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IN'THE CIRCUIT COURT OF COOK COUNTY ILLINOIS

COUNTY DEPARTMENT, !%I%' %%Rl; DIyISION

JULIA BROGDON PURNELL, TRCI L nogs

Plaintiff, ) R e
-"“._—g:)-':“_ A_,_r. . .. _—

) Case No 10 CH 10972

)
ALPHA KAPPA ALPHA SORORITY, INC., ) Judge Daniel A. Rlley

Y.

i

Defendant.

PLAINTIFF’S SUPPLEMENT TO HER MOTION TO COMPEL ANSWERS TO
HER FIRST SET OF INTERROGATORIES

Plaintiff, Julia Brogdon Purnell, through counsel, seeks an order coﬁpeﬂhg Defendant to
answer Plaintiff’s First Set of Interrogatories and in support thereof, states as follows

Throughout the course of this htlgatlon Ms. Purnell has encountered unjusuﬁed and
unwarranted obstacles in her attempt to review the books and records of the non-profit sorority to
which she has belonged for more than 60 years. As this Court is awa-re, and as is supported in
the pleadings and transcripts of proceedings, the obstacles have included denying Ms. Purnell’s
agents access to the records and then refusing to comply with this Court’s order based on a litany
of excuses. When Ms. Purhell’s agents were then given access, there were repeated disputes
concerning which documents had been madc’ available and which had not. Indeed, Defendant’s
have gone to great lengths to avoid addressing the issues in this case in 2 meaningful manner,
instead deploying diversion tactics which include regularly and dramatically feigning outrage
and routinely making disparaging and unprofessioﬁal comments to Plaintiff’s counsel, both

outside of court and even before this Court.

To avoid the ongoing disputes concerning what was and was not made available, Ms.




Purnell issued interrogatori_es which would allow the parties fo confirm the records which should
have be.en made available. Although responding to the interrogatories should have been a
relatively easy task, Defendant mnstead chose to first ignore the requests, contrary to the Illinois
Supreme Court Rules, e_md to then respond, after a mption to compel was filed, by ;efusing to
-answer a single interrogatory.-

Aside from the fact that the objections ha.ve been waived as not having been timely made,
the objections have no merit. During the course of the preMm inspection of the books and
~ records, there were numerous issues relating to the documents produced V‘v]]ich make answering
these interrogatories necessary to this litigation. One example includes the production of the
American Express bills (which amount to over $2 million in a four year period). See
Investigation Letter from Edward R. Kirby &. Associates, Inc., dated September 20, 2010,
attached hereto as Exhibit A, p. 6 (account numbers redacted). The iitial production of bills
was not coded to correspond to the nature of the expense. When asked, coded documents wére
then produced the next day. The investigators found this problematic, raising questions
concerning when the bills were coded and from what source the un-coded documents were
copied. There is no explanation as to why the coded documents were not produced during (he
initial production.

Another example includes a document that was produbed to the investigators only after
extensive questioning during the cxamination. Specifically, when the investigators brought fo
the attention of the Director of Finance Eric Salstrand the fact that the tax return for 2008 does
not appear to accurately reflect the more than $600,000 paid to Barbara McKinzie and the
financial statements do not reveal the extent of such payments either, Mr. Salstrand produced a

document that he represented recapped his 2008 treatment of the McKinzie retirement payments.




The document showed that 2008 retirement cash payments from the AKA General Fund bank
account to McKinzie totaled $638,158.19 and were charged/debited to eight General Ledger
accounts. The 2009 retirement cash payments to McKinzie were reflected as coming from the
AKA General Fund bank account and were identified to three accounts, presented on four lines
with four subtotal dollar amounts. (See Ex. 4, p 10). For 2008, the accounts to which the
retirement cash payments for McKinzie were atiributed include investment life insurance,
‘accrued expenses, Supi'eme Basileus expenses, pre-Boule planning, professional services-other,
endowment/building eﬁpenses, payroll tax expenses and fringe benefits. For 2009 the accounts
were investment life insurance (listed twice for two values), accrued accounts payable-Boule,
and retirement plan. When Salstrand was questioned further about this matter, he explained that
the payments were initially charged (coded) to some temporary type of account, offering that it
may have been accounts recejvable or payable accounts, and then re-classed at the ends of 2008
and 2069 based on meetings between himself, the outside auditor, Betty James, and McKinzie.
When asked how one would be able to discern these payments from a review of the financial
statements since the information was not clearly identified, Salstrand responded that it would
appear in the 1099 Misc Income forms, which he then refused to produce. Thus, documents that
laid out the transactions to McKinzie were either not made available at the examination until
AKA was pressed for information (the Salstrand re-cap documents) or were not made available
at all (1099 Misc Income Forms). AKA’s failure to iaroduce all responsive documents relating to
the payments to McKinzie is the reason that the interrogatories here are necessary.

There are many more instances in the investigators® report that raise questions about the
reliability of the information provided by AKA. While ideally it miay have been appropriate to

proceed without the use of interrogatories, it this case is most clearly is necessary.




WHEREFORE, for the foregoing reasons, Plaintiff Julia Brogdon Purnell respectfully
requests that the Defendant Alpha Kappa Alpha Sorority, Inc. be ordered to respond to Plaintiffs

First Set of Interrogatories and be required to pay the attorney’s fees associated with this motion

to compel,

Respectfully submitted,

JULIA BROGDON P LL

%&ﬁh

“One ofHer Attorneys

Dated: October 20, 2010

Ruth I Major

Laura M. Rawski .
John P. Chase

The Law Offices of Ruth 1. Major, PC

225 West Washington Street, Suite 2200
Chicago, IL 60606

Tel: (312) 893-7544

Fax: (312) 698-9867

Firm Number: 45037




EDWARD R.KIREY
18351891

EDWARD R. KIRBY & ASSOCIATES, INC.

PROFESSIONAL INVESTIGATORS
783 N. YORK ROAD
ELMHURST, ILLINQIS 60126-1313
PHONE (630)947-.1700

KEITH R. KOPINSKT
THOMAS 0. KIRBY
JAMES R, K]RBY
. ERESIENT - OF COUNSEL
Ak 95 CUSTOS R
Septémber 20, 2010
Ruth 1. Major, Esg.
Law Office of Ruth Major
225 W. Washington Suite 2200
Chicago IL 60606

Re: Review of AKA Records

Dear Ms. Mzjor:

On Avgust 26, 27,30, & 31, 2010, Steven L. Kjrby of Edward R. Kirby & Associates, John Burke of
Jack Burke & Associafes and Brett Start, of Burke & Associates (collectively referred to as the
investigators), conducted an exsmination and review of certain records of Alpha Kappa Alpha
Sorority, liic., (AKA) 5658 8. Stony Island Avenue, Chxcago IL 60637, accumulated between J upe
2006 and June 2010. Pursuant fo a court order éntered by Cook County Circuit Court Judge
Daniel K. Riley-in the matter of Julie Purneil vs. Alpha Kappa: Alpha Sorority Inc. (10 CH 10972),
access to those specific records Was limitedl to the fovir above listed days, at the offices of AKA, Ttis
nofed that an outside accountant, Bob Brooks and/or his associate wiis present on behalf of AKA
during the times that the i mveshgators were With thie records in question,

rawewcd, the: mvesmgators foaused .tlmr rew,ew {m ﬂ;e Rs_lluwmg areas:

*  AKA checks‘made payable to Barbara McKiuzie from the genersl account # 866 ;

¢ American Express statements;

* Expense reports filed by Barbara M¢cKinzie;

* Retirement compensation with Ohio National Life Insurance Company;

¢ Tax payments mads to Interiis] Revenne Seérvice and Tlinois Department-of Revenue for
: Barbara MeKinzie by AKA; :

* Benefiis paid directly to-or on.behalfof Batbara McKisizie;

* Missing checks in excessof $10,000;

¢ Payments'to vendors in excess of $25,000.

Certified International Tnvestigators » Ceriified Fiaud Exathineis
- Est, 1960~




To: Ruih 1. Major, Esg.
. Re: Review of AKA records
Monday, Septeniber 20, 2010

Summary

The review showed that during the four year period under investigation, Barbara McKirizie had received
from the AKA combined payments for compensation, retirement, taxes, and expenses in excess of 2.2
million dollars. In addition, there were.life insurance payments found to have been paid by AKA on
behalf of Ms. McKinzie in excess of $170,000. ¥ is noted that these payments were just-from a review of -
the general account and the American Express charge account. There were several other AKA bank
accounts that Were not éxamined doe to time and budget constraints from which additional funds were

paid to Barbara McKinzie.
The examination revealed ,seyerai questionable transactions and/or bookkeeping jssues, among them: -

* Fourteen missing checks, each for over $10,000, (total in excess of $327,000) that were also not
listed in the check register;

* Several duplicite expenses submitted by McKinzie’s that ‘were paid by the AKA American
Express accoint; '

*  Quarterly expense reports submitted by McKenzie with receipts from previous years;

¢ Numerons reimbursements to McKinzie for lost Ingizage and lost items;

»  Several thousand dollars for clothing charged by McKenzi¢ from high fashion stores;

Over $35,000 for purchases listed as “gifts™ with limited or no detail

Payment of McKenzie’s home and cell phone bills in excess'of $13,000;

No.coding of expensed items on at least balf of the Americar Bxpress expenses;

Questionable coding and treatment.of retirement compensation for Barbara McKinzie.

*« » @

All of above listed concerns are discussed in detail throughout this report.

Review of general scconnt.

During the course of this review; it was defeimined that AKA has a least six checking accounts.
Prelimmary analysis revealed that the rmajority of money flows throngh what is listed as the “general
account”, # 366 - According to the bank statements, between June 2006 and June 2010 over 9600
checks were written from that account and there were over 800 debits. (The exact number could not be
determined as the checks from Diecember:2008 were missing and the hank.statement from Febroary 2010
was incomwplele). Every check drawn against that uecvmt was inspected, font and back, and jn many
instances, the investipators checked the files supphed to locate a correspondinig bill. Bventually, due to
time and budget constraints, it was decided to focus on checks tnade payable to Barbara McKinzie. A
review of checks drawn against the primary general account revealed the following was paid to Barbara

McKinzie during the years listed:

2006 2007 2808 2009. 201¢ : Total
18 checks 38 checks 30 checks 25 checks 9 é¢hecks 120 checks
516,293 $241,935 $423,565 $590,523 $55.027 $1,327,343




To: Ruth I Major; Esq.
Re: Review of AKA records
Monday, September 20, 2010

Of particular note were several high dollar checks payable to McKinzie as follows:

#21391 . December 20, 2007 $175,000
# 21931 March 18, 2008 $175,000
# 24607 December 30, 2008 $ 95,000
# 24608 December 30, 2008 $ 55,739
#29463 June 19, 2009 $175,000
# 25964 June 19, 2009 $ 96,000
# 26217 July 28, 2009 $ 89,900
# 26219 July 28, 2009 $ 43,769
# 60125 April 27, 2010 $ 13,170

In addition to which, the following paymients were found made to the Tnternal Revenue Service and tho
Tllinois Department of Revenue as tax payments on behalf of Barbara McKinzie by AXA.

Interngl Revenue Service liinois Department of Revenue Total
2006 $0 $0 $ 0
2007 $65,000  $6,000 S $ 71,000
2008 $110,000 - $13,000 $123,000
2009 $61,000 $7,000 $ 68,000
2010 $0 $0 $ 0
$262,000

A review of the bank statements for the general account showed that the following wire transfers were
made to LP. Morgan Chliase Accdunt'# 111 ", which on internal documents were listed as
refirernent find payments regarding Barbara McKinzie:

10131707 $ 96,000
03708/08 $ 96,000
7/29/2009 $104.419

$296,419

There were two addifional wire transfers listed on AKA internal wire transfer recaps, dated 1/31/07 and
3/31/07, both for $96,000, however they could not be found on the corresponding general account bank
statements, therefore it could not be determined af this time, whether-ornét those two payments were zlso
mede to the McKinzie retirement fund. The exam for irregularifies in other payments did not revesl
obvious instances of frandnlent payments in checking.accoust wire transfers and checks over the exam
team”’s threshold of $18,000.

In summary, a review .of the general account revealed the following compensation having been paid to
Barbara McKinzie between June 2006 and Juine 2010:




To: Ruth I. Major, Esq.

Re: Review of AKA records
Monday; September 20, 2010

= Checks payable to Barbara A. McKinzie

¢ Tay payments
»  Wire transiers for retirement

TOTAL

$1,327,343

262,000

296419

$1,885,762

The year to year breakdown is as follows compared to what is listed on 990 tax returns:

XYear: 2006

Checks $16,293 $241,935
‘Wire transfer ¥ 96,000
Taxes Paid $_71.000
Total $16,293 $408,935
990 Retnins $17,635 . $375,000

2007

2008

$423,565
$ 96,000
$123.000
$642,565

$308,158

2009

$590,523
$104,419
$ 68,000
$762,942

Not filed

2010
$55,027

$55,027

I\fo.t filed

It-is important to note that the amount of compensation listed above, paid to Barbara McKinzie, is only
from the general account. It is kmown. that-monies were paid to her from at Jeast the Bonle Fund account
- (866 ) and possibly others. However, budget and time constraints did not allow for a review of all
accounts and the EAF account was not made available by the AKA. Therefore, without a complete

review of all accounts the full amount of monies paid to McKinzie is unknown.

Due to the large volume of almost 10,000 checks written during the past four years, the investigators
looked for missing checks (checks listed on the bank statement but not found with the cancelled checks
for that particular month) in the amounts of $10,000 or greater. That review found that there were 2 total
of fifty-nine (59) checks written ini excess of $10,000: that could not be found. Of those fifty-nine, forty-
five (45) were found Jisted it the chieck register provided by the AKA, leaving fourteen (14) checks that
were both missing and 1ot in the register. Those fourteen cheeks total $327,668.78 and are as follows:

27114
27301
60134

No #
27040
18712
18701
18728
18764
18690
18777
18763
18751
21048

1/27/2010
21912610
5/27/2010
1172000
11/18/2009
1202007
17412007
1/5/2007
171112007
171212007

1/16/2007

1/18/2007
24772607
1112172007

$30,000.00

$10,000.00
$16,593.83
$25,000.00
$14,427.00
$10,000.60
$27,302.68
$37,160:28
$13,930.64
$18,611.70
$24,793.94

'$13,557.88

$10,390.83
$81,900.00




To: Ruth 1. Major, Esq.
Re: Review of AKA records
Monday, September 20, 2010

Review of Barbara A. McKinzie Expenses

Documents that were provided by AKA for review regarding Barbara McKinzie expenses were
confusing. According to Bob Brooks, she received a quarterly expense stipend of approximately $6,500.

Indeed, a review of payments made to Barbara McKinzie for esch year (2006-2010) revealed four checks
for $6589 each paid to her in 2007 and 2008; two checks for that amount in 2009: and three checks for
that amount in 2010. Brooks identified thiose as hir expénse stipend. The total of those thirteen chiecks is
585,657,

However, the folders for McKinzies expense vouchers were for different amounts tofaling $88,584.68.
Those expense reports; which Brooks identified as being filled out in McKinzie’s handwriting; were for

vatious amounts as follows:

2007 © 2008 2609 2010
15t Q - $6;660.77 1% Q- $6,724.96 1% Q -$6,636.26 1% Q- $8.550.96

2.Q - $6,660.77 2" Q - $6,630.51 Q- $7,364.56

3" Q- $6,927.63 3 Q- $8,161.87 34 Q - $6,575.86

4%Q - $7.400.00 4% Q- $4017.14 4%Q) - $6.246.39 _
$27,649.17 $25,534.48 $26,852.07 - Grendtotal $88.557.68

Itis noted that no checks were found issued to McKinzie from the general sccousit corresponding to these
amounts, Therefore, at this timie it is undermined whether or McKinzie was. réimbursed for these
expense voucher amounts in addition to the quarterly $6,589 stipend; whether that $6589 amount was for
something else; or whether these vouchers were compiled to justify the stipend amount.

Of interest js that the receipts aftached to these expense reports do not correspond whatsoever with the
periods of the reports. The receipts for the four quarterly reports filed in 2007 are from 2003 to 2006,
with the majority from 2005; the receipts for the 2008 quarterly reports are from 2006 and 2007; the
receipts for the quarterly 2008 reports are from 2007 and 2008; and the receipts for the 2010 1™ quarier
reportare from 2005 to 2009.

A further review of those receipis revealed numerons vnusual and!or duplicated expense submissions,
Amony those most guestionable are:

*»  $7400 listed as “sweat equity” with no receipts attached (4™ Quarter 2007);

* Twenty-seven (27) submissions for lost and/or damaged clothing or luggage over a four year
period totaling $9,941 including eight claims totaling $2,397 in the 1¥ Quamer of 2010;

* Reimbursement for numerous receipts from high end stores for “gifis™, recipient usually not
specified, totaling $15,752;

*  Home phone bills.and internet payments over four years totaling $7,475;

¢ 84,891 T-Mobile phone bills from March —Decetnber 2006 (3™ Quarter 2007);

5




To: Ruth 1. Major, Esq.
Ré: Review of AKA reconds
Monday, September 20, 2010.

e Duplicate home phone bills totaling $954 (1% and 2™ Quarter 2007);

« Duplicate submission of $718.69 bill from Adlantis Hotel (for spa and room service charges) that
was.actually paid by the AKA Amierican Bxpress account (1% & 2 Quarters 2007);

® Reimbursement for cash fips totaling $5,201;

¢ Large number of receipts from south suburban fast food outlets and grocery stores near where
McKinzie resides;

e $1,485 reimbursement for “installation formal (dress)” (2 Quarter 2008);

« A $200 reimbursement for a personal contribution made to.the EAF (3% Quarter 2008);

e Thirteen (13) for dry cleaning receipts of which eight (8) are under Deborah Dangerfield’s name
(1¥ Quarter 2010);

o  $581.39 charges from Nordstrom listed as “gifts™ bt stifpped to. McKinzie’s home address;

« Two purchases for woman’s clothiing from Lula’s. Closst in Mouton AL totaling $1,225;
Expense receipt from Lula’s in the amount of $721 paid for by the AKA American Express

account;
o $796 cliarge at Wyndham Hotel.that was paid for on the AKA American Express Accout.(1*

Quaiter 2010);
»  $458.charge at the Hyatt Hotel in Chicago that was paid for on the AKA Amerioan Express

Account (1% Quarter-2010);
¢ $2,085 reimbursement with no receipt, only listed as “hostess reception and tips - would not
accept” dated. July 2008 (2 Quarter 2009);
¢ 4 charges fotaling $526.73 paid for on the AKA American Express Account:(1” Quarter 2009)
* Replacement sunglasses costing $381.50 (1% Quarter 2009);
*  $1,117 purchasé of ugpage in Seniegal due to “gverweight bags™ (2** Quarter 2009).

A séview of the AKA Armerican Bxpress account bills froma July 2006 throngh Junc 2610 showod tofal
charges on the scconnt of $2,164,816.01. The majority of those charges ($1,837,109) weré charged to the
card ‘belonging to the Executive Director, Beity James (throngh Sepiember 2009) and subsequently
Deberah Denperfield (September 2009 to June 2010). In her position as Suptenie Basileus, Barbarz
McKinzie cliagred $326,560.09 over a four year period. It was noted ihat the first set of American
Express bills: provided by AXA had no codipg or writing on them. 'When Bob Brooks was guestioned
about the lack of coding, he cliimed that the. records were later coded and that the investigators were
given the wrong set {un-coded). The neit:morning, he had coples of thie same American Express bills, this
time with some of tlie entriés (buit niot all) now coded. This: begs the question as o when the coding were
«done on the American Express bills and when dnd from what source the un-coded bills were copied.

A review of Barbara McKinzie’s charges revealed several guestionable transactions, aside from the bills
already found to be duplicate expense submissions (see previous section of this report dealing with
McKinzie expense reports). Those are as foflows:




To: Ruth 1. Major, Esq.
Re: Review of AKA records’
Monday, September 20, 2010

$2,832.00 for clothing. $2,517 was for Htems purchased from Lula’s Closet in. Moulton AL (both

coded 5125-10) and one for a $315 jacket purchased while on the Anchorage Leadership;

Conference in May 2008. The coding for that ftem read, “Jacket — cool weather™

o Three purchases for panties in June 2008 totaling $379:

¢ $3,214.13 covering four charges for Jost luggage / replacement merchandise. This, coupled with
the expense submissions, totals thirty-one (31) i Iost luggage claims for over $13, 000;

= Eight dintier charges, most with-little or.nc detail, totaling $14,033. Of speeial note-are a $582
dinner for two-and $1,583 dinner for eight;

* 28 charges from high end deparnnem stores and specialty shops llsted 3s “gifts” with Jimited
explanation, totaling $19,565, This-entry, coupled with the expense submmissions, totals “gift
purchases™ of in ekcess of $35,000; )

*  Three purchases totaling $2,053 coded as “office supplies.” One charge was $1,100 from

California Closets (listed as office shelving); the second was from Kuivato Gallery in Sedona AZ

in the amount of $904;

Eight purchases from Mont Blanc totaling $2,481 classified as supphes and/or gifts;

Purchases from specialty and boutigue Stores in Paris totang $2,989;

Four (4) executive limo charges in Paris totaling $1,694;

Horhe phone and cellulat phone bills totaling $999;

Entertainment charges of $9,344;

¢ Expensive hotel charges: .
2 night stay 6/3 — 6/5 atNew York Marriott - $1,297.32;

© 2 night stay 1112 — 13/14 at Hilton Washington DC - $1,421.30;
o 2 night stay 12/9— 12/11 at Marriott Washington DC - $1.061.16;
8]
o]
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4 night stay June 2009 at Marriott Washington - $2,625.41;
2 night stay Septemiber 2009 at Lowes Hotel - $1,221.42;
*+  Tyo un-coded jewelry purchases at Tiffany and Nordstiom totaling $1,093;
*  $3,550 payments to the Illinois CPA Foundanon Coded as dues but listed on the' American

Express bill as tickets / fours;
»  $1,400 Nordstrom charge dated December 19, 2007 with no code or explanation.

The review revealed that on the July 2006 American Expréss statement there were 716,510 Membership
Award Points availablc for rédemption. In wvxewmg e American Express bills it was noted that points
wer redeemed for 2 26” LCD HDTV, Bose headphones a Bowflex tiéad climber, Bowflex home gym

with bench, 2 Danby 6 bottle platmum wine cooler, Panasonic portable DVD player with.8.5 LCD,
Toshiba DVD player, and a 46” HDTV . The pomtreduohens were noted.as follows:

November 06 - 966,288 points December 06 - 415,318 points 550,097 redemption
May 07 - 695,130 points June 07 - 226,139 points 468,991 redemption
March 08 --551,806 points April 08 - 260,510 points © 291,296 redemption
October 08 — 679,855 poinis November 08 - 294,326 385,529 redemption




To: Ruth I. Major, Esq
Re: Review of AKA records
Monday, September 20, 2010

Wax statuie and painting purchase

Tt was reported that Barbara McKinzie had a wax statue of her made for and displayed at the Nationa)
Great Blacks in Wax Museum. Three checks were found made payable to that organization iotaling
$35,000. Those checks are as follows:

424947 2124109 $10,000
#26015 6/30/09 $17,500
#28040 4/9/10 $ 7,500

A review of the checks issued from-thie general acoount mvea;e_d that on March 28, 2008 Betly James and
Barbara McKinzie commissioned & painting of Barbara A. McKinzie by Mr. Simmie Knox of Silver
Springs MD costing $19;500.. Two checks issued to Knox for these paintings were as follows:

#21388 12/20/07 $ 6,500
#23397 8/19/08 $14,500

There was apparently a second painting of McKinzie by thie same artist. Two additional check request
documents were found one for $5,000 requested 10/3/08 and the second for $1,800.requested on or about
October 2, 2008,

The total amount for the painting(s) and wax statue is $56,000.

Retirement annuities purchased from Olio National Life Insurance Company

The examination revealed that AKA purchased a life insurance policy for Barbara McKinzie fiom Ohio
National Life Insurance; policy # 161 . The policy was invoiced fhrough Epdow Inc., at 35 W.
‘Wacker, Chicago. Thomas Mcleary was referenced on the invoices.

A review of checks payable on tlie poliey for McKinzie revealed the following:

# 21400 12/21/07 $ 4,742.33
#21441 1/02/68 $ 20212
# 22049 4/2/08 $ 4,944.45
#23129 6/24/08 $26,394.31
#23186 7/5/08 § 4,192.65
# 23673 9/22/08 $ 4,192.65
424634 16109 $ 4,192.65
# 24871 2/12/09 $60,384.35
# 60063 1/5710 $64.572.00
$170;822.51




To: Ruth 1. Major, Esq.
Re: Review of AXA records
Monday, September 20,2010

At the initial review at the AXA offices, an invoice from McLeary / Endow dated November 25, 2009 for
the purchase of an annuity for Betfy James costing $206,393.03 was noted. Check nursber 1003 from the
Retirement Account was made for that amount (signed by Deborah Dangetfield) and then voided.
Because of time and initial budget consiraints, the Retirément Account was not feviewed.

A third invoice for an annuity was Vfound, this one for Maurice Thomas in the amount of $40,9i3.33,
which was dated November 25, 2009, also from Mcleary / Endow. A check stub for check # 1004 was
found attached to this request. This check wonld have also been drawn on the Rem'ement Fund Account.

The-words. “stop payment” were written. on the invoice.

Quiestionable trestment of retirement ¢ompensation

The examination incinded the review of recent AKA Audited Finaricial Statements by James Williams &
Associates, the 2006-2008 Federal 990 Tax Returns prepared by (Bob) Brooks, Collette & Robertson (the
2009 return has not beep filed) and the 2007 AKA Board Minutes of July 14 and 15,

The July minutes show two acticns relating to payments to Barbara A. McKinzie. Parficular attention
was directed toward the treatment of the approximate $1, 400,000 cash retirement. <compensation payments
made 10 McKinzi¢ jn 2008 and 2009. Investigator Jack Burke focused his attention on this portion of the
examination and éttefnpted to guestion Bob Brooks and Eric Salstrand aboitt issnes raised in this review

of the audited ﬁnanmal statermierits,

The first McKinzie compensation action was the Board authorizing a $250,000 payment to compensate
McKinzie for her past work referencing @ savings from a federal tax assessment against AKA. These
. tompepsated funds seem to have been dishursed 1o her in 2007 following the Board’s aption. The 2007
AKA tax return seerns to report-sufficient McKinzie compensation to cover those payments o her.

The second Board action was to approve retirement compensation: for McKinzie. Tt called for AKA to
make $4,000 monthly payments fo McKinzie, beginning in July and retroactive from the beginning of
MeKinzie’s Supreme Basileus term until that term’s end. “'hese payments would seem to be for a total of
forty-eight months and seemingly would amount to a total of $192,000 in payments, The brief text of the
Board minutés for this seconid action comfaing some vague langnage about capitalizisg those paymenis.

The payments directly to McKinzie and for the bépefit of MoKinizie (US Treasury sstimated tax
payments), however, amounted to abont $1.4mm, T 2008, these cash payments exceed $600,000 and in
2009 they exceed $700,000, The 2008 tax tefuri dogs not seem 16 accurately report that year’s AKA
retirement cash paymerits to McKiizie. Additionally, the financial statements did not revesl to Burke the
extent of the. cash payments to McKinzie. An AKA sharekolder/member would be at a Joss fo discern
from reviewing the tax rétiras and the audifed financial statements that AKA’s elected Supreme Basilsus

was compensated 1o such levels.

Access to outside independent auditor James Williams was not possible during the brief exam period.
Access to AKA’s tax réturn preparer Bob Brooks was ‘possible, sinice his firm was being paid by AXA for
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himn or his associate Monigue 1o continnonsly sit in the exam room during the review. When asked about
the above McKinzie compensation réporting issues on Friday moming, Augnst 27, Brooks merely pointed
10 the tax returns he prepared but offered no explanation asto the apparent iricongistency. When Burke
insisted on an ‘explanation for the account coding for what the Burke expressed as a deficiency in the
clarity and fairgess of AKA management’s reporting on McKinzie’s refirement cash payments, BrooLs
said he would inquire of AKA management and he promptly left the examination room.

On Tiesday afternoon, August 31, AXK:A Director of Finance (“CFO™) Eric Salstrand finally came to the
exam room and furnished the requested mapagement explanation not long before the end of the day, This
happened only after Burke pestered him with voicemail messages. Salstrand produced his recap late
Tuesday, the afiernoon of the finsl exam day authorized by thie court, even thongh'the investigators made
the reguest on Friday-moming {(via Bob Brooks). He merely came into the exam tooin and farnished one
piece of paper which he said represented his 2008 Reécap and his 2009 Recap for what he said were the
McKinzie retiremenit monies paid. This page shows that 2008 retirement cash payments from the AKA
Genperal Fund bank account (“operating acconnt”) to McKinzie fotaled $638,158.19. and were
charged/debited to eight G/L (“general ledger™). accounts. The McKinzie retirement payments totaled
$767,472.35 for the year 2009 and were charged/debited io three accovnts, presented on four lines with
four subtotal dollar amounts. The specific dellar amounts, listed in a column next to each listed G/L
account number, were subiotaled by year. The G/I. account descriptions fram the Chart of Accounts are
a5 follows:

2008 investment life insurance (1404-10), accred expenses — GF (2007-10), Supreme Basilens
expenses {5125-10), pre-Boule planning (5149-10), professional services-other (5365-
10), endowment/building -expenses (5399:10), payroll tax expenses (5410-10), finge
‘benefits {5427-10);

2009 investment Jife insurance (listed twice for two values 1404-10), actrued scoounts payable -
—Boule (2006-10) and retirement plan (5415-10).

[The G/L account extension “10° on all the above account codes mean the credits to' cash for the
McKinzie retirement payments were all charged to the AK A, operating account ot Bank of Americ.]

With Kmited exam time remaining, the investigator was only able 10 compare the CFO’s furaished recaps
page for one line, the last line for his 2009 recap, the retirement plan account #541 ), against activity
from the 2009 G/L. detail report, requested of and furnithed by AKA management:for the exam. The
retirement plan account year-end balance from a series of entries on the G/L report-was $344,284.35, the
exact same dollar amount listed on Eric™s recap document for McKinzie’s retirement plen paymeuts, The
récap’ presentanon from Salstrand and the brief G/ Teport review caused the investigator to be skeptical
of the accounting treatment. The CFO was summoned back to the exam Toom Tuesday afternoon and
tuestioned about management’s treatment of the McKinzie refirement paymeénts.

Salstrand szid the paymenis to McKinzie throughout 2008 aiid 2009 were charped {coded) initially to

some temporary type of account, offering that maybe to accounts receivablé or payable accounts, and then
re-classed at the ends of 2008 and 2009. When gsked, Salstrand said that at the end of each of those Vears

10
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the amounts were “re-classed into these accounts listed op the récap™ document firnished. Responding to
queries about this re-classing process, Salstrand said that the 2008 and the 2009 year end process each
carae out of discussions held at meetings at which Mcszxe, then Exécutive Director Betty James, the
outside auditor James Williams and himself were all present. The investigator then asked how the
balance at 2009 year end in the retirerhent plan spcount 541, as appearing on the G/L detall Teport
which dollar value as that total Salstrand and the others_-:supposedly, at year end 2009, allocated to that
sarie 541 account, He.said he did not kmow and eould offerno explanation.

Salstrand was asked how readers bf the ARA Sorority’s financial statements, which of course lie and
WMicKinzie were responsible, woiild ever discern that such large dollar amonnts were being paid to
McKinzie in those years. As if to explain, Salstrand. responded that the same total 2008 and total 2009
payment amounts appear on the: AKA 1099 Misc Tncoiie forins (filed with the IRS): Buike thien again
rénewed his requestfor the 1099 Misc Income forms. ‘Salstrand said it he ‘would not furnish the 1099

docéninents for the examination.

Although it is recogpized that msnagement’s 2008 tecap. for MeKinzie’s retirernent, as furnished by
Salstrend), and the AKA tax return forthat yeat do not appesr 1o reconcile, no time remained on Tuesday,
‘the team’s last afternoon, fo-inquire of AR A’s ouiside tax preparer Bob Brooks,

The Tecap coding and the resultant fairness of the andited statements presentation issue must be further
investigated. The coding decisions for McKinzie’s extensive retirement payments in 2008 and 2009
~ might strike one as, possibly intended to obfuscate the true nature of those pagments. Fusther, Barbara A.

MeKinzie’s presence and any influsnce she exerted at the year-end re-class process gives rise to-questions
of management’s objectivily. Also, Burke’s interview with the CFO taises questions regarding
Salsirand’s sbility to maintain some reasonable lével of independenice as the corporate gatekeeper, a
desirable characteristic in effective chief financial officers.

An underlining guestion &s to how the retirement.comp package payments for McKinzie went to $1.4mm
in ‘the first place remains. ymanswered. A reading of the Board ininutes for that July 2007 session action
that granied her $4,000 per month, for each of her forty-eight month term as Supreme Basileus, suggests
possible confision to auyone aftempting to determine the frue amount of and reason for poyments with
the vague capitalization language nserted therein, Also undetermined is who explained the payment
scheme and how was it explaised to the July 2007 Board in the first place and o the next Board
reviewing those minutes for approval, Depending on the answers to some of these questions, known
payments to McKinzie could have been athotized by the Board, kiowingly or unwittingly, but
nitimately knowledge of same may have beest kept from the andited statements reviewers by questionable
account coding, )

Eayments to vendors

Due to the enormous amourit of payables and the limited court approved time, the investigators were
uhable 10 conduct 4 thorough review of the payables: A limited review was conducted of selected
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vendors from the almost 10,000 checks at AKA. Tn each case, the investigators reviewed the bills fom
the vendor files and were satisfied that for those checks reviewed, there were-no obvious discrepancies.
Further, there were no large volume vendors found with such red flags as innocuous names, post office
boxes, or other signs typical of bogus vendors. Large dollar volume checks were inspected-for any

suspicions endorsements and hone were found,

This is not t6 say that instances of some suspicions payments were not recognized, bit time constraints
barred further inquiries; One example fivolved regular but smaller than $10,000 payments to Melody
Service, 0406 8. St Lawrence, Chicago. Some of the back-up invoices reviewed suggest this vendor to
be retained with monthly fixed mimimum payments with little or no services provided, per the
descriptions on thé, paperwork. The sum of payments payable to Melody amounted to tens of thonsands
of dollars. It would have been helpful to have been able-to review the 1099 Misc Ficouie forms and the
companion transmittal form 1065 required to be sent by AXA to the IRS annually and to have been able
to pull vendor activify reports from the AKA system. Both of these were sought From Eric Sslstrand but
were denied. .

Some of the larger vendors in terms of amommts paid and number of checks written to were:

Rummell Cooter, Mangold, Deckelbaum
14 Caret Plus . Security Life of Denver
Steilar Graphics Amerjcan Express
Philadelphia Insurance Avectra Inc.

Albert Whitehead (Attorneys) John Schmudde

Payroli

The investigators atiempted to review payioll records for AKA Sorority and the AXA Educationa)
Fonndation (EAF). Attempts fo obtain payroll detail reporis were denied by the CFO Eri¢ Salstrand.
Even though AKA uses ADP for payroll and such reports axé forwarded to clienis by ADP and normally
kept in binders by employers, Salstrand said # wold be too difficult for their Persomnel Department to
retrieve same. Requests for copies of W2°s were elso denied by Salstrand citing privacy concems over
social security mumbers,  Due.to AKA’s refusal to provide the W25 and the lack of time to review
payroll checks and bunk statements no meaningfid review of possible payroll discrepancies could be
completed.

A summary of the W2’s submitted Tor the years 2087, 2008, and 2009 showed the following:
2007 — 32 employees — Total wages paid $1,360,598

2008 — 33-employees — Total wages paid $1,347,245
2009 — 30 employees — Total wages paid $1,112,146
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Educational Advancement Foundation (]

According to Bob Brooks, the EAF, which appears to be heavily funded by AKA, has separate books and
records. ‘When asked to provide those records, the AKA position was that since EAF is g distinct and
separate organization, these books and records were not part of the judge’s order, This examination
found that Titerally hundreds of thousands of dollars were transferred from thé AKA general account 10
the EAF account. Because of the refiisal of AKA to provide EAT checks no atialysis could be condiicted,
A check of published filings with the Iilinois Atiomey General Office by EAF revealed thaf there are
substantial assets and dollar volimie being generatéd by aud fhrough the EAF. According to the reports
on. file with the Attorney. Geperal’s: Office, financidl data for the EAT for 2006, 2007 and 2008 is as
follows:

Asséfs $3.6 million '$4.3 million $4.2 million
Liabilities $25,000 $22,000 326,000
Tota] Revenue $1.6 million $1.5 million $1.8 miilion
Operating Expenses $967,000 $916,000

Given the large transfers fromh AKA to EAF, large revenue stream, considerable assets, and almost one
million dollars in operating expénses per yeat, it is highly recommended thet the records of this
foundation be examined,

Conclusion

It is the opitijon of the investigators that the preliminary ﬁndmgs to date would warrant a much more
detailed examinstion and analysis of the books and records of the AKA. The ateas that shonld be focused

on include:

¥ A review of the addifional bank accounts focusing oo similer suspect payments as found in the ’
review of the general account;
A thorough révisw of the EAF books and records;

[ 2

¢ A review of the coding and categorization of payments muads tv Barbura A, McKinzie;
Verification with the repoxted recipients of “gifis” listed in the American Express bills;
¢ Inferview with Eric Salstrand zegarding payment classification and other issnes;

&  Review of payroll records inchuding 1099 reporis;

¢ In depth review of bills for services from selected vendors;

e Review of payments to Betty James;

» Interview with Betty James regarding practices during 2006-2010;

¢ Intérviewwith Batbara McKinzie regarding questionable charges.
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Respe tﬁllly subnntted i

ohn T. Burke
Jack Burke & Assoclates Ltd.

éen L. Kery

‘Edward R. Kirby & Ass,ocmtes, Inc.

JTB:SLK/Kls
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