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The Office of the Provost has engaged BKD, LLP to evaluate the accounting for, and disposition of,
Differential Tuition (“DT”) charged by the University of Kansas School of Business from fiscal
years 2005 through 2010. A group of students has recently expressed concerns about the spending
and administration of the DT program. This report addresses the questions asked by the Office of the
Provost, questions raised by students and questions independently identified by BKD aswe
investigated the issues that are the subject of this report.

The purpose of our work is to determine whether DT was spent in accordance with the requirements
of the DT Proposal and to summarize the expenditures by DT Proposal category. Any expenditures
identified that do not fit within the DT Proposal expenditure categories were investigated and are
disclosed in this report. Our procedures included:

review of the University of Kansas School of Business DT Proposal

interviews of School of Business students, faculty and staff

acquisition and analysis of detailed records of DT spending

comparison of DT spending from fiscal 2005 through fiscal 2010 to the spending categories
described inthe DT Proposal

e inquiry of various staff regarding transactions of interest identified during our comparison of
DT expendituresto the DT Proposal

For the most part, DT funds were expended in ways that are consistent with the spending categories
described inthe DT Proposal. The DT Proposal describes broad categories of eligible spending and
specific prohibitions against spending for research and salary increases for faculty that were on staff
before implementation of the DT Proposal. This report describes certain expenditures that BKD
identified that appear to be contrary to the DT Proposal. These include faculty salaries of
approximately $28,000 and other operating expenditures (“OOE”) of approximately $32,000. All
combined, these items represent approximately two tenths of 1% of total DT fund expenditures.
There could be differences of opinion about whether or not these expenditures conflict with the
expenditure guidelines of the DT Proposal. These potential exceptions and related assumptions and
analyses are discussed in detail in the “Payroll Exceptions’ and the “Other Operating Expenditures
Exceptions’ sections of this report.



The Differential Tuition Proposal

BKD has been advised that the Kansas Board of Regents approved the Differential Tuition Proposal
(“DT Proposa”) in June of 2004. BKD has obtained the DT Proposal from the official web site of
the Office of Institutional Research and Planning of the University of Kansas. Although the
document name implies that the DT Proposal represents a proposed plan, the approved document
describes a program that has been implemented by the School of Business beginning fiscal 2005 and
continues as of the date of this report.

The DT Proposal resulted in an incremental level of tuition charge per credit hour for all students
enrolled in University of Kansas School of Business, to be added to the base tuition structure already
in place for enrolled students. The annual rate of incremental tuition initially approved for fiscal year
2005 was $75.00 per enrolled credit hour for undergraduate students. The $136.80 per enrolled
credit hour for masters level studentsis comprised of the $75.00 increment plus $61.80 per credit
hour previously approved for masters level students. The DT Proposal states: “The Committee
supports the use of the Higher Education Price Index (HEPI) to increase the School’ s differential
tuition each year to offset the effects of inflation.”* The DT Proposal discusses parameters under
which the School of Businessisto spend the DT revenues to accomplish certain goals for the benefit
of the students.

A close reading of the DT Proposal is required to evaluate the appropriateness of DT expenditures.
The DT Proposal includes numerous goals, plans, examples of potential expenditures and general
categories of expendituresto be made. The DT Proposal states. “ The specific uses are subject to
change, but the general categories are not (without consultation with students).”? It also states:
“Goals: The goals of the School of Business differential tuition program are to (1) improve
educational programs and advising for students, (2) enhance employment opportunities and starting
salaries of graduates, (3) elevate the school of business undergraduate program to top-25 status, and
to (4) improve the competitive position of the graduate programs.”>

Throughout the DT Proposal, language is used to describe proposed el ements that are often
gualitative in nature, such as:

“ .. .toinsurethat KU Business graduates are fully competitive . . .”*
“ Better academic advising . . .”°

“ Database improvements.. . .”°

“ Enhanced contact throughout alumni career.”’

“Better scheduling and interview processes.”®

“. .. increasing the educational experience and marketability of those student assistants to the
business community.”®

e “Thiswill improve alumni relations by assisting graduates throughout their careers.
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While these phrases communicate desirable results, their qualitative nature does not make them
objectively measurable. However, the DT Proposal also describes goals of improving curriculum by
adding new courses, electives and majors. It details categories of spending anticipated to meet
specified needs. While the spending of funds does not guarantee goal achievement, evidence of
progress against many goals can be observed. Measurement of progress against certain goals of the
DT Proposal followsin the “Overview of Relevant Findings.”

Active participation by a student advisory committee with the School of Businessis an important
component to oversight of DT spending. Thisis especially true because the DT Proposal is broadly
written, and awide variety of conflicting interpretations of its contents can be supported.
Disagreements about future spending under the DT Proposal can only be fairly managed through a
process where student representatives and the School of Business administration discuss spending
plans and openly report actual expenditures against those plans.

Overview of Relevant Findings

1. Curriculum

The DT Proposal states. “We offer the following to give students an idea of the Committee’s
thinking and scope of what is possible:

e A new magjor in Marketing

e A new maor in Information Systems
e A new magjor in Management

e A strengthened Accounting major

e A strengthened Finance major” !

The following table shows the progress of offerings of majors by the School of Business for
academic years (“AY”) 2004 through 2010:

Tablel

Academic Year Offerings

M aj or AY04 AY05 AY06 AYO7 AY08 AY(09 AY10
Accounting X X X X X X X
Business Administration X X X X X X X
Finance X X X X X X
Information Systems* X X X X X
Management X X X X X
Marketing X X X X X
Supply Chain Management X X X

* The students that spoke to BKD stated that the Information Systems major would become unavailable because the
primary faculty members teaching the courses for this major had left the University. Representatives of the Dean’s
Office of the School of Business stated that the course requirements were currently being covered with existing
faculty and newly hired instructors, and that both the undergraduate Information Systems major and the MBA
emphasis have been, and remain, available to students.

" DT Proposal page 6.



The DT Proposal states. “ Strengthen the MBA and MAIS [Master of Accounting] programs by
increasing the number and variety of electives.”*? The following charts reflect the elective offerings
for the full-time and part-time MBA programs for AY 2004 through 2010:

Full-Time M BA Elective Cour ses*

Part-time MBA Elective Cour ses*
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* Electives defined as master’s level (700 and 800 level) courses not specifically identified as required core or
concentration/breadth courses. Such courses may count as el ectives for multiple Master’ s degrees.

There are some annual increases and decreases in the statistics in these charts. Increasein the
number of electives available reflects strong growth in AY 2008 and AY 2009. The number of
sections for al courses reflects strong growth in AY 2007, but declined somewhat in AY 2008 and
AY2010. Thisdecline primarily relates to the study abroad Italy program moving to the University
of lowabeginning AY2008. These courses are still available to University of Kansas students, but
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they are now taken through the University of lowa, and therefore, are not included in the University
of Kansas course data.

Total enrollment increased in some years and declined in others, affecting the number of sections
offered. Factors externa to the School of Business can also influence trendsin enrollment. Overal,
the statistics reflect an AY 2010 net increase in enrollment, number of sections available and number
of electives available, as compared to the AY 2004 base year.

Some students expressed disappointment to BKD that MBAs were usually required to take elective
courses at the Edwards campus, rather than the campus in Lawrence, Kansas, in order to complete
their degree. The DT Proposal acknowledges the need for more course offeringsin Lawrence. One
alternative for addressing remaining student concerns would be for them to participate on the Student
Differential Tuition Advisory Committee that the administration has reestablished. Input of the
students could help the School of Business continue to prioritize ways in which future spending of
DT can meet the continuing needs of the students.

The following charts reflect the electives offerings for the masters of accounting program for AY
2004 through 2010:
Master of Accounting Elective Cour ses*
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The number of electives offered to Master of Accounting majors reflects strong growth in AY 2008
and AY 2009. Thetotal sections available increased to ahigh in AY 2007 and then by AY 2010
declined to levels approximately equal to AY 2004 levels. The enrollment in the elective courses for
the program increased in AY 2005, declined from AY 2005 through AY 2008 and then increased
during AY 2009 and AY 2010. The AY 2010 levels of electives enrollment in the Master of
Accounting program were approximately the same asin AY2009. The decline in the number of
Master of Accounting electives courses appears primarily driven by the fact that certain courses that
were previously electives became required for the major.

These charts are designed to quantify the opportunity for students to take elective courses. The data
on these charts is not additive between programs because many electives are available to the full-time
MBAS, part-time MBAs and Master of Accounting students, and such common elective courses are
duplicated in the data to reflect availability of elective courses for each program.

Exhibit A includes BKD’s summary of DT Proposal expenditures by DT Proposal Category. The
data shows that payroll expenditures for faculty of more than $16 million were made from fiscal
2005 through fiscal 2010. This amount represents approximately 55% of total DT fund expenditures
during the period.

Additional DT Proposal categories for which spending of DT fundsis anticipated by the DT Proposal
are presented below. Based on Exhibit A, the spending on each of these DT Proposal categoriesis
quantified.

2. Experiential Learning

BKD learned about many experiential learning programs available to students. We also reviewed
documentation for travel and other expenses for students participating in many of these programs.
Some of the experiential learning opportunities have little or no cost associated with them. Others
are experiences that students participate in while completing the requirements of certain courses,
including courses in tax research, business consulting, entrepreneurship, and portfolio management
Examples of other experiential learning opportunities include:

e Jayhawkson Wall Street/Finance Scholars Program

o X-ploreand MBA Trekstripsto visit businesses in other markets
e Study abroad opportunities

e Student competitions and conferences

o Guest speakers

e Internships with companies

Approximately $138,000 of expenditures from DT funds has been recorded from fiscal 2005 through
fiscal 2010 for experientia learning supported activities.

3. Advising and Program Administration

Approximately $1,732,000 in payroll and $38,000 in other expenditures, such as advising office
equipment, supplies and printing, were identified by BKD from DT funding during the fiscal 2005
through fiscal 2010 period.

4. Career Services

Approximately $782,000 in payroll and $43,000 in other expenditures such as Career Services office
equipment, supplies, printing and travel, were identified by BKD from DT funding during the fiscal
2005 through fiscal 2010 period.



5. Student Financial Support

Approximately $2.9 million in payroll and $1.8 million in other expenditures were identified by
BKD from DT funding during the fiscal 2005 through fiscal 2010 period. Payroll represents
graduate teaching and research positions and hourly work for students. Other expenditures represent
scholarships and financial aid. Administration in the School of Business has placed more focus on
providing students teaching assistant and research positions rather than out right scholarships asit is
believed that students’ learning opportunities are enriched by the opportunity to interact directly with
faculty.

6. Other Operating Expenses

Approximately $518,000 for this category of expenditures was classified by BKD from DT funding
during the fiscal 2005 through fiscal 2010 period. These items included expenditures for items such
as supplies, communications, postage and delivery and furniture and equipment.

7. Technology

Approximately $428,000 in payroll and $976,000 in other expenditures were identified by BKD from
DT funding during the fiscal 2005 through fiscal 2010 period. Payroll represents technol ogy
positions. Other expenditures include Bloomberg terminal purchasesin early years, and more
recently, web site and database activities.

8. Facilities

Approximately $490,000 in other expenditures for facilities was identified by BKD from DT funding
during the fiscal 2005 through fiscal 2010 period. These expenditures were for renovations, repairs
and maintenance to Summerfield Hall, the location of the School of Business. Accounting records
indicate that these expenditures were for remodeling of the Summerfield Hall first and second floors,
Rooms 102 to 110, Room 124, Room 226 (HVAC), Room 420 and other unspecified rooms. No
expenditures for construction on a new building are believed to have occurred, other than $1,829 of
expenditures on initial materials related to new building fundraising, which are described in the Other
Operating Expenditures section of this report.

BKD daso reached conclusions in the other areas, as follows:

9. Were the student consultation requirements of the DT Proposal achieved?

Student consultation was reportedly actively sought during the formation and implementation period
of the DT Proposal, but was discontinued beginning in 2006. The rationale for discontinuing the
student consultation requirement cannot be definitively determined as our research and interviews
have resulted in two diametrically opposed recollections of events. On one hand, we have been told
by a number of individuals that the student consultation requirement was rolled into the student
advisory committee formed to address the building of a new business school building. However, that
committee was disbanded in 2008 when economic issues brought an end to fund raising. An
opposing recollection voiced by some individuals is that a member of the business school
administration disbanded the committee as he felt it was not needed and that the requirement to
report on DT spending was being accomplished through student government. The administration has
stated its intent to reinstate a student advisory committee. See the “ Student Differential Tuition
Advisory Committee” section of thisreport for afull discussion of this topic.

BKD has been advised that the Differential Tuition Advisory Committee has been reconvened by the
School of Business with nominations and feedback from the Undergraduate Business Council and the
Graduate Business Council. The Committee has held itsfirst organizational meeting on October 22,
2010. The School of Business will issue a semi-annual or annual report to students on differential
tuition expenditures, depending on the recommendation of the Student Advisory Committee.



10. Were DT funds expended in accordance with the DT Proposal ?

For the most part, DT funds were expended in ways that are consistent with the spending categories
described inthe DT Proposal. The DT Proposal describes broad categories of eligible spending and
specific prohibitions against spending for research and salary increases for faculty that were on staff
before implementation of the DT Proposal. This report describes certain expenditures that BKD
identified that appear to be contrary to the DT Proposal. These include faculty salaries of
approximately $28,000 and other operating expenditures (“OOE”) of approximately $32,000. All
combined, these items represent approximately two tenths of 1% of total DT fund expenditures.
There could be differences of opinion about whether or not these expenditures conflict with the
expenditure guidelines of the DT Proposal. These potential exceptions and related assumptions and
analyses are discussed in detail in the “Payroll Exceptions’ and the “ Other Operating Expenditures
Exceptions’ sections of this report.

11. Faculty Salary Increases

The DT Proposal states. “Funds[DT funds] will not be used for such items as current faculty
salariesincreases. . .”** BKD interprets this statement to mean that DT funds cannot be used to pay
salary increases for faculty existing before implementation of the DT Proposal, but that DT funds
may be used to pay salary increases of any faculty teaching new courses added as part of the DT
program. Some salary increases were paid to three faculty members who existed prior to the DT
Proposal implementation and who continued to teach courses that existed prior to the DT Proposal
implementation. However, these salary increase amounts were more than offset, or were refunded,
by general fund payroll spending. Seethe “Payroll Exceptions” section of this report for additional
detailed analysis.

12. New Hires

Full-time-equivalent (“FTE") employee statistics of the School of Business are included in Exhibit B
of thisreport. This exhibit includes statistics accumulated by the School of Business and the results
of areasonableness test that BKD performed using our database of faculty and staff.

Woas there achange in the level of compliance with the spending priorities identified in the DT
Proposal from the period before the fiscal 2009 budget cuts, as compared to after those budget cuts?

BKD analyzed whether there was a change in the level of compliance with the spending priorities
identified in the DT Proposal from the period before the fiscal 2009 budget cuts, as compared to after
those budget cuts. We found that for the most part, DT funds were expended in ways that are
consistent with the spending categories described in the DT Proposal, including before, during and
after fiscal 2009. Some potential exceptions and related assumptions and analyses are discussed in
detail in the “Payroll Exceptions” and the “Other Operating Expenditures Exceptions’ sections of
thisreport. The timing of these potential exceptions reflects no discernable pattern in relation to the
timing of the fiscal 2009 budget cuts.

Payroll Exceptions

Whilethe DT Proposal describes goals, principles and examples of desirable spending, it lacks
specific definition of terms and definition for measurement of goal achievement. There isroom for
interpretation regarding meaning throughout the document. In order to measure whether payroll
expenditures have complied with the DT Proposal certain definitions and assumptions must be made,
and this report seeks to state BKD’ s assumptions and definitions explicitly so that the reader can
understand and evaluate the basis for BKD’ s conclusions.

B DT Proposal page5.



This report defines and uses the following terms:

e (“New Faculty”) means faculty who did not teach any coursesin AY 2004, but did in subsequent
years.

o (“Existing Faculty”) means faculty who did teach in AY 2004.

e (“New Courses’) means undergraduate or masters courses added to the curriculum after fiscal
2004. Courses having a unique course number that did not exist before implementation of the
DT Proposal are considered to be New Courses.

e (*Old Courses’) means courses already existing at the School of Business during fiscal 2004,
based on course number.

Changes to course numbers for administrative reasons, as communicated to BKD, when the course
itself is assumed not to have changed, were accounted for so that such courses were not
misrepresented in the course data. The number of sections for a course, or the number of different
faculty teaching sections of the same course, did not increase the count of New Courses for purposes
of analyzing questions about the number of New Courses.

We started our analysis with the assumption that Existing Faculty would be paid with general funds,
and that New Faculty would be paid with DT funds, the (“ Segregation of Funds Assumption”). We
assumed that under the Segregation of Funds Assumption, any DT funds paid to Existing Faculty
could result in salary increases being paid to Existing Faculty with DT funds. We aso assumed that
if Existing Faculty began to teach New Courses, that such Existing Faculty would be eligible to be
paid with DT funds because a stated purpose of the DT Proposal was to use the DT funding to enable
the offering of New Courses. These assumptions resulted in identification of $577,516 of DT funds
paid to Existing Faculty who were not teaching New Courses from fiscal 2005 through fiscal 2010.
Thisfact was initially considered to be potentially inconsistent with the intent of spending goals
described by the DT Proposal, although it was not explicitly prohibited.

Another analysisresult is that $3,606,136 of DT funds was paid from fiscal 2005 through fiscal 2010
to New Faculty for teaching Old Courses. While these payroll amounts are DT funds paid to New
Faculty, one could interpret that they are not curriculum improvements because they are being used
to teach courses that already existed before the implementation of the DT Proposal.

However, a counter argument offered by the School of Business Associate Dean is that when New
Faculty members are paid to teach Old Courses, it frees other Existing Faculty to teach New Courses.

A broader perspective on payroll expenditures can be used to better address these issues. BKD
expanded its analysis to the full population of payroll expenditures of general fundsand DT funds to
both Existing Faculty and New Faculty. This analysis demonstrated that the initial Segregation of
Funds Assumption was not the actual pattern for payroll distribution in any year. The DT Proposal
does not state that there must be a segregation between which faculty are paid with general funds
versus DT funds. What the DT Proposal does stateisthat DT funds should be spent to accomplish
“curriculum improvements.” We interpret that New Courses are one measure of curriculum
improvements.

Given some uncertainty about whether the DT Proposal goal of funding curriculum improvements
meansthat DT funds could not be paid to faculty teaching Old Courses, BKD then measured the
magnitude and direction of payroll expenditures from general fundsand DT funds to Existing
Faculty and New Faculty. The amountsin Table 2 that follows represent DT funding paid to faculty



teaching Old Courses, while Table 3 amounts represent general funding paid to faculty teaching New
Courses. The resultsincluded the following observations:

Table2
Usesof DT Funding
Fiscal 2005 through Fiscal 2010

Existing Faculty New Faculty

Old Courses $577,516 $3,606,136

This caseis consistent with the | Thiscaseis consistent with the

New Cour ses use of DT funds for curriculum | use of DT funds for curriculum
improvements improvements
Table3

Uses of General Funding
Fiscal 2005 through Fiscal 2010

Existing Faculty New Faculty
Thisisan expected caseunder | This case does not impact the
Old Courses the Segregation of Funds use of DT funds
Assumption
New Courses * $12,079,945 $950,790

* These amounts includes an allocation of annual salary between Old Courses and New Courses for
instances where Faculty Members teach both Old Courses and New Courses.

If one subscribes to the Segregation of Funds Assumption, then one should be concerned about
whether DT funds are being paid to Faculty teaching Old Courses. However, the two tables above
demonstrate that the use of general funds to teach New Courses ($12,079,945 plus $950,790, or
17.2% of total faculty payroll) exceeds the use of DT funds to teach Old Courses ($577,516 plus
$3,606,136, or 5.5% of total faculty payroll). Therefore, if one subscribes to the Segregation of
Funds Assumption, this analysis demonstrates that more general funding was paid for the teaching of
New Courses than DT funding was paid to teach Old Courses, so violation of the Segregation of
Funds Assumption has not been to the detriment of the DT Proposal objective of funding curriculum
improvements through the offering of New Courses.

BKD also acknowledges that increasing the number of sections of Old Courses would increase the
population of electives available to students. Increasing electivesis consistent with the goals of the
DT Proposal, according to the School of Business administrative officials. Restricting DT funding
exclusive to the teaching of New Courses was not a stated requirement of the DT Proposal.

Existing Faculty Salary Increases

A number of faculty members have received salary funding from both, DT funds and general funds.
DT funding of payroll to these faculty members from fiscal 2005 through fiscal 2010 was used to
fund $121,530 of salary increases to four Existing Faculty members teaching Old Courses. However,
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since these faculty members were lecturers, we have assumed than an increase in pay associated with
teaching more course sections would not represent a pay increase prohibited by the DT Proposal. In
the second section of Exhibit D, we have calculated the portion of salary increases resulting from a
per course pay increase in DT funding for the number of courses taught in the base year. The result
isthat three of these four lecturers received atotal of $31,692 in salary increases from DT funds.

However, these salary increase transactions are included in the $577,516 paid to Existing Faculty
members who were not teaching New Courses discussed in the previous report section. The
$577,516, including the $31,692 of salary increases, was more than offset by the $950,790 of New
Faculty teaching New Courses receiving total pay from general funds, rather than DT funds. In other
words, the prohibited increases in salary have been refunded with general funding of other salariesto
faculty members that would have otherwise been paid with DT funds.

Summer Compensation

BKD has also identified a number of Existing Faculty members who were paid with DT funds for
work performed during the summer of 2005. Two of these faculty members were paid atotal of
$27,746 during the summer of 2005 during which time the course numbers which these faculty were
assigned were for PhD level curriculum “doctoral dissertation.” BKD has assumed that thisDT pay
during the summer of 2005 was related to the research of PhD students. We have also assumed that
such use of DT fundsisinconsistent with the DT Proposal, which discusses improvements to
curriculum for undergraduate and masters level students, but excludes research. Exhibit E reflects
additional information about this expenditure of $27,746 of payroll.

Other Operating Expenditures Exceptions

BKD acknowledges that different readers of the DT Proposal, given the same facts about any given
expenditure, might reach different conclusions regarding whether that expenditure is consistent with
the requirements of the DT Proposal. BKD focused its transaction testing with the objective of
identifying OOE that were inconsistent with the expenditure categories described in the DT Proposal.
Acknowledging that different assumptions or interpretations might impact the evaluation of
expenditures questioned, we have stated the assumption or other basis for our conclusion on each
expenditure evaluation, which isincluded for evaluation by the reader of the report.

BKD used text searches of the transaction descriptions, account titles, vendor names, account names
and cost center names within the population of OOE transactions to categorize transactions into
groups of related transactions and to search for transactions of interest for further investigation. We
then selected samples of transaction documentation to review and discuss with School of Business
personnel.

Some interviewees told BKD that they were concerned about DT funds being diverted to a new
building fund, so BKD used keyword searches of expenditure transaction descriptions to find
expenditures related to building planning, fundraising, or related transfers. In the case of new
building expenditures, we located one transaction related to this topic, which was $1,829 for printing
of floor plan brochures and apparent fundraising materials. Although the DT Proposal discussed the
possibility of anew building fund, it did not specify new building expenditures as a category of DT
Proposal expenditures, so BKD highlighted this expenditure as being inconsistent with the spending
categories of the DT Proposal.

11



Other expenditures inconsistent with the DT Proposal categories are also summarized in the table
below:

Table4
Expenditure Type Amount
New building marketing materials $ 1,829
Research related faculty expenses for conferences and publication 6,058
Administrative costs for AACSB accreditation and related fees 24,150

A detailed list of these OOE isincluded in Exhibit F.

The DT Proposal prohibits spending on research other than student assistants. BKD assumed thisto
mean that research activities performed by faculty would not be funded with DT. Expenses for
faculty travel to conferences, submissions to journals and related expenses totaling $6,058 were
identified.

Administrative costs for AACSB accreditation of the School of Business were paid with DT funds.
These are ongoing annual costs that would have been paid with general funds before the existence of
DT funding. While these are necessary costs for the School of Business that are not directly
prohibited by the DT Proposal, they represent an example of DT funding for items that would have
previously been paid with general funds. Using DT funding for recurring expenses previously paid
with general funding depletes availability of DT funding for attainment of other goals listed in the
DT Proposal.

Advertising costs and related printing and postage totaling $126,180 were identified. However, the
DT Proposal lists“School publications and publicity” as an example of use of DT funds.™.

BKD hasidentified $32,037 of operating expenditures that are not consistent with the DT Proposal,
out of total reported expenditures of $4.9 million. Expanding the sample size could result in the
identification of additional expenditures that are inconsistent with the DT Proposal categories, but is
unlikely to result in asignificant increase in findings relative to the $4.9 million total expenditures.

Classification of Expenditures

BKD’sresulting classification of transactions by DT Proposal category isincluded in Exhibit A to
thisreport. Asexplained, BKD was unable to classify certain expenditures by DT Proposal category,
but presented these items in separate line itemsin Exhibit A. For example, Exhibit A reflects $2.6
million of DT funding for administrative personnel, but the DT Proposal category supported by these
salaries and wages is not identified by each DT Proposal category. The DT Proposal lists examples
of spending on staff support. The DT Proposal does not specifically limit such expenditures.

Exhibit C reflects the classification of the DT Proposal transactions by the School of Business. Like
the BKD classifications, the Exhibit C classifications do not perfectly correspond to the DT Proposal
categories, although they match up with most of the DT Proposal categories.

DT Proposal page 10.
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There are differences between Exhibit A and Exhibit C classifications for a number of reasons, but
overall, those differences are not significant. Reasons for differences include the fact that some
transactions could be classified under more than one DT Proposal category and differences exist
between the BKD classification and the School of Business classification. Another difference results
from the fact that certain transactions are categorized by the School of Business that BKD was
unable to classify into a specific DT Proposal category. For example, it isnot possible for BKD to
determine the degree to which various DT Proposal categories benefited from supplies expenditures,
but the School of Business accounting personnel are in a better position to make that determination.

BKD has reviewed a sample of transaction classifications by the School of Business. We have also
compared the annual total by category accumulated by the School of Business to the annual totals by
category accumulated by BKD. This comparison between Exhibit A and Exhibit C leads usto
conclude that the School of Business classification of transactions are reasonable, except that BKD
has identified portions of these DT fund expenditures that are not consistent with the requirements of
the DT Proposal. The specifics or these items are explained in the “ Payroll Exceptions” and the
“Other Operating Expense Exceptions” sections of this report.

Other Inconsistencies with the DT Proposal

The DT Proposal states: “ The Committee supports the use of the Higher Education Price Index
(HEPI) to increase the School’ s differential tuition each year to offset the effects of inflation. Such
increases will be necessary to provide salary increase for faculty members that are funded out of
differential tuition.”*® Some students interviewed by BKD were concerned about the differencein
growth indices used to calculate the growth in DT per credit hour.

The tables that follow compare the annual increase in the HEPI to the increase actually used to
calculate the DT charged per credit hour.

Table5b

Undergraduate Per Credit Hour DT Fee, Actual versus HEPI Indexed

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Actual:
Per Credit $  75.00 $ 78.00| $ 81.10| $ 86.00 $ 9115| $ 96.60
% Change 4.0% 4.0% 6.0% 6.0% 6.0%
HEPI:
Per Credit $  75.00 $ 7883 | $ 81.04| $ 85.09 $ 8705| $ 87.83
% Change 5.1% 2.8% 5.0% 2.3% 0.9%

DT Proposal page 14.
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Table6

Graduate Per Credit Hour DT Fee, Actual versusHEPI Indexed

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Actual:
Per Credit $ 136.80 $ 14225| $ 14790| $ 156.80 $ 16620 | $ 176.15
% Change 4.0% 4.0% 6.0% 6.0% 6.0%
HEPI:
Per Credit $ 136.80 $ 14378 | $ 14781 | $ 155.20 $ 158.77| $ 160.20
% Change 5.1% 2.8% 5.0% 2.3% 0.9%

The response from the School of Business regarding the difference between the use of the HEPI

index and the actual indexing of DT follows:

The members of the committee clearly understood the need for the rate of course fees
to increase given that most of the fees would go to support faculty and staff salaries

and benefits. The* support” for using HEPI was primarily to show an under standing
that the fee would not be fixed at $75.

Per the Provost’ s Office, to complement the stability provided by the Four-year

Tuition Compact, the school’ s course fees rate increases at the same rate of course

fees University-wide. Thiswas requested by KU when the Tuition Compact was

implemented and was approved by the Board of Regents.

The Provost’s Office confirmed that the rate of annual DT fee increaseis set by the
University and is approved by the Regents.

Had HEPI been used to index DT rate increases per credit hour, there would have been very little
change in revenues generated from fiscal 2005 through fiscal 2008. However, calculating the DT
fees per credit hour using the HEPI index would have resulted in approximately $1 million lessin DT
revenue from fiscal 2009 through fiscal 2010, based on budgeted course hours scheduled each year.

Based on budgeted credit hours, the following amounts of DT funding were expected to be generated
by undergraduate and graduate students from fiscal 2005 through fiscal 2010:

Budgeted Undergraduates

Budgeted Graduates
Budgeted Tota

Actual Totd

$22.9 million
_ 9.0 million
$31.9 million

$31.1 million

BKD has not attained actual credit hours data, but actual DT revenue fell short of budgeted (based on
budgeted credit hours) by approximately $800,000.
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Student Differential Tuition Advisory Committee

The DT Proposal callsfor a Student Differential Tuition Advisory Committee. “The charge of this
committee is to ensure that the School of Businessis accountable to students for the use of the
differential tuition.”*” (Emphasisin original)

The response from the School of Business to criticism that it failed to assemble and communicate
with the Student DT Advisory Committee follows:

e The student advisory committee met throughout the implementation of program
enhancements funded by cour se fees.

e Themethod of reporting on course fees evolved over time. The evolution led to the
committee no longer meeting in 2006.

e After the proposed program enhancements wer e implemented, we moved to other
ways of informing our students about the use of course fees. We did not ensure that
the student advisory committee remained active. We acknowledge these alternatives
were not effective and have already taken steps to address these shortcomings.

e The school recognizes thisis an issue and will reconvene the committee starting in
fall 2010. The school communicated this commitment to the graduate studentsin
late April.

The DT Proposal states. “The Dean will prepare a semi-annual account of how differential tuition
funds have been used for electronic dissemination to all business students.”*® The report responsive
to this requirement has not historically been created or distributed. The School of Business has stated
itsintention to reinstitute the Student Differential Advisory Committee that is described inthe DT
Proposal.

Student consultation was reportedly actively sought during the formation and implementation period
of the DT Proposal, but was discontinued beginning in 2006. The rationale for discontinuing the
student consultation requirement cannot be definitively determined as our research and interviews
have resulted in two diametrically opposed recollections of events. On one hand, we have been told
by a number of individuals that the student consultation requirement was rolled into the student
advisory committee formed to address the building of a new business school building. However, that
committee was disbanded in 2008 due to economic issues. An opposing recollection voiced by some
individualsis that a member of the business school administration disbanded the committee as he felt
it was not needed and that the requirement to report on DT spending was being accomplished
through student government.

Recommendations for Internal Controls and Reporting

The standard internal financial reporting of the School of Business does not report financial receipts
and expenditures by fund. Accounts and cost centers are not established that correspond to each of
the DT Proposal categories. The process of accumulating financial results for the DT fund requires
manual intervention so that accounting personnel can identify and accumulate transaction
information required to evaluate spending by DT Proposal category. Therefore, it is cumbersome for
anyone to monitor how DT funds are spent throughout the year.

DT Proposal page 14.
¥ DT Proposal page 15.
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Theinterna budget of the School of Business does not differentiate between general funding and DT
funding, although the University budget does. The source of funding for individual expendituresin
the School of Business is determined at the time they are expended. These determinations are
routinely made by the office of the Director of Financial Operations or may be made by the Director
of Financial Operations based on input from avariety of others in the School of Business. School of
Business personnel have described that the availability of funds at the time of expenditureisa
determining factor regarding whether obligations are paid with general fundsor DT funds.

In the School of Business, the general fund is also called the 99 fund and the DT fund is called the 96
fund. Inorder to assurethat DT fund expenditures can be reported on a periodic and routine basis,
such as monthly, a change in the School of Business accounting for the 96 fund should be
undertaken. Financia reports that reflect receipts and expendituresin line items that correspond to
the DT Proposal would be desirable. This approach would utilize accounts and cost centers that are
mapped to financial statements that could be organized to correlate with the DT Proposal expenditure
categories. Fund 96 financial statements organized in this way could be monitored by appropriate
executive positions in the School of Business for appropriateness of spending, and could be used to
monitor financial results against budgets. Ideally, theinternal School of Business detailed budget
would be segregated between DT Proposal funds and other funds. Thiswould enable a comparison
of budget to actual performance throughout the year for the DT fund. Such an accounting system
should also enable one to efficiently obtain detailed transaction level reports so that individual
transactions included in any financial statement line items can be identified when necessary. This
accounting approach will enhance the ability of the School of Business to better monitor and control
its operations and to report results to interested parties.

Summary

Some concerns raised by the students that spoke to BKD may remain. The DT Proposal spending
cannot guarantee resolution of all student expectations. Measuring the degree of success of the DT
program spending on student issues of concern would also require an assessment of how those issues
would have been negatively impacted had the DT Proposal spending to date not occurred. Such an
analysisis beyond the scope of this report.

One alternative for addressing remaining student concerns would be for them to participate on the
Student Differential Tuition Advisory Committee that the administration has committed to
reestablish. Input of the students could help the School of Business continue to prioritize waysin
which future spending of DT can meet the continuing needs of the students.

Active participation by a student advisory committee with the School of Businessis an important
component to oversight of DT spending. This especially true because the DT Proposal is broadly
written, and a variety of conflicting interpretations of its contents can be supported. Disagreements
about future spending under the DT Proposal can only be fairly managed through a process where
student representatives and the School of Business administration discuss spending plans and openly
report actual expenditures against those plans.
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Appendix
BKD Analysis Approach

BKD representatives met with the KU Steering Committee at the start of the process. The Steering
Committee consisted of five members, including a representative from the Office of the Provost, a
KU staff person, afaculty member from the School of Business, an MBA student and an
undergraduate student from the School of Business.

All undergraduate, masters and Ph.D. studentsin the School of Business were issued an email
invitation to meet or speak with BKD representatives at a session held in Summerfield Hall on
September 30, 2010. This message included contact information for the BKD representatives for
students who had information and concerns to share, but were unable to attend the meeting. The
interview process began with a session for all interested students to provide input to BKD.

Interviews of approximately ten faculty and staff were then conducted by BKD. Results of these
interviews led to several other interviews. After evidence was analyzed, the School of Business
Dean, William Fuerst; Associate Dean, Keith Chauvin; and Director of Finance, Karla Williams were
also interviewed.

BKD interviewed 10 faculty members on October 11 and 12, 2010. Interviewed faculty members
were selected at the request of BKD using two different criteria. First, BKD selected six faculty
based on the suggestions of students during their September 30, 2010 comments to BKD.
Simultaneously, BKD requested that the Provost’ s Office identify faculty that could describe
“experiential learning” activities, so that BKD could identify such activities that might be funded
with DT operating expenditures.

To broaden our understanding about concerns that have been raised by students we asked students,
faculty and staff about their knowledge and opinions concerning DT. We made ourselves available
to meet with students on September 30, 2010 and listened to the concerns of five current students.
We aso received telephone calls and email communications from some of these, plus several others.
The student feedback was primarily from the perspective of the MBA and masters programs.

BKD asked interviewees for any positive or negative concerns and opinions regarding the DT
program, including any knowledge, suspicion or rumor concerning possible expenditure of funds
outside of the parameters of the DT Proposal. All input obtained was considered in BKD’s
evaluation of the individual expenditures for payroll and other operating expenditures.

Analysis of 2004 to 2010 DT Expenditures on Payroll

$25.1 million of atotal of $29.9 million of DT expenditures from fiscal 2004 through fiscal 2010 are
comprised of payroll expenditures. The DT Proposal includes examples of positions to be added.
The DT Proposal states. “ The specific uses are subject to change, but the general categories are not
(without consultation with students).”*® Therefore, BKD has interpreted this to mean that the
specific faculty levels discussed in the DT Proposal does not represent minimum or maximum
obligations of the School of Business. The DT Proposal parameters regarding salary increases
related to faculty, so much analysis of payroll related to this report involved faculty. Staff positions
were also specified by the DT Proposal, but no parameters that could be tested were documented by
the DT Proposal.

¥ DT Proposal page 5. BKD isnot aware of any consultation with students regarding changes to the DT Proposal
and assumes that there were no such changes resulting from student consultations.
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The overall design of theinitial BKD work plan regarding payroll expenditures was to:
1) Determine the identities of faculty receiving compensation from DT funds.

2) Construct a database reflecting faculty and courses associated with enrollment in the School
of Business.

3) Compare personnel receiving Differential Tuition fund expenditures to the database of
faculty and courses to determine whether these recipients were teaching Old Courses or New
Courses.

4) Analyze payroll expendituresto determine whether Existing Faculty received salary increases
paid from DT funds.

5) To the extent that one might assume that Existing Faculty were expected to be paid with
general funds and New Faculty were to be paid with DT funds, we measured the amount of
contradiction to this assumption and evaluated whether such contradiction required additional
analysisregarding DT funded payroll.

Analysis of Fiscal 2005 to Fiscal 2010 Other Operating Expenditures

$4.9 million of OOE were spent from DT funds from fiscal 2004 through fiscal 2010. BKD obtained
electronic files reflecting each individual expenditure transaction amount, date, payee, cost center
description, account description and transaction description. The cost centers and accounts used by
the School of Business to classify the disbursement transactions do not directly match the categories
defined inthe DT Proposal. BKD then structured a sampling strategy to: 1) test the accuracy of cost
center, account and transaction descriptions, 2) to categorize the transactions by DT Proposal
category and 3) identify transactions that did not fit into any DT Proposal category.

BKD requested supporting disbursement documentation for 225 disbursements from the popul ation
of expenditure transactions. The transaction descriptions, accounts and cost centers assigned by the
School of Business to each transaction tested by BKD were consistent with supporting
documentation examined by BKD. $3.5 million from the total $4.9 million of disbursements could
be classified by DT Proposal category based on the transaction descriptions, accounts and cost
centers assigned by the School of Business. Documentation for 60 of these items was specifically
requested for examination by BKD.

Approximately $400,000 of disbursements could not be classified in any way using the transaction
descriptions, accounts and cost centers assigned by the School of Business. BKD requested
disbursement documentation for each of these transactions of $1,000 or more, (55 of the largest of
these disbursements), comprising approximately $200,000 of disbursements and also requested 30
other selected transactions from the remaining disbursements that comprised the other approximately
$200,000 of disbursements. While this sample was useful for identification of transactions that did
not fit any DT Proposal category, it was not helpful in otherwise categorizing those expenditures by
DT Proposal category.

Approximately $1 million of other transactions could be classified into groups by using transaction
descriptions, accounts and cost centers. However, it was difficult to determine to which DT Proposal
category these transactions should be classified. For example, office supplies could be identified, but
it was difficult to determine which DT Proposal category was supported by the use of any specific
supply transaction. BKD requested supporting documentation for 80 of these disbursement
transactions.

18



A portion of the sample selected was random and was designed to test the accuracy of account
descriptions, account names and cost centers as compared to the supporting documentation. The
remaining sample selections were structured to focus on groups of transactions and individual
transactions that were not adequately described for classification or were considered to be transaction
types more likely to be inconsistent with DT Proposal categories.

Expanding the sample size could result in the identification of additional expenditures that are
inconsistent with the DT Proposal categories, but would be unlikely to result in a significant increase
in findings relative to the $4.9 million total expenditures. Since the sample was structured, based on
recorded transaction information, to focus on and identify transactions inconsistent with the DT
Proposal, it would be improper to project the results of the sample to the entire population and would
cause an overstatement of the projected error.
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Exhibit C



School of Business

Fy2003 FY2004 FY2005 FY2006 FY2007 Y2008 - FY2009 FY2010

Recap of Course Fees: i
Cany Forwatd -Prior Year 468247 8,189.6! 6250328 64378504 (62.375.30) 622.505.80 64775510
Bevenue ® 120.111.96 11280500 | 209007299 [ 4067404368 | 486695023 | 592106233| 640538217 715035019
Ttemized Expenditures
Payroll-Salary & Fringe

_ New Teante Faaulty Positions - 112000060 F 144854761 | 185847447 177534744 | 164248456
Cont. Teaure Fronlty Positions - - 122 242.86 193341.78 - 223065.73 40287949 339824.04
New Instructional Positions 109.754.26 109.297.86 338.370.59 544.139.65 758,936.24 76740380 005243351  1,085005.08
Cont. Tastucrional Positions - - 28346881 455381.12 507,726.93 449216710 43711871 561.596.37
New Admin. & Misc Services 40,344.80 97.341.97 167.241.27 274.140.74 7730291 394.800.64
Cont. Admin. & Misc Servis - 3553512 123440.56 50.816.14 4682407 105.392.71 63318.52
New Student Suppott Servies - - 205,170.90 404.286.95 425998.33 485.572.58 52322006 58049195
Cont. Student Support Servims 5675.23 - 2731169 196,790.20 14597771 1234351 119.027.06 125,768.36
New Staff Positions-Ted:. - - 70,756.69 86,260.68 13208610 97.286.79 11095805 -
Cont, Staff Positions-Tedh. B - - 48,532.50 3183388 - 66.434.80 4258310
GTA Expense - - - - - 59.928.74 166,388.33
GRA Exponse - - - - - - 17.568.43 49,658.37
Stadcnt Hourly Expense - - 288.051.06 33494176 423 69787 37414542 577.691.87 38.681.46
"Total Payroll Expense 115429.49 10920786 | 1411512521 360445786 | 409286208 4609583501 547611332] 5590:699.78
Other Operating Bxpenditures
Faalty Suppost (5.990.94 68,001.92 33.336.14 52.168.09 B2.957.97 11585898
Instructional Support Materials 2848846 54.247.26 4840754
Supp. Equmtion Expedenees 18,847.88 18,598.14 460625 4521,04 1954705 43379.98
Ty Tuition - 568.709.10 117609.64 ‘
Student Suppart Servims 29723514 200,674.86 11954266 71.745.04 231,120.82 235371.67
Sholarships & linandal Aid 18.965.30 154978.76 285.517.34 156,111.64 177.007.29 20045131
Technology ) 118 442.90 45,150.06 235,583.713 63.702.00 164.921.08 105506.00
Falitics 10031408 - 23806582 47.382.45 69,033.01 474847
Miseellsneous
Adared. & Org. Memberships # 445000 - - 9,850.00 985000
T¥09/i0 DD & GHI Moratot. 06,750.00 1.096.52
Total OOE 624,246.80 48740374 | 1485 361.04 541.730.86 90543440 85557067
Prior Perind Enaim. Adjust. 4099.68 111.35 544013 111085
Carty Forwad-Next Year #4% 408247 8.189.01 62503.28 (48 .785.04 (62,376.30) (22.809.80 04775510 | 1,251 843.84

* A portion of the Revenue mmes from cxisting Masters focs that existed pior to implementation of school-wide course foes.
% Y0507 Acoounting system was not separsted hetween Aademic/Studeat Suppore for OOF purposes.

% Thg carry forward amaount each year should ot be constreed a5 4 budget surpins. Cerry forwards arc mmmon and reprcseat responsible buclgetary preciee
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Exhibit F



Other Operating Expenditures Inconsistent with the DT Proposal

Transaction Transaction Expense
ID Date Vendor Transaction Description Amount
New building marketing materials
938517 09/11/09 SUN GRAPHICS LLC Insert- Brochure, new building $ 1,828.80
Research related expenses for conferences and publication
647036 12/20/05 Foundation For Education & Researchin ProffSci Equip $ 1,430.00
873466 08/24/08 Faculty registration §50.00
820630 03/05/08 Faculty Travel: out-stregistration 150.00
899884 02/10/09 Facuity Meals & Lodging 1,819.82
123573 06/26/00 AMERICAN ACCOUNTING ASSOCIATION Registration Faculty AAA 350.00
140774 11/113/09 AMERICAN ACCOUNTING ASSCCIATION Submission Fee - Faculty 200.00
572672 01/10/05 Faculty Travel:out-st:meals & lodging 1,457.88
§ 6.,057.70
Administrative costs for AACSB accreditation and related fees
965169 06/04/10 AACSB-INTER ASSOC MANAGEMENT EDUCATION accreditation fee $ 7,300.00
922504 05/21/09 AACSB-INTER ASSOC MANAGEMENT EDUCATION Annual Accred. Fee 7,300.00
922504 05/21/08 AACSB-INTER ASSOC MANAGEMENT EDUCATION Educ.Membership 2,550.00
965169 06/04/10 AACSB-INTER ASSOC MANAGEMENT EDUCATION Educational membership 2,850.00
609174 06/16/05 AACSB-Inter Assoc Management Education Fees: misc., other. 2,700.00
609174 - 06/16/05 AACSB-Inter Assoc Management Education Membership-in agency name only 1,750.00

$

24,150.00



The University of Kansas

University of Kansas School of Business
Response to BKD Review Report of Differential Tuition Expenditures
November 9, 2010

On behalf of the University of Kansas School of Business, the following is our response to the BKD
report regarding differential tuition (DT) charged by the School of Business. We appreciate the time and
energy spent by the Steering Committee and BKD working on this review and in preparing the report.

The BKD report provides a complete accounting of all DT funds from implementation through June 30,
2010. We are pleased that the report confirms that DT funds have been expended in a manner consistent
with the original proposal.

We will comment here on only a couple of the points in the report.

o BKD identified a few expenditures it believes should have been sourced with funds other than
DT. These expenditures represent only “two tenths of 1% of the total DT fund expenditures.”
These represent a very small amount over the six year period and we agree with BKD’s
observation that “there could be differences of opinion about whether or not these expenditures
conflict with the expenditure guidelines in the DT proposal.” However, we will review the
identified expenditures with the Student Differential Tuition Advisory Committee, and if the
committee believes these expenditures should have been sourced from other funds, we will
address this issue.

e The report discusses the School’s accounting and budgeting practices and suggests several
possible changes to these practices. The School will give these suggestions due consideration.
The School believes its current accounting/budgeting systems and practices account for all DT
revenue and expenditures in an accurate and useful manner. These systems also provide the
financial information necessary to prepare financial statements for School management, DT
reporting requirements and general information purposes.

The Student Differential Tuition Advisory Committee has been re-established and met on October 21,
2010. At the meeting, the committee agreed to meet again after the BKD report is released. The School
looks forward to reviewing the report with the committee, getting input from the student members
representing the School’s many different programs on how these funds can be used to further enhance
benefits to business students, and working with the committee on an on-going basis as it serves the
oversight and reporting function in the DT proposal. We agree fully with BKD’s observation that a
vehicle for “addressing remaining student concerns would be for them to participate on the Student
Differential Tuition Advisory Committee.”

Office of the Dean
1300 Sunnyside Drive . Lawrence, KS 66045-7585 . 785/864-7575 . Fax: 785/864-5369
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The School has made great progress in implementing the original DT proposal. Working together with
our students, faculty, alumni and staff, we will build on that progress as we continue to advance the
School.

We have been confident and proud that the School of Business used the funds entrusted to us to
significantly enhance the educational opportunities of our students. We believe BKD’s rigorous analysis
and thorough reporting will provide students, parents, alumni and other constituents with the assurance
that the School has been a good steward of these funds.

William L. Fuerst
Dean, University of Kansas School of Business
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