MEETING OF AUDIT COMMITTEE
Community College of Philadelphia
Monday, September 29, 2014 — 10:45 a.m.

Present: Mr. Anthony J. Simonetta, Mr. Jeremiah White (via telephone), Donald Generals,
Ed.D., Mr. Todd E. Murphy, Mr. James P. Spiewak, Jill Garfinkle Weitz, Esq., Mr.
Robert Lucas; and representing Grant Thornton: Mr, Brian Page, Ms. Elizabeth
Ireland and Mr. Anthony B. Scott (via telephone)

Not Present:  Mr. Matthew Bergheiser

AGENDA — PUBLIC SESSION

(1) 2013-14 Final Budget Results (Information Item):

Mr. Spiewak provided a brief overview of the College’s budget status and
reminded Committee members that much of the discussion regarding the budget took
place at the Business Affairs Committee meeting held on September 17, 2014. He
pointed out the College ended the year with a surplus of $2.2 million. Tuition and fee
revenues were $1.85 million higher than budgeted due to an increase in credit
enroliments. Final expenses of $122.8 million were $1.1 million or .9% lower than

original budget. Attachment A (2013-2014 Final Budget Results) provides reasons for

variances in revenue and expense categories.

(2) 2013-14 Fiscal Year Audit Report (Action Item):

~ Attachment B contains the formal presentation and audit results for the 2013-
2014 fiscal year made by Mr. Brian Page, Engagement Partner, and Ms. Elizabeth
Ireland, Senior Manager, from Grant Thornton. Mr. Page began the discussion by
reviewing the roles and responsibilities for the financial statements including the
auditors, the Board (and Audit Committee) and management reviewed the types of
reports the auditors will issue under generally accepted auditing standards (GAAS), and
government auditing standards since the College receives so much in financial aid funds.
Mr. Page pointed out that they do not give an opinion on the statistical section of the
financial statements and supplementary information. Mr. Simonetta asked if the
auditors are reviewing the information to ensure its consistency with the audited
financial statements. Mr. Page affirmed.

Mr. Page then discussed the scope of Grant Thornton’s audit and provided the
communications required by GAAS. Specifically, during the course of Grant Thornton’s
audit, the auditors would identify fraud risks, matters of internal control or material non-
compliance. The audit process was a substantive audit, which consists of those
activities performed by the auditor to detect material misstatement or fraud. The
auditors do test and walkthrough the College’s internal controls over areas related to
governance, financial reporting, information technology and other key areas such as
revenues, employee compensation and payables. Mr. Simonetta asked, given that this is
Grant Thornton’s first year auditing the College, if there were any added procedures.
Mr. Page indicated that they had carefully reviewed the work papers of KPMG, the



College’s previous auditor. The auditors reviewed tests that were performed, the scope
of the prior year field work, lease documents, and debt agreements to get an
understanding of prior year balances and the financial reporting structure. The auditors
also reviewed any new changes in internal controls.

Mr. White asked if Grant Thornton reviewed anything as it relates to conflict of
interest. Mr. Page indicated that the auditors do understand the College’s conflict of
interest policy; however, it is not part of Grant Thornton’s scope to actually test that
area. The auditors do review related party transactions to ensure proper disclosures in
the College’s footnotes to the financial statements with what other Board members may
be a part.

Ms. Ireland discussed some of the key areas of focus during the audit.
Specifically, she mentioned reasonableness tests regarding tuition, deferrals, receivables
and management’s doubtful account allowance calculation as compared to the
enrollment population, as well as State and City appropriations and investment earnings.

Mr. Page then discussed the summary of audit adjustments. The most
significant adjustment was related to capital leases. When the audit team reviewed the
College’s capital lease schedule as compared to the general ledger, the auditors noticed
that the amount was lower than their expectations. After further review by
management and the audit team, it was determined that an adjustment was needed
because of how capital leases were being recorded. Mr. Murphy pointed out that since
the inception of capital leases over 10 years ago, the College followed the guidance and
accounting treatment consistently over this time period, which was never questioned by
previous auditors. The proposed and accepted adjustment was necessary due to a
cumulative effect over the ten year period related to how interest expense was being
recorded. In each of the previous years, the difference in amounts of interest was small
comparing interest on the straight line method versus the effective interest method. The
overall effect on the Statement of Net Position was that both the asset and liability was
understated, but they essentially netted out. However, there was ailso a small
adjustment that affected the Statement of Revenues, Expenses and Changes in Net
Position, which is outlined in the presentation. All new capital leases will reflect the
updated accounting treatment going forward. Mr. Simonetta noted that he had
discussed the adjustments with Mr. Spiewak, Mr. Murphy, and Mr. Page on Friday,
September 26, 2014 and was comfortable with them,

Mr. Page then stated that there had been no disagreements with management
in the preparation of the financial statements, and there had been no difficulties
encountered in performing the audit. The audit team was in fact very pleased with how
quickly management responded to their questions and points of inquiry.

Mr. White asked how the auditors perform their review of the medical and
prescription drug program since the College is self-insured. Mr. Page indicated that the
audit team reviewed the programs offered, looked at the liability recorded and tested
the data that goes into the actuary’s report to ensure there is a fair and reasonable
estimate. The audit team also reviewed the actuary’s credentials to ensure they meet
" the required standards. As a result of their review, the audit team feels comfortable
with the methodology used to determine the amount recorded in the financial
statements. Mr. Simonetta mentioned that he suggested that the College expand the



employee benefits footnote disclosure and add some additional information related to
the self-insurance program.

Mr. Page then discussed the implementation of a new accounting
pronouncement — GASB 65. This pronouncement requires that some items previously
reported as assets and liabilities now be treated as expenses or revenues. Specifically,
this affected the College’s deferred financing fees as it relates to bonds issued in the
past. This year the College was required. to remove from its assets and to record an
expense of $1.8 million in deferred financing fees as outlined in Note A to the financial
statements. This amount is reflected as a prior year adjustment for fiscal year 2013 and
will be mentioned in this year’s audit opinion.

Several technical updates, projects, regulatory issues and upcoming accounting
pronouncements were discussed with the Committee, which are outlined in the
presentation, Mr. White suggested that Grant Thornton provide a specific update on
emerging issues and the state of higher education in general to the full Board of
Trustees at its meeting scheduled for October 2, 2014.

Mr. Murphy provided Attachment C which contains the key variances in general
ledger accounts. This document explains the major factors that contributed to the
general ledger account values between fiscal years 2013 and 2014.

Action: Mr. White made a motion to accept the 2013-2014 financial statement
audit. Mr. Simonetta seconded. The motion passed unanimously.

Please note that the 2013-2014 Financial Statements are appended separately
to the minutes.

(3) Internal Audit Plan 2014-2016 Year Update (Information Item):

Mr. Lucas, Internal Auditor, presented a brief status report of the 2014-2016
audit plan. He stated that there are currently several audits in progress and two carry-
over audits from the previous fiscal year - payroll and the TAACCCT grant. Regarding
the payroli audit, Mr. Lucas reported that the audit is nearly complete, no internal
control issues have been noted in testing to date, and he expects to issue his report
shortly. The TAACCCT grant is still on-going, as are audits of the 10,000 Small
Businesses Grant and financial aid. '

Mr. Lucas pointed out that he is working with management on some follow-up
items which include updates of various purchasing and expense related policies. Mr.
Lucas noted that there are several outstanding.questions including the applicability of
those policies to the Foundation. Mr. White asked about the Foundation's internal
controls and if the College had a management agreement with the Foundation which is
a separate legal entity. Staff reported that the College does not have a separate
agreement. Mr. White indicated that this is something that should be memorialized.
Regarding College employees who provide services to the Foundation, they must adhere

. to College policies and procedures.

Mr. Lucas concluded his remarks and stated he will provide another update at
the next Audit Committee meeting.



TEM/Ih

(4) Eebruary 2015 Meeting Date (Information Item):

Mr. Murphy reminded the Committee that its next meeting will be to discuss the
results of the College’s A-133 audit. Typically this meeting is scheduled for the month of
February, since the deadline to submit the results to the Department of Education is
March 31% of each year. Mr. Page felt that the audit team will complete the process in
December 2014 and that the Audit Committee could expect to meet shortly thereafter.

EXECUTIVE SESSION
During any Audit Committee meeting, management, the independent auditors or

the internal auditor may request an Executive Session to meet privately with the Audit
Committee. No executive session was considered necessary.

Attachments

cc:

Dr. Donald Generals, Jr.

Mr. James P. Spiewak

Jill Garfinkle Weitz, Esq.

Mr. Robert Lucas

Representing Grant Thornton: Mr. Brian Page and Ms. Elizabeth Ireland



ATTACHMENT A

2013-2014 FINAL BUDGET RESULTS



Community College of Philadelphia
Enroliment Information (FTEs) for Fiscal Year 2013-2014

Actual /
Actual . Projected
FY 1213 FY 13-14 % Variance
CREDIT
Summer 2 1,837 1,865 1.99%
Fall 12,825 12,950 5.21%
Spring 12,878 12,739 2.28%
Summer 1 2,691 2,547 -7.38%
Credit Year-to-
date Totals -
Annual FTEs 15,115 15,051 2.58%
NONCREDIT
Summer 2 93 58 -38.30%
Fall ' 598 525 -23.47%
Spring 561 382 -36.65%
Summer 1 186 133 -50.37%
Noncredit
Year-to-date
Totals - .
Annual FTEs 719 549 -33.49%



Community College of Philadelphia
Operating Budget Projections
Fiscal Year 2013-2014

REVENUES

Student Tuition and Fees
Commonwealth of Pennsylvania
City of Philadelphia

Other Income

- TOTAL REVENUES
EXPENSES

Salaries, Net of Lapsed Funds
Fringe Benefits

Other Expenses

Student Financial Aid

TOTAL EXPENSES

Projected (Deficit} Surplus *
Transfer of funds to Plant Fund for

Campus Expansion Projects

Increase to Unrestricted Fund Balance

* Prior to impact of GASB45 accrual

Original Budget

Final Results at
June 30, 2014

$73,549,267 $76,686,006
28,226,906 28,179,310
18,843,343 18,457,126
1,887,400 1,754,677
$122,306,916 $125,077,119
$72,164,281 $71,063,906
31,177,700 32,333,957
20,407,960 19,259,994
175,000 181,307
$123,924,941 $122,839,164
($1,618.025) 2,237
$2,000,000
$237.955



Community College of Philadelphla
Operating Budget Projection
Fiscal Year 2013-2014

Final Results at
Original Budget June 30, 2014

OPERATING REVENUES
State Funding _ $28,036,906 $28,036,906
] ' i 190,000, J4a2.404

Total State Revenues ) 28,226,906 28,179,310

Reflects higher than budgeted credit enrollments and
; : a change in the billing poficy related to student
Technology Fee 10,196,700 10,753,470 withdraws prior to the census date.
Net Confribufion fro - iNai it:Instruction;. ol o

het special program

Reflects higher than budgeted credit enrollments and
a change in the hilling policy related to student

Course -Fees . 3,291,615 ‘ 3,491,609 W|thdraws pnorto the census date
Tumon Adjustments Student Recewable erte offs, . Reflects higher thaﬁ budgeted wnte-offs, associated
Collection Costs, Credit Card Costs & Senior Citizen with the change in the billing policy, and higher than
Discount (2,007,000} {3,282,997) budgeted discounted tuition.

Total Student Tuition & Fees 73,549,267 76,686,006

interest earnings were lower than budgeted but total
investment income was aided by unrealized gains on

Investment Income 660,000 693,740 Ionger—term mvestments
Vocational Education Funding T 200,000 0 163,503, " L
Indirect Costs, Administrative Allowances 300,000 306,099

59336

Parking Proceeds & Miscellaneous Incomé

Total Other Income 1,687,400 1,754,677

TOTAL OPERATING REVENUES $122,306,916 $125,077,119




Community College of Philadelphia
Operating Budget Projection
Fiscal Year 2013-2014

Final Results at

Original Budget June 30, 2014
OPERATING EXPENSES
Salaries
Full-Time Administrative Salaries 15,342,969
Less: Projected Lapsed Salaries {600,000}
Reflects savings due to multiple administrative
Net Full-Time Administrative Salaries 14,742,969 14,191,006 vacancles during the year.

28,124,336
Full-Time Classified Salaries 10,749,777
Less: Projected Lapsed Salaries ) {600,000}
Reflects savings due to higher than anticipated
Net Full-Time Classified Safaries 10,149,777 9,780,086 classified and confidential vacancies.

s

Reflects higher than budgeted number of sections

9,814,525 10,196,803 offered for the Fall and Spring semesters :
i R ; teflects lower than budgeted Aumber of sectjons
f ered durmg ‘the sunimer té

- I T ek ks g ¥ Dol T L nd p it et
Part-Tlme & Overload Non-Credlt Salaries 316,956 403,226

6 Advising, Part time Classifie :
Reflects lower than budgeted staff requesting the

Early Retirement Incentive Payments 450,000 238,336 Retirement Incentive Option.
Subtotal - Other than Full-Time Salaries 19,147,199 18,376,561
Total Salasies 72,164,281 71,083,906

Fringe Benefits

'..1_:Reﬂects highier than budgeted claims;’

Me lca_PregrEffi. - 50,264,000

g B ] _'_'11 claims that’ exceeded thestop loss fin
Retirement 5,542,800 5,596,493
P 3,086,400 [ 2,951,308
Tuition Remission ) 700,000

605,539

eﬂects creaseci premlum rates;

:Group Life’ O e D : R RO 2014 after -vear fixed rate contract expi

Unemployment Compensatlon 366 400 161,515

“Workers'Compensation =~ - oo b i T T 7 d00 7 0 T 11334,208 - Reflects premiuin cost higher than bidgetéd. B
Reflects employees using their accrued vacation time

Unused Vacation 228,400 (43, 007) at a hlgher than typlcal rate

Disability: Préimium -0 e S erepg 00 o 983508 L

Forgivabie Education Loan 95,000 133,911

Total Fringe Benofits 3,177,700 32,333,957




Community College of Philadelphia
Operating Budget Projection
Fiscal Year 2013-2014

QOriginal Budget

Final Results at
June 30, 2014

Facility Expenses

2,308,610 -

778733 costs Tornatural gas.

Reflects increased cost based upon contractual
regquirements of unionized security guards, effective

Contracted Security 1,360,880 1,409,604 January 1, 2014
Lontracted Cleaning E N by 100,000 -5 7 s i,046,832.

All Cther Facility Expenses 2,001,872

Reffects cost associated with internal building

Total Faeility Expenses ‘ 6,861,362

2,186,857 renewal in anticipation of Middle States visit.

6,422,126

All Other Expenses _
Leased Equipment & Software

| ssasis

Catalogs and Advertising 4,251 471
Supsiee-Ponl_ -

- ‘Reflacts savings acrass multiple departments.

Contracted Services

Reflects use of temporary services in place of vacant
1,584,424 positions.

183,45

Aicludes ¢ost of Presi

324

524,600

520,464

428,60

635,000

609,950

781,020 : Reflect hithe Bu itiga

Other Expenses 2,322,088

Reftects savings in other budget lines including
1,547,517 contingency accounts,

Total All Other Expenses 13,546,598

12,837,868

King Scholarship-- L iATE000

TOTAL OPERATING EXPENSES $123,924,941 $122,839,164

Projected {Deficit) Surplus * ($1,618,025) $2,237,955

Transfer of funds to Plant Fund for Campus Expansion

Projects $2,000,000
$237,955

Increase to Unrestricted Fund Balance

* Prior to impact of GASB45 accrual



ATTACHMENT B

2013-14 FISCAL YEAR
GRANT THORNTON PRESENTATION
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ATTACHMENT C

2013-2014 KEY VARIANCES IN GENERAL
| LEDGER ACCOUNTS



Community College of Philadelphia |
Statement of Net Assets for the Year Ended June 30, 2014
Key Variances in General Ledger Accounts

6/30/2014 6/30/2013 Variance
ASSETS:
Cash'and cash Equivalents 10,601,463 11,967,374 (1,365,911)
Short Term Investments 13,384,688 10,325,397 3,059,291
Excess cash was moved to short term investments
Sub-Total 23,986,151 22,292,771 1,693,380 due to timing of payments received.
Unit value Increase from TIAA-CREF & Bond Fund
Long Term Investments 16,134,491 15,750,134 384,357 Investments,
The decrease in the net value of assets is related to
: the increase in accumulated depreciation which
Capital Assets 175,492,948 182,960,237 {3,467,289) exceeded the value of capital additions.
Accounts Receivable
Change in refund policy for Financial Aid Students
Tuition and Fee Receivable 6,191,729 5,049,777 1,141,952 who withdraw courses prior to census date.
Increase due to New Grants for the Fiscal Year
Grants Receivable 60,384 30,478 29,906 Single Stop Site Grant
Reduction in Vendor Receivables
Other Receivahle 1,468,680 1,969,407 {500,727} from Capital Campaign.
Receivable Due from Foundation settled prior to year
Recei_vable from Foundation 167,852 963,091 {795,239) end.
Sub-Total 7,888,645 8,012,753 (124,108)
Increased due to write off of Financial Aid Students
Allowance for Doubtful Accounts {3,477,890) (2,598,105} (879,785) who withdraw courses prior to census date.
Total 4,410,755 5,414,648 (1,003,893)
Receivable from Government Agencies
State Grants and Special Projects 388,981 439,175 (50,194} Decrease in FICA and Keys Grants due to timing.
PHEAA Grants - 2,923 (2,923)
City of Philadelphia - School Dist. - 17,069 © (17,069)
Federal Financial Aid 259,926 346,172 (86,246) Decrease in Pell .

Federal Grants and Special Projects

Total

Increase due to new Federal grants for the Fiscal Year

-Raising Interest in 5tem Education
2,001,574 1,947,353 54,221 -Reentry Support Project

2,650,481 2,752,692 {102,211)




Community College of Philadelphia
Statement of Net Assets for the Year Ended June 30, 2014
Key Variances in General Ledger Accounts

6/30/2014 6/30/2013 Variance
LIABILITIES:
Accounts payable & Accrued Liabilities
Accounts Payahle accruals increased. More vendor
Vendors and Others 7,849,176 6,335,591 1,513,585 accruals at June 30th.
Higher payroll expensed was accrued in year 2013
] i for hest and final offer of the Collective Bargaining
! Accrued Salaries 2,674,853 4,085,888 {1,411,035) Agreement.
Increase in Medical and Retirement costs as of June
Accrued Benefits 2,063,472 2,016,985 46,487 30.
Leave time usage decreased. increase in vacation
‘ Compensated Absences 3,098,015 3,141,021 (43,006} time used for Faculty & Staff.
Retirement Incentive Payments 388,775 826,619 (437,844) Decrease in college retirees eligible for incentive.
Increase in payroll withholding taxes accrued on June
' Payroll Withholding Taxes 206,129 148,925 57,204 30th,
Accrued Interest Expense 298,867 . 341,956 (43,089) Debt service interest expense decreased.
Total 16,579,287 16,896,985 {317,698)
Payable to Government Agencies
Decrease in amount reimbursment for lease
Commonwealth of Pennsylvania 38,487 49,084 (10,597) payments from the State.
{Due to the State)
State Grants and Special Projects -
PHEAA Grants 2,846,825 1,858,420 088,405 Increase in PHEAA dollars that are to be awarded.
Perkins Loans - - -
Federal Perkins Loans - - -
Federal Financial Ald
Federal Grants & Aid to be returned to the source of
Grants and special projects 140,165 - 140,165 funds.
Total 3,025,477 1,907,504 1,117,973
Capital Lease Obligation 7,979,036 9,214,685 (1,235,649}
Reduction of Long Term Debt. 20138 Loan has been
Long Term Debt 77,481,123 86,015,892 (8,534,769) fully repaid.

Increase in actuarially computed value for post
Other Post-Employment Benefits GASB 45 47,396,561 38,755,360 8,641,201 retirement health care benefits.




Community College of Philadelphia
Statement of Net Assets for the Year Ended June 30, 2014
Key Variances in General Ledger Accounts

‘ 6/30/2014 6/30/2013 Variance
i Fund Balances
Decrease due to GASB 45 expense and $2,000,000
excess surplus moved to the plant fund for future
Unrestricted Operating Fund {16,717,133} (8,297,655} (8,419,478} capital projects.
Student Activity Expense exceeded budget. The
difference was trasferred out of the quasi
! Quasi Endowment 1,762,678 1,859,884 (97,216) endowment.
Plant Fund:
Increase due to Bonnell, West & Pavillion
Construction & implementation of GASB 65 which
Net Invested in Capital Assets 93,771,457 89,660,198 | 4,111,259 reduced bond issuance costs.
Increase represents the transfer of $2 million from
Restricted Net Assets 4,742,069 2,740,642 2,001,427 CURF to Plant for Capital projects.
Note; Restricted Net Assets includes Remaining
Proceeds of 1809 Spring Garden Street.
Remaining Proceeds from the 2007 Refinancing of
the 98 & 01 Bonds.
Accumulated Interest earned on Bond
proceeds.
Unrestricted Plant Fund (11,021,031) {8,890,495) (2,130,536) Unfunded depreciation expense.
Sub-Total 87,492,495 83,510,345 3,982,150
_ Net change for the Fiscal Year which Includes GASB
Total Net Assets 72,538,040 77,072,584 {4,534,544) 45.




