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MEETING OF THE AUDIT COMMITTEE OF THE
UNIVERSITY OF LOUISVILLE BOARD OF TRUSTEES

10:00 a.m., November 7, 2016

Jefferson Room
Grawemeyer Hall

Agenda
Tab
Call to Order : Benson
o Approval of Minutes, April 14, 2016 1
Action Item: Approval of FY 16 Consolidated Audited
Financial Statements and Auditor’s Report Benson 2
Action Item: Approval of Final Internal Audit Plan for FY17 Benson 3

Adjournment Benson

Committee Members:
Robert P. Benson, Jr., Chair
Dr. Jody Prather, Vice Chair
Larry Hayes

Bruce Henderson

Dr. Robert Curtis Hughes
Brucie Moore

[Vacancy — Rounsavall]
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MINUTES OF THE AUDIT COMMITTEE OF THE UNIVERSITY OF LOUISVILLE
BOARD OF TRUSTEES MEETING

April 14, 2016

Members of the Audit Committee of the University of Louisville Board of Trustees met at 12:03
p-m. on April 14, 2016, in the Jefferson Room of Grawemeyer Hall, with members present and
absent as follows:

Present: Mr. Robert P. Benson, Jr., Chair
Dr. Jody Prather, Vice Chair
Mr. Larry Hayes
Mr. Bruce Henderson (arrived at 12:24 p.m.)
Ms. Brucie Moore

Absent: Mr. Robert Curtis Hughes
Other Trustees
Present: Ms. Victoria Allen

Dr. Larry Benz
Dr. Emily Bingham (arrived at 12:15 p.m.)
Dr. Pamela Feldhoff
Ms. Angela Lewis-Klein
From the
University:  Dr. William Pierce, Executive Vice President for Research and Innovation
Ms. Leslie Strohm, VP for Strategy and General Counsel
Mr. Harlan Sands, Sr. VP for Finance and Administration, CFO/COO
Mr. David Barker, Internal Auditor
Ms. Cheri Jones, Director, Audit Services
Ms. Becky Simpson, Sr. Assoc. VP for Communications and Marketing
Mr. John Karman, Director of Media Relations
Mr. Jake Beamer, Boards Liaison

L. Call to Order

Having determined a quorum present, Chairman Benson called the meeting to order at
12:03 p.m.

Approval of Minutes, September 30, 2015

Dr. Prather made a motion, which Mr. Hayes seconded, to approve the minutes of
September 30, 2015. The motion passed.

I1. Information Item: Update from Internal Auditor

Mr. Barker reported on Audit Services and Institutional Compliance using the attached
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report and presentation. He stated his department continues to receive good
cooperation from leadership and the units from which it accesses records.

Mr. Barker discussed the audit processes, noting that all departments are not audited

~ every year and risk assessments aid in determining prioritization of the 400+ auditable
entities.
Mr. Barker, Ms. Jones, and Mr. Sands then fielded questions from the committee.

Chair Benson thanked Mr. Barker for his report.

I1I. Action Item: Approval of Audit Plans for FY-16 and FY-17

Messrs. Barker and Sands briefed the committee on the Audit Services project plan for
FY-16 and the tentative proposed plan for FY-17.

Dr. Prather made a motion, which Ms. Moore seconded, to approve the

President’s recommendation that the Audit Committee of the Board of
Trustees approve the Audit Services project plan for FY-16, as attached.

The motion passed.

Dr. Prather made a motion, which Ms. Moore seconded, to approve the
President’s recommendation that the Audit Committee of the Board of
Trustees approve the Tentative Audit Services project plan for FY-17, as
attached.

The motion passed.

Mr. Henderson asked for a brief update on the recommendations resulting from the

Strothman + Co. report. Mr. Sands stated that while the work is still in progress,
substantial improvements have been made. More details would come at a future meeting.

IV. Adjournment

Mr. Hayes made a motion, which Ms. Moore seconded to adjourn the meeting. The
meeting adjourned at 12:50 p.m.

The motion passed.

Approved by:

Assistant Secretary
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UNIVERSITY OF

LOU I SV! LLE : Audit Services and

It’'s Happening Here. Institutional Compliance

March 31, 2016

To: Board of Trustees Audit Committee
Robert Benson, Chair

From: David F. Barker — Associate Vice President, Audit Services and Institutional Compliance
Re: Audit Services and Institutional Compliance Activities

Attached is the Audit Services and Institutional Compliance report of activities for the period of June 2015 to
March 2016. The report includes an executive summary for each Audit Services report issued during the
period. Each summary includes the overall project rating in addition to audit issues, priorities, and target
implementation dates. Audit Services has implemented an on-going action plan status updating system,
whereby all action plans must be updated by administration when the target implementation date is reached.
The summaries in this report reflect updated target dates and implemented action plans.

Audit staff formally verifies the implementation of action plans when issues are assigned a high or moderate
priority, or when projects are rated “Needs Improvement” or “Unsatisfactory”. The goals of the verification
are to verify the implementation and assess the effectiveness of the actions plans to mitigate the identified
risks. The follow-up and verification processes can result in action plans being re-opened because of
incomplete or ineffective implementation. Status reports are presented and discussed with the Compliance
Oversight Council to ensure that appropriate follow-up occurs on each recommendation and action plan. The
Compliance Oversight Council has also directed a review of the Conflict of Interest disclosures and
management plans which is in process.

This report includes summaries of activities performed by the Institutional Compliance Office.

Audit Services and Institutional Compliance has received excellent cooperation and support from all levels of
administration.

cc: Harlan M. Sands

University of Louisville ® 425 W. Lee Street ¢ Louisville, KY 40208
Ph: 502.852.8305 F: 502.852.0665 W: louisville.edu
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

AUDIT SERVICES REPORT

AUDIT SERVICES PROJECTS

Reports Issued

Emplovee Tuition Remission
GOOD

The university provides all employees and their dependents with the opportunity to take tuition-free classes.
Audit Services has completed an audit of compliance with the adopted policy. The moderate priority issues
identified during the project were:

Issue Title Priority ~ Issue Type Target Implementation

Date

Monitor Impact of Significant Policy | Moderate | Internal Control Implemented - Verified
Changes Weakness

Verify Dependent Eligibility - Moderate | Policy Compliance Implemented - Verified
Recurring Issue

Develop Written Procedures Moderate | Written Procedures Implemented - Verified

Delphi Center
GOOD

In November 2014, Audit Services received an anonymous letter alleging potential fiscal misconduct by an
individual in the business office of the Delphi Center. No specific instances of fiscal misconduct were
provided by the reporter to substantiate the allegation. In response to the allegation, Audit Services conducted
a review of revenue and internal controls implemented in the department. Based on our review, the allegation
of fiscal misconduct could not be substantiated.

Issue Type Target Implementation

Date

Issue: Title

Priority

Reconcile the Billing System Moderate | Internal Control Implemented - Verified
Accounts Receivable to the General Weakness

Ledger

Strengthen Segregation of Duties and | Moderate | Internal Control Implemented

Control of Access Privileges Weakness

School of Medicine — Department of Surgery
NEEDS IMPROVEMENT

Audit Services has completed a routine audit of the School of Medicine, Department of Surgery. The
objectives of the audit were to obtain reasonable assurance that:
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

° Effective internal controls over business activities have been implemented and are effective in
reducing the inherent risks.

o The department is compliant with applicable laws, regulations, and university policies.

o Significant processes are efficient and effective in assisting the department achieve its goals and
objectives.

Audit Services performed an audit in the department with a report date of June 26, 2012. That audit was
given an inadequate assessment over the business process controls with a needs improvement opinion over
administrating grants and contracts effectively. These opinions were assessed under the previous rating
system. Since the last audit was performed, the department has experienced a very high turnover rate in the
business office. Current department staff has made significant efforts to correct issues before the end of
fieldwork. However, the number of recurring issues predicated the assignment of a "needs improvement"
rating. As such, a follow-up audit will be schedule to formally verify implemented action plans.

The high and moderate priority issues identified were:

Issue Title: Priority Target Implementation

Date

Issue Type
Strengthen Cash Handling Controls - | High Internal Control [mplemented

Recurring Weakness

Reconciliation Completeness and High Policy Compliance Implemented
Management Review - Recurring

Encrypt Department Computers - High Internal Control Implemented
Recurring Weakness

Retain Documentation for Payroll Moderate | Regulatory Implemented
Expense Transfers - Recurring Compliance

ProCard Documentation and Policy | Moderate | Policy Compliance Implemented
Compliance - Recurring

Improved Recording of Accounts Moderate | Policy Compliance Implemented
Receivable for Contracts

Improve Compliance for Expense Moderate | Policy Compliance Implemented
Payments v

Implementation will be verified during a formal follow-up audit to be scheduled.

University Firewall
SATISFACTORY

Audit Services performed a routine information technology audit of the university’s firewall system. The
objectives of the audit were to:

o Evaluate the management and administration of the firewall system, including rule creation,
modification and implementation, logical security, physical security, and system monitoring.
 Review and assess firewall rules and configurations.

5
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

o Verify adherence to and compliance with applicable regulations and university policies and
procedures.

The university initially implemented a firewall system in 2005. IT Enterprise Security has been
responsible for firewall management, administration, and support since its inception, and successfully
upgraded to a new system in 2013.

Audit Services previously examined the university firewall in 2007 and recommended improvements to
strengthen the management and administration of the firewall system. In the current review, we noted a
recurring issue from the prior audit relating to the monitoring of firewall rules.

The firewall is a critical component in the security and integrity of the university's network, systems, and data
resources. Effective management and administration of the system should be a primary focus of IT Enterprise
Security. '

High and moderate priority issues identified during this project were:

Issue Title W Priorityie ! Issue Type Target Implementation
Date

Monitoring Firewall Rules - High Internal Control Implemented - Verified
Recurring Issue Weakness

Firewall System Disaster Recovery High Written Procedures Implemented - Verified
Procedures

Management Approval of Firewall Moderate | Internal Control Implemented - Verified
Rule Change Requests Weakness

Testing and Verifying Firewall Rule | Moderate | Internal Control Implemented - Verified
Changes Weakness

A&S Department of Communication Review

Audit Services received a report of unusually high overtime worked by a classified staff member in the A&S
Department of Communication. A review determined that the department staff member was working an
unusually high amount of overtime and the reported hours worked were being calculated and classified
incorrectly. No overtly fraudulent transactions were identified. Management will provide addition training to
the payroll timekeepers in the college to help prevent future errors. In addition, it was communicated to all
college staff that overtime was only allowed with the prior approval of the appropriate administrators.
Overtime in the Department of Communication was discontinued.

Health Sciences Center - Cash Handling Follow-Up

The ULP internal audit staff followed on the Cash Handling reviews performed at HSC in 2015. Action plan
implementation verification was performed on the following units:

Obstetrics and Gynecology Anesthesiology
School of Dentistry : Pathology and Laboratory Medicine
6
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

All action plans were implemented as agreed upon. Additional issues related to compliance with university
policies were identified in Pathology and Laboratory Medicine. Compliance with policy, including the
information recorded on logs and deposit timeliness will be monitored by Audit Services.

Accounts Payable
GOOD

Audit Services performed a routine audit of Accounts Payable. The objective of the audit was to obtain
reasonable assurance that controls are adequate for the timely and accurate processing of accounts payable
payments.

High and moderate priority issues identified during this project were:
- [ssue Title - Priority [ssue Type Target Implementation
i Date
Protect Electronic Payment High Internal Control Implemented
Information Weakness
Monitor for Late Payments Moderate | Internal Control May 31,2016
Weakness
Limit the Use of After-the-Fact Moderate | Internal Control May 31, 2016
Purchase Orders Weakness

Clinical Research Billing Compliance
GOOD

The University of Louisville Research Foundation routinely enters into contracts with medical device and
drug companies to test the effectiveness of new products. These clinical trials are heavily regulated, and carry
the risk of non-compliance with Medicare and Medicaid billing regulations when the trial subjects carry
federal insurance for non-trial medical needs. This project obtained reasonable assurance that controls have
been developed and implemented to reduce the risk of non-compliance with federal Medicare/Medicaid
regulations.

One moderate issue was identified during this project:
Issue Title Priority Issue Type Target Implementation
Date

| Centralizing Clinical Trial Units Moderate | Internal Control July 31,2016
Resources (Recurring) Weakness

Information Privacy and Security
NEEDS IMPROVEMENT

Audit Services has completed fieldwork on a project to evaluate the controls over the collection and storage of
sensitive or protected data throughout the university. The objectives of the project were to obtain reasonable
assurance that the security controls over sensitive data are adequate and to evaluate the storage and use of
sensitive data in university departments and business units.

7
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

One high priority issue was identified during this project:
L b Issue Title - Priority Issue Type Target Implementation
e ; ‘ ol : Date

December 31, 2016

| olicies and Guidelines for Written Procedures
Departmental Use and Storage of

Sensitive Information

ProCard Program
GOOD / SATISFACTORY

Audit Services has completed a routine audit of the university’s ProCard Program. The objectives of the
audit were to obtain reasonable assurance that:

o Effective and efficient internal controls have been implemented
o Activities are compliant with applicable laws, regulations, and university policies
e Processes are efficient and effective in assisting the ProCard Office achieve its goals and mission.

The ProCard unit is doing a good job managing and monitoring the ProCard program. Recommendations in
the report were primarily made to improve efficiency and effectiveness of the program. However, there were
issues in the university units related to physical control over ProCards, controls over the actual user of
ProCards, and the effectiveness of the liaison program.

priority issues identified during this project were:

Moderate

Issue Title Priority Issue Type Target Implementation
‘ Date
Card Possession Practices Moderate | Policy Compliance April 30, 2016
Liaison Certification Process Moderate | Process Improvement | April 30, 2016
Effectiveness
ProCard Monitoring Program Moderate | Process Improvement | April 30, 2016

Internal Controls Assessment over Federally Sponsored Programs

COSO (Committee of Sponsoring Organizations of the Treadway Commission) is an integrated framework
that can be used to develop and maintain systems of internal control that can increase the likelihood of
achieving objectives and adapt to changing environments. The new Uniform Guidance adopted by the federal
government to regulate federally sponsored programs encourages organizations to adopt COSO, or another
recognized framework, to develop systems of internal control. As part of the university’s implementation of
the uniform guidance, Audit Services has performed an internal control evaluation using the COSO
framework on a consulting basis. The objective category of the assessment was compliance with laws and
regulations impacting research activities. Based on the work performed, no significant gaps or internal control
deficiencies were identified.
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Audit Services and Institutional Compliance Activities
June 2015 - March 2016

Clinical Trials Unit Cash Handling Review

When a staff member terminated from the Clinical Trials Unit (CTU) it was discovered that the staff member
had not properly processed checks received from trial sponsors. Audit Services was asked to review the
controls implemented in the CTU, verify there were no missing funds, and recommend improved cash
handling processes and controls. No missing funds were identified and improved controls have been
implemented. Implementation effectiveness will be verified during the Cash audit scheduled for fiscal 2016.
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

Projects in Progress

Payroll Timekeeping

A routine audit of the university's payroll timekeeping practices and policies has been performed. The objectives
of the audit were to assess the control environment over timekeeping at the university and to obtain
reasonable assurance that timekeeping is processed in compliance with federal and state regulations and
with university policies. Fieldwork has been completed and a report is in the draft stage.

Enterprise Application Security Access

Audit Services is performing an audit of the university's enterprise systems security. The primary
objective of the audit is to evaluate the security of enterprise application systems to verify that controls
are appropriate and provide reasonable assurance that the university's systems and data are adequately
protected against unauthorized access, disclosure, or compromise.

Endowment Stewardship

A routine audit of the controls over endowment spending and compliance with endowment agreements has
been completed. The objective of the audit was to obtain reasonable assurance that the university is compliant
with the requirements of endowment agreements. A draft report has been submitted to administration for
review.

General Ledger Reconciliations

In 2014 the university adopted a comprehensive policy requiring all programs to be reconciled to source
documentation within 15 days of the monthly financial closeout. Audit Services performed an audit to
evaluate compliance with this policy and obtain reasonable assurance that the reconciliations performed are
accurate and effective. Fieldwork has been completed. A report is in the draft stage.

Family Medical Leave Act - Review

The university is in process of re-engineering the process for complying with the Family Medical Leave
Act including possible revision of university policies. An audit of the university’s practices will be
deferred until implementation has been completed. However, Audit Services has received a complaint
from an employee concerning the handling of the employee’s Family Medical Leave. In conjunction
with a review already performed by Human Resources, Audit Services is reviewing the accounting of
this employee’s leave and assessing the controls implemented in the employee’s department.

10
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

James Graham Brown Cancer Center — Follow- Up

In 2012 Audit Services performed a routine audit at the James Graham Brown Cancer Center. The
project was given a “Needs Improvement” rating and in conformance with our policy a follow-up audit
was scheduled. This project will focus on the issues identified during the 2012 audit to ensure identified
risks have been effectively mitigated as needed. The project is being performed by University of
Louisville Audit Services’ staff with the assistance of the ULP Internal Audit department.

. Cash Handling

The routine cash handling project is in the preliminary planning stage. The project will consist of
surprise cash counts at university departments and include an evaluation of compliance with university
policies. In addition, the results of the prior year cash handling audit will be reviewed, with
implemented action plans evaluated for effectiveness.

Selected Federal Grant Review

A routine compliance audit of a selected federal grant is in the preliminary planning stage. The project
will consist of an in-depth audit of compliance with federal regulations. The specific project is still to be
determined.

OTHER ACTIVITIES

Service Center Committee

Service centers are established to provide goods and services, primarily to university customers. The goods
and services are expected to be unique, convenient, and not readily available from external sources. The
Director of Audit Services is serving as a member of the service center committee to address issues related to
the forming new service centers, developing rates, and identifying existing service centers.

Continuous Auditing/Monitoring Activities

To achieve better audit coverage of higher risk activities, the development of a continuous auditing and
monitoring program is a best practice. The consulting report issued by Strothman and Company in 2014,
encouraged the university to continue its plans to develop this type of program. Consequently, BKD was
engaged to assist Audit Services in developing monitoring reports concentrating in Payroll and Accounts
Payable. These reports have been developed and monitoring has been implemented. Once report accuracy
verified, monitoring activities will be transitioned to the appropriate operational departments.

Southern Association of Colleges and Schools Commission on Colleges Reaffirmation

The University of Louisville will undergo its institutional Southern Association of Colleges and School
(SACSCOC) reaffirmation in 2017. In 2014, the university began preparing for the reaffirmation process.
Audit Services staff are serving on the Governance and Financial Resources committees.

11
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INSTITUTIONAL COMPLIANCE OFFICE

The University of Louisville’s compliance program provides an infrastructure that facilitates on-going
assurance that the institution is complying with internal and external compliance requirements and UofL
policies and procedures. This infrastructure is outlined in the Institutional Compliance Plan (ICP)

available at http://louisville.edu/compliance.

Compliance Hotline

The Institutional Compliance Office (ICO) maintains the university-wide “Compliance Hotline.” The scope
of the hotline system includes, but is not limited to, research, medical, privacy, information security, conflict
of interest, environmental health and safety, financial, human resources, and athletics compliance issues. The
Compliance Hotline’s toll free number provides a confidential, anonymous, mechanism for university faculty
and staff to report compliance concerns to the ICO for follow-up and resolution with university officials.
University employees may also access the vendor’s web-based system to report a compliance concern to the
ICO. The ICO is responsible for ensuring university compliance officials follow up on all issues reported and
that appropriate resolutions are provided to complainants in a timely manner. The following statistics identify
the number of reports by concern category to the Compliance Hotline for the nine months ended March 31,
2016 and fiscal year ended June 30, 2015:

Nine Months Fiscal Year
Ended 3/31/16  Ended 6/30/15
Conflict of Interest 3 -
Discrimination/Equal Opportunity - 1
Environmental Health & Safety 1 -
Financial Matters 2 2
Health Sciences Center — Patient Care/Abuse 1 -
Human Resources 4 5
Other 2 5
Privacy/Records - 1
Research — Animal Care & Use - |
Research — Human Subjects - 6
Sexual Harassment/Misconduct 1 1
Time Abuse 1 2
Total 15 24

Two of the reports closed for the nine months ended March 31, 2016 required institutional corrective action.
Six of the reports closed for the fiscal year ended June 30, 2015 required institutional corrective action. A
report of hotline activity is provided at each Compliance Oversight Council (COC) meeting.

Sanction Checks

The University of Louisville must exercise due diligence in hiring/screening employees, vendors, and
affiliates. Many federal and state sponsors and payors require the university to administer a sanction
check program. The ICO is responsible for oversight of the university sanction check program. As part

12
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of this program, university employees, vendors, and appropriate affiliated individuals are checked
against appropriate governmental exclusion, debarment, and suspension lists prior to hire or contract
award to ensure eligibility for hire and/or to participate in university programs. In addition, the ICO
performs annual oversight of all university employees and all university vendors with annual
expenditures over $1,000. The ICO completed its annual check of 7,995 vendors in November 2015
with all noted as eligible to participate in university programs. The ICO completed its annual oversight
check of 11,177 university employees in December 2015 with one individual identified with an
exclusion noted and managed.

Compliance Risk Assessment

Over 400 federal, state, local, and other regulations for which the university must comply were
identified as part of the university-wide compliance risk assessment (CRA) completed by the ICO for
fiscal year 2014/2015. Fraud, grant expenditures, and information/data security are identified as high
risk areas. The Compliance Oversight Council and the St. VP for Finance and Administration are taking
significant steps to mitigate these risk areas. The next CRA will be performed in the 2016/2017 fiscal
year.

Special Projects

The following special projects are currently in progress as of March 2015:

2017 Southern Association of Colleges and Schools Commission on Colleges (SACSCOC)
Reaffirmation Process Appointment for Compliance Certification Team

The ICO Compliance Manager was appointed in November 2014 to serve as a member of the Compliance
Certification Team for the 2017 SACSCOC Reaffirmation Process. The ICO Compliance Manager has
been assigned to review and update SACSCOC Commission Policies narratives:

¢ 3.13 Responsibility for compliance with other Commission Policies
e 3.13.1 Accrediting decisions of other agencies
3.14.1 Publication of accreditation status

2017 Southern Association of Colleges and Schools Commission on Colleges (SACSCOC)
Reaffirmation Process Appointment for Governance Subcommittee

The ICO Compliance Manager was appointed in November 2014 to serve as a member of the Governance
Subcommittee for the 2017 SACSCOC Reaffirmation Process. The ICO Compliance Manager has been
assigned to assist the AVP for Audit Services and Institutional Compliance with the review and update of
SACSCOC Governance narratives:

e 3.2.3 Board conflict of interest
e 3.2.4 External influence

e 3.2.5 Board dismissal

13
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Other Institutional Compliance Activities

Compliance Awareness

The ICO’s and Institutional Compliance Committee (ICC)’s Compliance Awareness Subcommittee, in
conjunction with the full ICC, continue to provide a university-wide compliance awareness and training
program that effectively educates employees of the importance of general compliance and the institutional
compliance program, including an emphasis on the University’s Code of Conduct. Institutional compliance
awareness efforts for 2016 include the following:

e Mailing of Compliance Hotline postcards to all university employees’ residences (mailed March 2,
2016)

e University of Louisville Institutional Compliance website at http://louisville.edu/compliance

e Display of Compliance Hotline poster at facilities of the Belknap, Health Sciences Center, and Shelby
Campuses with university employees

e New Employee Orientation held at Human Resources weekly

e Unit Business Manager’s meeting provided bi-annually in the spring and fall (last presented February
23,2016)

e Quarterly UofL Today Announcement

e Institutional Compliance Training Module for university employees completing other required
institutional training courses via CITI training platform.

Code of Conduct Attestation

The ICO is responsible for maintenance, distribution, and promotion of the University’s Code of Conduct,
including a current posting of the Code on the ICO’s website with links to related university policies and
inclusion at weekly new employee orientation.

Administrative Policy and Procedure Library — Planning, Development, and Implementation

The Compliance Oversight Council, in response to recommendation #3 in the Strothman and Company report
issued July 1, 2014, assigned responsibility to the AVP Audit Services and Institutional Compliance to
develop and implement a university-wide policy program in the September 2014 meeting.

The ICO completed a benchmarking review of 30 institutions, including all 17 Kentucky Council for
Postsecondary Education benchmarks and 13 additional ACC and Big Ten universities, in December 2014.
Six institutions were noted as having “model programs” with all containing the following elements in their
institutional policy programs, in addition to having an established “Administrative Policy on Policies:"

1. Web-based Policy Library — Using the University of Minnesota model, this library would be housed
under an “Administrative Policy Program” tab on the home page of the ICO’s website. This library
would be cross-referenced as necessary and appropriate throughout university publications and

14
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the “Administrative Policy Program” home page would be set as the first result listed via a search on
the words “policy” or “policies” on the UofL home page.

2. A to Z Search Option — This convenient search feature would be in addition to a major
categorization web-based policy library system.

3. Codified Policy Structure — Codification of administrative level policies is considered imperative to
allow for effective cross-reference to related departmental level policies and procedures, including, but
not limited to, review for consistency.

4. Policy Templates — policy development templates and FAQ’s are available via Administrative Policy
Program website to assist faculty and staff with policy development and maintenance.

On February 26, 2015, during a project kick-off meeting with the Sr. Vice President of Finance and
Administration, CFO/COO, the ICO was charged with moving forward with the development of an
administrative policy and procedure library for implementation at the University of Louisville.

On October 8, 2015, the availability of the online Policy and Procedure Library was announced via UofL -
Today email. The online library serves as the university’s central repository for university-wide administrative
policies and associated procedures, housing approximately 400 administrative policies and procedures and
providing links to the university’s key governance documents. The online library is publically accessible at
http:/louisville.edu/policies.

The ICO’s second phase of the policy and procedure library implementation includes working with
department contacts to ensure administrative policies and procedures have been linked to the online library
from the department’s website and are converted to the approved templates. The AVP for Audit Services and
Institutional Compliance has requested that all policies and procedures be converted to the approved templates
and submitted to the ICO by July 1, 2016. As of March 31, 2016, approximately 210 (53%) of the
administrative policies and procedures provided on departmental websites have been appropriately linked to
the online library and 130 (33%) of the policies and procedures have been converted to the approved
templates and submitted to the ICO for publication in the online library. A target deadline of October 1, 2016
has been set for completion of this phase.
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

AUDIT PLAN

2015-2016

Cash Handling

FMLA / Shared Leave Program - Review

Enterprise Application Security

Adidas Athletic Contract Terms and Conditions

Payroll/Timekeeping

General Ledger Reconciliations

Selected Federal Grant Review

Integrated Research Information System

Scholarships on Federal Grants

Continuous Auditing — Payroll and Accounts Payable

* James Graham Brown Cancer Center - Follow-up

* Department of Family and Geriatric Medicine -
Follow-up

Special Projects
A&S - Department of Communication
Clinical Trials Unit Cash Handling

Carry Over From 2014-2015 Audit Plan

Internal Controls Assessment over Federally
Sponsored Programs

ProCard Program

Information Privacy and Security

Accounts Payable

Endowment Stewardship

Clinical Research Billing Compliance.

Proposed 2016/2017 Audit Areas

Conflict of Interest Management Plan Process

Cash Handling — Selected Areas

Grants and Contracts

Information Security - Servers

Green — In Process
Blue — Report Drafted
Red — Report Issued

*_ Will be performed by the ULP Internal Audit Department with assistance by Audit Services if requested.
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Audit Services and Institutional Compliance Activities

June 2015 — March 2016

APPENDIX A - PROJECT RATING DEFINITIONS

Audit Services developed a project rating and issue prioritization system which was implemented in
July 2012. This process assigns one of five ratings to audit projects. Report issues are assigned a
priority based on the nature and significance of the issue. The ratings are related to the objectives of
the individual audit projects only. They are not intended to provide assurances as to the state of risk at
the university as a whole. Rating definitions are:

RATING

Excellent

Good

Satisfactory

Needs Improvement

Unsatisfactory

CONDITION

Overall performance exceeds the expected level

No report comments combined with very few technical exceptions or verbal
comments

Overall performance meets the expected level

1.
2.
3.

Few moderate priority report comments which are minor in nature

One or two high priority comments which were corrected during the audit
Relatively few technical exceptions or verbal comments which were easily
corrected in a short period, combined with a few moderate priority report
comments

Overall performance does not consistently meet the expected level

1

2.
3.
4.

Several moderate priority report comments

Average number of technical exceptions or verbal issues

Two or more high priority report comments

Report comments that require routine efforts (reorganization, time, or
resources) to correct in the normal course of business

Overall performance is weak and frequently falls below expected levels

1.
2.
3.
4.

5.

Numerous moderate priority report comments

Three or more high priority report comments

Internal control weaknesses that create above average exposures, including
unidentified losses from fraud, embezzlement, or misappropriation

Report comments that require substantial effort (reorganization, time, or
resources) to correct

Reoccurring report comment(s)

Overall performance is unacceptable

NowunkAwLb -

Excessive number of report comments

Several major report comments (High priority)

Unreasonable deadlines for correction of report comments

Previously reported, unresolved report comments

Significant violations of law, regulations, or established policies

Internal control weaknesses that create substantial or material exposures

Fraud, embezzlement, or misappropriation of funds occurred because of failure
to maintain controls or follow established policies or procedures

17
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Audit Services and Institutional Compliance Activities
June 2015 — March 2016

APPENDIX B - ISSUE PRIORITY DEFINITIONS

Issue Priority definitions given below.

PRIORITY

CONDITION

?

High

Management should initiate immediate action to address the issue

A o

Major internal control weakness

Major policy or procedure exceptions

Significant unmitigated risk exposures

Major financial impact — loss, misstatement, errors, fraud (regardless of amount)
Non-compliance with significant laws or regulations

Significant potential opportunity for revenue enhancement, cost savings,
efficiencies, and improvements

Management should initiate timely action to address the comment

S, L=

Substantial internal control weakness

Substantial policy or procedure exceptions

Substantial unmitigated risk exposure

Substantial financial exceptions

Substantial non-compliance with laws and regulations

Substantial opportunities to enhance revenue, reduce costs, or realize efficiencies

18
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Audit Services & Institutional Compliance

Audit Projects Completed June 2015 — March 2016

Employee Tuition Remission

Delphi Center

School of Medicine — Department of Surgery

University Firewall

College of Arts and Sciences — Department of Communication
Health Sciences Center — Cash Handling

Accounts Payable

Clinical Research Billing Compliance

Information Privacy and Security

ProCard Program

Internal Controls Assessment over Federally Sponsored Programs
Clinical Trials Unit Cash Handling

Good

Good

Needs Improvement
Satisfactory

Review

Follow Up

Good

Good

Needs Improvement
Good / Satisfactory
Consulting

Review
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Audit Services & Institutional Compliance

2015-2016 Audit Plan

Cash Handling

FMLA / Shared Leave Program Review

Enterprise Application Security

Adidas Athletic Contract Terms and Conditions

Payroll / Timekeeping

General Ledger Reconciliations

Selected Federal Grant Review

Integrated Research Information System (iRIS)

Scholarships on Federal Grants

Continuous Auditing — Payroll and Accounts
Payable

* James Graham Brown Cancer Center —
Follow-up

* Department of Family and Geriatric Medicine
— Follow-Up

Special Projects/Reviews
A&S — Department of Communication
Clinical Trials Unit — Cash Handling

Carry Over from 2014-2015 Audit Plan

Internal Controls Assessment of Federally
Sponsored Programs

ProCard Program

Information Privacy and Security

Accounts Payable

Endowment Stewardship

Clinical Research Billing Compliance

Proposed 2016/2017 Audit Areas

Conflict of Interest Management Plan Process

Cash Handling — Selected Areas

Grants and Contracts

Information Security - Servers

Green — In Process
Blue — Report Drafted
Red — Completed

* - Will be performed by ULP Internal Audit Department with assistance by Audit Services if requested.
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Audit Services & Institutional Compliance

Compliance Oversight Council

Purpose
« Oversight committee for Institutional Compliance and Audit Services

« Serves as a forum to discuss important compliance issues
« Receives and reviews Audit Services Reports

+ Reviews the status of audit recommendations and ensures follow-up on action plans

Membership

CFO/COO (Chair) VP Strategy/General Counsel
Associate VP Health Affairs Associate VP Research
Executive VP Research ' Faculty Member

Executive VP/Provost AVP Audit Services/Compliance

Academic Dean
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RECOMMENDATION TO THE AUDIT COMMITTEE OF
THE BOARD OF TRUSTEES CONCERNING APPROVAL OF
THE FY-16 AUDIT PLAN

Audit Committee — April 14, 2016

RECOMMENDATION:

The President recommends the Audit Committee of the Board of Trustees approve the

Audit Services project plan for FY-16:

FY-16 AU

DIT PLAN

Cash Handling

FMLA / Shared Leave Program - Review

Enterprise Application Security

Adidas Athletic Contract Terms and
Conditions

Payroll/Timekeeping

General Ledger Reconciliations

Selected Federal Grant Review

Integrated Research Information System

Scholarships on Federal Grants

Continuous Auditing — Payroll and
Accounts Payable

* James Graham Brown Cancer Center -
Follow-up

* Department of Family and Geriatric
Medicine - Follow-up

Special Projects
A&S - Department of Communication
Clinical Trials Unit Cash Handling

Carry Over From 2014-2015 Audit Plan

Internal Controls Assessment over
Federally Sponsored Programs

ProCard Program

Information Privacy and Security

Accounts Payable

Endowment Stewardship

Clinical Research Billing Compliance

Green — In Process
Blue — Report Drafted
Red — Report Issued

* - Will be performed by the ULP Internal Audit Department with assistance by Audit

Services if requested.

COMMITTEE ACTION:
Passed

Did Not Pass

Other

Assistant Secretary
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RECOMMENDATION TO THE AUDIT COMMITTEE OF
THE BOARD OF TRUSTEES CONCERNING APPROVAL OF
THE FY-17 AUDIT PLAN

Audit Committee — April 14, 2016

RECOMMENDATION:

The President recommends the Audit Committee of the Board of Trustees approve the
Tentative Audit Services project plan for Fy-17:

Proposed FY-17 Audit Areas

Conflict of Interest Management Plan Process Cash Handling — Selected Areas

Grants and Contracts [nformation Security - Servers

COMMITTEE ACTION:
Passed

Did Not Pass

Other __

Assistant Secretary
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RECOMMENDATION TO THE AUDIT COMMITTEE OF THE
BOARD OF TRUSTEES CONCERNING THE CONSOLIDATED
AUDITED FINANCIAL STATEMENTS FOR YEAR ENDING JUNE 30, 2016 AND
INDEPENDENT AUDITOR’S REPORT

Audit Committee — November 7, 2016

RECOMMENDATION:

The President recommends that the Audit Committee of the Board of Trustees approve
the attached draft financial statements for the period ending June 30, 2016. Upon
approval by the Audit Committee and issuance of the Independent Auditor’s unqualified
Report as presented under Governmental Accounting Standards Board (GASB) 34, the
financial statements will be forwarded to the Auditor of Public Accounts for the
Commonwealth. Final versions of the financial statements will be submitted to the full
Board of Trustees at the November 29, 2016 meeting of the Board.

COMMITTEE ACTION:
Passed

Did Not Pass

Other

Assistant Secretary
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UNIVERSITY OF LOUISVILLE AND AFFILIATED CORPORATIONS
A Component Unit of the Commonwealth of Kentucky

Auditor’s Report and Financial Statements
June 30, 2016 and 2015
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UNIVERSITY OF LOUISVILLE AND AFFILIATED CORPORATIONS
A Component Unit of the Commonwealth of Kentucky

Management's Discussion and Analysis (Unaudited)

Introduction

The following discussion and analysis provides an overview of the financial position and activities of the
University of Louisville and Affiliated Corporations (the University) for the years ended June 30, 2016,
and 2015 with comparative financial information for fiscal year 2014. The affiliated corporations include
the University of Louisville Research Foundation, Inc. (Research Foundation) and the University of
Louisville Athletic Association, Inc. (Association). This discussion contains highly summarized data and
should be read in conjunction with the financial statements and the notes thereto, which follow this
section.

Using the Financial Statements

The University’s financial report includes three financial statements: the Statements of Net Position; the
Statements of Revenues, Expenses and Changes in Net Position; and the Statements of Cash Flows. These
financial statements have been prepared by University management in accordance with the Governmental
Accounting Standards Board (GASB) principles.

The Statements of Net Position present the assets, deferred outflows of resources, liabilities, deferred
inflows of resources and net position of the University at a point in time (June 30, 2016, 2015 and 2014).
Net position (the difference between total assets, total liabilities, total deferred outflows of resources and
total deferred inflows of resources) provides a snapshot of the current financial condition of the
University at the end of a fiscal year. The change in net position indicates whether the overall financial
condition has improved or worsened during the year. Assets, liabilities, deferred outflows of resources
and deferred inflows of resources are generally measured using current values. Pledges receivable with
payment terms greater than one year are discounted. Capital assets are stated at historical cost less
accumulated depreciation.

The Statements of Revenues, Expenses, and Changes in Net Position present the total revenues earned
and expenses incurred by the University during the fiscal year(s). The statements depict the major revenue
streams of the University and expense categories supported by that revenue. Changes in net position
indicate an improvement or decline of the University’s financial condition for the period of time
illustrated.

The Statements of Cash Flows present cash inflows and outflows for each fiscal year. The statement
reports major sources and uses of cash and assists with the assessment of the ability of the University to
meet its obligations when due.

See footnote 1 for a summary of significant accounting policies.

Statements of Net Position

The statements of net position present the financial position of the University at the end of the fiscal year
and include all assets, liabilities, deferred outflows of resources and deferred inflows of resources of the

University. The University’s assets, liabilities, deferred outflows of resources, deferred inflows of
resources and net position at June 30, 2016, 2015 and 2014 are summarized on the following page:
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Condensed Statements of Net Position
June 30, 2016, 2015, and 2014

(In Thousands)
2016 - 2015 2015 - 2014
2016 2015 2014 Change Change '
ASSETS )
Current assets $ 232242 $ 239,699 $ 194,306 $ (7.457) % 45,393
Long-term investments 27,940 37912 54,718 (9,972) (16,806)
Capital assets, net 868,398 864,686 876,058 3,712 (11,372)
Other 97,248 72,122 74,340 25,126 (2,218)
Total assets 1,225,828 1,214,419 1,199,422 11,409 14,997
DEFERRED OUTFLOWS OF RESOURCES 6,967 851 957 6,116 (106)
LIABILITIES
Current liabilities 187,106 174,602 179,620 12,504 (5,018)
Noncurrent liabilities 326,023 330,417 322,071 (4,394) 8,346
Total liabilities 513,129 505,019 501,691 8,110 - 3,328
DEFERRED INFLOWS OF RESOURCES 175 3,671 4,881 (3,496) (1,210)
NET POSITION
Net investment in capital assets 632,789 612,364 ) 611,785 20,425 579
Restricted-nonexpendable 1,633 1,791 1,656 (158) 135
Restricted-expendable 92,008 80,099 75,927 11,909 4,172
Unrestricted (6,939) 12,326 4,439 (19,265) 7,887
Total net position $ 719,491 $ 706,580 $ 693,807 $ 12,911 $ 12,773
Assets

Current assets consist primarily of cash; loans, accounts and contributions receivable; and short-term
investments.

In fiscal year 2016, current assets decreased $7.5 million, reflecting the decrease in short-term
investments of $9.8 million, and cash and cash equivalents of $8.2 million partially offset by the increase
of $9.8 million in loans, accounts and contributions receivable, net. The decrease in cash and short term
investments is the result of normal operations that saw an increase in almost all expense categories (see
discussion below on operating expenses). The increase in loans, accounts and contributions receivable,
net relates to an increase of $4.4 million in the amount receivable from insurance carriers for Medicaid
patients treated in University clinics and $2.8 million representing the restoration of a 2 percent cut in
state appropriation.

In fiscal year 2015 current assets increased $45.4 million, reflecting the increase in cash and cash
equivalents of $56.1 million offset by decreases in loans, accounts and contributions receivable (net) of
$6.6 million and due from the Foundation of $5.9 million. Cash increased due to the receipt of $33.8
million of strategic funding from KentuckyOne Health, the net sale of investments totaling $13.2 million,
and cash realized from $7.0 million in proceeds from the issuance of long-term liabilities.

As of June 30, 2016, the $12.3 million in current assets owed to the University by the Foundation
includes $10.4 million committed from a tax increment financing arrangement and $1.9 million to
reimburse June 2016 endowment and gift disbursements made by the University. The amount owed by
the Foundation as of June 30, 2015 includes $5.5 million for disbursements made by the University on
behalf of the Foundation and $4.1 million committed from a tax increment financing arrangement.
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Capital assets, net of accumulated depreciation, represent 71% of total assets. Other noncurrent long-term
investments, noncurrent loans, accounts and contributions receivable and restricted cash and cash
equivalents comprise the remainder of assets.

Noncurrent assets increased $18.9 million: this includes, increases in restricted cash and cash equivalents
of $11.0 million for construction projects and the balance owed by the University of Louisville Real
Estate Foundation (ULREF) of $9.8 million on an outstanding loan. Restricted cash and cash equivalents
increased $11.0 million due to funds transferred to fund construction projects and the receipt of $7.8
million of capital appropriation to fund the Belknap Research & Technology Park capital project, partially
offset by progress payments to contractors. The amount due from the ULREF of $9.8 million is the
balance owed on the June 2015 loan of $38.0 million to the ULREF. Decreases in noncurrent assets are
attributable to a decrease of $5.3 million in other long-term investments of working capital in U.S.
agencies obligations or other government obligations that matured and were not reinvested, and $4.6
million in investments held with the Foundation by the Athletic Association.- The decrease in investments
held with the Foundation by the Athletic Association is the result of a decline in market value.

In fiscal year 2015, noncurrent assets decreased $30.4 million, including decreases in other noncurrent
long-term investments of $16.8 million and capital assets (net) of $11.4 million. The decrease in capital
assets (net) relates to depreciation additions which exceeded asset additions by $9.6 million and a net loss
on disposal of retired assets of $1.8 million, primarily due to:the demolition of certain residence halls for
new construction.

Deferred Outflows of Resources

Deferred outflows of resources represent a consumption of net assets applicable to a future period. The
University reports as deferred outflows of resources the loss on refunding of the Consolidated Educational
Building Revenue Bonds (CEBRB) Series N and Series O by the: issuance of General Receipts Bonds
2012 Series A and the loss on refunding the County of Jefferson Kentucky Governmental Lease Revenue
Bonds, Series 1997 by the issuance of Metro Government Revenue Refunding and Improvement Bonds,
Series 2008A. These deferred outflows decreased $0.2 million relating to its recognition as expense.
During the fiscal year 2016 the University refunded CEBRB Series P, and General Receipts Bonds Series
2007A, 2008A and 2010A by the issuance of General Receipts Bonds Series 2016 Series A, Series B and
Series C resulting in a loss on refunding totaling $5.9 million, an addition to deferred outflows. The
University also reports the value of an interest rate swap entered into as a part of a term loan received in
June 2013. A decrease in the value of the swap resulted in an addition to deferred outflows of $0.3
million. In fiscal year 2015, the decrease of $0.1 million relates to the recognition of $0.2 million of
deferred loss on refunding as expense partially offset by the increased deferred outflow from the reduced
value of the interest rate swap.

Liabilities

Accounts payable and accrued liabilities, and advances for payment received but unearned, comprise 87%
of total current liabilities. In fiscal year 2016, the $12.5 million increase in current liabilities relates
primarily to the $8.6 million increase in advances from KentuckyOne Health expected to be invested over
the next year as per the University-KentuckyOne Health Academic Affiliation Agreement (Academic
Affiliation Agreement). In fiscal year 2015 a $5.0 million decrease in current liabilities related primarily
to the $7.7 million decrease in accounts payable and accrued liabilities. Accounts payable and accrued
liabilities decreased as a result of payment of benefits related to a voluntary separation incentive program
and completion of construction projects of the Athletic Association. ’

Noncurrent liabilities consist primarily of the portion of bonds, notes, and leases payable in excess of one

year. In fiscal year 2016 the $4.4 million decrease in noncurrent liabilities is due to the decrease in bonds
and notes payable. Bonds, notes and leases payable decreased for maturities totaling $103.5 million
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partially offset by additions during the year of $99.6 million. In fiscal year 2015 the $8.3 million increase
in noncurrent liabilities relates primarily to the $20.2 million increase in advances offset by the $15.2
million decrease in bonds and notes payable. Advances increased for unspent funding received from
KentuckyOne Health under the Academic Affiliation Agreement. Bonds and notes payable decreased for
principal maturities during the year.

Deferred Inflows of Resources

Deferred inflows of resources represent an acquisition of net position that applies to future periods. This
includes the fair value of a forward delivery agreement for the investment of debt service reserves related
to the Athletic Association. As the derivative is considered to be effective in the reduction of risk, the
change in fair value is shown as a deferred inflow of resources. In fiscal year 2016, the fair value of the
forward delivery agreement decreased $63,000. In fiscal year 2015, the fair value of the forward delivery
agreement decreased $66,000.

Service concession arrangements that are reflected as deferred inflows of resources represent the net of
investments and contributions provided by agreement with the University’s food service provider. In
fiscal 2016 the University re-bid its food service contract and selected a new provider. Due to the
termination of the existing food service provider’s contract, the remaining $3.4 million previously
reflected as a deferred inflow of resources was reflected as revenue.

Net Position

The University’s net position is summarized into four major categories in accordance with GASB
Statement No. 35 Basic Financial Statements and Management'’s Discussion and Analysis for Public
Colleges and Universities reporting requirements as amended by GASB Statement No. 63 Financial
Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources and Net Position as follows:

s Net Investment in Capital Assets represents the University’s investment in capital assets such as
land, buildings, equipment and depreciable library materials, net of accumulated depreciation,
related deferred outflows of resources reduced by related deferred inflows of resources and debt
attributable to the acquisition, construction, or improvement of those assets.

" Restricted-nonexpendable funds include amounts that are subject to externally imposed
restrictions that require the University to maintain the assets in perpetuity. These balances are the
permanent endowment for scholarships and other purposes.

" Restricted-expendable funds are those that are subject to externally imposed restrictions
governing their use for a particular purpose or period of time. The University’s most significant
components in this category consist of amounts restricted for capital projects debt service,
research, and public service.

»  Unrestricted net position results primarily from net operating income in excess of expenses.
Although unrestricted net position is not subject to externally imposed stipulations, substantially
all of the University’s unrestricted net position has been designated for various academic
programs, research initiatives, and capital projects.

For fiscal year 2016 net position increased $12.9 million as compared to June 30, 2015. Operating
revenues increased $41.2 million from the following sources: Clinical services and practice plan revenue
increased by $16.9 million or 7%, including a $9.0 million increase in Medicaid related patient revenue
and intergovernmental transfers and an increase of $8.2 million in revenue from the Academic Affiliation
Agreement with KentuckyOne Health strategic investments. Nongovernmental and Federal grants and
contracts revenue increased $10.5 million and $5.5 million, respectively, reflecting increases in awards.
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Offsetting these increases in operating revenue, operating expenses for fiscal year 2016 increased by
$46.3 million (5%) including $18.3 million in institutional support and-$14.6 million in public service.
These increases are mainly the result of increases of $13.1 million of administrative expenses formerly
accounted for by the Foundation and $9.5 million of expense funded from the Academic Affiliation
Agreement with KentuckyOne Health. Administration costs funded by the Foundation were reported on
separate Foundation financial statements for fiscal year 2015. Net non-operating revenues and other
revenue increased $5.2 million. Net assets contributed by the Foundation increased $28.8 million for
transfer of gift revenue and funding supporting University administrative programs. This increase was
partially offset by decreases in the categories “other non-operating revenue” of $10.0 million and “gifts”
of $7.7 million. Gift revenue decreased primarily from receipt of a gift of $8.6 million from University
Physicians Group, Inc. in fiscal year 2015. The “Other non-operating revenue” category decreased due to
receipt of an $8.7 million grant from the Pediatric Foundation in fiscal year 2015.

In fiscal year 2015, net position increased $12.8 million. Gross tuition increased $11.7 million, offset by
scholarship discounts from the Foundation. Clinical services and practice plan revenue increased by
$24.5 million as a result of a $10.0 million increase in Medicaid related patient revenue and
_ intergovernmental transfers and $12.5 million in additional revenue from the Academic Affiliation
Agreement with KentuckyOne Health. Net non-operating revenues and other revenue increased $69.4
million: this includes $53.7 million in contributions from the Foundation related to gifts and endowments
included in the University’s consolidated statements. Operating expenses increased by $90.6 million
mainly the result of $58.7 million of expense charged to gifts and endowments included in the
University’s consolidated financial statement and for expense under the Academic Affiliation Agreement
with KentuckyOne Health totaling $12.5 million.

Statements of Revenues, Expenses and Changes in Net Position
The statements of revenues, expenses and changes in net position. present the University’s results of

operations. Condensed statements of the University’s revenues, expenses and changes in net position for
the years ended June 30, 2016, 2015 and 2014, are summarized on the following page:
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Condensed Statements of Revenues, Expenses and Changes in Net Position
Years ended June 30, 2016, 2015, and 2014

(In Thousands)
2016 - 2015 2015-2014
2016 2015 2014 Change Change
OPERATING REVENUES
Student tuition and fees, net $ 209,503 $ 209,834 $ 209,442 $ (331 $ 392
Clinical services and practice plan 269,305 252,446 227,858 16,859 24,588
Grants and contracts 103,416 90,135 91,886 13,281 (1,751)
Facilities and administrative cost recoveries 24,611 22,596 21,965 2,015 631
Other 102,734 . 93,329 81,262 9,405 12,067
Total operating revenues 709,569 668,340 632,413 41,229 35,927
OPERATING EXPENSES
Depreciation 51,295 53,339 56,333 (2,044) (2,994)
Other 959,370 911,024 817,350 48,346 93,674
Total operating expenses 1,010,665 964,363 873,683 46,302 90,680
NONOPERATING REVENUES (EXPENSES)
State appropriations 142,213 140,744 147,256 1,469 6,512)
Other nonoperating revenues 171,794 168,052 92,164 3,742 75,888
Total nonoperating revenues 314,007 308,796 239,420 5211 69,376
Increase/(decrease) in net position 12,911 12,773 (1,850) 138 14,623
Net position - beginning of year 706,580 693,807 695,657 12,773 (1,850)
Net position - end of year $ 719,491 $ 706,580 $ 693,807 $ 12911 $§ 12,773

Operating Revenues

Tuition and state appropriations provide the chief sources of support for the University's academic
programs. Revenues from tuition, clinical services, and certain grants and contracts are classified as
operating revenues as defined by GASB Statement No. 35, Basic Financial Statements and
Management's Discussion and Analysis for Public Colleges and Universities. Other revenue sources,
such as state appropriations and investment income are considered non-operating revenues.

Student tuition and fees, net of allowances for scholarships and fellowships of $91.2 million and
$83.7 million, were $209.5 million and $209.8 million, or 30% and 31% of total operating revenues, for
the years ended June 30,2016 and 2015, respectively. Gross tuition and fees revenues increased
$7.2 million, or 2% compared to the previous year. The increase resulted from a 5% increase in tuition
and fees offset by an increase in tuition discount of $7.5 million representing increased funding for
scholarships and fellowships.

In fiscal year 2015, gross tuition and fees revenues increased $11.7 million, or 4% compared to the
previous year. This additional revenue resulted from budgeted tuition rate increases providing
$10.4 million and increased enrollment and other fee increases providing $1.3 million. The increase was
offset by an increase in tuition discount of $11.3 million, directly related to a change during 2015 in the
reporting of Foundation scholarships. Scholarship expense funded by gift and endowment earnings is now
reported in the University’s consolidated financial statement.

Clinical services and practice plan revenue amounted to $269.3 million and $252.4 million, or about 38%
of total operating revenues for each of the years ended June 30, 2016 and 2015. These revenues relate to
patient care performed in clinics under contractual arrangements with governmental and private insurers,
laboratory services and clinical support provided by affiliated hospitals and the University’s professional
practice plan. Clinical services and practice plan revenue increased by $16.9 million or 7%, including a
$9.0 million increase in Medicaid related patient revenue and intergovernmental transfers. Revenue from

-8-
37/116



the Academic Affiliation Agreement with KentuckyOne Health increased $8.2 million for strategic
investments, partially offset by a decrease of $1.7 million in research infrastructure investments. In fiscal
year 2015, clinical services and practice plan revenue increased by $24.6 million or 11%, including $10.0
million increase in Medicaid related patient revenue and intergovernmental transfers. Revenue from the
academic affiliation agreement with KentuckyOne Health increased $10.6 million for academic program
support, $8.1 million for strategic investments, and $4.4 million for research infrastructure investments.
These increases were offset by a reduction of $7.5 million in discretionary funding from the prior year.

Revenue from grants and contracts was $103.4 million and $90.1 million for the years ended
June 30, 2016 and 2015, respectively. This increase reflects increases in grants and contracts available
from Federal and Nongovernmental sources.

The University receives revenues for research and contracts from government and private sources, which
normally provide for the recovery of direct and indirect costs. Facilities and administrative (F&A) cost
recoveries were $24.6 million and $22.6 million for the years ended June 30, 2016 and 2015. F&A cost
recovery generally follows the trend in direct cost revenues and expenditures.

The following is a graphic illustration of revenues by source that are used to fund the University’s
operating activities for the years ended June 30, 2016, 2015 and 2014 (in millions):

Operating Revenues
Years ended June 30, 2016, 2015, and 2014

B Student tuition and fees

OClinical services

OGrants and contracts

@F&A cost recoveries

QOther

Operating Expenses

Operating expenses were $1.0 billion and $964.4 million and exceeded operating revenues by
$301.1 million and $296.0 million for the years ended June 30, 2016 and 2015, respectively. When offset
by total non-operating revenues of $314.0 million and $308.8 million, total net position for the year
increased by $12.9 million and $12.8 million for the years ended June 30, 2016 and 2015, respectively,
and decreased $1.9 million for the year ended June 30, 2014. Operating expenses for fiscal year 2016
increased by $46.3 million or 5% over the amount reported in the previous year. Salaries, wages and
benefits increased $42.6 million and supplies and services increased $7.1 million. These increases were
somewhat mitigated by declines in depreciation, utilities, and the amount recorded as scholarship
expense. During fiscal year 2015, operating expenses increased by $90.6 million or 10% over the amount
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reported in the previous year. The increase is mainly the result $58.7 million of expense charged to gift
and endowments reported in the University’s consolidated financial statements. These amounts were
reported in the Foundation financial statement for years prior to fiscal year 2015.

Graphic illustrations of total expenses by functional and natural classifications for the years ended
June 30, 2016, 2015 and 2014 (in millions) are summarized as follows and on the following page:

Operating Expenses by Functional Classification
Years ended June 30, 2016, 2015, and 2014

Binstruction

DOResearch

WPublic service

O Academic support
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ODepreciation
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Operating Expenses by Natural Classification
Years ended June 30, 2016, 2015, and 2014
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BEmployece benefits

QUtilities

- OScholarships and fellowships
$129.5 B . : £ ‘

; ol W Depreciation |
|_$33.3 | g :
$53.3

DOSupplies and other services |

2016 2014 2014

Nonoperating Revenues (Expenses)

General state appropriations of $142.2 million and $140.7 million were the most significant non-operating
revenues for the years ended June 30, 2016 and 2015, respectively.

Net non-operating revenues and other revenues increased $5.2 million from the prior year including the
increase in net assets contributed by the Foundation of $28.8 million, partially offset by decreases in other
non-operating revenues of $10.0 million, gifts of $7.7 million and capital appropriation of $4.2 million.
Contributions from the Foundation increased primarily as result of timing of the transfer of gift revenue
and for funding transferred to Foundation administrative programs that were reported by the University
during fiscal year 2016. During the prior year gifts were only transferred to the University as necessary to
cover cash deficits and the administrative programs were reported by the Foundation. Gifts revenue
decreased mainly from the receipt of a gift during fiscal year 2015 totaling $8.6 million from University
Physicians Group, Inc. Other non-operating revenue decreased due to the receipt during fiscal year 2015
of a grant totaling $8.7 million from the Pediatric Foundation. Capital appropriation revenue reimburses
expenses of the development of a new research park on the Belknap Campus.

In 2015 net non-operating revenues and other revenues increased $69.4 million from the prior year
including the increase in net assets contributed by the Foundation of $53.7 million, a decrease in capital
gifts of $4.8 million and an increase in capital appropriation of $11.4 million. The increase in
contributions by the Foundation represents the funding of a conversion from the Foundation during 2015
of gift and endowment expense budgets.
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Statements of Cash Flows

The statements of cash flows provide additional information about the University’s financial results by
reporting the major sources and uses of cash. The condensed statements of cash flows for the years ended
June 30, 2016, 2015 and 2014 are summarized below:

Condensed Statements of Cash Flows
Years ended June 30, 2016, 2015, and 2014

(In Thousands)
2016 - 2015 2015-2014
. 2016 2015 2014 Change Change
Cash (used)/provided by: E

Operating activities $(252,771)  § (202,404) $ (210,628) $ (50,367) $ 8,224

Noncapital financing activities 275,621 293,610 231,699 (17,989) 61,911

Capital and related financing activities (36,566) (52,389) (81,910) 15,823 29,521

Investing activities 16,523 14,545 8,466 1,978 6,079

Net (decrease)/increase in cash and cash

equivalents 2,807 53,362 (52,373) (50,555) 105,735
Cash and cash equivalents, beginning of year 149,042 95,680 148,053 53,362 (52,373)

Cash and cash equivalents, end of year $ 151,849 $ 149,042 $ 95,680 $ 23807 $ 53,362

Cash used by operating activities for fiscal year 2016 increased $50.4 million due to an increase in cash
used for payments to employees of $42.6 million, payments to suppliers of $16.8 million and decreased
cash provided by clinical services and practice plan of $12.4 million. Partially offsetting these decreases
is increased cash provided by grants and contracts of $6.8 million and increased cash provided by
intercollegiate athletics of $5.8 million.

Net cash provided by noncapital financing activities decreased $18.0 million due to the receipt of a grant
in 2015 from the Pediatric Foundation of $8.7 million that was not given in 2016 and decreased cash
provided by gifts and grants totaling $5.6 million.

Cash used for capital and related financing activities decreased $15.8 million. The decrease is the result of
cash provided from proceeds from issuance of long-term liabilities of $107.6 million partially offset by
cash used for principal payments of $79.3 million, cash used for payment of issuance costs of $7.8
million and decreased cash provided from capital appropriations of $4.2 million.

Cash from investing activities increased $2.0 million due mamly to the reductlon in the purchase of
mvestments from working capital.

For fiscal year 2015, cash used by operating activities decreased $8.2 million due to an increase in cash
provided by clinical services and practice plan of $48.7 million and increased cash provided by
intercollegiate athletic activities of $14.7 million partially offset by increased cash used for payments to
employees of $47.3 million. Net cash provided by noncapital financing activities increased $61.9 million
primarily due to increased cash provided by contributions from related entities of $49.6 million, increased
cash provided by gifts and grants of $9.2 million and increased cash provided by other noncapital
financing activities of $9.0 million. Cash provided by state appropriation decreased $6.5 million
offsetting these increases. Cash used for capital and related financing activities decreased $29.5 million
due mainly to an increase in cash provided from capital appropriations of $11.4 million and cash provided
from the proceeds from issuance of long-term liabilities of $7.0 million. Capital and financing activities
included renovation projects, a master lease agreement entered into by the University to fund certain
investments in energy efficiency and completion of various projects of the Association. Cash from
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investing activities increased $6.1 million due mainly to an increase in the net amount of investments
sold.

Capital Asset and Debt Administration

The University continues to invest in new and renovated facilities to meet the needs of students, faculty
and staff. Significant projects completed, in process and approved but not started are listed below.

COMPLETED IN 2016

Ekstrom Library 1st Floor Renovation $ 2,200,000
MDR 4th Floor Renovation - Phase 5 705,000
K-Wing 2nd Floor Classroom Renovation 1,075,000
Resurface Running Track at Cardinal Park 910,000
COMPLETED IN 2015

Donald Baxter Cleanroom Expansion 960,000
Soccer Stadium 19,800,000
HSC Instructional Building Classroom

Renovation 8,600,000
Center for Predictive Medicine Expansion 9,500,000
IN PROGRESS FOR 2016

Belknap Classroom Building 80,500,000
Athletic Academic Center 19,300,000
Student Activity Center Renovation 40,000,000
Ekstrom Library 3rd Floor Renovation 2,750,000
MDR Building Masonry Restoration 2,080,000
Donald Baxter Building Cardiology GMP Facility 2,200,000
Note:

Capital Projects are projects where the costs are

greater than $600,000

Debt and Financing Activities

At the end of fiscal year 2016, the University had outstanding $252.0 million of bonds, leases and notes
payable (inclusive of discounts/premiums) as compared to $255.9 million and $271.2 million in 2015 and
2014, respectively. The decreases represent normal pay down of long term bonds, and in the current fiscal
year, the refunding of certain bonds by the issuance of General Receipts Bonds 2016 Series A, Series B
and Series C. General Receipts Bonds, 2016 Series A included $9.6 million to expand and renovate the
student activity center.

Graphic illustrations of bonds, notes and leases payable for the years ended June 30, 2016, 2015 and 2014
(in millions) are summarized below:
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Bonds, Notes and Leases Payablé
Years ended June 30, 2016, 2015, and 2014

i Leases payable
& Notes payable

@ Bonds payable

2016 2015 2014

A complete discussion of bonds, notes and leases payable is included in Note 9.

Component Units

The University of Louisville Foundation, Inc. (Foundation), University of Louisville Real Estate
Foundation, Inc. (ULREF), and University of Louisville Physicians, Inc. (ULP) are included as discretely
presented component units of the University. The Foundation acts primarily as a fundraising organization
to supplement the resources available to the University in support of its programs. The majority of the
Foundation’s assets relate to investments held for the benefit of the University. Investments at
June 30, 2016, were $640.0 million, a decrease of $87.7 million from the June 30, 2015 balance of
$727.7 million. Investments declined due to an outflow of funds for the annual endowment distribution
combined with a negative 5.5% return for the year.

The ULREF is a nonprofit corporation with the purpose to acquire, maintain, improve, leverage, manage,
lease and convey real and personal property for the benefit of the University.

ULP is a private, nonprofit corporation that functions as the corporate structure for the clinical practices
of the faculty of the University’s School of Medicine and maintains close financial and operational
relationships with the University.

All discretely presented component units have separate and independent governing boards. The
University’s Board of Trustees does not provide governance or administrative oversight for the discretely
presented component units.

Economic Factors That May Affect the Future

The 2016-18 biennial budget passed by the General Assembly in April 2016 included a 5.4% reduction in
net state appropriations to the University in fiscal year 2017, a decrease of $7.6 million. The University
faces the potential for an additional 5% cut in fiscal year 2018 if it does not meet certain performance
metrics. A committee of University Presidents, appointed by the Governor, is charged with designing and
recommending a performance funding model by December 2016.
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In light of the changing landscape in higher education both nationwide and in Kentucky, the University
has embarked on a consultative process aimed at re-shaping and re-engineering the financial, academic
and research “arcs” of the University. The “University of the 21* Century Initiative: Powering the 2020
Plan” is a broad-based, campus-wide initiative to advance the 2020 Plan goals while also addressing
emerging needs of students, faculty, staff, and campus community. This initiative focuses efforts on
empowering undergraduate learning, creating an environment for student success, enhancing excellence
-in graduate and professional education, creating additional revenue lines and cost efficiencies, and
investing in multidisciplinary areas of strength and emerging areas of research.

Despite continued funding challenges at both state and federal levels, the University has made
tremendous progress in meeting its 2020 goals and, as thls report reflects, is well- posmoned financially to
meet the upcoming fiscal challenges.

This financial report is designed to provide a general overview of the University’s finances and to show
the University’s accountability for the money it receives. Questions about this report and requests for
additional financial information should be directed to the Controller, University of Louisville, Louisville,
KY 40292.
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University of Louisville and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky
Statements of Net Position
June 30, 2016 and 2015

(In Thousands)
2016 2015
ASSETS
Current Assets
Cash and cash equivalents $ 123,803 $ 132,014
Deposit with bond trustee and escrow agent 5,754 7,848
Short-term investments 918 10,738
Loans, accounts and contributions receivable, net 78,821 68,984
Due from University of Louisville Foundation, Inc. 12,340 9,574
Inventories 883 948
Other assets 9,723 - 9,593
Total current assets 232,242 239,699
Noncurrent Assets
Restricted cash and cash equivalents 28,046 17,028
Deposit with bond trustee and escrow agent 5,242 3,978
Loans, accounts and contributions receivable, net 43,455 40,026
Due from University of Louisville Foundation, Inc. 9,962 ’ 9,962
Due from University of Louisville Real Estate Foundation, Inc. 9,800 -
Investments held with University of Louisville Foundation, Inc. 25,952 30,583
Other long-term investments 1,988 7,329.
Other long-term assets 743 1,128
Capital assets, net 868,398 864,686
Total noncurrent assets 993,586 974,720
Total assets 1,225,828 1,214,419
DEFERRED OUTFLOWS OF RESOURCES 6,967 851
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 86,275 84,032
Uneaned compensation and wages payable 1,686 522
Advances 75,962 67,334
Bonds and notes payable 23,183 22,714
Total current liabilities 187,106 174,602
Noncurrent Liabilities
Due to University of Louisville Foundation, Inc. . 316 316
Note payable to University of Louisville Foundation, Inc. 1,000 1,000
Unearned compensation and wages payable . 7,895 7,599
Deposits 918 902
Advances 32,591 . 35,251
Amounts due to federal government for student loan programs 16,199 16,149
Other long-term liabilities - 38,283 35,996
Bonds and notes payable 228,821 233,204
Total noncurrent liabilities 326,023 330,417
Total liabilities 513,129 505,019
DEFERRED INFLOWS OF RESOURCES 175 3,671
NET POSITION
Net investment in capital assets 632,789 612,364
Restricted for:
Nonexpendable
Scholarships and fellowships - 1,633 1,791
Expendable
Scholarships and fellowships 2,587 882
Research 18,682 5,299
Instruction . 5,158 3,211
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