3 BEFORE THE BOARD OF ACCOUNTANCY

5| I the Muner of: ;

u E' riified Public Accounting Firm 3

* | Regisiration No. 964-B ; No. 00A-9§230-ACY

) | ) DECISION AND ORDER
&1 ARTHUR ANDERSEN LLP ) (By Consent)

» |

YO INTRODUCTION AND JURISDICTION

"

I O Drecember 4. 2000, the Arizona State Board of Accountancy (the "Board
of Mearing and Public Complaint ("Notice”} against Certified Pu.mzc
seven (zer, Ann M_ MeGrath, and Alsn Procwr Hague, and Certified

imafier referred 1o as "Andersen” or

fled a No
L ACeoumans Jlav
=1 Public Accountin

o Fiem Arthur Andersen LLP Chere
173 fxcmfnzarl»n i _,11;_1,1 o services Andersen provided o the Baplist l‘"}*i:'lﬂd!lu“ ol Arizona
The Hoa and Andersen have agreed 1o a full and final settlement of the matters

the 1.)&:&11:?}217 4, ?..JULJ Notice. This FJL‘L"\IL i1 and (}r’ fer (By Consent) {"Consen
Prepresents a compromise with regard to comested matters snd is the resuit of good

. etlisment ucgm‘*u*ianf; regarding issues that ure vﬁgv::n'msshf argued and disputed by sl
ih | pariies. The Findings of Fact and Conclusions of Law ser forth herein sre for seitlemoent
_ | purposes only, The Board has made no determination on the merits of the metters contained
Lik i*;szrt:nu Andersen denies; on behalf of lseif and each of 1is present and former pariners and

g i employees, any wrengdoing with regard 10 the matiers set forth herein and denes hat any
| m]a.uuns of pmi_csmomé siandards have occurred.

. joard s the age .
o sssion of certifl 't& The

2000 Noties was tssued purs
1093 L elser. %fpaﬂ*;if comsent orders hav

«

' sz*'i hat 4 owith the other named unpcmdmt\
== i i Docker Nos, 00A-QR230B-ACY: 00A-982 )\'G‘C 57“;'”:"1 L Ol A- L?é\l[f]} ALY

3, The Bouerd has issued consent orders om two ether Board investigaiions m"'
ot s conducted by Andersen with the same engagement partner, lay Stevern Qzer ("Ozer™,
. éJt:\ Kot Nos, 2007 134 and 2002056,

25
26 4. The Boerd hereby makes the following Findings of Fact and Conchssions of

- Law and igsues the following Ouder,




2

bad

G

i

%(Q‘.gi.‘i{l”m%f\ﬂ} Na.d
0 ;«"U’u’if:rsh%;}

Py
R ol e

mehude

FINDINGS QF FACT

A,

&

O untih

chog ©

A EN Y

B.

Backeround

The conduct deserihad herein ocourred betwes
Pheptember 1994, Arthur Andersen & Cb a5 a
Arizona under Arizona Cer Auci}mzl Accountant Firm

+f public accounting in
O0009-P. In September 1994, the frm reorgan

119920

‘

gnder the name of Arthur Andersen LLP and I S

nd 1995, From October

general partnership engaged inthe

-

as o Hmited habiity
gistration No. Go4-53.

“Andersen” shall encompass Repistration Nog, (I JU{JQ¥ and 9641 and shall |
".h ﬁc‘z : iuz'.i accouniants cinpioved by Andersen wha engaged in the particular
conduct deseribed i this Consent Qrder.
Background
1. Overview of the Baptist Foundation of Arizona

AN UN

w1697
statements.
perform other

.

,__

=,.='.’n§ h elected L} A Board of ©)
C-z-{.fsuﬁ: ("’L rotes"y. Presidem: ?h
f and Donald Deardofi, C

A
Mrated @ 183

ses. BFA wasan ;ml;lurmm

Wiag an “1:/1

G-C
ri
‘J

3
il

nv—

SPCR 2 ‘ 3 . w4 e "
cr, "BFA Senjor Manageme

7

;‘é:"i 1ons of BEA,

Since 19847, BFA

a“zi 81T mu_d ungushie
Alse

wig religious non-profit SGH{cy 3} or

urpose of providing fina

PP

Jtetid

aanization thal was

:} support for ?\r,a!.m*x(:rz* Bnpti%t

H Arizemas Sowhern Bapust Convention ("Convention™)
ciors. BFA s senjor zzmnancmcni consisted of .v;iizaw

onas Grabinski ( S Grabinsi”

), Viee President and Legal

PA U Deardetl), l’z casurer :a.nd Controlier. In this Consent
e individuals who directed the

A" will refier 1o these thre

engoeged Andersen as its independent auditor. From 1984

3

nent consulin

eNLageEments 111** are the subject of 1 31~Comf_rnt‘=rmr include:
297 combined financial siater
1 1087 and 1998 {"Tax Risk Assessment™ )

: ] 1}

aeciit”

35 A ronwmiined

i
=

ents and (24 a special risk assess

zrem

d audi opinion: on BFA’s combined ﬁ'nzmcia‘si
, daring these yvears, Andersen was engaged by BFA o its affornevs (o

ey 11}2]&131&3 and Q‘u*uf.mm manags

and ay services, i.lis’ff

i
{(1the sudng of BFA s 1992

ment review or "shadow
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L 3789-FE. MeGrath was on the BFA audit enga poment team 1o

rizoss Cernfioate
sriner sviih the

& Crzer was a Certified Public Accountant "CPA™ ‘1::"»]::5'1?3!‘ A
N 406%-R Forthe T992-1598 audit engagements, Ozer was i e
wiimate a:s; ?%i.ﬁilli"ﬁ i"rzr 11,. mnduc? of i -mdé"c sfxs 1ht‘.2mdi‘1 ;mrlmr, perwas regulred
w0 Know, un 1ered i cormection

with s—‘x.:}@“ £51 :: Tax Rish Ssse m‘x iﬂ ad 1o detery ":'1,, 7 such informaiion should be

included in or matertally alfected BFA s financiz] statements,
9. Ann ML MeGrads ("MeGrath"n was & CPA holding Avizona Certificele No,

x

?(

7 1981968, Commencing
in 19971 she was the manaser on tie audit engagements with knowledee and fumiliarity with
the operations of BFA and is affilistes and substdiaries. For audii vears 1992-1998,

it

MeGrat had primary regponsibility for planning and supervising te guditg,

10, Alan Procior Hagug {"Hague™) is & CPA who holds Arirons Certificate No.
$406-IR. E“%zww* was o tax partner who provided advice and consuliing services 1o BF

regarding various real estare wransactions. Hague engaged in discussions with the Andersen
pudit engagement team who looked to him for guidance on tax issues. He way the
engagement partner on Andersen’s Tax Risk Assessment

1T, BFA sstracure included a complex maze ol for- muisl,.ovdizlr;s{:{.}rpr.‘Jraazicntzé;
and conirolled non-profitalfiliates through which it enzagsd in investment acuvities and the
sale of securities. BFA opermted @ trust department and was authorzed W serve us a non-
¢ rrustee for individual redrament accounts ("IRAS" L BFA mangged related
beir subsidiaries incluting Arizona Sooathern | mmm New Churel: Veures,
Inc. {("Wew Church Ventures™, and AL.O, Inc. ("ALC™L

12, HEA invested directly i real estute, BIFA raised funds dwouzh the sale of
securities myvesimient agreements 1A and morigage hacked notes (TMBNsTY, S
those funds in real e Emm real nrc“spf-mu and operating businesses. BFA claimed to be
gxempt {rom Arizona sialules reguiring registration of securities. B%’A‘s 5(?'&{&?:{3-} {ax-
SXETIRL SLalUs mwpcwz ¢ the avarl

'ﬁ

1

Jity of such an exemption. In 1987, the 1As and MBNs

"‘mz.zmml'ad’ il‘“"ﬂC: T staternents which were identicad o the 1997 fingncial statements,

i.'{?f'ﬁ[?iff{ii with ffk"’l"‘.ﬂl@‘i {l av g 'ﬁ.!ﬁ&"’;‘?"ﬁi’.‘l%’ augdited. Anderseh s name did s 0 A ”3)1‘:.‘213“'151: th CRE
ift

were sold through offering cireulars und supplemems thereis which ine ud-:d BFAT

offering circulars, but investors mey have had access o Andersen’s zudit reports.

I3, As Andersen c;\nmvh‘a%d Ty BFA operated in & manner
similay 1o a fnanciel i Lo in some respects. Andersen planned 13 audi approach 0

consider thesy nn".ém,mef;.
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14 se of its bank-like np“miwni:mc‘nmmm_lil 4 froed several risks that
affect hanf«:s rines instilutions such as Houidiny end asset gualily, BEA chumied an
exemption {rom ﬁmzon.x banking regulations. Because of the lack of regulatory mm‘mglu

o of BFA'S operations and sales of securities, BFAs ¢ ings were not sulijest 1o the same
seratiny as & financial instiivlion’s producis.
2 New Church Ventures
s 15 New Church Ventures was & not-for-profit organization with several for-profit
| subsidinries and conroiled no-for-prefitaftiliates. Former BF Adirector and ownerof ALO,
labma Flunsinger {"Hunsinger™ ). was a director, and president of New Chureh Venlures sinee
11987, New Chureh Vemures” staied purpose was 10 finance new Southern Bapist churches,

s reflected i Andersen’s workpapers, New Church Verdures raised most of its Tands
thrf_mgh the sale of 1Az and MBNs. Tis investment activities were similar (o those of BEAL

L6, ?‘Eew Church Ventwres had no emplovess.  Pursuant 1o management |
rreements. fore fee, BFA provided accounting, administrative, markedng aud other suppor
rvices which, for many vears, included the 1r:;rpa.r:«zz_‘um olun L.Lu;i‘_u fnancial
Jew Chureh Ventures” two main seurces of funding were money from [RA invesiors ;z'ir?
51 loans from BE AL HRA Inveslors purc’ms e New C nurah Ventures® delst j?] oducts {? As an

siglements.

5 *1?3'3\’5'1 which BFA murketed and managed for a Lee Hukm tialiv ;,I? ol the [IRAs were
o invested i New Church Ventures' Hx and ?\1&%\» While same of the 15.."71 funds were
directed by investars o loans for specific new chur hcx.m st of Mew Church Vesttures” [RA

P funds flowed w ALO, The majority of New Church Ventures' assets werg racaﬁvables from

40 AL,

17, MNew Church Ventures had two principsl conrolled entivies: New Church
Ventures Credin Corporation, ("NCVCC™ ) a wholly owned for-profit subsidiary, and Valiey
Asses Managemeny, Ine. (VAN a no-for-prefit affiiae. NCVCC borrowed money fronm

al for the IRA nvestor qoans, which

fpa}

191 BFA and loaned it to ALO. VAMI held the colluter
. Lai"mwi;.dpz*r”n::r:;c of lnans to ALC. Bepinningin 1990, BFA sold JRA e
- Christian Financial Pariners, Ine ("CFPE ) a newly Tormed non-for-prod Lk;‘; Bate conprniied
21§ hy New Church Ventores. The coliateral for these invesiments was held by Christian Asse

me

nis if“z.‘ft'lil“}"

("CAMEPL anethe rccmwnluda:} Haie, Inias Consert Order, references

: -

== i“”\‘e\“ Chureh \s-’unmma shal] inclu

. ?\1:_&:;‘ Qemient

¢ the sforementioned aililiated companies, MNeither
s+ New Chureh Ventures nor any of {18 subsidiaries were sudited by Andersen

) 8. ALOwasa for-profit company owned hy Hum niger and en
a4 Foanvestment acnvities for which it had numerous subsidiaries, Like New O
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- marketed by BE

ALO Dad no emplovees, AL paid BFA & fee o p
lT]EiI‘k‘“lEﬂi‘ and other support services which, for many yvears, m“i wded the preparation of
unaudited financial statements, One of ALO™s purposes was 1o buy BFATs E‘;t“*:-[‘rrf‘ldi_‘u}';i.i
real estate imvesiments so that BEA could avoid recording losses (writedownst on its real
estate. ALO was the ovner of many of the real estate investments that were utilized os
collateral for ? Cinvestor foans, AL waes not audited by Anderser.

COURtH i, sdminisirative

190 Undl 1997 Timited financislinformation on ALO was a mever of pubheo record
zrid muid he f'[?’i_.“i'lﬂ in ALO™s ammuad reports on fide with ahc Arizong Corporation
Commiszion. ALOin ' ' pHIGEE ,U‘:i AL f"} 5

Ted operatng Josses every vau

[irvancial siaiemenis 521 womest of ALO s Habilines
|

ra

Ventures and BFA. By vear-end 1997, AL s wia

egative net worth of 5138,
ewed MNew Chuareh Ventures SETE & million and BFA §
with New Chureh Ventures was not gisglosed by any of |

i !
T LIITES 118 350, %a;sx’mg,a I 1 i“n:,mzw AR z:zm'-ﬂnd PUUT, ALO
1.3 million. ALCYs relationship

Al financinl sigtements.

4, Common Trust Funds and the Trusts

t\.l

20 IFA zerved a8 a musice fora !]L;;'rjij::’;‘ of Trusts, iscluding the TRA accounts
entures. BFA was subjecl o LS. T E'L":iESlil.‘}‘
3 ' 5. The

1::1I?'L ,is.ﬂ

regulations governing iz Hduclary conduct as a non-bank passive trus

Trusts” assets were notaudiied, Thev were disclosed ina fontnee 10 BYA s audite

statements hot were not marked “unaudied”. This foonote disclosed thar e
it 3 be invested in several different investmeant vehicles.

21, BFa alm cregled and adminisiered Common Trust Funds ("CTF Y thal were

d princi oles rege ‘wie. framy AL and New Churel Ventures ‘j'rusrs were
‘;i‘a‘\’eewd 'n_ the COFF. BF# 2lso was n iT‘Cd as the mrevacable beneficiary of cer diﬂ trusts
nvested in the CTF, These amounts appenred in BFA s balance s
15]‘;1, g f" .:mf‘f’ Paatenents did not disciose that subsantiallv gl of the recsi
CTF were loans o New Chureh Ventures and ALD.

L Andersen’s Responsibility as the Auditor of BFA's Financiyd Sintements

220 BFATs Senjor Munagement was responsible for the prepar smoz 'f'}%%:;i\’

2 A

mancial Stmements In conlommity with Generslly Accepred  Aceonu

ti

T e

OAA P” - GAAP arethe conventions, rujes and procedures necessary 1o defls

tzme, The primary source of GAA P iz ‘é’;'n::.
Joard {("FASETLS Andersen was required w ¢

G4 CerEin




2

i

E )

Jia

i the Treasury regulutions by actively qmmig"

ﬁiﬂii“? h\"dﬁrwzizzﬂ&-ﬁ money W arelaled party, ALO. whichbad alar

n

BFA's financial statements 1o
("OAAST) and 10 report its oo

sccordance with Generally Acceptad Auditing Standards
viignce with GAAS Inits opindon. GAAS wre he: wh-nda.rd»

Qi
Irzs:l vie of Certified Public Avcounmtanis (" AICPA" LY GAAS

frnm

promulzared by the American 1
equired Andersen to state whether, iniis nplmot- BFATs inancial statements were ]‘31'&5@51‘;‘6&
confoermity with GAAP and mstances 1y which GAAP had not been

ha Y
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i

observed i BEAs Preparatios nf ﬁ z'"asaa el 1 statements. AU §310.01.

eneral Standards, three Standards of Field Work and
: .02, In periorming 345 audits of BFATs 1992-1987

finant m] ternents. the Third f.’:;? ..:“Ll Standard of Due ]‘niylk;tﬁﬁ;icsmzz'f Cuze imposed 2

reapmnmmhzy o Andersen to plan and perform its audits witly due care and to observe the

standards ¢f field work and reporting. AU § 230,02

four Standards of Reporting,

1. Andersen’s Conduct 1992-1997

i. 1002.1007 BIA s Conduct asa Non-Bank Passive Trustee ol TR As

24, Since 1983, BFA was guthorized by the RS 10 act ag a non-hank passive
usiee of IRAs, In this cap &u v. BFA could not manage or direct ihe mvesiment of IRA

- funids. 'Sl.u‘}-" regula Hun ing the canduct for non-bank passive trustees of TRAs
Preguired BRFA w rs as 3? duciary, o maintein the appropriate minbmom net
Cwaortl, and 1o sub that would determine i1 1t 13 1n compliance with

TEASUTY Tepuiad

23, ndersen’s 1992-1997 workpapers indicate that i audis obiectiv
determining that BFA was properly fullilling s fiduciany role andé was in

es

atircgulatory measures, Andersen did not perform suf 1u<_m orovedures to detenmine if BT A

wits i compliance with the applicable Treasury regulations. Andersen’s workpapers do so
contain any documention 10 corroboraie BFA Senior Manzgement's representation tha
BEAwas i compiiance with Treasury re eudations. BFA managed the IRA Invesuents and
collected & management fee fron: New Chureh Venwres, Alsll material tmes, BFA violuted
o the IR As and coliecting & fee w do so.

i

24 The State contends and Andersen dispines that {1 BFA breached i1z Ddugiary
g;l:\ca warth;

2icollateral forthe IRA ]"*llldui..“"nﬁi mostly junior posiions subordinmed 1o the collameral

TThe ATCPA e promulgated Swements on Avdiling Standerds CR28" which are codifiad e provisions
|

HERTY

26 CFRE a8 (previonsky numbened 26 CF RS 1 a01-120m0
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¢ oon notes pavable wo BFA and (353 e BEA s netwert
i vielation of

1 W HS {C U..'lt;l“

alexisting aceourn

2. Related Parties Disclosure

-

27 AsBFA s auditors since 1984, Andersen had the res
nsider relatienships and wansactions with related parties. Asr

H
L} A

ihe Irc'mlr\f reguiations minimen net worlh n:qx.nrur;’s;.
Treasury regelations prohibit & oustes Imm mepn 17 H\A» and require the
The Slaz e contends and Andarsen dispuies thatthese o
e contingencies that should have 2* dzs.clf,mscd in msi wnctal stalements,

wonsihiiiz

cflecied i the workpapers,

wy identify and

\mum1 wWentified ALD and MNew Clhurcls Venlures and theyr numerous adfiliares and

- substdiaries W be related parties. Because related party Wransuctions

v

- they inherently pose an inergased risk that purported gaing an these transs
ed in accordance with GAAP. Ande

aversialed and, ther iﬁ[{'_ not report
1 determine 1f J ISHCLONS Wi \.1 ALCHand New Chureh Ventures,

saing, were adegquate I}f dizciosed and appropriately reporied in BFA s finane

it 19071094 Related Parties Disclosure

28 During the years 19921994, BFA epgaged in significam
transactions with ALO and New Church V cn‘mra‘:'«, particulariy at vear-end.

PEE2-1994 audn workpapers comained detailed noses
balances owed o BFA by ALO and New UE‘UI"‘]"‘ Veniures and their in
through [044, BF 4

240 Execept for information c,auui New Chureh Vemres in 1984,
1]@\&!;:1: induviduals and companies were notdis
tes in BEATS 1992-199 financial scatements: (1) Diwais Hoover, BFA Bo

‘;_W.;j ]‘--mz'c::id Friend. lormer BF n.Fx"_.}zlrd member: (3} Jalma Hunsinger, {43 f‘xi.ﬁ;,;.ﬂd (3) New

I

and balanees due from the d

- Church Venturas.

I, 1995-1997: Related Parfies Disclosure

i. 1995 Financial Statement

30.
disclased tha

ne ”3} of BEAs 18593 financial

iential portion of HF:‘a'ximﬁ £

ra
475 EB02-1G04 financial statemenis neither wdentifed nor

potesreceivanie between BFA L ALO z k.m_ﬁ\?* w Chureh Ventures as related pany

atements, entitied "
s invoive mdis 'i:i*' al

ire oL al artis IE:‘E";L»‘;ﬂL

[

CUONS PEY o8

sen wis required
.1!](;

any resuiling

o

jal slalements

related party |
Andersen’s |

receivable hstings which show the
ase [rom (992

giscinsed the
Lransuctions,

e lransactions
clozed ayrelutsd
4 member:

Foompanios

| associnted nlm% ihern Bapust causes.” BFA srela Mipames were u:;'u?e‘z:iur: as "Director
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A and his compmres”, "Benefacior A and: his companies™ or "Beaclacior 1B oand his
ompanies”. By revicwing szmun::::’: workpapers, one could decipher that (1) "Direcior

A= Hoover (2 "Benefactor A" = Friend. { 3'] "Benefactor BT = Funsingsr (4 "Renelactor
B company™ = AL0; and (3] "A company associaled with Southern Baptist causes” = New

Church Venlures,
31 g of I‘} ccember 31, 1993, the total notes recetvable owed to BFA from ALO
5 entures, accounted for 63% of BFA s 1otal nones receiveble and 30% of
BFATs 1ot asses. This concemration of eredit to ALO and New Church Ventures is
deseribeds ‘; Foomene (27 ina subsection emtitled "Concentration of Credit Rask, " which does
not disclose that the credit misk 15 with related parties and staies

;$

e
Z
=
=
3
iy
-!"a
e
-
(&

"Concengation of ereditrisk with respect woames receivable are

vted due o the fact that BEA requires notes receivable 1o be
adeguately x.nii:ﬂ ralized. BFA establishes an allowance for
doubtiul notes baused en factors surrounding the crediv risk of

speciiic horrowers hzstearzmi trends and other miormation.”

Andersen did not porform any westing on the collateral on performing notes owed by ALO

and New Church Ventures.

ii. 1996 Financinl Statements

in connection m' By 1996 audit of BFAL Andersen issued 3 "Memaorandum
u’iICﬂrﬁrszﬁu Struciure” { ln ernal Controf Memorandum™iin \a‘n ch it commentad o
5 lack of rev uf Ll:;(.} sis and proper documentation of related party transactions and

criticized the fact that the w] teral on r::]uu:d party noies receivable was not adequately

moniored.

Ta¥
Lk

Inthe 1996 Internal Control Memorandum, Andersen noted that e
a;z‘:it:sa3‘;‘10@'{&?3}?3"'.‘rom individuals '*n&wmmani“szaf [FHated with Southern Baptis

nuistandéing lm lances in excess of Uw wrrent value of the underlving collater al.]
did not re (EREH BFA Lo whe a res £oar wWrtedows on e notes receivable,
financial stwiements, Footnote ‘Z, i e subsection enmitled "Concentration of Creda Rask”

“Anprosimately 54 million of the notes recetvable due from
related marties cured, and certsin other netes have

3

cutstanding balances Iim may be in excess of the underlvin

collaterel.  The related parties have made all principal

£




tds

interest pavinents required under the terms of the now
agreements. Based on the payment story and BFATs
rclationship with these parties, mana
associated creditrisk has heen pvugated.”

vement believes e

G fimancial statements do not disclose the 1otal amount of related party notes
reeelt dhl ﬂ al "maeyv have a:utstmmmg balenees in excess of current underlving coliateral,”
n camount 1 addition to the $4 mitkon of unsecured notes receivable.

controls aod oriticized BEA for lack of
tansactions wnd for failing wadequately monitor eoliat

iii. 1997 Financial Stalements

In connection with its 1997 audit, Andersen, again, assessed BFA s internal

eview, analysis and documentation of related party
ral onrolated pariy notes receivable.

=13: ]UB’ in mm]Luﬁrmi\lmw‘m furn noies that the 1956 recommendations had not heen
gmeanied,

iad

-i "'m CEUS

u “iu‘zww collateral.”  Andersen issued an unauell

The 1997 Inmernal Control Memorandum repeated Andersen’ s observation "that
e netes receiveble from individuals and compames affilisted with Southemn

had outstanding ‘i)i lances which appeared to be in excess of the current value

Ged opimion on BEATy 18967

N

i
(23

Pl

iy Wit ‘rm wl requining adequate disclosures of the aature and extent of the

mmu]m:a w ~1l A L0 and Mew Church Ventures,

currenl pavment siaig
with those
- and :ﬁ.m,'if:?.

in B

FATe 1956 and 1997 finpancial statements F"ﬂ:ﬂ'nme (23 r,im-f:< that the
F

15 of the notes receivable from related perties and BEA s refationship
refnted partes (s evidence of collectibibty. {Seeparagr a;":i C:;i’il Siste coniends
disputes that to conclude that Footnote (2} was accurate, A “i raen hud w

1

e relationships of the related party entitl

H5. eEpE Lm.h‘ '\'».'h'cn veriliable,

a:m!;:iric'-ic.}u:n eiosupport BFA s Sentor Management's estimates was not available, The
stte contends and Andersen disputes that Andersen should have n:'vzr.v ed ALO s and New

sigiemnents in

rmnu‘-l statements w evaluate the wn%m of the refated companies 1o pay

eivable owed i“ BEA. BEA depicd Andersen sccess 1o these financial
I Hire and ]
3. 19921997, Nei Realizable Value Analvsis of Collateral Securine

Notes Receivable From ALO and New Church Ventures

BEFATs potes recetvable were "collateral dependent” because in the evemt ALO
eh Ventures could not pay the amounts due on the notes receivable, the only

G-
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e

- maturity dates. gnd the status of inlerest payments. For auditvears 1992-194
:non test the NRY of the underlyving colleteral of any notes receivable,

Fscamber 3

source of repayment for the debi was the collaerzl,  As a result of BEFA Senlor

wvw%mp*rmm the L?Lﬁ&’ll..(i Bnancial statements of AL and New Chureh

rerformed ui eriaiive procedures W determine the collecibiling or the
"jL {"NRVTY of the eollateral. The purpose of Andersen™s NRV analveis
was o determine whether BFA Cﬁ%lﬁﬁ report the full amount of the notes recervable or shonld
writedown ortake an &1](‘%’;‘:%& for doubifulaccounts. Because BFA s notes receivable were
cotiateral uc; sendent, Andersen was required to addrass (1) whether %E’zt‘:nr"»r“s1:Lm'a-1'lﬂ*-u-‘er

ol the ixm"nm* l nies receivable pwed 10 BFA. SFA

er the NRV of the collateral eque I“r‘ or exeeeded the
114

far Ispairsrear of ¢ Lagn.

38 Based upon informumion available o Andersen n public flings with the
Arizoma Corparation Commission, ALO had a large negutive networth making it abifn 1o
puy s debtio BEA or Mew Churel Venture es doubtful, Tothe extens New Church Ventures
oy AL were uncollectible, then, \tx‘* oy Ventures could not meet Is

obligations wo BFAL

receivabies

3% It was common practice for BFA to "recast” notes receiveble owed by ALO
and New Chaurch Vesstures at the time the principal amount of the notes was due o mature.
Rather than idemify 2 note as ﬂdi::nquaﬂ the nole was "recast," primarily by extending the
wotes’ maturity dates, This practice ol recasting notes r:at:cn-'al:ﬂt;t is an indicatipn that the
nedes muy be impaired.

4. 1982-14984 NRY Analvsis

U”"‘x

0. For sudit vears 1992-1693, Andersen’s tesiing of notes receivable consistad
primernly of determining whether the nofes were current by confimming balances due,
CAndersen did

w4 Andersen performed subsecuent cash receipls testing on BF A s notes

able due from ALO and New Church Veniures and concluded ﬂze noles Were current.
Andersen did net identily that ALQ s primary source of r:.asht } 13

i %

%

pavmients to BFA was Ioans from BFA and New Chusch

45 In 1994, for the frst ime, Andersen performed NRV wsting of the collatera)
far notes receivebie idemified as past due or on a "stop eccrual” slats. Andersen obtained

)

he $70 mitlion i notes receivable owed o New Church Ventures as of
1
i

& dergifed listing of th

- 1994 morder to analvze whether New Church Ventures could pay off its notes

I a1 =14




U due to | BEA, 'E"hz'{‘mg! Llw lu“im;. Al mu::m%u 1w that ALO owed Rew Churel Verures
’.1 ' able

3 B, 1995-1997 NXRY Anghvsis

4 . . " - £ gy £ ~ k Timnas
| 43, Az of December 31,1993, BFA had notes receivable from ALO and New
=+ I Church Versures iotalin ;Sﬁ“lm;,,am which were materizito BFA's financial condition and

10
ET’lElC]ﬁf up 63% of F FATs notes receiva blL and 30% of BEA ¢ 1otad ¢ As of December
ah

£ L1985 he potes receivahle te BIA from ALQ and Kew (;.hm'c]‘z Vemtures otaled
- f:?*.x;",_"a midiion, constiuting H2% s:i aiinotes receivable owed 1o BFA and 27% of BF A s {ota]
o assels, Ay of De mm‘ﬁc 31,1997, the noles receivable owed 1o BFA from ALO LL;_d New
@ Church ¥V mf.m;a aled 1315 million and made up 71% of all notes receivable owed o

10
BEA and 31% of "'%: A0s totad pesels, As ol December 31, 1607, New Chureh ‘»‘mmrcﬁ had
7 Habilities o IRA hiolders walinu .“T-;Qﬁ 1I§mn and also owed the CTF 5233 mullion. As

N N
A December 31,

i 44, The State contends and Andersen disputes that an evaluation of the Imancial

Ccondition of ALG and New Chareh Ventures was necessary to determing the coliectibilit
of BFA's notes receivable,  For the audite of BFA™s 1993, 1996 and 1997 financial
13 4 statements, Andersenrequesied nn B Avrefused 1o produce the detatled financisl statements
of ALQ and New Chureh Vesures, Rather then deem the denial o ‘i;(‘r"‘]’!t% limitation,
4L Andersen performed NRV analvsis on xherea} estate mierests and other assets collateralizing

CBFA"S notes receivable. For 1995, Andersen did not perform a NRV analvsis on New

LY

Church Ventures and ALD notes yecaivable, For 1995 angd 1997, ‘\m

ens w{;r‘%{.;} apers

i 8 mdhicatethatthe r's:;x-;asirsu‘ixmczw;amémhnmmz’nmicu e determing tha E cotiateral was
adequate.

P8 a5 i%’“zf"?”fri:"*rj’ﬁ E{?% ‘\*\{}‘;‘L?ﬁ]’!l.lb include an April 2.41. PR9T memorandum
:m;;tly?jnw
[ C.‘?"‘nlkth Ve

pled

P pledged on notes recetvable” from ALO and New
SU6. The memo emphasized BFA s u,ait“"im s

0 ovide specifio appradsed values for the assels assigne a 1S 0 shmms annd the speculative

SrEET 21 tare not adequately
2t nsure in Footnete (2) of BT Gy "'ﬁazfcé:&% statements funder
S | CRR ion ’C"{ neEnraton n:;f C]Lui Ri‘xi } staies: that | ¢s heve outstanding

46, Andersen did net address the impairmeni of
Venzures notes receivable pursuant o \1%\ Notid, Instea

- BF wﬂ» PHAU0GT fnancial sements included Foouwsowe {21

.:.’;{'.i ¢l

U4 RIsKT) which stated Ceertdin othar notes have oulsts nading bz
..
25




e

L)

—
4

yeur, Biva struciured yvear-end vansactions with rejated parties to recognize income so 1

Diransacuoen and an additional 53.6 oull

theunderlving collateral.” The State conmtends and Andersen disputes that this disclosure was
- not adequate given ALO s poor financial condivon and the subjective nature ¢ the estimaled
vaiues for certzin collateral for the notes receivable from ALO. Based on the lnanciad

statements for ALO and ?'x’un Church Ventures and the lack of independent appraisals or

al mater, Andersen did not have an uh‘;cmnu hasis 1o
ole balances were Tairly stated in accordance with GAAP

other external compx
cotclude that BEAS
as of December 33

4. ¥Year-End Transactions

a1 adequaie
ments under LS. Treasury r::guhmm% ‘Lﬂ.unm“l“mﬂl i»
e was oritical 1o BRA (0 report 4 positve nelworth, Amdersen w
slan its ciii%.i:i o assess BEATS moiy umm L0 repori }‘.»{'j

sy essential f"?;:nr BlA 1o maimntain &

e

o
Tl
-t
al"

VE TS Fuﬁ LTy overstaie as

48 Based upon Amdersen’s 1992-1997 wor h;u: ers. Andersen knew that BFA
1
]

operated with o decrease i nevassets cach vear and ?_i ai i Novemher and Decem m,,rnia.:cc;%i

=18 ;ﬂ, could reporl an increase innet assets al year-end. These related party Gansaclions were

- not disclesed in BFATS 1992-19499 financial statements and were inadeguately disclosed in

il slaioments,

A4, Tor cach vear, 1993-1997, December transactions invoiving related parg

Friend, Haover, New Charch \"'-t:iﬁu"t“’% or ALO 1;Hh'~=i§ﬂ BFA to change s financisl

condition from & decrease 10 an increase 1ynet assets of B .6 myithan for 1993, 51.2 million
onain letiers
1, that Andersen
ed 1o consult on th- fuir market value ni the fand transferred in some of these vear- md
c Andersen’s 1996 and 1997 workpapers conain the
ral concerns zhout BFAs valuations of

Y&
car-end transacuons and opiming that the prapert

S

G96 and §2.5 H onin 1997, %dt:m s 1996 and 1997 workpape

from a previous Andersen emplovee and an MAT appraiser ("the Appraise:
Bire

The Appraiser’s opinions raised questions s to the true value of the gifis)

SFA Senior Management's repres 18 a8 1o value, i spite of the
Appraiger's concerns, and without performing suiticien: audi procedures o support the

valuation, For example. regarding BFA'S 1996 financial siatements, Andersen pérmitied
BEA 0 record & 51.6 million additional wain on the Hoover f"fcﬂ»;wa;jg; Property gift

y st gain on the Pelo Verde gif

-




Lad

4

1A

e Az L) ¥

Lo g0

14
i

3h 0 Andersen’s 1997 audit workpapers contain the Appraiser's Japuary 5, 1908
fenter 1o McGrath, which ml%c'n concerns regarding the FATCO trusts vansaciion. The
Applaml velieved that there should be a substantial re !demn in the value of the FATCO
Trusts, Accordingte Andersen’s audit workpapers, afier Andersen discussed the .’k: praiser s
concerns with BFAs Senlor Management, \Tlds., sen concluded that the recorded value of

5

54,88 mithon was reazonable.

i 19921967 Field Work: Warning Signs
1. 19951996 Field Work: Exodus of BEA Accountants

and the MceGrath/Pactz Meeting

2200 From April 1996 theough September 1994, several BEA

ernal doccunlans

- and une sttorney resigned. One of these internal BF A zceouniants who resigaed wes Karen
- Pastz, who, forsev
ol ALOend New C

Q“d§ VEArs, Supm“ viged the preparation of the detailed financial statements
i Ve

urch Ventures, Paclz” misgivings about A1), KL\ Churehes Ventures
and BFA prompted her to resign in duly 1996,

5. In {:hma 1997 zeven months afler Paetz resigned and during the fleldwork
for Andersen’s 1956 audi o BF A, Paciz comacted MeGrath and sel up a lunch meeting with
- MeGrath for the ‘w"j’u ﬂwz mg her conoems. Melrath admits that Paetz wild her that

BFA was selling overvalued assets 10 New Chu ch Ventures and AL, bul disputes the
speciiicily of Paetz” remarks. Pacte has wstified thai she told MeGraih that ALG s defic
was i excess of S100 zm%htm- that ALD was %mz ng over $2 mitlion per mu-:‘iz. and Jw
maoney from BFA and New Chuarch Ventures was used 1o service ALO s debt 1o BFA,
Enowing that Andersen was performing the 19956 audiy, Paetz advised MceGrath to ask BF 2

for ALO s and New Chureh WVentures” uﬂ%ssllae:i Onmancial statements, Afler the meeting,
MeGrath reporied the event to Ozer. There 18 no documentaton In Andersen’s iljes
memprializing the meeting between MeGrath and Pactz or the subsequent meeting belween

NeGrath and Ozer. Both Ogzer and MoGrath considered the meeting ¢ "non-event.”
MeGrath testitied that Paswe did not provide aformation of substance bevond vaguee
referernces 18 i ]1:”}7‘ transactions. Thereis no mention of McGrath's meesing with Pae

1997 audit workpapers
ii. 1997 Field Work: SAS No. 82 Analvsis
540 5AS Noo 82, Consideration of Fraud in ¢ Finaneial St
216020 was isseed in February ]9‘3*:' @ applied 1o Ande xse‘:.z'f‘r:: 1997

No. 82 provides guidance and relterates the anditor’s l pgslanding requirement fo dentify




ﬂ.

s management thal could
- cause m's‘-a;!.‘:z;.s nissiatements in the _i“mmzc.l siatements. SAS Mﬁ:. 52 provides caiggories

T b ol Mfraud risk fectors” o0 be considered In Andersen’s analvsis,

) 54 The wan sy 1 Ve 110 Tt s con sandardized oroora ] -
) S5, e Andersen uLlLlif_ Lesm ullfized an 5\1 en standardized program, "Form
B 5 i "%i%‘-" Practice A1d", {"Form AP-12 wch incorporated i

) LSS i i 3AS ‘\r- 82, Form x’-xf« .-ii commaing a checklist of nine

fraud risk l"‘ﬁt[{'\;'ﬁ; that w Uu]d indleate possibie fravdulent activity, Form AP-123 .\:qm;cs

o document i response toany identified frovd rsks and o consider modifving

audit plany or resigning. Andersen identified several fraud risk facters but did notmodify
i3 :md;f; lan.

3 .."- 113‘1’:.1‘%&_}}"

G
[

ninety-elght [taud visk factors in Forms
- o addintonal faud risk facors which

A
Peonsidered {

b REDOWT 56081 { e supparted Transactions; (21 frequent disputes with the
auditors or iack of open, G()iﬂ].ﬂ!’ii‘c and timely communication of signiicanl matlers:

essive expansion/acquisition

R
al

2

-

i aceepianict of unusually high bugimess risks nchuding
ivenuess uf;wri;mn‘:e! dug 10 exeessive oF unusual turnover, in accounting

positions; or {37 last minute adjusiments that significantdy affect a’cmi‘aa. Andersen’s
19 b engagemen team believed that these fectors were covered by the initial elgh

pes =

e nads and Andersen dispuies that Andersen shouls Hsa-‘cc’éncéudesi '
- rs identified in Form Al T-% {25 which considered: (1) possinle

coularities or 11! coal aots resulting ffom non-complisnee \fa'nh lews angd

participation or unesusl interest by non-fnancial management in seleéction

mg methods or the u;-..u mination of sionificant accounting estimates:® {3}

domination of management by 2 b g;r. person or a small group without compensating

18 b oontrels sueh as eff u,m e oversight by the board of directors or gudit commites;” and (4)
1

denial eof {m- delays i allowing) access 1o records.®

i chd rot peldress the

el ridl s rits s or conlater FA's notes t
: ser weighs than

21 b esvimates uf v

o
23 Andersen’s TO0E6 mudit L%i"f.i"w lzu:i; of sesoumiahiliny avar the
pres : an ol BFA's Seniey
v eot 1o A
#k it & oo o . e e
~Nz SiFA gumnd Andersen aceess 1o the detailed fnanciat siatemaens of AL and New Charck
: Win ’nn 1987 audits ¢f BFA s Timanciz! stetemente which oo
245




S8 Forny AP-123 inchuded fraud risk factor ltem 85 "Tips or Complaints about
[raud received from empiovees, vendors or others.” Andersen’s 1997 audivworkpapers aind
L nE SAS Noo 82 anabvsis do not reference MeGrath's mceiing with Paew in February 1997,

* iii. 1997 Field Work: SAS 82 Apalyvsis of the Anonymous
Call to Chicago Lesal Group

& 3% Andersen indiceted in a February 24, 1998 memo included with Form AP-122
o ils workpapers, that "During 1997, an'é -ndg\-zdum contacted the AA Legal (va}- in World

teadguarters [Chicagoe] regarding misappropriation of assets. The firm™s Risk Muanagement
¢ i Group reviewed these claimg, however no evidence was found which snzgzpmi,ed these
allegations.” Neither MeGrath, Ozer, nor the accountant that authored the memao. could

Y idensify the source of the information in the memo.”
0

o, One month é'uer, in g memoerandsm dimted. March 24, 1898, MeGrath
[Ty decumented Grabinski’s specolation that Tom Chureh was responsible far a “call (rom an
Lo | Enonymous caHerd thal was ;i ced to %h-‘* firm’s Legal Group in Chicage alleging o Ponzi
TTb seheme, and the Hieoal sale of

af securities.” This memorendum was net in Andersen’s audit
55

|3 | wor l\papf*rs but rather was contained on the hard drive of i\-’i:(r]'“ﬂ § computer. MeGrath
depies ever hearing the term "Ponz Scheme” before hey meeting with Grabinskd,

- 6l Another Marel 24, F998 memo dralied by MeGrath was found in the SAS No.

T B2 workpapers, {hwnumue MeGrath's meeting with Grabinski in which he declared tat

6] hewas "unaveare of any fraudelent reporting, misappropriation of assets, or ather illegal acts

- involving BFA that h sve oeeurred or are currenstly occurming.”

i 6 s Chicage Legal Group described in

MoGrath s m

191997

courred several menths carbier in July
clice E')n'c:c{f:sr iy Houston, Texas {"Houswon Regional

LN

from an Andersen Rcmmm

"“,'1;
C# 3

npy | Practice Director™) o Andersen’s %'c: or Counsel in Chicago, Hiinois, ’I%u: purpose of the
T July 1997 nhone eall (e the ’S 1oy Counsel was to conviy the cancems ahout %r A rmsed by
a1 CFOs of v "h"idc:rwn s in Dalias, Texas: Ai]m Jordan ("Jordan”™) and Roper Hall
L | The CFOs had metw h ihelr Andersen audt p artner {"Dallas Andersen Audit |
= 3o June 1997 (o show him BFA's 1995 financial sistements and to convey
Wl

stemenss it Timanciad statersents are red
ragdizient (inanciad 1
b There are na alle
in e J Lf:"um v 34 memo. A "Poazizn

TR Hed




+f information they leamned from a BFA instder, This information included the fact that BFA
o ineeded s ﬁ:n‘:minw‘ stream of new money from invesiors to remain i busimess. Jordan and
1

115
Hall do not recall using the speciiic werm "Ponzi scheme. ™’

3
63, The Dallas Andersen Audh Parner called the Houston Regilonas) Practice

yirecion W convey the concerns of Jordan and Mall,

LA

64, The Houstan Ry ‘j:;}mml p .L-lc.iic{-:- Director called the Senior Counscl 1o convey
&} the concerns of Jordan and Hall, Afterthe discussion between the Housion Regional Practice
; '“-af:i{;’zz‘ and the Senjor ii,win l e Senior Counsel cafled the Pacific h’uwn Practive

rector wWho 18 7 “~5';:r{ms“11 for oversight of the Andersen Phioenix Difice. The Pacific
Y i{ gton Practice Director's notes of s Juby 18, 1997 telephone conversation with the Senior
Counsed document tha

Andersen received a Meredible inguiny” of an "anonymous source”
vardimg e " Phoenix office ciient” was received, Ther

sxoribe the conoerns conveyed
by the Sentor Counsel, Most notable is the fivst em: "is olers selling securities in Arizona

P

aid outside, these are Investment netes — is organization exempt? is thiz a Ponzi scheme?”
. G5 The Pacific Region Pracuce Director’s notes ask 3 BFA 15 a "Ponzi scheme™,

The Sendor Counsel denies ever deseribing BFA a5 a "Ponzi scheme” or even using the lerm
111 "Ponzischeme.” While admitting his notes state "Ponzi scheme”, the Paciiic Region Praciice
Director denies snyvone use that term and does not “"‘”il any discussion at any Ume

i g

fia

== whatsoever nowhich BFA was cailed a "Ponzi scheme The Pas:ix.z“ ng ion Praciice
15 Drivector teslified that his notes simply reflect his expansive analysis that be kept to himself,
14 66, Adter the Pacific Reglen Pracice Director's Julv 1997 discussion with the
‘= Senior Counsel, he called Gzer to el '::m about the "anonymous cail” Ozer tesufivd the
Catler their wiephonic discussion, Ozer nstructed Me Lu.m?, 1o send a packet of financial

o b ostetements and workpapers regarding B FAtothe Pacific Region Practice Director, but never
il i '\ {olirath abous ﬁil s Manonyvious call” MeGrath restfied tu she did not ask and, thus,
Y9 did not know the reasons for send finu documents Efi?i)‘z.is BF A o the Pacific Region Practice
ap | irecior,

R 67, on Januare 1998 during &
qm | CORTRTLNCE 3 Yaciflc Region g L‘mu.mx A:i da%cu:ﬁ with the Andersen 1

== 1 and audi en
~x b oat Ozer's regy
0NV MOUs Gal

. During that conference call,
f. i _;mn P actice D];"t".’{I?;.U}‘ cave f,_)zc::r permission o bring "“the
> agement’s attention.

- -
H(: )
“‘l*= B s minrmation o inrmElon aiiverse in

P , ~16-




68, OnFebruary 6, 1998, Ozer and Hague met with Crotts and Grabinski at BT As

2 - . T . .
T ollices, for the purpose of disclosing 10 BFA that Andersen’s Chicago iu mkgw' WIS rece
3 b oan Manonymous call” shour BEAL Notes found 1n Crous” office, and identified by 2

- amployee as belonging o Crous, contain the following phrsaqm‘ (11 a Ponzi scheme;
4

Hiegal sale of securities; and (33 related party ranszctions, Crotts” noles appear io ﬁ-.{%u.
item and assuranves Trom Ozer. Ozer 2nd Hague deny ever otterin

T deny ever lmummlu. words "Ponzischeme” inreference o BEA ¢

{
< 1 discussion of cach

W n"cib P

& wizi scheme" An I ErSCN S Workpaners do not contatn any referances
- ormation refleciing %’EW BFA could be s "Ponzi scheme.”

¥ iv. 1997 Field Work: The New Tinwes Artcles

i " ey I oy 1 . I 1
oY, Aadersen’sunquulified opinion on BFA s 1987 financial statements was daled
v oAl 27, 1998 which followed the publication of v ar:*izt:-i IR TIN h’:xca‘a newspaper, The

ne in trauduelent eonduct.

ew Frmes”, that aceused BEA of engagi
(rdth end s dovumented i

Me

Py

g Andersens “]‘vé’z?"y‘ﬁi.‘.@ of these two u'm:}i:s was performed by

. Andersen’s 1997 .._J’iﬂ workpapers.  The New Timer articles reported that ALO had &
i
negative net worth of $116 millon at vear-end 1996, Andersen did not perform a further
13 b anadysis concerning ALO s financial position,
U NeGrath's appreachio the New Times’ q-llffazmns, especialivregarding year-
end refated party ransactions and the inadeguacy of the notes recetvable collateral, included

%

eiv
reviewing the relevant memos from prior vears® sudht workpapers. ore the 1996 audi,
o | Andersen did not review the eotiaterad on performing gotes nor ALGO s ability (o pay the
ik receivisble on BFA's books. o spite of the issues reflected in Andersen’s collateral
o .

-sz.sfizsé} $15 i 1990 and 1997, Andersen relied on 13 previcus work in concluding that the
18 it allepanons in the New Times articles could not be substamisied.

=

71 The Sate conlends and Andersen dizputes that during her w5 unalys
e | EGrath did no i-dc-mn_}' the nadequacics in BEA™s 1996 and 1997 Ismm.m‘ stalements
regarding ;;nl‘a'r*ml, overfooked BFA s material missiztements in the financial stalements,

Py reiected the New Tomes articles” disclosure of securgle information end adepied and

- supporied BEA s Senior Management’s response to the A v Times and inquiring invesiors.
23 V. Post 1997 Audit Opinien: Disclosure of BFA Former
Employvees” Resiognation Letters
e Y00 On November ;3, i'@@"?, Andersen received 1996 resignation letiers of fommer
BEA personnel Michael Mexson., CPA, Richard Peliev, CPA an {f Kvle Tresch. Esy. which
26 *




SN ]

Las

were placed 1o Andersen’s 198% w mh[ apers. Andersen’'s response, documented in s
workpapers. to 2l of the following issucs raised in the resignation letters was "N/A" meaning
-t gpplcable™:
1] Richard Potley {Trust Accounting 's“v‘i.:-u‘a-ag,cr} criiifi?ﬁs"‘?

the trunsfer ol swop-acerun] notes *r) a newiy lorme

organization. (EVIG) and expressed concern ’aua Ei:v‘\

money was at 1isk i the wansaction and peinted w the

“deficit” problem at ALO;

2% Kyle Tresch described the ALO deficit problem ($100
million and growing by an fmrs'vuzai foss of 325 million)
and the fack of full disclosure 1o the BFA bosrd and

auditaors. Mo said that BFA was "roding Arizons
Seuthern Baptist New Churely Ventures TRA dollars
order 1o 'sunpiv the ligcuidity needad to mature the assety
of ALCL™ He noted that income from ALOC assels was

“whollv insufficient w fuciliate the deli™;

Richard Pollev deseribed New Church Ventures ar
AL as "bad hanks” used w wke losses 1o ke B/

ook like & "good bank":

Ll

&3] Michael Maxson expressed similar concerns and the
]él-:';:%éh{md c:!-l, civil and criminal Habiliy

""t

Toard ot avvesi

3§ o i

. gate the former emplovees’ Claims o determne
whether HM W u‘c The resignation Jetters and the New Timay anicles provided

Andersen with informetion alwo'u the former BFA emplonvees’ concerns about ALO, New
C’mz'uh “‘"’;:!Um‘f-‘t L’m.d a o thwd off-balance sheet compapy, EVIG, This in'ﬁ;&rlnmirm

emarks 1o MeGrath and information
EE?‘E?S el the "gnonyvmous call”.

'

Jrerdnd MeGrath learmed inJuly

-
o

1997-1998: Special Tax Risk Assessment

73, Beginning in 1997, duri:

. % SRR TR P L U550 vy geia
- Geld work of Andersen’s 15%0 aud

- legal counsel engaged :‘-*«.ﬂdus G 10 pErfoTm a mius -p}m.m Tax Risk Assessment of

- dentify possible wreas oy exposure and 1o determine if BFA s 1ax cm_.mpt slatus was at §
i-lw bfm seoof H"‘,ﬂ.ﬁ.ﬂ; activities fhat penerated Unrelated Business Taxable In

M
(LB I’E&Q‘JL‘ he lax pariner 11 ¢ha arge ofthisen ement, supery Hued ﬁ:uj;‘-_‘-;*&g-ﬁ g }s,—(j,;_f;-




Profit Tax “";‘RCQEL.L;‘; wito conducied the iirst phase of the enzazement. The Mon-Profit”
i i

R‘!"?&Lidz

k.éi;i::].ii; L-u.h.__

L NOD !’*w i Faw 5?’:2‘&]1 it's notes refleel MeGrath™s reservations abour these related p pit ?.l
Aransactions and concems aboul documentation thar se
P lEank” for Hung

l ehriary "] 1997, notes wxdicsie that e enga ;_. emient was o be a high-feved

Pinterviews ol BEA
‘ iidéi{'if‘ and 1ax LICLC%%J{TR.\;}Z” ‘1 l*'ll}“’!"; wihiich she learned thay ':?\Es-"-yg
_‘:I’l:f““ ntaimounts of imorey to Hunsineer {AL G and Friend.

sested BFA was functioning as a

er, Friend and Crous, MeGrath's concerns, expressed during the planning

stuges of the 1997 audit, were not refiected in the workpapers.

-z
[N

In lanuary 1998 shortly before Andersen’s 1997 audi feld work, the Non-

Profit Tax Specialist was near completion of her analvsis, Avcording 10 the Non-Profit Tax

specialist’s sworn testmmony, Hague asked her to prepare walking points @

+i ISSUES W share

with the .1!i<|rhp.1*“~ er. OnJanuary 15,1998, he’%-‘x:un»]“ it Tex Specialist ransmitted o drafl

{ her "Opin

ton of Exposures” i Hagee and others within A "EL|1 rsen. The Non-Prodi Tax

£l
Speciaiist’s opinian was inthe form of & four column marmix s unmzi ed: {1 ihe "lssues”

Like

i

Exe

0 hc addre
11

sxemipt Purpese™ which she iden 1
'm;uu and should be

zsad: (2} I’%]’ff&"“ Trpected Dollar Exposore” fo the IRS: (23 "IT Audited.

i

thood ol IR ‘"\ Serutiny™; and {4 "Comments™.

Fhe hirstissue addressed Inthe Non-Profit Tax SpecialisUs matrix was "BFA's
i d az "The BIG issue — {One that could affect our audi
pha

e
addreszed.” {en 515 In original}

] T

The Non-Prefis Tax Specialist and Hague discussed the Inbiial drefl "Opinien |

iﬁif‘"]i}:_pﬂ};Lx:'ﬂv by tefephone approximately one day afier Hague réceived i, Accordingio the

Non-Profit T
parmer {Ozeriw

ax Specizlist™s deposition testimony. she understood [tom Hague that the avdi
anted her to defere any references to "The BIG issue” and 1o delete the fza

that "The BIG issue” could affect Andersen’s 1997 audit opinion on BFA’s financial
staiements,

-
TG
i,

sk gudit issues, Ozer ot
infi ummﬁmn with him on the

The Non-Profit Tax Specialist complied with Mague’s reguest,

Haoue ok

faims that he never asked the Non-Profis Tax Specialist o prepare the
s that the Nﬂi‘&—??ﬂf‘lf Tax Specialis: did not have the expertise 1 oping on

dms ne was not aware of the chart end Hague did not share any
ikelihood of BFA s exposure 1o IRR serutiny with respect {o

PN
I
i1

Andorsen’s audit team knew ofthe Tax Risk Assessment engagement, but there

¢ e indication in the 1997 audit workpapers that Andersen considered the issues raised in

AT mmad $ 0T
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Plothe Tax Risk Assessment, including "The BIG issue” described in the Non-Profin Tay
lalist’s drafl matrin, Ina mecting on F--“-arunz'\“ O, 198E with Crotis, Grabinski and Oxer

- 1report 1o the BFA Board. The writlen report was drafied
3 _ l?&\ ‘\;\euaém The ‘x-‘m}-’ ﬁ?ﬁ% éssui élsc 1m3ed in the report 18 the audi

exposurs, so called "Big" tssue, . e its m'indﬁe ol BFAs ¢ ﬁ*“nupzim
| status in an mternal memo dated April 27 }9‘35’ {11 1 Jast dav of field waork for Andersen’s
¢ i 1997 audit of BFEA) which referenced Hague's belief r.inn an RS audin waz very likely.
© | There is no indication inthe 1997 audit workpapers thit Andersen sought por received any
£ i assurance froms BFEA that the contingencies i the Aprii 27, 1998 memo had been addressed
- | or disclosed before issuing iis 1997 unguatified audit opinion.

i 1L CONCLUSIONS OF LAW

wod

Al fhe Boeard has personal and subjedt mutter Jurisdiction over Respondent
pursuan w ARS. «;g 3}1—,UI, et seg. and AALC R 4-1-1()] ef seg. The Board has Lh“

1

) sen purauant to ARS. BEA-THAND L ANS) and (AN 9), an

el , \ : _ ,

- / § 32-7a2, afler notive and opportunity for hearmg, the

13 0 Board may revoke or suspend Andersen’s registration e practice public ‘-i,msgira'f,iszg and tuke
sddigonal discipiinary actlon concerning Andersen for engaging in dishonesty, freud or gross

P or continus az neghegence 1 the pracics of accounting (ARS, § 32-7414A)

1< violating any provisions of Tile 32, Chapter &, Arizonz Revised Statui

F ]

TATCAGY, This Consent Order is i lieu of an adminisirative hearing sei for Augusi 19,
ned i ARS, §32-701.01,

b
1
2602 and is a dizeiplinary actian as de

"
(4

-
: c AL alE marortal times, Arizona Administrative Code, A A G, Rujes R4-1-458
. I 43504 set fonth the standerds and rules of rw‘c,;f ssiomal conduct witl wrn ch 2l
§ must comply, While Andersea denles thay any vielations of professional

Y sundards have occurred In connection with the encagements in issue, and disputes thal the

v | Findings of Fact are accurate and complete, H this matter proceeded to hearing, the Sue

Ly &l
i o

Syveould nir uill_k gvidence il contends would show that A ncieyst_:ﬂ’: comediiol, I COTRECton

21 wath the audils and services deacribed in the Findings of Fact, constituies & feilure 19 comply
- with applicable proiessional standards set forth in AACL R4-1-455.07 and the principies of
== | professional conduct us established by A A C RE-1-433.03.

A

nv viokations of

‘
4
prafessionnl ‘L:a::a:ardg h.«i‘-'tﬁ QL‘&-LE“‘(; i:} connection with the engapements in issue, und
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Ao

dispuies tha

!r"irding:s of Fact are sccurate and complete, il this matter ; acseded o

1‘195;1"1‘:«" '=§1& ¢ woidl i.mmdwc-ﬁ i‘x’iﬁcm’jtélﬁ"}litﬂid< \X"’}Llfé'; :‘iw\xfihm s&a derzen’s conduct

1. HBFA's 19021504 inancial statemenis:

B Statements on Financial Accounting Stendards (SFAS) No. 37:
Kelarod Pur v sPhvcios SHrey,
k. SFAS No. 57 dceowring for Contingencies.

t-a

RBEFA™s 19931997 Onancial sistements:
a. SFAS No. 5 Aecauniing for Contingencies;

b. SFAS No. 37 - Relused Partv Disclosires,

. SFAS No.o 66 - decounting for Sales of Real Fstaie which
requires @ manbmum downpayvment, not Rmded directly or

indirgctly by the selier, on sales of rea] estate before full profit
o g renl estale iram:imun can be ]‘"Lﬂﬁ!‘.l/td

d. SFAS Mo, 114 - decowniing for Crediiors jor Impairment of o
Lo which reguires recognition of losses on impaired loans:
e, SEFAS No. 116 - decounting for Conributions Feceived and

Canributions Made which requires gifis and contributions to be
recorded at fuir market value

. Violatigns of GAAS

;mmw*'—*:}f 82 above, while Andersen denies that any victations of
ave ovcumed in connection with the engasemenis in issue, and
dings ul Fact are ;.;:..u.ua ite and corplete, H this matter proceeded to
would inlroduce evidence it comends would show thar Andersen’s conduct

L.ummufu & fatlure o comply with the llow ng prodessional standards:

1. Andersen’s Audiis of BFA s 19921997 Financial Sigtemems (All
Egmuest,
- R
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b, AU gE THO0Z and 31705 (19971 which reguire an avditor 1o
praperiv plan and perform the audit to obtain r"amrmbis
é:ﬁ;sm':-me;?:e that the financial staements are free from malerial
misstatements caused by Traud and causcci by violation of laws
and regulations with a direet and matenal effect on e financial

statements,

reguiaiions.

Andersen’s Audis o BFA s 1US3- 1907 Financial Sutemoents reparding

NRV.

LG 208 22 wihnch requires an auditor o express a guahiiied or
claim an oplndon in the absence of sufficient competent
evidential matter to substantiate the values estimated by a client

forr the eollaseral on a client’s notes receivabls,

b. AL § 333 which prohibits an sudior from relying ngmn

et

management representions which are not verifiahic
third party -um"ﬂl'llmharmﬁrﬂpcr audit testing andarmi 4]

alford a reasonable basis Tor the suditor's opinion, particularly
when contradictory evidence exists.

ALl § 32623 which probidits an auditor from forming an
epinton without sufficient competent evidenee,

]

d. AL § 33905 which requires an qudlzm o mainwain suffiel

“\'ldt,i doc ;}mmlimn tha! the audit was 1'&'}3’3:‘:1’}%' )lzs:m g,
rvised and Lo carry out suff
““!’ii“; svident Lii matter and 1o ‘ﬂ“”‘nhii}{ic‘;; ‘

auditor’s sonelusions,

s
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which requires an awdilor Lo exercise prolessionad
deism in evaluating mene

sheml gement’s accounting estimates

and w0 examine the reasonableness and the daw sources of the

esiimates,
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Andersen’s Audits of BFATs 1993- 1957 Financial Siatemenis reparding

Year-Erd transactions.

A, ALL & S0 —rﬂ 49 which ;‘:‘k‘alsbih an auditer from lssuing an
ungualified opinton when the client places 2 imz ton on the

scope of the audit,

R ALT § 333 which prohibits an auditor from relving upon

!T}Eu‘!.ﬂi_jt‘i‘} ent representations which are not verifiable trough |
third party information and proper suditiesting and analysis tha
aiford a regsonable basis for the auditor's opinion. particulariy

wheny contradictory evidence exiss,

(]
-
‘._)u
-
-
R
L)
Lsd
sl
L

._ﬁ':? which z'é:qui?t’i%‘ an Etudim’ (o mnim:l:‘; suitticient
i3 aperty planned,
perltsﬂ*,m‘il il ;ﬁ supervised ‘m"“t o carmy out sulficient procedures

e veridy evidental matter and 16 substantisie the basis of the
auditors conchugions,

!l'.L

AL g 526 which requires an auditor to consider znd evaluate |
avidemic]l matter regardiess of whether it corroborates or
confradicts management’s assertions,

Andersen’s 1995-1997 Fraud Risk Anzl

a, AU E3T6(8AS No, &2 "w']f*"v’i?'i' which "'quércc an & ui}t.az‘ e
identify and addres :;tha fraud risk factors that would have raised
substantia dc:ubt about the zﬁ'msmi leness of a clien s
stateinents and indicate cliemi’s managemsnt mey be e
1 fraud.

RS

b. AL § 31663 {SAS No. 33 for 199319965 which requires an
auditor 1o assess the risk that errors and irregularities may cause
the finzncial statements 1o contain material misstatements.

Andersen’s Analysis of the 1998 Series of New Times Articles.

a. AL 308,33 which requires ap audiior 1o express a o lrﬂ‘iﬁtd or
an adverse opinion 1f there are muterial depariures from GAAP
reflected in the financial stsiements.




ad

J&"i;" o o

o, AUTE 30841 which requires an audilor o express a qualified or
an adverse opinden i the financial siatemenis il 1o disclose
wiformation required by GAAP.

C. AL § 561 which requires an sudiior 10 take acuon when facts
that existed at the date of the andifor's report are subsequently

GISCOVETEQ,
2, Andersen’s Tax Risk Assessment.

i AL ed THLDZ & 317.03 which require an audior Lo properiy
slan and periorm the avdit to ebiain reasenable assurance that
he Bnancial statemients are frec Imn manterial missiatemens
caysed hy fraud and cacsed e vielation of laws <.zmug alions

with & direct and material effect on the Gnancial stalements.

r"“'—-‘

al AL § 3110400 which requires an auditor, in plenning an audit,
imrms;dm discussing mauers thal may sffect an avdit with firm
personnel responsible for non-audil services. {See also AU &

9311,01-.03) - )

<. AL § 561 which requires an auditor to take action when facis

that existed at the Lid.i.L o the andior's ;Lpﬁ;‘i are SLi%}S&;’.}U;ﬁ]‘si]}‘
discoversd,

Hased 11{*11 the aforementioned Findings of Fact and Conclusions of Law, IT IS
-BY ORDERED THAT:

e provistons of this Order shalt appiv to Andersen and anv successor firms

Andersen, bt notio other ceitified public accounting l’ar s withw md~ Andersen partners
or eraployess may now be emploved, This Order shall remain in full force and effert for o

wrm ol two vears commencing on the date of execution of the Crder.

ereen ?zar,] aid the principal anmount of 217 million pursuant io the giobal
ed into the record i Saprist Fowndotion of drizenc Liguidation Trust v,
FLE Case ﬁ?‘»u CV-2000-01 589 ("ihe Trust Aciion"] the Lt.l?ﬂ;-i”\{\"t’]"ziﬁ.“i.‘. are
in 1o this Order, meluding the Stipulation of Setlement entered i thai case.
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| CONCURRING: ~

I
| Le mn‘\u

emed restiution te BFA investors, except
for w680, 000 wiieh has been ;:;.mi to the Board as reimbursement of costs

B, _-ffwn:ier%;x;:n has represented o the Board that it is no longer performing audits
od cliemss t%“;&i Issue securtes. Andersen has also represemed (o the Board thatitwill not be
-forine 1 én wark of any kind afier Auges

202, i Arizong. Bassd upon
;"’1‘151 the provisions in the Trust Action seutlement which call for a

18
21
e

UL mvm-m: f:)ozr" are Mmoot and need nor he enforesd. she retainer posted by Andersen

the amount of S40,000 for purposes o selling up and operating the Montioring Board shali

Joard and shall be apphed to costs mewrrad inthe Board's inves

¢ b tiontions of
.E"”E N, . i"!‘é.!}:»‘;m

‘ 1 praciice in Arizona is subject o & biennial renewa!
o september 1, 2002, Andersen decided not to renew §15 regisiration 1o practice m Arizong

o

and relinguished 1is registration on August 31, 2002

o or issue tha
was, ar could have been. the subject of this matter between Andersen and the Board. [n the
cvent Andersen or any successor tirm applies Tor a repistration Lo practice pu hnt aeepunting
i Arizona, the Board witl consider ail disciplinary actions currently pending as of Augus
312007 as well g al other matters it determines w be appropriate.

214
DA ]Dlhiw“ duy of r:,)f‘é‘“’“" 2002,

Dy, This Ordey shall fully and Gnallv resolve each and every alleyas

=

ARIZONA STATE Fi{’l LRI OF ACCOUNTANCY

""’1

SIS Y e
Florgslino ] G@S, CHA, President

Loretta Ped

CONSENTTO ORDER

/—‘51; WARD I~ /\élﬁﬁ#{ . glier being duly swarn, siate under vath the followin

{41
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1oauthorized represemiative of Arthur Andersen LLP. Centified Public
Jihce Registration o, 964-8_ with the authority 10 enter into ths Consent o

Wt

Cirder on behalf of the firm in the matter pending before the Arizona State Board of

L Aceountancy (hereinafter "he Board"y Case No. ﬂ(‘l;ﬁ-%ﬂ?f% ACY.

Ihave read and undersiand evenvthing contained iz*- th“ foregeing Findings of Fact,

- Conclusions of Law and Order (hereinafier "Consent Ovder”h 1 zt;:jp]“mu‘? the Board.
- while denyving the allegations contuined therein, T agree thar Arthur Andersen will be bound
by the terms of this Consent Order, Arthur Andersen s avare of #s rightw an admimsuative
hearing in this motier and hereby waives the same.

[nthe event Andersen oy any successor firmapplics fora registration to practice puhm
accouniimg in Arizona, the Board will consider aii détaiplimrx_-‘ actions currestly pending 4
af August 31, 2002 as well as all other matters it delermines to be appropriale.

Arthur Andersen wabves all righis {0 challenge the foregoing Findings of Fac,

Conclusions of Law and Order on appeal, or otherwise, to the Board or any ather court or
tribunal. § oundersiand thar a vigletion of anv of the terms of this Consent Order may
constitute prounds for discipiinary action.

=

Tupdersiand that this Consent Order and the related invest: gméon is a matier of public
record. By my

4

nature, [ verify that Dhave read and understand everyihing comained in the

foregning Conse

Dated 7 of O L2002

Arthur Andersen Representative

£
;’L‘\\"‘DRN TGO AND SUBSCRIBED BEFORE ME, this ! ‘»’_i*_'_ day of

e T et i R0Z o certify which witns €58 my hiand and seal of office.

s o {
:; S E-‘\ L, \qu / /{{/‘A&—m LJ’-”,,.—JI”;‘" P .' ,,_gf.‘

Public in and for the State of Arizond |

\{)iarxj

Orsliar Sohn
Uw’"& f‘b'l"'iR Uh."i ;“‘1.‘
Iy Public . Eloia or mw’s

{} (ﬁ
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e g 4 g
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COPY of the foregoing mailed via
ceriified mail, this_[7 day of ‘w*;*:z; i . 2002, 1o

iy 4400,

(]

L0 for G YRS
Edward F. Novak, Esg

April Wynne, Esq.

4| OQuarles & Brady Streich Lang, PA
Two North Central Avenue

1id

z
Phosnix, AZ §3004-2391
5§ Attorneys for Arthur Andersen

COPY of the foregoing mailed
g L]lis_*{;{wdii} of AERTERREE 2002, 100

: Miles N, Ruthberg, Esq.

- Peter W, Devereaux, Esq.

U Charles W. Cox 11, Esq.

. I Latham & Watking

633 West Filth Street, Suite 2000
> b oLhos Angeles, 4 SG071-2007
Attorneys for Arthur Andersen

13
4 COPY of the foregoing mailed
1 this 7 day of Seeeagmess, 2002, 10!
13
' Felecia A, Rotellind, Chief Counsel
16

Joel P. Nordguist, Assistant Attorney General
Accomtaney Exdorcement Unit, LES/Civil Division
| Arizona Attorney General's Office

g L1275 W, Washington

- Phoenix, AZ 85007

‘
i

b é;twrn_c s for Arjzona State Board of Accountancy
sl .’_"‘\
00 L7,
T
1 /
o 1 ORIGINAL filed this {7 dav of September 2002 with:

4 | Arnzona State Board of Accountaney
100 N, 15" Avenue, Suire 163
2 | Phoenix, &7 83007
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: Copy of the foregoing mailed this /7 day of September 20602 fo:
Chif Vamnell, Director

Office of Administrative Fearings

1400 W, Washington, Suite 10]

Phoenix, AZ 83007
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