MEETING OF AUDIT COMMITTEE
Community College of Philadelphia
Wednesday, June 10, 2015 — 12:00 Noon

Present: Mr. Anthony J. Simonetta, Mr. Matthew Bergheiser, Mr. Jeremiah White, Donald
Generals, Ed.D., Mr. Jacob Eapen, Mr. Todd E. Murphy, Mr. James P. Spiewak,
Mr. Robert Lucas, representing Grant Thornton: Mr. Brian Page & Mr. Andy
Beck and representing The Meridian Group: Mr. Anthony B. Scott

AGENDA — PUBLIC SESSION

1. Approve Minutes of Audit Committee Meeting on March 24, 2015 (Action
Item):

Action: Mr. Simonetta asked for a motion to recommend acceptance of the
March 24, 2015 Audit Committee meeting minutes. Mr. Bergheiser made the motion.
Mr. White seconded the motion. The motion passed unanimously.

2. 2014-2015 Audit Process (Information Item):

Attachment A contains the formal presentation made by Mr. Brian Page,
Engagement Partner, Mr. Andy Beck, Senior Manager, from Grant Thornton and Mr.
Anthony Scott from the Meridian Group. Mr. Page began his discussion by informing the
Committee that he would be reviewing areas of focus, changes to the audit approach as
well as new accounting pronouncements that will affect this year's 2014-2015 audit. He
discussed the responsibilities of the auditors as well as the responsibilities of
management as it relates to the audit. He noted that auditing standards have remained
relatively the same as last year with no significant changes. Two opinions will be issued,
one for the financial statements and the other on Circular OMB A-133 as it relates to a
compliance audit with respect to Federal funding the College receives.

Mr. Page also discussed the required communications that Grant Thornton will
present as a result of the audit. He then briefly discussed the significant audit areas as
outlined in Attachment A. He described the audit methodology, audit approach,
timeline, as well as management’s responsibilities and those charged with governance.
Grant Thornton will take a substantive approach to the financial statement audit, which
means they will look at “key tests” or substantive tests. In addition, internal controls
will be walked through as it relates to the College. However, as it relates to Circular OMB
A-133, the compliance testing will test controls to ensure compliance with all Federal
requirements.



Mr. Page stated that his team will be on campus next week to focus on planning
procedures; finalizing their risk assessment and performing any interim testing the
auditors feel appropriate.

Mr. Page asked Committee members if there were any other areas that the
Committee would like the audit team to focus on or matters of fraud risk that they might
have concerns. Committee members affirmed that they were satisfied with the
proposed audit scope.

Mr. Andy Beck then walked through the timeline, areas of focus and high risk -
areas that the audit team will concentrate on during the audit; specifically, tuition
revenue recognition, accounts receivables, state and city appropriations, state and
federal contracts, investments and auxiliary income. The audit team will perform
reasonableness tests on all income to ensure proper accounting. A new accounting
pronouncement by the Government Accounting Standards Board (GASB) 68 will need to
be implemented this year. This standard requires the College to set up a liability on the
College’s books for both cost sharing pension plans that some faculty and staff
participate. An actuarial calculation will determine the value that the College will be
required to record. These plans are not offered to new employees. However, if a faculty
or staff member were enrolled at a previous employer, the College is required to
continue to offer that plan. The two plans are PERS (Public Employees’ Retirement
System) and SERS (State Employees’ Retirement System). Currently only 23 employees
participate in PERS and 9 employees in SERS.

Mr. Simonetta asked how the information will be audited. Mr. Page stated that
the College will rely on the information from the State. However, Grant Thornton’s in-
house actuaries will review the key assumptions made such as discount rate and salary
information.

Mr. Page discussed the process of determining what Federal programs will be
audited as part of the OMB A-133 audit. Specifically, student financial aid is always
audited given its size. Other programs will be determined when Grant Thornton is on
campus next week.

Mr. Simonetta then asked if there were any new significant grants in this fiscal
year. Mr. Murphy affirmed that there was nothing than the normal grants with some
continuing, and no pending grant similar to the $20 million dollar TAACCCT consortium
grant. Dr. Generals noted that the TAACCCT grant will be closing out September 30" of
this year.

Mr. Page then discussed technology support for the audit. The auditors will
review access to the systems as well as security controls, change management and any
other controls that may impact the College’s financial statements. Grant Thornton’s
Information Technology (IT) control review related to the College’s ERP system is
currently under review now and expects no significant change from last year.

Mr. White raised a question about the Burt Hill litigation related to a campus
construction matter in which the College won a verdict. Mr. Page indicated that they will
confirm with all College attorney’s as to the status and any pending appeals.



Mr. Page then discussed several new GASB accounting pronouncements. The
first was GASB 72 effective June 2015, which deals with how the College reports fair
value in its financial statements. He indicated that this should not have a huge impact
for the College but will require additional disclosures in the footnotes that show how
they are leveled with the ability to liquidate assets. The other big change is in the OMB
A-133 requirements which became effective December 26, 2014. These new
requirements contain some procurement changes that the College adopted in refining its
procurement policy.

Mr. Page then discussed some industry updates regarding the challenges
colleges and universities are facing, such as enrollment and demographic changes. Mr.
White asked how other colleges and universities are handling these challenges. Mr.
Page indicated that many institutions are invoking different enrollment strategies as the
College is currently undertaking. Mr. White then asked about public private
partnerships. Mr. Page stated that this is the current trend in higher education;
however, the College’s need to review residential risk and risk management closely. He
recommended that the College does its due diligence carefully and consult with Grant
Thornton before the College proceeds with a project to discuss the various issues.

Dr. Generals reminded the Committee that the College is looking at many new
initiatives with capital, curriculum changes, shared services and new revenue streams.

Mr. Page then discussed several different major projects that GASB is currently
working on that may impact the College at a future date, which is outlined in
Attachment A. There is still a potential change to the GASB 45 Post Employment Benefit
Liability, which may now be shown differently on the College’s Net Position in the 2016-
17 year. Currently, the Post Employment Benefit Liability for the College is phased in
over 30 years. This new project may require institutions with Post Retirement Benefits
to recognize the entire liability all at once. There is a new proposal for how asset
retirement obligations are treated where an environmental issue needs to be
remediated. GASB is examining whether to estimate that cost and determine the
potential exposure. The final project that GASB is working on deals with the treatment
of leases. Leases may all need to be capitalized with the entire liability recorded.

Mr. Page concluded his presentation with reiterating if there were any particular
areas of focus the Committee would like reviewed. Mr. White commented to look at
sustainability. Mr. Page stated that he would be happy to meet with any Committee
members to discuss this issue.

. 2014-2015 Budget Update (Information Item):

Mr. Spiewak provided a handout (Attachment B) to the Committee, which was
previously presented at the May 2015 Business Affairs Committee. The implications of
key factors currently impacting on the budget were discussed. The originally projected
use of carry-over funds for the 2014-15 year was $1,075,299. The shortfall has been
eliminated as a result of much lower-than-budgeted costs associated with the College’s
self-insured medical program, higher-than-budgeted lapsed salaries and other continued
successful cost containment efforts. The College will be using some of the self-
insurance savings to buy out some longer term leases in the amount of $2.8 million. Mr.



Spiewak noted that there is projected to be a residual savings of approximately $700
thousand for the year by budgets not being fully expended which will be used to pay off
leases.

Mr. Eapen provided an update on the 2015-2016 Budget. He specifically noted
that we are the only College in Pennsylvania that does not have an increase in tuition
and fees. He explained that it is a balanced budget and will accommodate the priority
initiatives desired by the Board and the President. Dr. Generals then discussed some of
the initiatives that are incorporated into the budget. Mr. Eapen discussed the College’s
strategy in using the Bond refinancing savings to help with new capital projects. He
reminded the Committee about the College’s Al Moody's rating and supplied the
Committee with the report.

Internal Audit Plan (Information Item):

Mr. Lucas provided an update on the 2014-2016 internal audit plans. He
discussed his new reporting relationship starting July 1, 2015. He will be reporting to
the new Chief of Staff, Dr. Judith Gay with a dotted line to the Board. Mr. Lucas stated
that he had not finalized any new reports since the last meeting. However, he described
working on a number of different audits and hopes to complete two of them by June
30", He has updated the audit universe with new areas and functions based on
information from Cabinet members and other changes. New audit areas were risk rated
in the Internal Audit Risk Assessment and Mr. Lucas noted that he did not recommend
any changes to the current 2 year audit plan.

Mr. White asked who reviews the audit plan. Mr. Lucas pointed out that the
annual or 2 year audit plans were reviewed and approved by the President and the Vice

* President for Business and Finance. Mr. White then asked if there is an area of risk or a

specific problem, who would get notified; specifically, how Trustees would be made
aware of the audit plan and findings. Dr. Generals stated that it would come to him and
he would inform the Board.

Mr. Lucas discussed the importance of internal controls and what approach he
takes as compared to the external auditors. Mr. Simonetta asked if the audit plan and
the resolutions of findings were reviewed by the Board. Mr. Lucas confirmed. He stated
that he developed an audit follow up matrix that he has shared in the past. He also
works with management to help get the issues resolved from prior audits. Mr. Lucas
noted that he does not generally go over every comment in his reports; however, key
issues are discussed.

Mr. White expressed concern that very small things can turn into big things. He
stated that he would like the next report to articulate with key examples of some of the
issues. He does not just want to see that the issue was discovered and mitigated.
Specifically, he feels that the Board needs to understand the real problem. Mr. Lucas
stated that he receives information on potential issues from various sources. If he
believes there exists an internal control issue he will research and consult on the matter
to try to help management correct it. The issues may not always be material; but since
they came to his attention the need to follow up and make sure such issues gets
resolved is crucial. Mr. Lucas discussed coming up with a document for management to
better understand and identify internal controls, especially when a new function or
procedure is put in place. Management may not understand that process and



procedures may not be controls. Mr. Lucas plans to work with Senior Management and
the Cabinet to develop a better understanding of internal controls.

Mr. Simonetta stated from the Committee’s standpoint, they would like to get a
summary of what is completed from the audit plan as well as a list of the findings and
resolutions. He referred to Mr. White’s point that some things can seem insignificant,
but may turn into a huge issue which could in turn lead to a negative reflection on the
College. He feels that risk is subjective and that the Committee needs to be informed.

Mr. Eapen stated that with the Fall Semester he will work with Mr. Lucas to

ensure that Managers and Directors are trained as to the importance of internal
controls.

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.

TEM/Imh
Attachments

cc.

Dr. Donald Generals, Jr.

Mr. Jacob Eapen

Mr. Robert Lucas

Mr. Jim Spiewak

Representing Grant Thornton: Mr. Brian Page
Representing Grant Thornton: Mr. Andy Beck
Representing The Meridian Group: Mr. Anthony B. Scott



ATTACHMENT A

GRANT THORNTON
2014-15 AUDIT PROCESS
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ATTACHMENT B

2014-15 BUDGET UPDATE



Community College of Philadelphia
Operating Budget Projections

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 EXPENES

OPERATING BUDGET STATUS

Fiscal Year 2014-2015

Original
Budget

$76,692,948
28,226,906
21,197,544
1.867.400

$127,984,798

$73,584,060
34,499,400
20,775,737
200,000

$129,060,097
($1,075,299)

Current
Project as of

May 20, 2015

$76,033,978

28,941,805 .

20,936,911
1,663,720

$127,276,414

$72,812,728
31,393,400
22,839,497
200,000

$127,245,625

$30,788

Change

($658,970)
414,899
(260,634)

(203,680)
($708,384)

($772,232)
(3,106,000)
2,063,760
0

($1,814,472)
$1,106,087



