 2003 meeting.El

Finding Number 4.1
Audit/Accounting
Title of Finding: Interview with UM Internal Audit Department, Marlene Wyatt, Auditor

The Audit Subcommittee met with Marlene Wyatt from the Internal Audit Department on
April 15. MsWyatt has performed several internal audit procedures for the Athletic
Department. Most of these audits were of a compliance or cash handling nature. Ms.
Wyatt was unaware of errors or adeficit in the athletic department budget until it was
brought to light by the external auditing firm of Douglas Wilson & Co.

" Interview with Kathy Burgmeier, April 6, 2004

2 UM Organizational Chart

3 Interview with Kathy Burgmeier, April 6, 2004

Y Interview with Marlene Wyatt, UM Internal Audit staff, April 15, 2004
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 5
Audit/Accounting
Title of Findina: Relationship of The University of Montana and GSA

The Grizzly Scholarship Association (GSA) is a501(c)(3) non-profit organization
whose purpose “is to provide athletic scholarships and promotional support for The
University of Montana athletic programs.” The three employees of the GSA are
employees of The University (and therefore State employees). They are paid on UM
payroll and the payroll expenseis reimbursed by the GSA and subsequently deposited
into arestricted fund at UM.EI

The fiscal officer did not fulfill his responsibilities with regard to budgeting for the
Grizzly Scholarship Association (GSA). The fiscal officer in the athletic department was
assigned approximately one-quarter time and was paid for this time by the GSA.

The GSA executive director and a board member informed the athletic panel that there
was no formal budget process including scholarship commitment for the last couple of
years, even though they had pressed the fiscal manager to perform this duty.F]

The athletic panel obtained the by-laws of the Grizzly Scholarship Association. The by-

laws state: “ The Grizzy Scholarship Association shall annually, at its spring meeting, approve the
following: A budget for the upcoming year. Such budget shall, (i) estimate the expenses that are
anticipated to be incurred for the operations of the Grizzy Scholarship Association (ii) include the
amount the Grizzly Scholarship Association anticipatesit will raise through its membership
contributions, and (iii) specify the amount the Grizzy Scholarship Association intends to transfer to the
University of Montana Athletic Department to assist it in providing scholarshipsto athletes a the
University of Montana.” [']

The athletic department does not account for payroll processing as identified in the
GSA By-Laws. The GSA By-Laws state “ All professional and support staff of the Association

shall be employees of the University. Association-generate funds shall provide for salaries, benefits and
operation expenses through fiscal year 1991, after which the Athletics Department will assume such

respon%iliti%.” GSA staff isstill paid from GSA funds, not from athletic department
funds.

1> Statement before April 9, 2004, Panel by Bryan Newton, GSA President
18 Minutes of April 9 Panel meeting
Y GSA By-Laws
18 GSA By-Laws
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Recommendation Number 5
Audit/Accounting

Title of Recommendation: Relationship of The Universitv of Montana and GSA

The Board of Regents should review the relationship of the campuses booster clubs
to assess whether the regents have appropriate oversight in regard to the fact that GSA
employees are University employees. The GSA board should update their by-laws to
reflect current practices. The GSA should formally establish an annual budget, including

the amount for scholarship commitments and account for payroll as defined in their by-
laws.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 6
Audit/Accounting
Title of Findina: The Universitv of Montana Foundation and Opportunity Fund

The University of Montana Foundation was established in 1951 on the “founding
principle that higher education at UM is greatly enhanced with the infusion of private
gifts.”EIThe UM Foundation is an independent non-profit organization under Internal
Revenue Service 501(c)(3) designations and is the official development office for The
University of Montana. A 40-member board of trustees maintains fiduciary and
operational responsibility for the Foundation and embraces its goals.

The UM Foundation provides support to UM athletics in the form of scholarships
or aid to the University for student athletes. The foundation also provides funds for use
by the athletic department that has been established by donors to be spent at the
discretion of the athletic director. Detailed information regarding the amount of funds
available for these purposes was not available to the panel. Although the foundation
protects their donors' privacy and the separation between the University and the
foundation assets, the foundation director has offered to provide aggregate numbers
regarding athletic donations. The UM Foundation both transfers funds to The University
to pay for athletic related expenditures and spends foundation monies directly out of the
Foundation funds designated for UM athletics.Z]

On April 16, 2004, Brad Kliber and Bob Minto from the National Advisory Board
for Grizzly Athletics spoke to the panel. The National Advisory Board provided the UM
Foundation (UMF) with the mgority of the financial resources for the Athletics
Opportunity Fund. According to Bob Minto, the opportunity fund has three main
functions, the third of which isto help provide operating funds for the athletic
department. In the words of Bob Minto, “It is actually not alarge part but does provide
money for things not budgeted such as recruiting costs, plane tickets, and unexpected
expenses. Those monies come from the board itself—each member makes a commitment
annually to the Opportunity Fund.” “We deposit the money in the UMF and they provide
the fundsto the athletics director. There are afew restrictions but mostly this money isto
give the athletic director the ability to do what needs to be done.” A panel member asked
Mr. Kliber and Mr. Minto the following question, “As a point of clarification, regarding
Opportunity Funds, from what you have said | understand that you have no problems
with how that money is spent.” Bob Minto responded, “ The money in the Opportunity
Fund needs to be spent consistent with UM policy and NCAA guidelines—beyond that it
istotally up to the discretion of the athletics director.” Fl

% UM Foundation web site, http://www.umt.edu/umf
% E-mails and phone conversations with Laura Brehm, UM Foundation President and CEO
I Minutes from April 16 Panel meeting
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Recommendation Number 6
Audit/Accounting
Title of Recommendation: UM Foundation and Ooportunitv Fund

The President of The University of Montana should provide campus personnel and
the UM Foundation written guidelines as to what as to what is acceptable in seeking
reimbursement or payment out of UMF funds and who from the University is authorized
to approve these expenses or reimbursements.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 7
Audit/Accounting

Title of Findina: The Athletic Structural Deficit

In May 2000, President George Dennison submitted a 3-year plan for the Adams
Center and the Department of Intercollegiate Athletics. This plan would balance UM
athletics by the end of FY03. Actual reported expenses for UM athletics exceeded the
plan’stotal expenditures by over $2.5 million in FY02 and over $2.5 millionin FY03. In
FY 02 the University used $880,000 more in state funding than was budgeted and il
ended the fiscal year with a current year deficit in athletics. For FY 03 the University
reported that athletics revenues exceeded expenses by $136,344. P

State
Support Total Total
State Support | State Support| over [Total Athletic|] Athletic Surplus
Athletics Athletics Budget |Expenditures| Revenues | (deficit)
Budgeted Actuals
FY03 3,168,793 $3,308,198 | 139,405 10,683,375| 10,819,719] 136,344
FY02 2,619,585 $3,500,363 | 880,778] 10,052,123} 9,671,561] -380,562
FYO1 2,296,525 $2,308,458 | 11,933 8,184,438] 7,862,788] -321,650
FYO0O0 2,306,247 $2,401,813 | 95,566 6,887,492 6,628,041] -259,451
FY99 2,198,914 $2,220,672 | 21,758 6,446,990] 5,815,956 -631,034

Panel members requested explanations as to why total expenditures grew by $1.9
million from FY 01 to FY02. Neither the athletic department or the Office of

Administration and Finance were able to provide a comprehensive response.El

Department personnel were able to point to afew likely contributing factorsin the
increase from FY 01 to FY 02 (such as the football team national championship, the
resignation of coaches, and the 13% tuition increase that caused an increase in fee
waivers) but could not explain why those expenditure levels remained (and then
increased by over $600,000) in FY03. President Dennison told the panel it was not a
deliberate decision by the University to grow expenditures at those levelsF Vice
President Duringer suggested that the cause was “growing a championship program” B

22 Athletic Reports on file with Office of the Commissioner of Higher Education, Fiscal years 1999-2004
% Meeting April 22 with Audit and Budget Subcommittees and UM Staff
2 Minutes from April 30 Panel meeting
% Meeting April 22 with Audit and Budget Subcommittees and UM Staff
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Finding Number 7
Audit/Accounting
Title of Findina: The Athletic Structural Deficit (continued)

It appears to the panel that the expenditure side of the athletic budget was not
monitored or analyzed closely by anyone at the University, including the athletic director.
Budget oversight at UM seemed to be more reactive than proactive. The athletic director
was given the monumental task of balancing the budget through fundraising. The other
significant pieces of the revenue portion of the athletics budget, such as state support and
student athletic fees, were outside the control of the athletic director. Other University
funds were transferred in at year-end by UM administration as budget balancers.

Because the expenditure and revenue components of a balanced athletics budget were not
managed in tandem, the structural deficit was alikely outcome. Because of the frequency
of increased state support and other university funds that were required to balance the
athletic budget, the structural deficit should have been known by The UM administration.
The term “structural deficit” is now identified in UM’s current athletic deficit reduction
plan.

Recommendation Number 7
Audit/Accounting
Title of Recommendation: The Athletic Structural Deficit

The President of the University has required the athletic director to balance the
athletic budget, but the UM administration has not controlled the expenditure side of the
athletic budget, nor required the athletic department to do so (by employing
consequences for overspending their budget.) Pressure was applied to require the athletic
director to obtain non-institutional sources of revenue (fundraising), but it seemed to be
directed toward future budgets. The administration should monitor and control both the
revenue and expenditure portions of the athletic operating budget throughout the fiscal
year. A realistic funding package that includes adequate institutional support that assures
a balanced athletic budget must be devel oped by the University. The consequences of not
adhering to an approved budget should be clearly communicated to the athletic director
and acted upon if necessary. The University president should provide proactive instead
of reactive oversight over the athletic department finances. Because of the size and
nature of the athletic budget, and the reliance on external funding, an adequate reserve
should be established in athletics to hedge against future budget shortfalls.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 8

Audit/Accounting

Title of Finding: Concession, Trademark Licensing Royalties, Collegiate
Licensing

Bob Frazier, University of Montana executive vice president, gave a presentation
on trademark licensing royalties. The April 16, 2004 panel meeting was to have a
presentation related to concession royalties but because of a scheduling misunderstanding
a presentation was not given by UM representatives. Rosi Keller did provide a schedule
of revenues and expenditures related to the concession sales for athletics at a later date.

The presentation by Bob Frazier indicated that the president’ s office nets
approximately $200,000 on sales in excess of $10,000,000. A small amount of these
royalties are allocated to the athletic department.F°l

The concession revenues reflect gross proceeds of $474,705 for the fiscal year
ended June 30, 2003 and expenses of $313,839 for a net of $160,867. $150,000 is then
allocated for debt reduction on the Adams Center. The projections for FY 2004 and 2005
reflect higher receipts and allocations to debt relief

Concession sales related to the new 4,000 seats in the north end zone for football
are committed to debt reduction related to the addition of those seats. The athletic
department is absorbing expenditures incurred in relation to the 4,000 seats in the north
end zone. The Board of Regents item that authorized the construction of the north end
zone included the following: ITEM118-1003-R0103 " This project at an estimated cost of
$2,500,000 will be financed with revenues from the sale of tickets and concessions."E!

Collegiate license revenues are dedicated to scholarshipsin general and not specifically
identified for athletics scholarships.

%6 Memo provided by Bob Frazier to Athletics Panel April 9, 2004
%" Spreadsheet provided to panel by Rosi Keller.
%8 Board of Regents minutes from January 2003.
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Recommendation Number 8
Audit/Accounting
Title of Recommendation: Concession. and Trademark Licensina Rovalties

We recommend that UM review the revenues and expenses related to concessions,
royalties, and collegiate licensing. It isimportant to quantify revenuesthat are related to
athletics and to determine if adequate profits are being realized on the gross sales.
Athletics requires additional stable sources of revenue that are earmarked specifically for
athletics operations and are not dependent upon the largesse of the University to allocate
piecemeal at year-end for balancing purposes. In addition, the regents should determine
whether the commitment regarding north end zone concessions by the University of
Montana has been met.
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SPECIAL PANEL ON UM ATHLETIC DEFICIT

Finding Number 9
Audit/Accounting
Title of Finding: Review of Accounting Error

The Audit Subcommittee interviewed Ros Keller, UM associate vice president,
Administration & FinanceZ] The discovery chronology of the athletic department
accounting errors and deficit as reported by the University Administration is verified in
thisinterview. Ms. Keller spent alarge portion of thisinterview explaining in detail the
accounting errors that were discovered. Itisasfollows:

Payments made by the GSA to the Athletic Department in excess of the GSA’ s annual
pledge. These should be booked as a prepaid expense on the GSA’s books and aliability
on the athletic department’ s books, rather than income.

FY 2002 $216,000
FY 2003 48,050
Total Prepaid $264,050

Aninvalid account receivable was recorded to income on the athletic department’ s books
in FY 2003 on an accrual basis when, in fact, the cash had already been received. This
resulted in a double booking of income in the amount of $116,950.

Invalid Receivable-FY 03 $116,95
Total error $381,000

o

 Subcommittee interview with Rosi Keller, April 6, 2004
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Recommendation Number 9
Audit/Accounting
Title of Recommendation: Review of Accounting Error

After review of the documentation related to the accounting errors as presented by
the staff of UM and from related conversations with current and former employees of
UM, we have no evidence to conclude that there was intent on the part of UM staff to
intentionally misrepresent the financial statements of the athletics department. The panel
felt that the documentation of the error was adequate.

We believe that if accurate and timely financial reports had been issued by the
GSA and reviewed by The University, that the $264,050 prepayment error would not
have occurred. In addition, we believe the Athletic department should establish a
receivable at the beginning of its fiscal year for the GSA pledge that is consistent with the
Athletic and GSA’s budgets. This amount should not be reversed at the beginning of the
new fiscal year, asis UM current policy. We believe that by establishing this receivable
the Athletic department will know how much is currently due from the GSA at any given
time. An effort should be made to reconcile the Athletic department amount to the
GSA’ s amount monthly. Thiswould be especially helpful given the athletic department
does not prepare a balance sheet.

The GSA aswell should establish a payable equal to the amount established on the
athletic department records so the GSA can also track the amount of pledges owing to the
UM athletic department. The GSA does prepare a balance sheet.
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SPECIAL PANEL ON UM ATHLETIC DEFICIT

Finding Number 10
Audit/Accounting
Title of Finding: Interview with Rob Edwards, Former Fiscal Officer, UM Athletics

The Audit Subcommittee interviewed Rob Edwards, EThisinterview determined that Mr.
Edwards reported directly to the Athletic Director Wayne Hogan and was totally in
charge of the athletic department budget, planning, monitoring and balancing. Mr.
Edwards took over the arrangement for out-of-state team travel from Chuck Maes, which
included traveling with the team to make sure the arrangements were satisfactory. He
was absent from the department a great deal during the football season. Mr. Edwards
was surprised to learn from newspaper accounts that there were errors and a deficit in the
athletic department budget. He was unaware of mistakes he made (explained in AUD9:1
above). He stated any errors were unintentional. He was not at any time, pressured or
asked to make the entries explained in Finding #9. He felt the entries were correct. The
University never contacted Mr. Edwards for an explanation about any entries he
recorded. He spoke of the prepaid expense issue at GSA, but it was clear he was talking
about GSA spending subsequent year’ s memberships on current year’s scholarships,
rather than the issue of the University drawing more than was committed from GSA ina
year.

A letter written to the Athletic Panel and posted to the web site is pasted belowl
Athletics Inquiry Panel Members:

My name is Rob Edwards and | was the Fiscal Manager for UM Athletics from September of
2001 to September of 2003. | have followed the discussion of the athletic department’ s financial
woes with great interest and felt it necessary to write this letter to provide some information
regarding afew of the items discussed in the press as well as at your meetings.

One of the major topics of discussion in the inquiry into the athletic department financial issues
has been the $361,000 of “accounting errors’ reported at the outset of the investigation. Asthe
Fiscal Manager responsible for these items, | feel it necessary for me to explain the thought that
went into these transactions. As you will discover in your study of the structure of the athletic
department, there is an annual commitment from the GAA to provide a set level of support for
athletic scholarships each fiscal year. Thisrevenueis collected mainly in the spring as football
ticket holders renew their membership as required to maintain their seats. In fiscal years 2002
and 2003 that support was set at approximately $875,000 to be paid to the University in two
installments, onein the fall and onein the spring. When | took the job in athletics in September
of 2001, | discovered that the spring payment was being made partially with revenue collected for
the next fiscal year and that this had been happening for severa years. At the next State GAA
board meeting | informed the board of this finding and suggested that we needed to try to end this
practice as soon aswas feasible. | told them that while | would like to see it taken care of
quickly, it was unrealistic

% | nterview by Audit Subcommittee, April 15, 2004
%1 Memo posted to Panel website, http://www.oche.montana.edu/UM athletics.htm
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Finding Number 10

Audit/Accounting

Title of Finding: Interview with Rob Edwards, Former Fiscal Officer, UM Athletics
(Continued)

to think that the athletic department could absorb the lost revenue immediately and that a plan
should be made to slowly correct thisissue. With thetight financial conditions that exist within
the department, no progress had yet been made on resolving this problem when | |eft the
department in September 2003. The $361,000 is the result of completing the transactions to meet
the $875,000 commitment for FY 03 not a prepayment of FY 04 obligations.

The other topic that | feel | can give some input into is the budgeting process and practice within
the department. Budgeting for athletics is a challenging proposition. Expenses change and ticket
and donation revenues are hard to predict with much accuracy. For example, it is difficult to
accurately budget for basketball travel in the spring when the schedules are not complete and bids
have not gone out to securetravel arrangements. That said, | agree with some of the comments
that have been made that my department didn’'t do well in tracking and reporting individual
budgets to the coaches and managers. With this problem in mind and with the release of new
financial tracking tools, | was able to put in place a new system by which each coach and
manager would meet with myself and his supervisor to go over the initial budget for the year.
After that meeting, quarterly discussions would also be held to review performance and variance
from budgets and current reports would be available at any time throughout the year by request.
This process was just beginning when | left the department this past September and | believe
would have been effective in keeping everyone informed of their budget status.

Asyou delve into the details of the finances of the athletic department | hope that you take the
timeto look at previous years information as well as the specifics of the current deficit. | firmly
believe that for the panel to understand and solve these difficult financial issues you must have a
good understanding of how we got to this point and look at the problem from several angles.

Respectfully,
Robert Edwards

Page 17 of 71
UM Athletics Panel Findings/Recommendations




SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 11
Audit/Accounting
Title of Finding: Interview with Chuck Maes

The Audit Subcommittee interviewed Chuck Maes, UM associate athletic director for
internal affairs. He was unaware of the errors or deficit until called in to determine what
had happened after the GSA auditors discovered discrepancies. Mr. Maes was asked to
provide an accounting of expenditures differences for the past three years and was unable
to do so.

Mr. Maes stressed that the budgets by Edwards appear to have been prepared with little
or no documentation. The budgets did not reflect any increase for expenditures because
there was no certain source of funding to finance them. Mr. Maes also implied that there
has not been a concerted effort to control costs.FZ]

2 | nterview by Chuck Maes by Audit and Budget Subcommittees, April 22, 2004
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding 12
Audit/Accounting
Title of Finding: Interview with Montana State L egislative Auditor, John Fine

The Audit Subcommittee met with John Fine to determine state procedures for auditing
departments within the state.E] John explained the role of his office in auditing UM and
athletics. The legidlative auditor is required to attest to the fairness of the financial
statement for the University of Montana as awhole and to test for compliance. They may
review some components of athletic financial activity if material to the University asa
whole or for compliance. However, when an external audit is contracted for, the
legidlative auditor relies on the work done by the external auditor, unless they discover
reasons why they are not able to rely on that work. Because of the nature of this athletic
Issue, it is certain the legidative auditor will increase their review of athletics financial
materialsin FY 04.

Recommendation Number 12
Audit/Accounting
Title of Recommendation: Interview with Montana L egidlative Auditor, John Fine

The subcommittee reviewed the interrelationship of internal audit and the
legidative auditor’ s functions. The panel recommends that the Board of Regents ask the
legidlative auditor’ s office to prepare a comparison between the internal audit functions
of the University campuses and those in peer states; the structure, staffing, audit focus,
and reporting lines of the internal audit departments among the different University units.
We believe that a more risk-based approach to auditing may be necessary to avoid more
instances like the one this panel isinvestigating. The regents should determineif it is
adequately staffed in their internal audit departments given the complexitiesinherent in
the system. The Board of Regents may want to consider establishing an audit oversight
committee.

* Interview by Audit Subcommittee, April 23, 2004
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 13
Audit/Accounting
Title of Finding: Time Line asto Discovery of Accounting Errors.

President Dennison has provided a chronology in regard to the discovery of athletic
accounting errors.ZP] From interviews with the Director of Internal Audit Kathy
Burgmeier, Internal Auditor Marlene Wyatt, the external audit firm of Douglas Wilson
(represented by Bruce Gaare and Randy Boisen), administration and finance office Bob
Duringer and Rosi Keller, and athletic personnel Marie Porter and Chuck Maes, the
reported time line of the discovery and disclosure of the accounting errors related to the
June 30, 2003 financial statements was verified.El

Thefiscal year end of UM was June 30, 2003. In the rush to record year-end accruals
and ensure the athletics financial activity was balanced at year-end, accounting errors
were made to the accounting records of the athletic department. See finding Review of
Accounting Error #9. Subsequent to June 30, 2003 the athletic department’ s fiscal officer
resigned. During the course of the external audit for GSA in September 2003, Douglas
Wilson & Co., external auditing firm, noted that the athletic department had drawn funds
from the GSA in excess of the annual commitment by GSA to the athletic department. On
the June 30, 2003 audit report of the GSA, dated November 25, 2003, the amount of this
excess draw, or prepaid expense on GSA books, in the amounts of $264,050, was
presented in the financials. {1t should be noted at this point that the prepaid expense
treatment of excess withdrawals by the Athletic department over the commitment by
GSA started in the fiscal year ended June 30, 2002. However, for FY 02, no one checked
to seeif an entry was made to UM’ srecords to offset the prepaid expense recorded on
GSA'’srecords. Prior to that time excess withdrawal s were considered appropriate
because the accounting records and policies of the GSA were such that the appropriate
accounting for thisissue was not determinable.}

In late November 2003, UM completed their athletic department financial statements as
required by NCAA and the Regents. These completed financial statements were then
provided to Douglas Wilson & Co for audit purposes.

During the week of December 8, 2003, the external auditor’s fieldwork began. The
external auditors determined that there might be an additional problem related to an
account receivable recorded on the June 30, 2003 records of the athletic department

% Memo from President Dennison to “Campus Community”, dated March 3, 2004

* Minutes of Panel meeting March 23, 2004, materials provided to Panel
36
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Finding Number 13

Audit/Accounting

Title of Finding: Time Line asto Discovery of Accounting Errors.
(continued)

that may not be avalid receivable. Thisamount is $116,950. On December 22, 2003 the
external auditors, Kathy Burgmeier, Bob Duringer and Rosie Keller met to discuss
additional errors. It was at thistime they determined the errorsto be “Big”. On January
27, 2004 the external auditors, Bryan Newton of the GSA, Ted Delaney of the UM
Foundation, Chuck Maes, Sylvia Weisenburger and Wayne Hogan of the Athletic
department and Rosie Keller and Bob Duringer of UM Administration and Finance, met
to discuss the accounting errors. Thiswas alengthy work session to try to explain to all
the parties how the errors occurred and how much they were. On February 12, 2004
essentially the same group of individuals met again to finalize the fact that the errors did
occur.

Recommendation Number 13
Audit/Accounting
Title of Recommendation: Time Line as to Discovery of Accounting Errors.

We concur with the time line President Dennison presented to the Board of
Regents in February 2004 as to the discovery and reporting of accounting errors within
the athletic department’ s financial statements for June 30, 2003. It is consistent with our
interviews of the parties listed above.

We recommend that the audit of the athletic department should be completed by
December of each year. The critical nature of the performance and completion of the
audit and the validation of the financial information presented to the Regentsis clear
given the controversy surrounding the financial results for June 30, 2003. It has been
reported by UM staff that the return of one employee on a post-retirement contract was
essential to the completion of theaudit.  This reflects an environment of casual regard
for Athletic department financial results and potential audit comments.

The audit of the athletic department was not completed as of May 14 and it is
guestionable as to whether or not it will be completed by the time the Board of Regents
meets May 20, 2004.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 14
Audit/Accounting
Title of Finding: Athletic Department Financial Reports

During the course of the review of the athletic department’ s finances it became apparent
that a standard reporting format for athletic financial information is not followed. The
athletic department produces monthly financials on the UM accounting system.E’]
However these reports do not reflect all sources of revenues and expenses. An external
audit report is prepared annually that requires the consolidation of GSA finances, UM
Foundation revenues and expenses, and other sources of revenues and expenses. Other
financia reports may be prepared for the Big Sky Conference Commissioner’ s office, but
the dates and reporting format vary.

In trying to reconcile changes among specific line items of financial reports from year to
year it was not possible to determine what caused the changes in revenue or expenses
since categorization was not consistent from year to year. Consistency and comparability
should be basic functions of financial analysis.

Recommendation Number 14
Audit/Accounting
Title of Recommendation: Athletic Department Financial Reports

The new fiscal officer for athletics should develop a standard reporting format.
This format should use automated systems from all sources as much as possible and
allow for easy comparison to prior periods to monitor and quantify changes in income
and expense categories as well asto variance to budget. Thisis essential to preparing
accurate and timely financial results as well asto assist in the preparation of accurate and
timely budgets.

3" Spreadsheets provided by Sylvia Weisenburger, Rosi Keller, Chuck Maes, Bill Muse
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Proposed Finding Number 15
Audit/Accounting
Title of Finding: Game Guarantees

On March 24, Marie Porter, UM interim athletic director provided the panel with the
detail of the football guarantee exchange with 1daho®] The significance of the
information is that many of the financial details behind the agreement with Idaho were
not formalized. It appears that the agreement was between Wayne Hogan and Mike
Bohn (Idaho) and was not shared with finance personnel to make sure the financial piece
of the transaction was properly accounted for.

Recommendation Number 15
Audit/Accounting
Title of Recommendation: Game Guarantees

We recommend that all game guarantees be contractually documented, with all
pertinent financial detailsincluded in the contract. The athletics fiscal manager aswell as
administration and finance should be given copies of these contracts to ensure appropriate
accounting and budgeting for game guarantees.

% Memo from Marie Porter to Panel Chair Diane Barz, dated March 24, 2004
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Proposed Finding Number 16
Audit/Accounting
Title of Finding: Trade Outs, Comp Tickets, Courtesy Cars

Marie Porter, UM interim athletic director, provided the panel explanations and
detail regarding trade outs and comp tickets. There are over 1000 comp tickets given for
football, over 700 for basketball.F] The spreadsheet for comp ticketsisincluded in the
appendix.

We are aware of the practice of providing athletic game tickets in trade for goods
or services (such as trade-outs for courtesy cars.) Thetotal dollar value of trade-outsis
reflected in the comprehensive athletic report at $235,135 for FY03. However, the detail
of services or goods exchanged was not provided to the panel.

Recommendation Number 16
Audit/Accounting
Title of Recommendation: Trade Outs, Comp Tickets, Courtesy Cars

We recommend that the Board of Regents and The University of Montana analyze
the cost incurred versus the value received for trade-outs, comp tickets, and courtesy cars.
Thisanalysis should include areview of other NCAA and Big Sky Conference teams to
compare the level of comp tickets and trade outs that are awarded. Although the amount
seems excessive to the panel members, we are not experts in this area and do not have a
reasonable basis for comparison.

For example, every two years Montana hosts the Grizzly Bobcat game. 1f 1,000
tickets are comps, at $35 per ticket, $35,000 islost in revenues for that game alone.

¥ Lists of comp tickets provided to panel by Marie Porter April 17, 2004
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Proposed Finding Number 17
Audit/Accounting
Title of Finding: Professional Background and Hiring of Rob Edwards

Rob Edwards was hired by The UM athletic department on October 1, 2001.
Recruitment for this position was done on-campus only. When Rob was hired, there
were four applicantsin total. The selection committee consisted of SylviaWeisenburger,
Marie Porter, Wayne Hogan, and Patty Dwight. Sylvia Weisenburger confirmed this
during her interview with the panel on April 30. Rob’s previous on-campus experience
was the auxiliary and athletics funds accountant at Business Services. However, Mr.
Edwards did not meet the minimum qualifications for the posted job since he did not
have an accounting degree or three years of progressively responsible accounting and
management experience.

Mr. Edwards was hired on a letter contract at $32,000 per year. For FY 03 he was given a
raise to $42,000 per year (when the average raises were 3%). Sylvia Weisenburger was
also surprised to learn that advancing out-of-state games became part of Rob Edward’s
job description.

Mr. Edwards quit working at the University at the end of September 2003, but was paid
by the University until the end of March 2004. He continued to have use of an athletic
department courtesy car until the end of December 200371

“0 Telephone interviews with Kathy Crego, UM Director of Human Resources
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 18
Audit/Accounting
Title of Finding: Interview with Sylvia Weisenburger

The Audit Subcommittee met with Sylvia Weisenburger to discuss her knowledge of
budget controls, accounting practices, deficits, and her responsibilitiesin the Athletic
Department.F

President Dennison assigned Sylvia Weisenburger to the athletic department on a special
assignment for one year to “straighten out” the budget and write a plan for the deficit
reduction. Thiswasin the spring of 2000. The plan to reduce the deficit was completed
5/12/2000. The details of this plan were provided to the panel members are included in
the background piece of the report. This deficit wasto be eliminated by the end of FY
2003.

Ms. Weisenburger was on specia assignment as the athletic department fiscal manager
for fiscal year 2001. After that year, Sylviaretired and went on a post-retirement
contract. It was determined afull time fiscal manager was needed in the athletic
department. Ms. Weisenburger was on the hiring committee for this position and told us
that she strongly believesin hiring from within if qualified internal candidates are
avallable. The position was advertised internally on the UM campus and Rob Edwards,
from UM Business Services was hired October 1, 2001. Ms. Weisenburger created a
detailed budget for the department, and spreadsheet to monitor and build athletic budgets.
Ms. Weisenburger prepared the NCAA reports and the Regents Athletic Reportsin the
fall of 2001 and the fall of 2002 as part of her post-retirement work. In spring 2002 Ms.
Weisenburger heard rumors that Mr. Edward was having personality conflicts with some
of the athletic department staff.

Ms. Weisenburger also spoke with us regarding accounting problems at GSA. In FY 2001
she recommended that GSA hire an accountant. One was hired but lasted only 3 months
before taking another job. In summer 2001 she learned that a secretary was promoted
from G-8 to G-11 to be the accountant. Sylvia noted Rob would not have taken help even
if offered. Sylviagave an example asto how financial problems evolved after the 2000
deficit reduction plan. One example was that coaches recruited athletes without concern
as to the consequences associated with the recruiting out-of -state students who require
more expensive scholarships than do in-state athletes. There was no guidance for the
coaches. Sylvia gave the committee some of her ideas as to where costs could be reduced
from her experience in the athletic department.

“! Interview by Audit Subcommittee on April 29, 2004
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Finding Number 18

Audit/Accounting

Titleof Finding: Interview with Sylvia Weisenburger
(continued)

In the fall of 2003, after Rob Edwards left the University, Ms. Weisenburger was called
to prepare the Regents and NCAA athletic reports.  She did so using the budgetary
information prepared by Mr. Edwards.

In December of 2003 Ms. Weisenburger was called in to make adjustmentsin her
spreadsheet to adjust for the accounting errors that had been discovered to that date. This
was the first she knew of the accounting problemsin athletics.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 19
Audit/Accounting

Title of Finding: New Fiscal Officer
The UM and Athletic department have hired anew fiscal officer for athletics who will
assume his new position in May 2004. It is our understanding that this position will report
directly to Bob Duringer in the Office Administration and Finance.®

Recommendation Number 19
Audit/Accounting
Title of Recommendation: New Fiscal Officer

Whileit is appropriate for the new athletics fiscal officer to report to the vice
president for administration and finance, at least temporarily, and while it has been
implied that the new athletics fiscal officer will eventually report to the athletic director,
it is our recommendation that the new fiscal officer report to the athletic director as soon
asispracticable. Thewill allow for the continuity of reporting within the department and
a sense of ownership of the financial statements. A prolonged reporting to other than the
athletic director may result in a“them vs. us’ environment. Thistype of an environment
could be detrimental to the morale and efficiency of the athletics department.

The Office of the Vice President for Administration and Finance should increase
the level of monitoring and oversight over the athletics finances, as recommended in
other findings.

“2 April 30 Panel minutes.
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SPECIAL PANEL ON THE UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 20
Audit/Accounting
Title of Finding: Deficit Reduction Plan

Vice President for Administration and Finance, Bob Duringer, presented a
preliminary deficit reduction plan to the panel on April 30, 2004. On May 14, 2004, Mr.
Duringer presented arevised plan that isto be presented to the Board of Regents on May
20, 2004.

Recommendation Number 20
Audit/Accounting
Title of Recommendation: Deficit Reduction Plan

Panel members reviewed the proposed plan and the basic assumptions behind the plan.
While the May 14 plan has some items of concern to the panel, it appears to have been
prepared with the input from several department and individuals and it has more
disclosure than the April 30 plan. The plan includes new sources of revenue that the
panel has been studying from the inception of the panel and also addresses cost
reductions that the panel has been promoting.

The panel recommends that the UM review actual variances from the plan at least semi-
annually and revise the plan if necessary. Semi-annual review of the plan as compared to
actual results and on-going revisions to the plan could prevent surprise deficiencies like
the panel is currently reviewing.
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Proposed Recommendation Number 21

Audit/Accounting
Title of Recommendation: Continuing Review by Panel

The panel suggests that follow-up review by the panel may be appropriate after a
year.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 22
Audit/Accounting
Title of Finding: Athletic Department Procurement Cards (ProCards)

During the fiscal years 2002 through 2004 to date, the athletic department has issued
between 45 and 50 credit cards to employees for business-related purchases and business
related travel. Infiscal year 2002 athletic department credit card use amounted to
$556,068.07.F] In fiscal year 2003 athletic department credit card purchases increased to
$597,647.97.21 Between July 1, 2003 and March 1, 2004 (fiscal year 2004 to date) the
athletic department expended $459,511.08.22] Employees receiving procurement credit
cards retain the cards in their personal possession during their employment. The
University encourages the use of procurement credit cards wherever possible so asto
decrease the number of vendor payments processed through the University Business
Services Department. The use of ProCards is also used to decrease the amount of cash
employees carry on university travel.

The Intercollegiate Athletics Policy and Procedure Manual provides guidelines and
mandates training for the use of credit cards issued to employees. Authorized expenditures
include car rental, gas, lodging (for team travel and out of town recruiting), clinic or
seminar registrations, airfare, dues, subscriptions, supplies, and minor toolsFl
Expenditures that are not authorized include cash advances, entertainment, contracted
services, controlled items, or personal useP] Employees using procurement credits cards
are required to obtain receipts for each purchase and submit all receiptsfor review at least
once per month.f]

Athletic department employees routinely use credit cards for personal purchases and
expenditures, including personal entertainment expenses, even though such expenditures
are prohibited by athletic department policies and procedures. The University must then
collect reimbursement for personal and entertainment expenses from the employee.
Verified examples of personal and/or entertainment expenses purchased by athletic
department employees on business credit cards include:

43 Athletic department Transaction Detail spreadsheets and Paris System Procurement card Records.
44
Id.
*®1d.
“ Athletic department Policy and Procedure Manual, Pro Card Procedures.
47
Id.
“1d.
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Finding Number 22
Audit/Accounting
Title of Finding: Athletic Department Procurement Cards (ProCards) (continued)

= Airfarefor personal vacations

= Airfarefor other business travel (professional associations/ media
appearances)

Hotel room service

Hotel In-Room Movies

Food and beverage expenses exceeding State per-diem

Rental car expenses/fuel and incidentals for personal travel

Golf course green fees and golf tournament expenses

= NCAA Final Four Tickets

The system for identification and reimbursement of non-business expenses charged
to procurement credit cards relies on the employee to self-report and repay expenses or,
in the alternative, required administrative assistants to review business travel receipts to
identify non-business expenses

and seek repayment. In the athletic department, the administrative assistants responsible
for reviewing expenses and identifying necessary reimbursements were directly
subordinate to the employees using the credit card.ZZ] Procurement credits cards are also
Issued to administrative assistants responsible for reviewing procurement credit card
purchases and receipts™l

A recently hired coach in the athletic department who was issued procurement credits
cards and later repaid personal and non-business expenses has reported that he received
little training as to the appropriate use of procurement credit cards. The same employee
reports that he expressed concern to fiscal managers and supervisors and received little, if
any, direction as to what expenses were appropriate to charge to procurement cards and
was advised to continue using the card for all expenses.

During fiscal year 2003, procurement card payment records provided by the University
indicate a number of instancesin which airfare and hotel receipts were “lost” and indicated
as “unable to re-generate” to verify paid expenses. These expenses were paid by the
University without submission of receipts as required by athletic department policies.
Examples of such instances include:

“9Bob Duringer, Bill Muse, UM Deficit Panel Meeting (April 9, 2004)
e
*! E-mail correspondence records, Julie Tonkin to/from Rob Edwards/Wayne Hogan (October 8, 2002).
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Finding Number 22
Audit/Accounting
Title of Finding: Athletic Department Procurement Cards (ProCards) (continued)

= $875.00 hotel charges™]
= $1,080.00 airfare charges”l
= $720.00 hotel charges]

When employees are required to reimburse expenses charged to University
procurement credit cards, arecord of “abatement” is created to document receipt of the
employee reimbursement. An example of an abatement record related to expenses charged
during a coach’s April 2003 travel to the Final Four Men’ s Basketball Championshipsin
New Orleans, La. reveals total charges to the University credit card of $2,253.17.2
Expenses charged to the University credit card included:

* Room (6 nights at $208.66) $1,251.96
» Phone charges (hotel room phone) $655.97
= Other charges (room service, movies, health

club, etc.) $345.24

The University paid all expenses charged to the procurement credit card. The coach was
required to reimburse the University only $177.24 of the expenses as costs that had
exceeded the authorized per diem food expenses (6 days @ $28.00 per day). The
abatement was not received until September 18, 2003

The University did not question or seek repayment for 81 hotel phone charges that
averaged $8.08 per call at hotel phone rates. Furthermore, the University did not question
the coach about the use of hotel phones for business calls or advise the employee to use
more inexpensive means for telecommunications.

The University did not seek any reimbursement from the National Association of
Basketball Coaches (NABC) related to the hotel expenses even though the coach’ s travel
was, in part, related to the coach’ s official position in the NABC organization. The coach
believed reimbursement from NABC would have been obtained had the University sought
repayment of expenses associated with the coach’stravel.

%2 FY 2003 Intercollegiate Athletics Procurement card Spreadsheet, Pat Kennedy (June 27, 2002).
%3 FY 2003 Intercollegiate Athletics Procurement card Spreadsheet, Pat K ennedy (September 14, 2002).
> FY 2003 Intercollegiate Athletics Procurement card Spreadsheet, Pat K ennedy (September 20, 2002).
% FY 2003 Intercollegiate Athletics Procurement card Spreadsheet, Pat Kennedy (April 9, 2003).
56 H
Univer
sity of Montana Abatement Record, Pat Kennedy New Orleans NABC Meeting and Final Four Tournament

Page 33 of 71
UM Athletics Panel Findings/Recommendations




Finding Number 22
Audit/Accounting
Title of Finding: Athletic Department Procurement Cards (ProCards) (continued)

Athletic department procurement card records indicate routine discretionary
purchases of tangible personal property and equipment without apparent oversight or
administrative review. Some examples of such purchases include stereos, hand-held two-
way radios, mountain bicycles, weigh-lifting equipment, leaf blowers, and coach apparel.
When questioned about University property inventory mechanismsto locate and identify
tangible personal property and equipment purchased by procurement credit cards,
University officials indicated property was not inventoried unless it exceeded a value of
$5,000F7 This conforms to State of Montana policy.

The use of procurement credits cards for travel expenses has allowed Athletic
department employees to routinely exceed State per diem levels with the expectation that
the employee will self-report excess expenditures and reimburse the University at alater
date. Other State agencies utilize a system of travel reimbursement that requires the
employee submit travel voucher forms to ensure reimbursement to the employee does not
exceed per diem levels. The athletic department uses travel voucher forms sporadically.
Forms reviewed indicate expenses exceeding per diem levels were routinely reimbursed as
an “other” expense that did not require receipts or documentation.

> Interview with James R. Darcy, CPA, Director, University of Montana Business Services (April 16, 2004).
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Recommendation Number 22
Audit/Accounting
Title of Recommendation: Athletic Department Procurement Cards (ProCards)

1. The UM should ensure that employees comply with university policies and
procedures regarding procurement card use by the athletic department and ensure
that only appropriate travel and university expenses are charged to the card.

2. The University should re-evaluate the number of procurement cards issued to
employees in the athletic department.

3. The panel recommends that the Regents require a thorough audit of UM athletic
department ProCard charges for FY 02 through FY 04.
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Finding Number 23
Student Perspective
Title of Finding: Student Athletic Fee

The students perceive that The University of Montana Administration was not directly
upfront with the student body and its representatives when it first presented a plan to
increase the student athletic fee.

1)

2)

3)

On February 24, 2004, student leaders met with Athletic Director Wayne
Hogan, and Vice President for Administration and Finance Bob Duringer to
discuss a proposal to increase the student athletic fee. Their plan called for a
doubling of the fee over two years. The athletic director and vice president
of Administration and Finance led the students to believe that the deficit was
aresult of inflation of “scholarships, travel, salaries, benefits, event
management, and rent.” One student |eader was told by the vice president
that if the University did not raise the student fee, some of the athletes
scholarships would be pulled.B®l Their reasons for the fee increase were
explained in an executive summary, prepared by Wayne Hogan, which
called for the students to “share in the cause” of reducing the athletic
department’ s “expense burden.” During that meeting, no mention was made
of erroneous accounting entries or mistakes by the athletic department.E]
Students later learned that Vice President for Administration and Finance,
Duringer, stated that President Dennison was meeting with Board of Regents
Chair John Mercer that same day to reveal the details of the expected
$1million deficit.

Vice President Duringer stated that in principle he pledged to not use
increased student feesto pay down the athletic deficit.

Finding Number 23.1
Student Perspective
Title of Finding: Student Athletic Fee

While students do not want to pay afee increase, they are willing to work for waysto
find revenue in other areas. They do not want to be left out of the process.

1)

One of the most widely accepted options among students is to generate
revenue by selling alcohol at sporting events. The administration has

% Shawna Hagen, ASUM Senator.
% personal attendance at the meeting as an ASUM Senator.
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consistently and firmly opposed thisidea. Some reasons given include that
alcohol is unhealthy and the University will not support that sort of
“culture.”l However, many students believe the University condones a
raucous tailgating culture, and occasionally has beer garden areas inside the
Adams Center during football games.

2)  Other options proposed by students included part-time students paying a
pro-rated amount for the athletic fee and increasing the price of student
football tickets.

Finding Number 23.2
Student Perspective
Title of Finding: Student Athletic Fee

After the UM administration pulled their fee increase proposal from the March Board of
Regents meeting, they drafted a new plan for the athletic fee. On April 21, Duringer
submitted his revised athletic fee increase proposal (attached) to the ASUM Senate. Two
student leaders conveyed their personal opinions on the new proposal for a student report
that | put together for the panel. Their comments are as follows:

Andrea Helling, ASUM Senator—Many of the students | have talked to do not understand the difference
between the athletic deficit and the ongoing structural problem that an increase to the athletic fee could
fix. Therefore, many students are initially very opposed to an increase. Upon explanation of the
difference and the fact that the money to fix the structural problem has to come from somewhere, most
students are a little more open to increasing the fee. While some of them do understand the need for an
increase, some have worked with the numbers and are confused. In four years, the athletic department is
going to have money from two different sources that they don't have now: the money they are raising the
pay off the deficit will eventually go straight to the department and the $400,000 from the north end
zone. Students would feel better if the administration included the projected revenue from the north end
zone into the plan for fixing the structural deficit.

Rob Welsh, ASUM Senator—I believe that athletics has a place on college campuses. Unfortunately, it's
an almost necessary tool to attract the dollars from the alumni who want to see their alma mater on

TV each Saturday afternoon. And they certainly pay. Hopefully, the Griz football team will continue to
win football games, and the Washington-Grizzly stadium stays full for many years to come. Hopefully,
the projected $500,000.00 infusion from the north end zone in afew years will be used to buy down the
student athletic fee hikes. | think it's only fair. However, it will probably go towards the debt service on
an Adam's Center renovation, in which we were promised financing would not come from student fees. |
think the administration worked hard in order to make sure that students did not bear entirely the
deficit(s) that have caused such hoop-la. But, | began to think about the idea of selling alcohol at football
games. | remember the idea being dismissed with awave of the hand, and little discussion. But if, as
some argue, alcohol sells could generate $500,000.00 a year in revenue, why shouldn't it be seriously
explored? Let's see what a system of alcohol-delivery would look like in the stadium. The worst that

% Comments by UM President George Dennison.
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could happen would still be a"No." But, as | think about the gobs of money going to "feed the beast" so
to speak, | would like to take this last part to comment on the "academic athletes' of this University.
Many such groups, like the UM Debate Team, represent Montana around the country, much in the way
football or basketball or any other traditional sports. But | would like to point out that no Debate Team
member receives scholarships, priority registration, personal tutors or any other amenities that our
athletes receive. In fact, the Debate Team squeezes 14 people and four days worth of luggage into a 15-
passenger van bound for Portland or Laramie or Bellingham, so that students can miss two or three days
of class, stay in amotel, four or five to aroom, receive no food stipend and be expected to compete for
three days, all day, each day. While the Debate Team doesn't stay in hotels, receive plane or charter bus
travel or food stipends, the team still consistently turns out good "competitors' or "academic athletes.”
As| said before, we throw gobs of money at football and basketball, and the other give-me's so the
University meetsits NCAA requirements, but imagine what asliver of their budget could do for the
University's "academic athletes.” But for now, | will pay my part of the fee, money | wish | could apply
towards food, lodging, or travel costs to my next debate tournament. Thank you.

Finding Number 23.3
Student Perspective
Title of Finding: Student Perspective

Our student panel member stated that students do not support the May 3 proposal any
more than they supported the original one. The price of a higher education is becoming
an ever-increasing burden on Montana' s students.

1) In the 2004 ASUM €elections, to the new proposal of May 3 brought forward
by UM administration, the student body voted 1,392 — 298 in opposition.EHl

2)  Students are facing an 8.5% tuition increase for the next academic year, plus
additional increasesin fees.

3) Theaveragein-state student debt is over $20,000 upon graduation.

4)  Studentsfeel the student athletic feeis the easiest option for the
administration to turn to, but students are finding it harder and harder to
come up with the money for tuition and fees.

5)  While students greatly enjoy attending sporting events, and are proud of
their Grizzlies, they are not willing to prioritize entertainment above the cost
of aquality education.

6)  Thereisroom for the University to work with the athletic fee increase
proposal in the deficit reduction plan. For example, in the deficit reduction
plan corporate sponsorships increased only 2.9%. Also, if the administration
will not consider having the University sell alcohol at football games, it
should at least consider selling the rights to do so, as it does for events like
concerts at the Adams Center.

¢ Montana Kaimin, April 30, 2004.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 24
Budget
Title of Finding: Fiscal Officer Responsibilities — Budget Devel opment

The former fiscal officer did not fulfill all of the fiscal responsibilitiesincluded in the position
description. The following issues relating to budget development surfaced in the Budget
Subcommittee’ s investigation:

1. Thefisca year 2003 and 2004 operating plans developed and submitted to the Office of
Planning, Budgeting and Analysis (OPBA) lacked sufficient detail to eval uate reasonableness of
financial assumptionstZ)

2. Input from coaches and staff was either not solicited or not included in the final operating pl ant

3. Theformer fiscal officer provided slow and insufficient responses to requests for explanations
from the OPBA concerning items contained in the fiscal year 2004 operating unit plan®]

4. Theformer fiscal officer did not prepare a comprehensive budget including all funding sourced™]

DISCUSSION:
1. The University implemented a new budget planning, devel opment, and monitoring process for
designated and auxiliary funds for fiscal year 2003. The process includes planning activities and budget
preparation phases, which are completed before the fiscal year begins, and assessment and modification
phases, which occur during the course of the fiscal year. The planning phase isintended to formally
document the financial assumptions and management decisions upon which the budget will be based and
identify current significant operating issues of the budget unit.&l

The operational plans for designated and auxiliary funds submitted by the athletic department
and approved by the president for fiscal years 2003 and 2004 were prepared at the operating unit level
(the athletic department) as required, however, the financial assumptions supporting the operational
plans lacked sufficient detail in some areas to eval uate the reasonableness of the projected revenue and
expenditures of the athletic department. For example, the travel budget proposed for fiscal year 2003
required a 33 percent reduction from fiscal year 2002 expenditures however; the 2003 operational plan
included only general references to how areduction of that magnitude could be achieved. Without
additional information on where and how the athletic department was planning to reduce travel
expenditures, the validity of the assumption isin question.
2. Head coaches have discretion over certain expenditure items, such as recruiting and travel F/1
However, in interviews with three head coaches, they indicated their input had not been solicited when
the annual budgets were established.

62 “ Designated/Auxiliary-Funded Operating Unit Plan” for fiscal year 2003 and 2004 provided to the Budget Subcommittee
of the UM Investigation Panel by the Office of Planning, Budgeting and Analysis, March 25, 2004
% Budget Subcommittee interview with football head coach and men’s and women'’ s basketbal| head coaches on April 8,
2004, and interview with Interim Athletic Director on April 15, 2004
% Correspondence between Office of Planning, Budgeting and Analysis and former Fiscal officer, provided by the Office of
Planning, Budgeting and Analysis, March 25, 2004
6 Statement from Sylvia Weisenburger to UM Investigation Panel, April 30, 2004
% “Designated/Auxiliary Planning and Budgeting Process’, provided to the Budget Subcommittee of the UM Investigation
Panel by the Office of Planning, Budgeting and Analysis, University of Montana, March 25, 2004.
¢ Budget Subcommittee interview with football head coach and men’s and women’s basketbal | head coaches on April 8,
2004, and Wayne Hogan statement to UM Investigation Panel, April 23, 2004
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3. In an interview with the Budget Subcommittee, the OPBA provided email correspondence
between the former fiscal officer and the OPBA attempting to obtain further explanation of the fiscal
year 2004 operating unit plan. Responses from the former fiscal officer were either slow or insufficient
and required follow-up by the OPBA. At thetime of the fiscal officer’ s resignation from the athletic
department, questions from the OPBA remained unanswered.

4. At least two top level UM administrators have noted the importance of reviewing all funds
supporting the athletic department, rather than just the designated fund, or just the state funds (current
unrestricted operating fund)E' The use of a comprehensive budget plan including all funding sources
would be essential for effective financial management. The absence of such a comprehensive budget
planisaglaring omission.

Recommendation Number 24
Budget
Title of Recommendation: Fiscal Officer Responsibilities — Budget Devel opment

1. The operating plans should have sufficient detail to evaluate reasonableness of
assumptions such as: a tentative travel schedule for all sports, game guarantees, estimated
travel expenses with detailed assumptions such as number of travelers, food and lodging
expense per day; scholarship calculations; assumptions used to develop the recruiting budget,
etc.

2. Input from coaches and other athletic department staff should be solicited and used,
particularly in those areas that coaches have discretion. Overall program goals and budget
limitations should be communicated and considered in the development of the annual
operating plan and budget.

3. The fiscal officer should be expected to provide timely and complete responses to
inquiries from executive and department management.
4. The fiscal officer should produce a comprehensive operating plan and budget including

funds from all sources.

% Budget Subcommittee interview with Rosi Keller, April 23, 2004 and statement of Sylvia Weisenburger to UM
Investigation Panel, April 30, 2004.
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Finding Number 25
Budget
Title of Finding: Fiscal Officer Responsibilities — Budget Monitoring

The athletics fiscal officer failed to perform basic budget monitoring activitiesin an effective
manner, including:

1. Budget Status Reports were not provided to coaches or were provided on demand only®)

2. Neither budget status reports nor budget analysis was provided to the athletic director on a
regular basis—;

3. Thefiscal officer provided a slow or nonexistent response to the Office of Planning, Budgeting
and Analysis concerning budget variances or deficitsin the fiscal year 2003 budget.

4. Thefiscal officer did not use the budget-monitoring tool set up by the previous fiscal officer that
incorporated all fund sources nor developed his own system of monitoring all funds.F2l

DISCUSSION:

1 During fiscal years 2002 and 2003, the former fiscal manager did not provide monthly or
periodic budget status reports to the cost managers within the department, such as the athletic director
and the head coaches.[Z Failure to provide monthly or periodic budget status reports to cost managers
within the athletic department existed despite the availability of monthly budget status reports prepared
by the administrative assistant to the fiscal manager.Cl

The impact of not providing fiscal status reports to those cost managers that had discretion over
significant portions of the budget was cost overruns discovered too late to remedy for fiscal year 2003.

2. The former fiscal manager did not provide atimely response to OPBA for information requests
concerning budget variances or deficits during fiscal year 2003. The late reporting started in Fall 2002
and continued through Spring 2003.E2]

3. The use of a comprehensive budget report incorporating all fundsis as essential in budget
monitoring asit isin budget development. No evidence was found that the former fiscal manager
devel oped such a comprehensive budget tool. The fiscal manager preceding Rob Edwards had

devel oped such atool but noted in her statement that RE abandoned the use of the spreadsheet.

% Budget Subcommittee interview with football head coach and men and women’s basketball head coaches on April 8, 2004.
"0 Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004.

™ Statement from Sylvia Weisenburger to UM Investigation Panel, April 30, 2004

2 Budget Subcommittee interview with football head coach and men and women'’ s basketball head coaches on April 8, 2004.
" Budget Subcommittee interview with administrative assistant on April 8, 2004. Incumbent provided sample copy of
typical budget status report she routinely prepared for fiscal manager until she was instructed by the Fiscal Manager to stop
producing them.

" Correspondence between Fiscal officer and OPBA regarding fiscal 2003 budget monitoring provided to Budget
Subcommittee, March 25 2004
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Recommendation Number 25
Budget
Title of Recommendation: Fiscal Officer Responsibilities — Budget Monitoring

1. The fiscal officer should provide timely and accurate budget status reports to athletic
department management and head coaches on a regular basis. The budget status reports
should be tailored to the detail applicable to the end user. For example, since the head
coaches have discretion over specific budget line items, such as recruiting and travel costs,
the budget reports should include the status of those particular line items. The athletic director
has responsibility and discretion over the entire budget; therefore, the budget status report
should include the entire athletics budget for department management.

2. The fiscal officer should develop and produce a budget status report incorporating funds
from all sources.
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Finding Number 26

Budget

Title of Finding: Fiscal Officer Responsibilities — Insufficient Time Spent on Fiscal
Management

The Budget Subcommittee finds the former fiscal officer spent insufficient time on fiscal

management activities.

1

Interviews with the fiscal officer, former athletic director, and several athletic department staff
indicate the travel for game advances took time away from the fiscal officer to perform necessary
budget development and budget monitoring activities.

The position description in effect at the time the former fiscal officer was employed does not
include game advance travel as aresponsibility of the fiscal officer. Although game advance
travel was beyond the scope of this position, the fiscal officer did not express any concerns to the
Athletic Director about the amount of time this activity was consuming and itsimpact on his
other responsibilities”

Athletics Department administrative support staff estimated the amount of time the former fiscal
officer spent on financial management activities was less than 50 percent.l®l

There is adiscrepancy as to the amount of time the former fiscal officer spent developing the
fiscal year 2004 operational plan and budget. The former Athletic Director noted the fiscal
officer was absent from the Athletics Department every Friday afternoon in Summer 2003 for a
“standing appointment” with the Office of Planning and Budget Analysis to work on the fiscal
year 2004 budget.[’] The Office of Planning, Budgeting and Analysis indicates the former fiscal
officer yélas not spending Friday afternoons with OPBA staff working on the fiscal year 2004
budget.

"> Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004.
"® Budget Subcommittee interview with PD and HA, April 15, 2004.
" Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004.
"8 Budget Subcommittee interview with OPBA staff, April 15, 2004.
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Recommendation Number 26

Budget

Title of Recommendation: Fiscal Officer Responsibilities — Insufficient Time Spent on
Fiscal Management

The fiscal officer should not be responsible for advance travel for games.
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Finding Number 27

Budget

Title of Finding: Athletic Director - Fiscal Management Responsibilities

The Athletic Director did not adequately fulfill the fiscal responsibilities as stated in the position
description as “ Preparing and administrating the annual athletic budget”.

1

The Athletic Director is responsible for the submission of the annual operating plan and
associated budget to the Office of Planning and Budget Analysis (OPBA). After analysis by
OPBA the operating plan is reviewed and approved by the President. The operating plans for FY
03 and FY 04 as prepared by the Athletics fiscal officer and submitted by the Athletic director
lacked sufficient detail to evaluate reasonableness of financial assumptiond™}

Input from coaches and staff was either not solicited or not included in the final operating plans
as submitted by the Athletic Director]

The Athletic Director shared selected correspondence concerning budget issues that had been
sent from himself to the President. The selections included detailed budget analysis. However
the last date cited was February 2000. No evidence of similar correspondence between that date
and February 2004 was provided to the panelf

Answers given by the Athletic Director during hisinterview with the panel suggested he was
inattentive to budget variances and the state of current year revenues and expenditures on a
regular and routine basi sF2 He chose to rely on the fiscal officer to monitor variances and let
him know of any problems,

There existed very limited supervision/oversight by the Athletic Director of the fiscal officer’s
performance of fiscal responsibilities and use of time.FZ] When asked about employee
performance evaluations for RE, Administration and Finance staff told us none existed.E]

® Athletics’ Designated/Auxiliary-Funded Operating Unit Plan FY 2003 and FY 2004

80 Budget Subcommittee interview with football head coach and men’s and women'’s basketball head coaches on
April 8, 2004, and interview with Interim Athletic Director on April 15, 2004

8 Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004

82 Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004

8 Statement from Wayne Hogan to UM Investigation Panel, April 23, 2004

# Budget Subcommittee discussion with OPBA Staff April 15, 2004
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Recommendation Number 27
Budget
Title of Recommendation: Athletic Director - Fiscal Management Responsibilities

1. Theannual operating plan as prepared by the Athletics fiscal officer and submitted by the
Athletic director should contain sufficient detail for OPBA to evaluate the reasonableness of
financial assumptions;

2. Input from coaches and staff should be solicited and included in the final operating plans as
submitted by the Athletic Director;

3. The Athletic Director should submit monthly correspondence concerning budget issues and
status to the Vice President of Administration and to the President;

4. The Athletic Director needs to be attentive to budget variances and the state of current year
revenues and expenditures on aregular and routine basis,

5. Appropriate supervision/oversight of the fiscal officer’s performance needs to be carried out by
the Athletic Director and demonstrated through performance eval uations.
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Finding Number 28

Budget

Title of Finding: Administration and Finance - Athletics Budget Review

There was insufficient evaluation of the operating plan by the Administration and Finance staff given
historical athletic department deficits

1

As stated in Finding #24, the Office of Planning and Budget Analysis (OPBA) implemented
high-quality budget development and quarterly assessment processes beginning in the Spring of
2002 for all designated and auxiliary operations including Athletics. Asin other business type
services, budget responsibilities are decentralized at the University of Montana. Although the
UM OPBA reviews, approves and monitors the operating plans and budgets, the responsibility
for the submission of the budget requests, the adequacy of the request, and staying within budget
during the fiscal year, rest with the department directors or deans. This budget responsibility is
part of the director’ sydean’s personnel evaluation each year. According to President Dennison,
this responsibility was clearly communicated to the Athletic Director, Wayne Hogan;

Given decentralized budget responsibilities, the Athletics operating plans received a similar
analysis given other departments;

The OPBA requests for explanations and justifications from the Athletics fiscal officer were not
responded to on atimely basis and sometimes not at all. There seemed to be an absence of
negative consequences for lack of or insufficient response@

During the time period under review, a comprehensive budget development and assessment tool
incorporating all funding sources under control of UM athletics for use by Administration and
Finance and by the President did not exist;

A lack of communication exists between VP Administration and Finance and Athletic Director
on program goal s (growing championship football and basketball programs) and the realistic
budgetary requirements to achieve the goals.f®l The goals are clearly communicated from the
President to the Athletic Director;

Pressure was applied by Administration and Finance staff at the end of fiscal year 2003 to clear
negative fund balance with increased revenue. However the causes of the deficit were not fully
explored and the impact of the on going deficit on the next year’ s budget was not addressed?’]
Adviceto President on FY 04 budget status by VP was based on the athletics report to OCHE
prepared by SW. After the resignation of RE in September 2003, SW was called in to prepare
various fiscal reportsfor Athletics. She worked with WH, CM, and PD in preparing the FY 04
budget and as a starting point used the operating plan developed in the spring by RE and WH.
The FY 04 budget was not developed from the ground up by either RE or SW. SW may not have
had the time to prepare a budget from the ground up in October.F¥] The outcome was a report
relied upon by the VP and President that was not fully devel oped.

8 Finding #27 item 5

8 Duringer email to Laurie Neils, April 28, 2004

8 Panel interview with Edwards April 23, 2004; Hogan April 23, 2004; and Duringer, April 30, 2004
% Panel Interview with Weisenburger April 30, 2004
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Recommendation Number 28
Budget
Title of Recommendation: Administration and Finance - Athletics Budget Review

1. Continue use and enhance the Office of Planning and Budget Analysis's (OPBA) budget
development and assessment processes for Athletics;

2. Even though budget responsibilities are decentralized, given the history of deficits and budget
variances, the Athletics operating plans should receive more thorough analysis;

3. Negative consegquences for lack of or insufficient responses to OPBA requests for explanations
and justifications from the Athletics fiscal officer should be implemented;

4. A comprehensive budget development and assessment tool incorporating all funding sources
under control of UM athletics for use by Administration and Finance and by the President should
be devel oped;

5. Program goals should be expressly incorporated into the annual operating plan so the VP
Administration, the Athletic Director, and the President can set realistic budgetary requirements
to achieve the goals;

6. The Administration and Finance staff should continue to analyze the causes of the structural
deficit and its impact on future budgets;

7. Budgets reported to the BOR should be fully developed and be arealistic reflection of the
coming year’ s anticipated revenue and the necessary expenditures to carry out the program goals.
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Finding Number 29

Budget

Title of Finding: Interview with Administration and Finance Staff - Athletics Budget
Review

The Budget Subcommittee made up of Pam Joehler, Trudy Collins and Mark Bruno met with Michelle
Jensen, Budget Analyst and Bill Muse, UM Budget Officer on Thursday, April 8, 2004. We were joined
at times by Bob Duringer, Vice President for Administration and Finance and Tony Tomsu, Budget
Analyst.

It was pointed out to us that OPBA concentrates on current year operating budget variancesin both
revenue and expenditures for funds within the designated fund group on a quarterly basis. The focus of
the Athletic department negative budget variances and deficit fund balance is the department’s
designated fund.

The President approved the athletic operating plans for both FY 2003 and FY 2004 after conferences
were held with the athletic director. When asked if the president had communicated to the athletic
director and fiscal officer the importance of staying within budget, Muse answered “unequivocally”. He
stated the president was very direct in telling Hogan and Edwards, athletics would not end the year with
anegative fund balance. Muse also stated the president had expressed that jobs were on the line.

The associated budget plans submitted by athletics did not match the operating plans. Explanations
were requested. An explanation was received and an adjustment approved for FY 2003. Clear, detailed
explanations for the differences found in the FY 2004 budget were never received by OPBA. Edwards
resigned September 2003.

We found the quarterly assessment process used by OPBA to be agood process. We aso found the
online finance reporting tools available to departments to be easy to use and functional in monitoring
budget variances. We did not find evidence; therefore we do not know if Wayne Hogan or Rob
Edwards made use of the online reporting tools provided by the Office of Administration and Finance.
(It should be noted, the reporting tool extracts actual Y TD revenue and expenditures and compares to
budgets loaded in Banner. Outstanding obligations need to be tracked by the athletics fiscal officer and
combined with the extract data to provide a more accurate budget status report. Additionally the fiscal
officer would need to combine data from various funding sources to ascertain the complete financial
status for Athletics. Thereis no evidence that either of these activities were completed.)

In our review of budget assessment documents directly related to the athletic department, we found
reports and correspondence from OPBA to athletics addressing budget variancesin FY 2003 and
FY2004. We verified that OPBA was identifying budget variances and reporting them to President
Dennison, Bob Duringer, Wayne Hogan, and Rob Edwards. Wayne Hogan and Rob Edwards were
asked by OPBA and the president for explanations of budget variances. Neither Wayne Hogan nor Rob
Edwards provided timely or compl ete responses to the requests for information. In FY 2003, Edwards
did point out timing errorsin the quarterly budgets he had developed.

Bob Duringer stated he had counseled Rob Edwards a couple of times about paying attention to doing
his job instead of getting so involved with the football team.
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According to OPBA staff, the emphasis on tracking fiscal operations shifts from budget variancesto
fund balancesin May. Ros Keller was working closely with Rob Edwards on clearing the athletics fund
balance deficit at the close of FY 2003. It was believed the fund balance deficit had been cleared.

When the erroneous entries were reported in February 2004, the end of year fund balance had to be
restated to a negative balance. The projected budget variancesin FY 2004 revenue and expenditures
have increased the projected deficit at the end of June 2004 to approximately $1Million.
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Finding Number 30
Budget
Title of Finding: The President - Fiscal Management of Athletics Department

The President should have recognized it was improbable for athletics to show a positive outlook for
FY04

1. Memorandum containing informative budget analysis from the athletic director to the president
ended in February 20005

2. The pre%jent approved the FY 2003 and FY 2004 operating plans as submitted by the athletic
director

3. The president accepted the financial assumptions contained in the operating plan and budget as
submitted by the athletic director and athletic fiscal officer;

4. Even though the president requested the athletics director and fiscal officer to respond to
OPBA’srequests for information at times they did not comply;

5. The president’s expectations for the athletic program (growing championship football and
basketball programs) were communicated to the athletic director but not to the Administration
and Finance stafff]

6. The president applied pressure to the athletic director to raise dollars for operations to meet the
fiscal year 01-03 deficit reduction plan.E2l

7. When reporting the athletics fiscal status to the BOR in November, the president relied on
information from the VP who was relying on the FY 04 Athletics report as prepared by SWFEIAt
the time the president and the VP were both aware areview of the current year budget status was
underway®]

8. When asked why he didn’t disclose areview of athletics fiscal status was underway in
November, the President responded, “Y ou cannot move on thiskind of situation until you know
all the facts because the results of public disclosure have too huge an impact on personal lives’ Pl

® Finding #27 item 3

% Finding #27 item 1

°! Duringer email to Laurie Neils, April 28, 2004

%2 Panel Interviews with Weisenburger, Duringer, and Dennison April 30, 2004
% Panel Interviews with Weisenburger, Duringer, and Dennison April 30, 2004
% Panel Interview with Dennison April 30, 2004

% Panel Interview with Dennison April 30, 2004
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Recommendation Number 30

Budget

Title of Recommendation: The President - Fiscal Management of Athletics Department

1

2.

Better budget analysis should be required from the athletic director such as what was contained
in memorandum to the president prior to March 2000;

The president should hold the athletic director accountable for presenting an operating plan with
sufficient detail for OPBA to analyze;

Given the historical deficits, the president should require more specific details to support the
operating plan and budget;

As the supervising executive for athletics, the president should investigate if the athletic director
and fiscal officer do not respond to OPBA’ s requests for information;

The president’ s expectations for the athletic program (growing championship football and
basketball programs) should be clearly communicated to the Administration and Finance staff to
enable an informed analysis of the budget;

The president should require the athletic director to not only raise revenue but control costs.
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Finding Number 31
Budget
Title of Finding: The President - Fiscal Management of Athletics Department

A review of the NCAA Certification Self-Study, Governance and Commitment to Rules Compliance
(Draft--10/21/02) included the following relevant sections:

Operating Principle 1.2: Institutional Control, Presidential Authority and Shared Responsibilities
Self Study Item 3: Describe the process by which the institution makes major decisions regarding
intercollegiate athletics. In doing so, describe the role and authority of the institution's governing
board, the chief executive officer, the athletics board or committee (if one exists), the faculty
athletics representative(s), the director of athletics, and any other appropriate campus
constituencies (e.g., faculty, students, institutional personnel involved in rules-compliance
activities) in this process. Please provide the composition of the athletics board or committee
(including titles and positions).

UM Response:
President of the University:
The President is the chief executive officer for the institution and has ultimate responsibility for all
programs of The University of Montana.

The President represents the university to the NCAA and the Big Sky Conference and casts the
institution's vote after consultation with the AD and the Faculty Athletic Representative of the
institution.

The AD reports to the president. The president del egates responsibility for the conduct of the
athletic programs to Intercollegiate Athletics through the AD, with whom he meets weekly.

The president reviews and approves all policies, plans, procedures, and budgets affecting
Intercollegiate Athletics. The president develops initiatives affecting athletics as appropriate.
Examples include the student athletic fee, the plan to assure gender equity...etc.

The president reviews appropriate levels of competition for the University and approves
conference affiliations.

Response from President Dennison on May 11, 2004: “I had regular meetings with the athletic director,
and budgets some times were the topic of discussion. The meetings were designed to keep me informed
of developments within athletics. They were not always weekly because of schedules. But the meetings
occurred frequently. We discussed all the major development work and the schedules. Thus, | was
informed of decisions about scheduling and the like.”

Response from Chairwoman Diane Barz on May 11, 2004: “1 asked Wayne Hogan to comment on the
rule about meeting with the president. He was not aware of the rule and said for the first years he and
Dennison met every other week and sometimes more. For the last few years they met very
sporadically...Sometimes it would be two or three months between meetings.”
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Finding Number 32
Budget
Title of Finding: Board of Regents - Fiscal Management of Athletics

The Board of Regents' actions may have had an impact on the current UM Athletics deficit situation.
1. There was no public discussion or feedback by the Board of Regents on the athletic reports
submitted in December 2003
2. The policy of discouraging negative fund balances at fiscal year end may have contributed to the
environment of pressure to clear negative balances in resourceful ways—
3. Additionally, the policy may prevent financial issues from being disclosed thus not providing an
opportunity for discussion

% BOR Minutes, January 2004
¥ BOR policy 901.11
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Recommendation Number 32
Budget
Title of Recommendation: Board of Regents - Fiscal Management of Athletics

1. TheBoard of Regents should engage in public discussion and provide feedback on the athletic

reports submitted in November each year;
2. The policy on negative fund balances should be reevaluated to acknowledge deficits but remove

the current disincentive to report problem areas,
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Finding Number 33
Budget
Title of Finding: Courtesy Carsin the Athletics Department

The Budget Subcommittee met with Marie Porter, Interim Athletic Director and HA,
Administrative Assistant on April 15, 2004 to discuss the Courtesy Car Program.

Through the effort of the Grizzly Athletic Association, local and regional automobile deal erships
are asked to provide courtesy carsfor use by Intercollegiate Athletic Administrators, Coaches, and other
staff in support of public relations, recruiting, and fundraising. The GSA manages the program in terms
of actually arranging for vehicles with dealers. The athletic director makes the determination of who is
assigned a vehicle.

According to Ms. Porter, athletics there are 35 vehicles in the courtesy car program®] Twenty-
eight vehicles are assigned to specific individuals. Some of these individuals utilize these cars
extensively for business purposes, such as coaches recruiting or more externally related staff membersin
fundraising or statewide appearances. Others use the cars much less for business purposes; however,
this becomes a compensation issue as many of these individuals were promised at the time of hire that a
car was part of a benefit package. Ms. Porter noted that this practice is quite standard in Division |
Athletics and assists the University to recruit and retain quality employees in a competitive field.

Each dealership that donates a vehicle receives four football season tickets, four men’s and four
women’ s basketball season tickets, advertising in game programs, two parking passes, PA
announcements and two “Golden Grizzly” Grizzly Scholarship Association memberships worth $750
each. Golden Grizzly members' seats are at the 50-yard line for football games and at the half-court line
for basketball games.

Thetotal value associated with these carsis over $102,000. Thereal cost of the car program is
the GSA membership and the football tickets that are tied to these memberships. Only the football
games sell out, thus the real value is approximately $63,000.

Ms. Porter provided documentation related to policies and procedures@ The recipient of the cars must
maintain appropriate documentation to satisfy Internal Revenue Service (IRS) requirements. The
University requires employeesto fill car logs that keep track of miles driven for business and personal
purposes. Car logd™are turned in monthly with payroll. Employees are taxed based upon personal
miles driven. Employees not turning in acar log are taxed on the “annual lease value.” The
subcommittee verified that employees are turning in travel logs with Ms. Alexander.

The Department of Administration Tort Claims Division requires that employees have a*“Non-owned
Insurance Endorsement to Personal Auto Policy”. The University has obtained this policy and bill staff
for their share. The subcommittee verified™kthat the University is collecting this portion of the

insurance from staff with Ms. Alexander.

% Speadsheet showing vehicles assigned to Athletic Department obtained April 15, 2004

% Courtesy Car policies came from the Athletic Department Policies and Procedures Manual.

1% Sample of UM Courtesy Car Travel Log provided to the Budget Subcommittee.

1%L HA provided a spreadsheet showing the status of insurance reimbursement for each of the athletic personnel.
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Recommendation Number 33
Budget
Title of Recommendation: Number of Courtesy Carsin the UM Athletic Program

Because the athletic department forfeits actual cash with these trade-outs, the University should
evaluate the number of courtesy vehicles that are really needed in the athletic program.
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Finding Number 34
Title of Finding: Athletic Department Administrative Assistant Interview with Budget
Subcommittee

The Budget Subcommittee made up of Mark Bruno, Trudy Collins, and Pam Joehler met with PD,
administrative assistant of the fiscal office within the athletic department on Thursday, April 15, 2004.
The following items were discussed:

1

PD hasworked in this position in athletics for 14 years under three different fiscal managers,
including Chuck Maes, Sylvia Weisenburger, and Rob Edwards.

This position is responsible for processing travel requests from all athletics employees, performs the
function of ProCard “manager” for the department, and assists the fiscal manager with budget
monitoring functions.

In regard to budget monitoring functions, PD noted that she prepared monthly budget status reports
for all the sports and gave them to RE. She did not know what RE did with them after she provided
the reportsto him. Approximately March 2003, RE informed her she no longer needed to provide
him the reports because “ he knew where we were” in regard to the budget status.

Travel in the athletic department is a significant expense and there are several ways the expense is
paid:

a. ProCards are used for airline tickets, rental cars, and gasfor rental cars. The athletic
department can also use ProCards for meals and lodging for team travel.

b. Coaches can use the ProCard for lodging expenses when on official business, such as
recruiting trips. ProCards cannot be used for meals.

c. Travel advances can be used for meals on team travel.

d. Travel advances can also be used for other known expenses, such as workshop on-site
registrations, etc.

e. Employees can also request travel expense reimbursement for legitimate travel expenses
funded upfront with their personal credit cards.

f. Insome cases, travel related expenditures are direct-billed to the athletic department.

Coaches are supposed to complete a Travel Request Form, even if no travel advance is requested.
Thisisfor insurance purposes and to help keep track of travel for NCAA compliance requirements.
Most of the coaches comply with this requirement with the notable exception of the men’s basketbal
coach.

ProCard use is widespread in the athletic department. Four support staff in athletics (football and
basketball support staff, AD support staff, and fiscal support staff) collect the receipts from the
ProCard holders and distribute the expenditures to the appropriate cost centers and expenditure
categories. At the end of the monthly expenditure cycle, PD reviews the distributed costs and brings
any questionable expense to the attention of RE/fiscal manager. The monthly report listing all
ProCard purchases for the month is provided to the athletic director for review.
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7. PD noted that obtaining receipts for both ProCard purchases and travel expenses are abigissuein
the department.

8. PD noted that when new coaches were hired, it was typical for her and/or other fiscal support staff to
meet with the coaches to go over fiscal procedures required of the staff for travel and purchasing. At
the time the new men’s basketball coach was hired, she was informed by RE that it was not
necessary to meet with the new coach and that he (RE) would take care of informing the new coach
about the procedures.

9. When asked by a subcommittee member approximately how much time did RE spend on fiscal
management functions compared to other activities such as team advance travel, the response was
“about 20 percent” (on fiscal duties).

10. Prior to FY02 PD prepared alist of receivables outstanding at fiscal year-end and gave it to the fiscal
officer. Startingin FY 02, RE prepared the list of receivables outstanding at fiscal year-end himself.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 35
Budget
Title of Finding: Administrative Assistant/Accounting Technician (#11)

We interviewed HA, the other assistant in the fiscal section on April 15, 2004. HA isinvolved in
deposits, payroll, travel advances and cell phones.

HA described the PROCARD process similar to how PD did. There are files by each employee that
contain the actual receipts of charges. The receipts are then matched with the monthly PROCARD bill.
Each of the individual assistants processes the PARIS entries and support. These various bills are
aggregated and reviewed by PD. The big PARIS bill isaso signed off by the AD.

HA also explained how other bills are paid. The head coaches must sign off other bills before being
processed.

For cell phone bills all department personnel must review monthly bills. They must figure the % of
personnel phone use and allocate it to the bill. HA is responsible for monitoring this and collecting the
funds.

She explained how the “ special cash account worked for travel advances. The account is mostly used

for non-football sports. Individual envelopes containing cash equaling per diem amounts are prepared
when ateam travels. Athletes have to sign off on amanifest list before the funds are rel eased to them.

Athletes receive state per diem amounts. Thisis at the discretion of the coach. HA explained how the
account is balanced and how deposits are made to replenish the account.

HA said that she got along fine with the fiscal manager (RE) at first, but their relationship became more
strained over time. RE seemed overwhelmed and didn’t like to be questioned; he didn’'t always explain
everything in detail.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 36
Budget
Titleof Finding: Interview with Chuck Maes, Former Athletics Fiscal Manager

The Budget Subcommittee made up of Pam Joehler, Trudy Collins and Mark Bruno met with Chuck
Maes, Associate Athletics Director for Internal Operations on Thursday, April 15, 2004.

Mr. Maes was the business manager for Athletics prior to Sylvia Weisenburger and Rob Edwards. In
collaboration with Rosi Keller, he has been instrumental in sorting through Athletics fiscal information
to present areasonable analysis of the current financial position and to provide administration with a
projection of operating results for FY 2004, which ends June 30. He has projected an operating deficit
of approximately $600,000. Combined with the restatement of the beginning fund balance for FY 2004
of anegative $381,000, the athletics designated fund is projected to end the year with a negative fund
balance of approximately $1,000,000.

When asked what has caused the structural deficit, Mr. Maes offered hisinformed opinion as expressed
in the following points:

1. Budgetsfor the past 4 or 5 years were prepared without allowances for inflation. The cost of
travel, scholarships, insurance, communications, contracted services, supplies and equipment
have all increased over this time period but not appropriately reflected in the operating budget
developed by the athletics department. (i.e. $4,000,000 times 3 % per year over 4 years =
$500,000)

2. Although there was an increased generation of revenue during this same period, a decision was
made to add new budget items instead of assigning the new revenue to cover increasing base
expenditures. Perhapsif decision makers would have been better informed, decisions would
have been different.

3. The budget had actually begun spiraling out of control around FY 1998 or 1999. The renovation
of the athletic complex started the downward budget spiral. The home games were played
offsite. Fewer seats were available and fewer season tickets were bought. Loyalty to the Griz
suffered and season ticket holders for basketball were lost. Several former Griz supporters did
not return when the Adams center opened. This revenue loss from ticket sales was never offset
and expenditures increased with the addition of the rent commitment.

4. Subsequent business managers may have had alack of understanding of the nuances of building
an Athletics budget such as the effect on revenue and travel expenditures of varying game
schedules each year. No evidence of detailed line item budget development was located for the
past few years. Mr. Maes had a good method for budget development which included building
the budgets for each sport based on the game schedule. He kept detailed records by game of
ticket sales, which gave a history that allowed the ability to forecast ticket revenue based on
opponents. He also included detailed travel estimates for away games. He has resurrected his
method and built a preliminary budget for FY 2005.

5. Mr. Edwards appeared to have built expenditure budgets based on the previous year’ s allocations
or the previous year’' s actual expenditures whichever wasless. This method did not account for
inflation or changes in game schedules from year to year.

6. Mr. Edwards had too many commitments outside of his financial management responsibilities.
He did not spend the time required on budget devel opment or budget monitoring. He did not
have enough help to get the job done.
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7. Edwardswas not agood fit for thisjob. He did not have athletics experience or background. He
had a tough time building relationships with others who could have helped him be successful in
his job.

When asked about the spending culture that exists in the athletics department, Mr. Maes offered that the
long time coaches and staffers have been and are very aware that Athleticsis“broke” but that new
coaches and staffers need to “taught” that fact when they come on board.

In analyzing the FY 2004 fiscal status, Mr. Maes first became apprehensive of what are now termed
“erroneous transactions” in early November. He discovered areceivable of $116,950 from FY E 03 that
didn't seemto berational. The other “erroneous transactions’ which have been brought to light did not
become clear until February. Thereis another receivable based on an allocation from the NCAA that is
received in August each year that is still being evaluated for appropriateness.

Mr. Maes analysis of the FY 2004 financia status, projecting a current year deficit of approximately
$600,000 was first submitted in a memo from Maes to Wayne Hogan at the end of December.

When asked about President Dennison’ s possible knowledge in November about either the erroneous
entries which masked a FY E 03 negative fund balance or about the current operating deficit, Mr. Maes
stated there was no way Dennison could have known. According to Mr. Maes, given the fact an
accurate budget reflecting current revenue generation potential and realistic expenditure estimations did
not exist, no one knew in November. The budget had to be reconstructed before alogical projection
could be determined.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 37
Budget
Title of Finding: Interview with Head Coaches — General

The Budget Subcommittee made up of Pam Joehler, Trudy Collins and Mark Bruno met with the head
coaches for men’ s football (Bobby Hauck), men’s basketball (Pat Kennedy) and women’ s basketball
(Robin Selvig) on Thursday April 8, 2004.

None of the coaches had much insight into what caused the deficit.

All head coaches meet about once a month with the athletic director for meetings.
Although not certain, coaches thought that the athletic director made them aware of the deficit problems
in around December or January.

All coaches thought that their budgets were much less extravagant that what has been portrayed in the
press.

All head coaches are expected to help generate funds to supplement their budget. Examples include the
Quarterback, Touchdown, Round-ball and Hoop Clubs.

Two of the coaches thought that their budgets were healthy enough to be competitive in the Big Sky
Conference.

The football coach had very strong concerns about his current budget and his ability to stay competitive
and compete at peopl€’ s expectation of the program.

None of the coaches indicated that they gave much input or were asked for input in developing their
budget.

Both basketball coaches set their own travel schedule (away non-conference games), while the football
schedule set by the athletic director. We believe there might be some disconnect in what the travel
budget allocations were and what the real needs are.

The subcommittee didn’t see any formal reports of initial budgets given to coaches, but it sounded like
coaches are aware of initial budgets and areas of discretion (recruiting, equipment).

The subcommittee didn’t see any evidence of formal financial status reports given to coaches — monthly
or quarterly.

One coach did show us how he does track his recruitment budget in a manual spreadsheet —declining
balance.
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Recommendation Number 37
Budget
Title of Recommendation: Interview with Head Coaches — General

Head coaches should be more involved in the budget development process with the athletic director and
fiscal manager.

Head coaches should receive monthly-standardized assessment reports from the fiscal staff.

Coach Kennedy:
The former men’s basketball coach, who had been to six universities, thought fiscal internal controls
were lacking at UM. He cited:
e No monthly financial reports,
e Purchase orders not being signed off by both head coaches and the athletic director or fiscal
director;
e Variance not being approved or follow-up by the athletic director or fiscal manager

He thought that the fiscal manager was overwhelmed with responsibilities and behind in his work.

The Men’s basketball coach cited example of where he left “kids at home” to save money for travel.
Discussed how recruiting trips can be “hairy” and lots of unplanned scheduling. For example ”If you
arein Salt Lake to watch atournament of arecruit, if he breaks aleg, you need to go somewhere else to
recruit --you can't just come back to Missoula” He noted that at bigger universities, boosters cover the
deficit.

Coach Hauck

The men’sfootball coach talked about his budget being on atight rope and was in place before he came
to UM. He said how they have shifted their recruiting back to the Northwest from areas such as Hawaii
and Alaska to save money. He cited other examples of frugality including how jerseys are purchased
every three years and how the athletics equipment manager goes out of the way to repair equipment. He
isnot really involved in the travel schedule and setting game guarantees.

Coach Selvig
The women'’s basketball coach said there have been many budget crises over the last 26 years at UM.

Not much involvement in the budget development process. Heis aware for what he has for
scholarships, recruiting and travel. He doesn’t believe that many people were in the loop about the
development of the budget. He does his own game travel schedule and likes to schedule an occasional
‘away game'’ to places like “Hawaii or Cancun”. This helpsfor recruiting purposes.

He was concerned about the players’ welfare concerning thisissue.
He feels that he has been treated well at UM and appreciates his job. He understands Montanans

as both he and his wife are from small townsin Montana. He cited examples of being frugal --- staying
at less expensive hotels and eating continental breakfasts.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 38
Budget
Title of Finding: Virtu Consulting Contract

The University of Montana entered into a contract with Virtu Consulting in 2001 for the installation and
operation of two new video and scoring systems. The installations were at Washington Grizzly Stadium
and at the Adams Center, and were at no cost to the University.

The contract required Virtu to use its best efforts to install one System in WGS on or before September
1, 2002 and use its best efforts to install the other System in the Adams Center on or before November 1,
2002.

Revenue received by Virtu for sponsorship was required to be distributed between Virtu and the
University in various prioritized amounts between the parties. The first allocation included a guarantee
to the University aminimum of $507,000.

Rosi Kéller, associate vice president for administration and finance completed a comprehensive review
for contract compliance in October 2003. Ms. Keller provided the inquiry panel revenue and expense
documentation and her findings during her review.

Ms. Keller found contract compliance with the exception of the following:

e There was no documentation that UM approved the system of specifications configuration,
acquisition of the Scoreboard at WGS.

¢ Not all sponsorships had a clause assigning those sponsorships to the University in the event that
Virtu ceases to be able to perform its obligations to the agreement.

e Under the contract, Virtu wasto obtain financing at arate not exceed 1% above the prime,
amortized over afifteen —year period. Virtu’s current loan agreement with First Interstate Bank
is at 6.54%, which at the time the loan was secured, was roughly 1.25% above the terms outlined
in the contract. However, contract payment calculations for FY 2003 were adjusted to reflect
contract compliance.

Although not compliance issues, the following recommendations were made to enhance the contract
arrangements.
e Therelationship between Virtu and the University is that of independent contractors for
employees involved in the contract.
e The project adjusted net revenues for FY 2004 currently reflect a deficit of $182,340. Thisisa
deficit of Virtu, not UM.

o Virtu anticipates, with the hiring of additional personnel, current year revenue will
increase. On aquarterly basis Virtu needs to submit a plan that shows the status of
revenue and expenses.

e The $507,000 annual payment has been received at the year-end for the University. The
$507,000 annual payment should be broken into quarters to ensure equity in cash flow for both
parties.
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Recommendation Number 38
Budget
Title of Recommendation: Virtu Consulting Contract

The University should continue to annually monitor the Virtu consulting contract.
The University should ensure the contractor corrects the contract exceptions identified.

The University should renegotiate with the contractor to receive quarterly paymentsto help with cash
flow in the athletic department.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 39

Budget

Titleof Finding: Interview with Sylvia Weisenburger, Former Athletics Fiscal Manager on
April 28, 2004

Sylvia Weisenburger was involved with the fiscal management of Athletics from January 2000
through spring of 2002. In addition she prepared various annual fiscal reportsfor Athletics
through November 2003.

Up until the spring of 2002 she had arole in the following:

e Developing the May 12, 2000 Deficit Reduction Plan for FY 2001 through FY 2003 which
included the separation of the Adams Center operations from the Athletics Department.

e Monitoring progress toward fulfilling the plan and eliminating the accumul ated deficit.

¢ Noting deficiencies, recommending and implementing procedural changes regarding the
accounting for trade-outs, courtesy cars, job descriptions, ticket reconciliations, scholarship
reconciliations and budget monitoring.

e Hiring and training Rob Edwards as the athletic fiscal officer.

e Hiring an accountant to correct GSA deficient accounting practices. (The accountant left after 3
months.)

e Meeting with WE, CM, and PD on aweekly or monthly basis to keep track of budget status and
procedural changes.

e Loading budgets into the Banner finance system.

e Checking with RE on Budget status. RE did not ask or accept her help.

e Noting that “RE had become sucked up in the glory of traveling with a championship team and
that he didn’t keep things going.”

e EXxpressing concerns over the jump in expenditures in FY 02 to WH who thought he could raise the
funds with the development officer.

e Asking RE why the GSA contribution in FY 02 was greater than the expected $878,000. RE
answered that the GSA had collected additional funds and therefore contributed more.

e Observing that “athletics sets high goals and walks along as though they are succeeding”.

After the resignation of RE in September 2003, Vice President Duringer asked SW to return to a special
assignment employment and prepare the annual reports. SW prepared the NCAA and the BOR/OCHE
athletic reports using the following information:

e FY 2003 actual revenue and expenditures associated with athletics as recorded in the UM Banner
financial system for al funds and in the UM foundation financial records were used. Note: The
erroneous transactions were recorded in Banner and had not been uncovered as of the date the
statements were prepared. Therefore the report showed positive net revenue for FY 2003.

e The amountsin the FY 2004 budget column were developed by SW, WH, CM and PD using RE’s
operating plan as the starting point. The budget was not built from the ground up but rather was a
reflection of the previous year’s budget with adjustments. The report showed projected positive
net revenue for FY 2004 of approximately $200,000.
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SPECIAL PANEL ON UNIVERSITY OF MONTANA ATHLETIC DEFICIT

Finding Number 40
Budget
Titleof Finding: Athletics- Ticket Processing Fee

According to Mary Musef®] director of the Adams Center, the original agreement between
Intercollegiate Athletics and the Adams Center was put into place in 1999.

Origina Athletics Department — Adams Center Agreement
= $360,400 annual rent.
= Athleticsticketing fees were set at:
Flat fee of $87,500 (based on an estimate of $.25 per ticket)
Plus credit card fees.

The director stated that the Adams Center Box Office operated at a deficit through fiscal year 2003.

The Adams Center performed an analysisin FY 2003 indicating that athletics would need to pay $.75
per ticket plus staffing to cover box office expenses. Billing for actual expenses of staffing would be
cumbersome, therefore it was agreed to call the expense $1 per ticket. Since Athletics could not afford to
pay the actual expenses, $1 was added to the price of each ticket.

The following are the costs associated with Rent and Ticketing Fees for the next two years.

Athletics Department — Adams Center Agreement FY 2004
* No adjustment was made to rent - $360,400
= Athleticsticketing fees:
Flat fee of $87,500
$12,500 (Ticketing Software Purchase)
Credit card fees
$1 per ticket issued will be allocated as follows:
$.50 goes to the stadium expansion; $.50 goes to the Adams Center for ticketing

Athletic Department — Adams Center Agreement FY 2005
» No adjustment was made to rent - $360,400
= Athleticsticketing fees:

Flat fee of $43,500

$12,500 (Ticketing Software Purchase)

Credit card fees

$1 per ticket issued goes to the Adams Center for ticketing

Following up later with Rosi Keller, it was confirmed that the original plan was that $1.00 would not be
part of the ticket price, but a separate item. Based on this for football, the $1.00 was collected and
deposited into a clearing account with subsequent transactions moving 50% to the Adams Center and
50% to the North End Zone account applying it to athletics

repayment commitment of $135,000 in FY 04.

192 Memo dated May 6, 2004 from Mary Muse to Bob Duringer related to Box Office Fees.
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According to Rosi Kelle™] Wayne Hogan decided prior to basketball season that it was best to roll the
$1 into the ticket price and not separate it out. For basketball it was included in the ticket price and
deposited into the appropriate sport account. Those sport accounts were then billed for the ticket fee.
The plan isthat the fee will continue to be part of the ticket price and deposited into the sport
(designated) accounts. Those accounts will also be charged for the $1 per ticket.

When asked about the flat fee going from $87,500 in FY 2004 to $43,500 in FY 2004 Rosif®hoted that
when they were putting together the financing of the North End Zone, Rob Edwards raised concern
about the challenge to meet the increase in ticketing service costs particularly in FY 2004.

Rosi provided documentationf®see below), and noted that this was approved by all parties, to lighten
the burden in FY 2004.

Adams Center/Athletics
Ticketing office Funding
Fiscal Year 2004 and 2005

FY 2004 EY 2005

Estimate based on $1.00 a Ticket 262,000 262,000

Continue Existing Ticket Office Funding 87,500 43,500

.50 per ticket (estimate) 131,000

1.00 per ticket (estimate) 262,000
(43,500) 43,500

193 E_mail received from Rosi Keller on May 12, 2004
104 E_mail received from Rosi Keller on May 12, 2004
1% Fax received on May 12, 2004
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Finding Number 41
Budget
Title of Finding: The Football Team’'s Trip to Maine

What has been described as the football team’s “over budget trip” to Maine in the fall of 2003 was not,
in fact, over budget. It was reported in several places that the trip was $105,000 or $102,000 over
budget. In fact, the entire trip cost $102,970.

In the fall of 2002, the team took aftrip to the East Coast and put out the travel for bids. The contract
was awarded to Le Bas International, which put in the low bid. However, the bid was based on fuel
costs of $1.00 per gallon. Further, Le Bas did not guarantee the availability of the flight. In fact, the
fuel cost was considerably higher, and Le Bas overbooked their planes. Asaresult, Athletics had to pay
asubstantial premium for a charter.

The following year, Athletics asked for bids for a three-package trip to Maine, Northern Arizona, and
Sacramento State. They also asked for bids for the trip to Maine only. Le Bas put in the lowest bid for
the trip to Maine ($85,780). However, their bid was once again based on fuel costs of $1.00 per gallon.
UM would be responsible for any cost above that (at the time of the award, fuel cost $1.50 per gallon).
Flight availability was not guaranteed, and catering was not included in the bid.

The bid was awarded to Travel Station, which put in abid of ($102,970). The flight availability was
guaranteed; fuel cost was included in the bid; and catering was included in the bid. Further, al costs
were guaranteed.
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Finding Number 42

Title of Finding: USA Today article “Athletic Spending Grows as academic funds
dry up”

Date: May 3, 2004

On February 18, 2004 the USA today published an article “Athletics spending grows as
academic funds dry up”. Wayne Hogan brought the article when he spoke in front of the
Athletics Panel, however he didn't talk specifics about it.

The article identifies common costs themes in Division | athletics.

e Average athletic budgets rose at a pace more than double the increases in average
university spending at Division | schools between 1995 and 2001. This is according to
an analysis by USA Today and the Des Moines Register of the most recently available
NCAA and U.S Department of Education data.

o0 Spending on Division | intercollegiate athletics has increased on average about
25% while university spending has increased on average 10% after inflation.

0 Increases in basic costs such as scholarships and travel have had a hand in the
impact. The escalating costs of college sports area also fueled by university's
desires to reap the benefits of a winning season, which can boost attendance
and TV ratings, maintain alumni support, and lift student and regional morale.

o Small and midsize schools are particularly squeezed, unable to generate big-
time funds like major schools but still face student, alumni and community
pressure to win.

¢ Athletic-generated revenue isn't keeping pace with costs.
0 Only about 40% schools claim their athletic departments are self-sufficient.
o To compensate for deficits, most athletic departments are increasing relying on
money from their schools.

o0 Student bodies are also helping pay the tab.
= About 60% rely on student fees to help athletic departments.
= Fees range from $50 to $1,000 per year.
» The higher student athletic fees tend to be at smaller schools.

e These developments have deepened the tension between athletics and academics on
many campuses. Most states have had several consecutive years of double digit cuts in
higher education funding, which have forced schools to cut jobs, increase class size and
raise tuition.

e For most schools, the decision to maintain — or even grow- athletic programs is
unquestioned because of the perceived benefits to the campus as a whole.
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