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INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees
St. Thomas University, Inc.

Report on the Financial Statements

We have audited the accompanying financial statements of St. Thomas University, Inc. (the “University”} (a nonprofit
organization}, which comprise the statements of financial position as of June 30, 20186 and 2015, and the related
statements of activities and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express ne such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overali presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of St. Thomas University, Inc. as of June 30, 2016 and 2015, and the changes in its net assets and its cash flows
for the years then ended in accordance with accounting principles generally accepted in the United States of

America.
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To the Board of Trustees
St. Thomas University, Inc.
Page Two

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 26, 2016,
on our consideration of the University's internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters, The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compiiance and
the results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Audiling
Standards in considering the University’s internal control over financial reporting and compliance.

Wi, Gown, %A Tt

Miami, Florida
September 26, 2016



ST. THOMAS UNIVERSITY, INC.

STATEMENTS OF FINANCIAL POSITION

JUNE 30,

ASSETS 2016 2015
Cash and cash equivalents $ 12,982 $ 102,363
Restricted cash 414,201 450,657
Grants and other receivables 3,388,642 2,444 061
Accounts and loans receivable, net 4,906,151 4,919,438
Pledges receivable, net 8,589,704 4,513,323
Other assets 317,290 390,014
Unamortized bond issue costs, net of accumulated amortization

of $213,393 and $181,272 at Jure 30, 2016 and 2015, respectively 380,485 412,606
Investments 22,793,200 23,536,799
Investment held in trust 3,168,116 3,400,563
Other investments © 756,400 756,400
Property, plant and equipment, net 44,674,459 44 720,847

TOTAL ASSETS $ 89,401,630 $ 85,647,071

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable and accrued expenses 5 8,228,392 $ 6,491,096
Deferred revenue 1,166,930 8,660
Obligations under capital leases 165,245 337,729
Other liabilities 449,069 447 496
Refundable federal student loans 3,091,458 3,124 618
Bond and notes payable 28,132,000 29,351,000

TOTAL LIABILITIES 41,263,094 39,760,599

NET ASSETS
Unrestricted 18,677,667 23,258,117
Temporarily restricted 21,984,017 16,309,614
Permanently restricted 6,466,852 6,318,741

TOTAL NET ASSETS 48,138, 536 45 886,472
TOTAL LIABILITIES AND NET ASSETS $ 89,401,630 $ 85,647,071

The accompanying notes are an integral part of these financial statements.
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ST. THOMAS UNIVERSITY, INC.

STATEMENTS OF ACTIVITIES
FOR THE YEARS ENDED JUNE 30,

2016 2015
CHANGES IN UNRESTRICTED NET ASSETS:
REVENUE, GAINS AND OTHER SUPPORT:

Tuition and other fees, net $ 44 985,350 $ 44 692,716

Gifts and grants ' 1,774,736 1,369,394

Government grants 3,288,395 2,862,121

Investment (loss) return (83,083) 291,822

Auxiliary enterprises 3,263,871 3,358,946

Other sources i 325312 576,595

Net assets released from restrictions - 2,023,051 558,270
TOTAL REVENUE, GAINS AND OTHER SUPPORT 55,578,232 53,709,864

EXPENSES:

Instruction 23,690,242 22,172,841

Public service 3,179,712 2,622,989

Academic support 7,895,444 7,215,198

Student service 10,150,105 9,589,209

Institutional support 9,864,228 9,249,626

Research expense - 111,274

Auxiliary enterprises 4,378,951 4,290,924
TOTAL EXPENSES 59,158,682 55,252,061
DECREASE IN UNRESTRICTED NET ASSETS (3,580,450) {1,542,197)

CHANGES IN TEMPORARILY RESTRICTED NET ASSETS:

Investment (loss) return (138,724) 380,046

Gifts and grants 7,846,178 4,584,734

Net assets released from restrictions . {2,023,051) (558,270)
INCREASE IN TEMPORARILY RESTRICTED NET ASSETS 5,684,403 _4.418,510

CHANGES IN PERMANENTLY RESTRICTED NET ASSETS:

Gifts and grants 148,111 24,270
INCREASE IN PERMANENTLY RESTRICTED NET ASSETS 148,111 24,270
INCREASE IN NET ASSETS 2,252,064 2,898,583

NET ASSETS, BEGINNING OF YEAR 45 886,472 42 987 889
NET ASSETS, END OF YEAR $ 48,138,536 $ 45,886,472

The accompanying notes are an integral part of these financial statements.
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ST. THOMAS UNIVERSITY, INC.

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30,

2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES:;
Change in net assets 2,252 064 $ 2,898,583
Adjustments to reconcile change in net assets
to net cash provided by cperating activities:
Depreciation and amortization 3,398,482 3,411,724
Provisions for uncollectible tuition and other fees 464,085 486,969
Net realized and unrealized investment losses 1,118,895 265,456
Permanently restricted gifts (148111) (24,270)
Temporarily restricted gifts for construction projects (6,126,989) (1,402,220}
Loss on disposal of property, plant and equipment 60,124 64,518
Changes in assets and liabilities:
Decrease in restricted cash 9,993 85,716
Increase in accounts, grants, pledges and other receivables, net {1,354,119} (2,318,559)
Decrease in other assets 72,724 50,812
Increase in accounts payable and accrued expenses 1,737,296 1,611,831
Increase {decraase) in deferred revenue 1,158,270 (29,407}
Decrease in other liabilities (793) (798,029)
TOTAL ADJUSTMENTS 389,867 1,404,541
NET CASH PROVIDED BY OPERATING ACTIVITIES 2,641,931 4,303,124
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments 2,468,759 2,744,181
Purchase of investments (2,609,242} (5,106,858)
Proceeds from sales of property, plant, and equipment 6,000 -
Purchase of property, plant and equipment {3,382,297) {1,910,065)
Change in resfricted cash 26,463 {119,594)
Change in student loans receivable 6,697 87,854
Disbursement of student loans (653,613) (577,397}
Proceeds from collection of student loans 520,453 609,137
NET CASH USED IN INVESTING ACTIVITIES (3,516,780} (4,272,742}
CASH FLOWS FROM FINANCING ACTIVITIES:
Repayment of principal on bond {935,000) {885,000}
Proceeds from line of credit 62,000 346,000
Repayment of line of credit (348,000} -
Repayment of capital leases (146,284) {110,140)
Temporarily restricted gifts for construction projects 6,126,889 1,402,220
Increase in pledges receivable for construction projects (4,124,348) {1,024,220)
Permanently restricted gifts 148 111 24,270
NET CASH PROVIDED BY (USED IN} FINANCING ACTIVITIES 785,468 {246,870}
NET DECREASE IN CASH AND CASH EQUIVALENTS (89,381) (216,488)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 102,363 318,851
CASH AND CASH EQUIVALENTS - END OF YEAR 12,982 $ 102,363
SUPPLEMENTAL DISCLOSURE:
Interest paid 1,193,965 $ 1,321,808
NON-CASH OPERATING ACTIVITIES:
In-kind artwork - $ 155,000
NON-CASH FINANCING ACTIVITIES:
Prcperty and equipment acquired through capital leases 3,800 $ 80,308

The accompanying notes are an integral part of these financial statements.
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ST. THOMAS UNIVERSITY, INC,

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 aND 2015

ORGANIZATION

St. Thomas University, Inc. (the “University”) was organized to establish an independent Catholic institution of
higher learning and is sponsored by the Catholic Archdiocese of Miami. In a ruling dated March 25, 19486, the
Department of Treasury determined that agencies and instrumentalities and all educational, charitable and
religious institutions operated, supervised, or controlled by or in connection with the Roman Catholic Church in
the United States, its territories or possessions appearing in The Official Catholic Directory are entitled to
exemption from federal income tax under Section 501(c)(3) of the Internal Revenue Code, The University is
included in The Official Catholic Directory, and is therefore, exempt from federal income tax.

SUMMARY CF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The financial statements are prepared using the accrual basis of accounting. Net assets, revenue, gains and
losses are classified into three classes of net assets based on the existence or absence of donor-imposed
restrictions. The three net asset categories are reflected in the accompanying financial statements as follows:

- Unrestricted - Net assets which are not subject to donor-imposed stipulations or restrictions; and
include all revenue, gains and losses that are not changes in permanently or temporarily restricted
net assets.

. Temporarily restricted - Net assets whose use by the University is limited by donor-imposed

stipulations that either expire with the passage of time or that can be fulfilled or otherwise removed
by actions of the University pursuant to those stipulations.

. Permanently restricted - Net assets whose use by the University is limited by donor-imposed
stipulations that neither expire with the passage of time nor can be fulfilled or otherwise removed by
actions of the University.

Use of Estimates

The presentation of financial statements in conformity with accounting principles generally accepted in the United
States of America {"U.S. GAAP") requires management tc make estimates and assumptions that affect certain
reported amounts-of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the repoiting period. Actual
results could differ from those estimates.

Concentration of Credit Risk

The University limits its exposure by placing its deposits with quality financial institutions. At times, such
balances may be in excess of the $250,000 insurance limits of the Federal Deposit Insurance Corporation. The
University has not experienced losses in such accounts,

The University has significant investments in equity and debt securities, which are subject to concentrations of
credit risk. Investments are made by investment managers engaged by the University and the investments are
monitored for the University by the governing investment committee. Although the market value of investments is
subject to fluctuations on a year-to-year basis, management believes the investment policy is prudent for the
long-term welfare of the University and its beneficiaries.

The University's investment committee actively monitors the activity of the financial instruments and establishes
policies for the safeguarding of their assets against credit risks.

Congcentration of credit risk with respect to contracts and grants receivable is limited since a substantial portion of
contracts and grants receivable is due from federal, state and local government agencies and is based in
accordance with contract terms. The credit risk with respect to student recesivables is generally considered
minimal due to the wide dispersion of receivables. Amounts that are deemed to be uncollectible have been
reserved for in the provision for uncollectible accounts

-6-



ST. THOMAS UNIVERSITY, INC.

NOTES TG FINANCIAL STATEMENTS
JUNE 30, 2016 anD 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and Cash Equivalents

Cash and cash equivalents inciude cash held in checking and money market accounts with maturities of three
months or less.

Restricted Cash

Restricted cash represents agehcy funds and funds advanced to the University under various loan programs and
grants, which have not been disbursed to students at the end of the fiscal year.

investments and Investment Return

Investments in equity securities with readily determinable fair values and all investments in debt securities are
measured at fair value in the Statements of Financial Position. Estimated values are subject to uncertainty and
therefore may differ significantly from the value that would have been used had the investments been traded on a
public market. Investment income or loss (including realized gains and losses on investments, interest and
dividends} is included in the Statements of Aclivities as increases or decreases in unrestricted net assets unless
income or loss is restricted by donor or law.

Other Investments

Cther investments consist primarily of collections of arl. The University has elected to exercise the option to
capitalize the items that meet the definition of “collections” as prescribed by U.S. GAAP. Therefore, the fair value
of the donated collections at the date of donation is included in other investments in the accompanying financial
statements. The carrying value of collections was $573,145 at June 30, 2016 and 2015. The remaining balance
represents land held for investment in the amount of $183,255 at June 30, 2016 and 2015.

Bond Issue Costs

The University capitalizes costs associated with the issuance of debt instruments. These costs are amortized on
the effective interest rate method over the term of the debt. Amertization expense amounted to approximately
$32,000 and $29,000 at June 30, 2016 and 2015, respectively.

Pledges and Gifts

Contributions received, including unconditional promises, are recognized as revenue when the donor's
commitment is received. Unconditional promises are recognized at the estimated present value of future cash
flows using risk free rates ranging from 3.0% to 6.5% based on the University's borrowing rate at the time of the
individual pledge. Promises made and collected in the same reporting period are recorded when received in the
appropriate net asset categery. Promises of noncash assets are recorded at their fair value. Conditional promises
are recorded when donor stipulations are substantially met. '

Contributions are considered to be available for general operations of the University unless specifically restricted
by the donor. The University reports gifts of ¢cash and other assets as restricted support if they are received with
donor stipulations that limit the use of the donated assets.

When a donor restriction expires, that is, when a stipufated time restriction ends or the purpose restriction is
accomplished, temporarily restricted net assets are classified to unrestricted net assets and reported in the
Statements of Activities as net assets released from restrictions. Donor-restricted contributions received and
satisfied during the same year are recorded within the unrestricted net asset category.

The University reports gifts of land, buildings and equipment as unrestrictéd support unless explicit donor
stipulations specify how the donated assets must be used. Gifts of long-lived assets with explicit restrictions that
specify how the assets are to be used and gifts of cash or other assets that must be used to acquire long-lived
assets are reported as restricted support.



ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 anD 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Pledges and Gifts (continued)

In the absence of explicit donor stipulations about how long those long-lived assets must be maintained, the
University reports expirations of donor restrictions when the dorated or acquired long-lived assets are placed in
service.

Grants

Grants and other receivables are recorded primarily for grants and fees from governmental agencies stated at
estimated realizable value. Grant revenues are recognized as the eligible grant activiies are conducted. An
allowance for doubtful accounts is based on management's review of the collectability of receivables, An
allowance for doubtful accounts was not considered necessary-as of June 30, 2016 and 2015.

Property, Plant and Equipment, Net

Property, plant and equipment are stated at cost at date of acquisition or fair value at date of donation in the case
of gifts, less accumulated depreciation. Maintenance and repairs are charged to expense as incurred; significant
renewals and betterments are capitalized.

Depreciation is computed on a straight-line basis over the estimated useful lives of the related assets, as follows:

Buildings 20-50 years
Building improvements 10-20 years
Land improvements 5-20 years
Furniture, machinery and equipment 3-10 years
Library materials 7 years

Depreciation is not recorded on land. Upon the sale or disposition, the related cosis and accumulated
depreciation are removed from the accounts and any resulting gain or loss is recognized in the Statements of
Activities.

Impairment of Long-Lived Assets

The carrying value of long-lived assets is reviewed if the facts and circumstances, such as significant declines in
revenues, or cash flows or material adverse changes in the business climate, indicate that they may be impaired.
The University performs its review by comparing the carrying amounts of long-lived assets to the estimated
undiscounted cash flows relating to such assets. If any impairment in the value of the long-lived assets is
indicated, the carrying value of the long-lived assets is adjusted to reflect such impairment based on the fair value
of the impaired assets or an estimate of fair value based on discounted cash flows.

Deferred Revenue

The University has deferred revenue of $1,166,930 and $8.660 at June 30, 2016 and 2015, respectively. In June
2015 and February 2016, the University entered into two lease agreements as the lessor, which require the
lessees to fund certain improvements to the facilities under the leases. The leases expire in 2021 and 2026,
respectively, and contributions are being amortized over the lease terms. Deferred revenue also includes $5,000
and $8,660 of payments made in advance for rental of University facilities during summer months as of June 30,
2016 and 2015, respectively.

Allocation of Functional Expenses

Expenses are presented by function and are charged directly to programs based on its function. Indirect
expenses such as interest expense, depreciation and operations and maintenance have been allocated among
the functions based on a square footage methed.



ST. THOMAS UNIVERSITY, INC.

NOTES TC FINANCIAL STATEMENTS
JUNE 30, 2016 aND 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

Income Taxes

The University is included in The Official Catholfic Directory, which entitles it to an exemption from federal income
tax under Section 501(c)(3) of the Internal Revenue Code and, accordingly, generally would not incur income
taxes. As a resuit, the financial statements do not reflect a provision for income taxes.

The University recognizes and measures tax positions taken or expected to be taken in its tax return based on
their technical merit and assesses the likelihood that the positions will be sustained upon examination based on
the facts, circumstances and information available at the end of each period. Interest and penalties on tax
liabilities, if any, would be recorded in interest expense and other non-interest expense, respectively.

The U.S. Federal jurisdiction and Florida are the major tax jurisdictions where the University files tax returns. The
University is generally no longer subject to U_S. Federal or State examinations by tax authorities for years before
2013, '

Recent Accounting Pronouncements

Lease Accounting

In February 2016, the Financial Accounting Standards Board (“FASB") issued an accounting standard update
which amends existing lease guidance. The update requires lessees to recognize a right-of-use asset and related
lease liability for many operating leases now currently off-balance sheet under current U.S. GAAP. The
University is currently evaluating the effect the update will have on its financial statements but expects upon
adoption that the update will have a material effect on the University’s financial condition due to the recognition of
a right-of-use asset and related lease liability. The University does not anticipate the update having a material
effect on the University's results of operations or cash flows, though such an effect is possible. The update is
effective using a modified retrospective approach for fiscal years beginning after December 15, 2019, and for
interim periods within fiscal years beginning after December 15, 2020, with early application permitted.

Presentation of Financial Statements of Not-for-Profit Entities

In August 2016, the FASB issued an accounting standard update which aims to improve information provided to
creditors, donors, grantors, and others while also reducing complexity and costs. The update is the first phase of
a project regarding not-for-profits which aims to improve and simplify net asset classification requirements and
improve the information presented and disclosed in financial statements about liquidity, cash flows, and financial
patformance. The update is effective retrospectively for financial statements issued for fiscal years beginning
after December 15, 2017, and interim periods within fiscal years beginning after December 15, 2018, with earlier
application permitted. The University is currently evaluating the effect the update will have on its financial
statements.

Reclassifications
Certain amounts in the 2015 financial statements have been reclassified to conform to the 2016 presentation.
Subsequent Events

The University has evaluated subsequent events through September 26, 2016, which is the date the financial
statements were available to be issued.

ACCOUNTS AND LOANS RECEIVABLE, NET

Accounts and loans receivable consist of the following at June 30:

2016 2015
Student accounts receivable, net $ 1772977 $ 1,779,567
Student loans receivable (Federal Perkins loans), net 3,133,174 3,139,871
$ 4,906,151 $ 4,919,438




ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

ACCOUNTS AND LOANS RECEIVABLE, NET

Student accounts receivable are net of an allowance for doubtful accounts of approximately $490,000 and
$475,000 for the years ended June 30, 2016 and 2015, respectively. The University participates in the Perkins
federal revolving loan program. Students have a grace period until repayment is required based upon the earlier
of graduation or no longer achieving at least half-time enrcliment status. Loans accrue interest after the grace
period and are repaid directly to the University. At June 30, 2016 and 2015, student loans represent approximately
3.5% and 3.7% of total assets, respectively.

The availability of funds for loans under the program is dependent on reimbursements to the pool from
repayments on outstanding loans. The University has a recorded liability, net of the allowance for doubtful loans,
for the refundable Federal Perking Loans grant program, which is ultimately refundable to the government.
Outstanding loans cancelled under the program result in a reduction of the funds available to loan and a decrease
in the liability to the federal government.

Student loans receivable consisted of the following at June 30:

2016 2015
Student loans receivable $ 3835276 $ 3,827,304
Less allowance for doubtful accounts:
Beginning balance 687433 702,233
Change in provision 53,864 (2,841}
Charge-offs (39,195) (11,959)
Ending balance 702,102 687,433
Student loans receivable, net $ 3,133,174 $ 3,139,871

At June 30, 2016 and 2015, the following is an age analysis of past due student locans receivables:

2016 215
0-60 days past due $ 465721 $ 515235
61-239 days past due T271,413 270,777
Greater than 239 days past due 1,165,023 1,070,247
Total past due 1,902,157 1,856,259
In grace period 1,933,119 1,971,045
Total student loans receivable ~$§ 3,835276 $ 3,827,304

Allowances for doubtful accounts are established based on prior collection experience and current economic
factors which, in management's judgment, could influence the ability of loan recipients to repay. the amounts
according to the terms of the loan. Further, the University does not evaluate credit quality of student loans
receivable after the initial approval of the loanh. Loans to students are considered past due when payment is not
received by the due date, and interest continues to accrue until the loan is paid in full. Management believes the
allowance for doubtful accounts is adequate.

PLEDGES RECEIVABLE, NET

Unconditional pledges are recorded at net realizable value, which approximates fair value. Amounts due more
than one year later are recorded at the present value of their estimated future cash flows, using a discount rate
between 3.0% to 8.5% based on the University's borrowing rate at the time of the individual pledge.
Management reviews outstanding pledges on an ongoing basis. Based on management's review of outstanding
pledges as of June 30, 2016 and 2015, no reserve was necessary for uncollectible pledges.

-10-



ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 aND 2015

4. PLEDGES RECEIVABLE, NET {CONTINUED)

At June 30, 2016 and 2015, pledges receivable are expected to be realized in the following periods:

2016 2015
Less than one year $ 2648698 $ 1117428
One to five years 6,310,140 2,995,608
More than five years 400,000 950,000
9,358,838 5,063,036
Less present value discount (769,134} {549,713)
$ 8,589,704 $ 4,513,323

5. PROPERTY, PLANT AND EQUIPMENT, NET

Property, plant and equipment and related accumulated depreciation consist of the following at June 30:

2016 2015

Land and land improvements $ 1,703,889 $ 1,703,889
Buildings and building improvements 61,596,635 60,609,101
Furniture, machinery, and equipment 13,731,126 13,419,047
Library materials 6,355,728 6,170,237
Cther improyements 2,584 53¢ 2.412,860
Equipment under capital leases 2,290,647 2,286,847
Construction in progress (NOTE 17) 1,688,190 393,990

89,950,754 86,995,871

Less accumulated depreciation and amortization (including
$2,116,221 and $1,986,414 for the years ended June 30, 2016
and 2015, respectively, related to capital leases) {45,276,295) {(42,275,124)

$ 44,674,459 $ 44,720,847

Depreciation expense amounted to $3,366,361 and $3,383,005 for the years ended June 30, 2016 and 2015,
respectively.

-11-



6.

S$T. THOMAS UNIVERSITY, INC.

NOTES TG FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

INVESTMENTS

Investments by major category are summarized as follows as of June 30:

Description : 2016 2015
Equities:
Domestic Equities:
Vanguard Morgan Growth Fund Admiral $ 1,631,964 $ 1,775,055
Vanguard Mid-cap Growth Fund 698,129 755,096
Vanguard Windsor il Fund Admirai 1,633,894 1,739,475
Vanguard Strategic Equity Fund 702,302 747,878
Vanguard Total Stock Market Index Fund Instl 4,670,078 4,879,235
Ishares Russell 1000 210,631 98,896
Ishares Russell Midcap 13,456 6,812
Ishares Select - 53,386 27,054
Ishares RS 2000 Growth 6,448 3,710
Ishares RS 2000 Value 6,519 3,467
Ishares Inc Core MSCI 9,916 3,027
Ishares TR Core MSCI EAF 16,345 5,305
9,653,068 10,045,010
International Equities:
Vanguard Total internaticnal Stock Index Admiral 3,220,724 3,284,583
Vanguard International Growth Fund Admiral 1,613,396 1,630,307
Vanguard International Value Fund 1,610,407 1,621,354
Ishares International Select 16,863 4,299
6,461,390 6,540,543
Real Estate Mutual Fund - Vanguard REIT Index Fund Admiral 913,027 898,968
Fixed Income:
Vanguard Total Bond Market [ndex Fund Admiral 2,203,376 2,351,422
Vanguard Intermediate - Term Inv Grade Admiral 1,321,483 1,417,983
Vanguard Short-Term Inv Grade Admiral 1,980,185 2,116,369
Ishares 1-3 Year 53,717 40,695
Ishares Core U.S. 134,124 92,572
Ishares IBOXX$ High Yield 6,008 -
Ishares MBS ETF 59,384 33,237
Ishares JP Morgan EM BON 6,448 -
5,764,815 6,052,278
$ 22,793,200 $ 23,536,799

Equity investments are comprised of mutual funds. Fixed income investments are comprised of corporate and

government domestic and foreign mutual funds.

The University has significant investments in mutual funds and is therefore subject to market risk. Investments
are held by various investment custodians engaged by the University to invest the funds based on the

University's investment policy.

At June 30, 2016 and 2015, investments have a cost basis of approximately $22.2 million and $21.9 million,
respectively. Additionally, the investments are monitored for the University by the governing investment advisory
committee. Although the market value of investments is subject to fluctuations on a year-to-year basis,
management believes the investment policy is prudent for the long-term welfare of the University and its

beneficiaries,

12-



ST. THOMAS UNIVERSITY, INC,

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

INVESTMENTS (CONTINUED)

The components of total investment (loss) return are reflected below at June 30:

2016 - 7 2015
Interest and dividends $ 897,088 $ 947 324
Net realized and unrealized investment loss (1,118,895} {265.456)
$ (221,807) $ 681,868

Income generated from investments restricted for scholarships and special purposes are classified as temporarily
restricted investment returns. Income generated from all other investments are classified as unrestricted
investment returns. The following represents investment (loss) returns by restriction:;

2016 2015
Unrestricted investment (loss) retumn $ (83,083) $ 291822
Temporarily restricted investment (loss) return {138,724) 390,046
$ (221,807) $ 681,868

Net realized and unrealized investment gains and losses are shown net of investment management fees of
approximately $45,000 and $43,000 for the years ended June 30, 2016 and 2015, respectively.

INVESTMENT HELD IN TRUST

The Archdiocese of Miami Millennium Appeal, Inc., d/bfa Vision 2000, has conducted a fund raising campaign for
certain educational institutions. The funds raised were allocated to a permanent endowment exclusively for the
use and benefit of the University in offering tuition aid and academic scholarships to graduates of Catholic high
schools in the Archdiocese of Miami.

The funds allocated are administered and invested by the Catholic Community Foundation in the Archdiocese of
Miami, Inc. (the “Catholic Community Foundation”). The University records the amounts collected and passed on
to-the Catholic Community Foundation at fair value as an Investment Held in Trust and permanently restricted net
assets. The earnings are released at the discretion of the Catholic Community Foundation.

FAIR VALUE MEASUREMENTS

The FASB Accounting Standards Codification (*ASC"), Fair Value Measurements and Disclosures, provides the
framework for measuring fair value. That framework provides a fair value hierarchy that prioritizes the inputs to
valuation technigues used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to
unobservable inputs (Level 3 maasurements).

The three levels of the fair value hierarchy under the FASB ASC are described as follows:
e Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in
active markets that the University has the ability to access.
e Level2  Inputs to the valuation methodology include:
= quoted prices for similar assets or liabilities in active markets;
= quoted prices for identical cr similar assets or liabilities in inactive markets;
= jnputs other than quoted prices that are observable for the asset or liability;
= inputs that are derived principally from or corrcborated by cbservable market data by
correlation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

-13.



ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

FAIR VALUE MEASUREMENTS (CONTINUED)

o Level3  Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The asset’s or liability’s fair valug measurement level within the fair value hierarchy is based on the lowest level of
any input that is significant to the fair value measurement. Valuation techniques used need to maximize the use
of observable inputs and minimize the use of unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value. There have
been no changes in the methodologies used at June 30, 2016 and 2015.

The equity and fixed income portfolio consist of mutual funds managed primarily through investments held by
independent investment advisors with discretionary investment authority, The equity portfolio and fixed income
investments are valued at the closing price reported in the active market in which the individual securities are
traded.

Investments held in trust are valued based on the value of the underlying investments as provided by the Catholic
Community Foundation. ‘

The preceding methods described may produce a fair value calculation that may not be indicative of net
realizable value or reflective of future fair values. Furthermore, although the University believes its valuation
methods are appropriate and consistent with other market participants, the use of different methodologies or
assumptions to determine the fair value of certain financial instruments could result in a different fair value
measurement at the reporting date.

Items Measured at Fair Value on a Recurring Basis

The following table represents the University's financial instruments measured at fair value on a recurring basis at
June 30, 2016 for each of the fair value hierarchy levels:

Fair Value Measurements.at Reporting Date Using:
Quoted Prices

in Active Significant Other Significant Other
Markets for Observable Unobservable
Fair Value Identical Assets Inputs Inputs
6/30/2016 {Level 1) {Level 2} {Level 3)
Assats:
Investment securities:
Equities:
Domestic equities $ 9,653,068 $ 9,653,068 $ - $ -
International equities 6,461,390 6,461,390 -
Real estate mutual funds 913,927 913,927 -
Fixed income:
Bond mutual funds 5,764,815 ) 5,764,815 < S
Total investment securities $ 22,793,200 $ 22,793,200 $ - $ -
Investment held in trust $ 3,168,118 $ 3,168,116 $ - $ -
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ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

8. FAIR VALUE MEASUREMENTS (CONTINUED)
Items Measured at Fair Value on a Recurring Basis {continued)
The following table represents the University's financial instruments measured at fair value on a recurring basis at
June 30, 2015 for each of the fair value hierarchy levels:
Fair Value Measurements at Reporting Date Using:
Quoted Prices -
in Active Significant Other Significant Other
Markets for Observable Unobservable
Fair Value Identical Assets Inputs Inputs
6/30/2015 {Level 1) (Level 2) {Level 3)
Assets:
Investment securities:
Equities:
Domestic equities $ 10,045,010 $ 10,045,010 $ - 3
International equities 6,540,543 6,540,543 -
Real estate mutual funds 898,968 898,968 -
Fixed income:
Bond mutual funds 6,052,278 6,052,278 -
Total investment securities $ 23,536,798 $ 23,536,799 $ - $ -
Investment held in trust $ 3,400,563 $ 3,400,563 $ - $ -
9. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses consist of the following at June 30:
2016 2015
Salary accrual $ 1833995 $ 1,880,733
Trade payable 1,585,786 1,870,305
Student refunds 1,448,588 622,521
Vacation accrual 1,130,301 1,100,980
Textbooks 795418 -
Other payables and accruals 648639 484,885
Crline program fees 298 446 -
Student deposits 252519 263,201
Interest acecrual 189,781 208,471
Professional senices 43919 60,000
$ 8,228,392 $ 6,491,096
10. OBLIGATIONS UNDER CAPITAL LEASES

The University entered into several capital leases for the acquisition of computer equipment expiring on various
dates through fiscal year 2019. The interest rates related to the lease cbligations range from 0.3% to 5.05%. The
leased computer equipment is depreciated over the lower of the related lease terms or the estimated productive
life. Depreciation of assets under capital leases totaled approximately $130,000 and $138,000 for the years
ended June 30, 2016 and 2(415, respectively. Future minimum lease payments at June 30, 2016 are as follows
for the years ending June 30:

2017 $ 121,600

2018 72,375

2019 10,600

204,575
Less Interest {9,330)

$ 195,245
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. ST. THOMAS UNIVERSITY, INC,

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

11. BOND AND NOTES PAYABLE
Bond and notes payable at June 30 consist of the following:
Final Interest
Series maturity rate 2016 2015
Higher Educational 7
Faciliies Financing Authority 2009 2034 3.99% $ 28070000 § 29,005,000
Notes Payable:
Bank line of credit Cndemand. Variable 62,000 346,000
$ 28132000 % 29,351,000
Future principal payments for the bond and notes payable at June 30, 2016 are as follows:
For the years ending June 30,
2017 $ 1,047,000
2018 1,035,000
2019 1,095,000
2020 1,150,600
2021 1,210,000
Thereafter 22,595,000
§ 28,132,000
On January 22, 2009, the Series 2009 Bond was issued with a par amount of $31.0 million, fixed interest of
5.28% and a maturity date of February 1, 2034. The bond requires quarterly principal repayments of varying
amounts beginning August 2012, On June 13, 2011, the terms of the Series 2009 Bond were modified to a lower
rate of 4.41%. All other terms remained the same. On June 17, 2015, the terms of the Series 2009 Bond were
modified to a lower rate of 3.99%. At the financial institution’s sole discretion, the Series 2009 Bond ¢an become
due on February 1, 2024 and February 1, 2028.
The collateral for the bond includes a lien on certain property, rights, title and interests in property and a
guarantee by the Archbishop of the Archdiocese of Miami. The bond contains a debt service coverage ratio
covenant that is to be measured annualiy. As of June 30, 2016 and 2015, management believes the University
was in compliance with the covenant.
The: University maintains a $5.0 million bank line of credit, with interest at the prime rate less 1% (2.50% and
2.25% at june 30, 2016 and 2015, respectively) for the purpose of providing the University working capital. The
line of credit is secured by an assignment and perfected security interest in investments currently maintained in
the St. Thomas University Endowment Fund.
12. RETIREMENT PLANS

The University has two defined contribution retirement programs, funded by individual annuity contracts, for
academic and nonacademic personnel. The University's contribution, which is limited to 7% during the years
ended 2016 and 2015, of each participating employee’s gross salary, was $1,343,916 and $1,334,930 for the
fiscal years ended June 30, 2016 and 2015, respectively.

The University established a “Single Employee Qualified Defined Benefit Plan” on June 30, 2010. This plan
provides for defined benefits of $60,000 per year, subject to 3.0% cost of living increase commencing upon
attaining normal retirement age. The Finance Committee, a subcommittee of the Board of Trustees, appointed
SunTrust Bank as trustee for the plan. In March 2015, the plan was amended to allow a lump sum distributien as
of January 2015. In April 2015, the funds were distributed pursuant to this amendment.
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ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

13. NET ASSETS
Temporarily restricted net assets are available for the following purposes at June 30:
2016 2015
Invéstment in property, plant and equipment $ 6,579,361 $ 1,398,355
Scholarships, education and general programs 13,201,538 12,688,918
Term endowments 2,152,593 2,161,816
Gift annuity 60,525 60,525
$ 21,994,017 $ 16,309,614
Term-endowments include donor-stipulated restrictions expiring through fiscal year 2032, The University may use
50% of the aggregate term-endowment income earned during the year for operating purposes. Permanently
restricted net assets are invested in perpetuity, the income from which is expendable to support scholarships and
general education operations (NOTE 14).
Net assets released from restrictions by incurring expenses satisfying the Testricted purposes or by the
cceurrence of other events specified by donors were as follows for the years ended June 30
2016 2015
Program restriction accomplished - scholarships,
education and general programs $ 1,289,068 $ 484,661
Donor restriction accomplished - capital acquisition 733,983 73,608
$ 2,023,051 $ 558,270
14, ENDOWMENTS

The University's endowment consists of individual funds established for a variety of purposes. lts endowment
includes both donor-restricted endowment funds, trusts held by others, and funds designated by the Board of
Trusteas or University President to function as endowments. As required by U.S. GAAP, net assets associated
with endowment funds, including funds designated by the Board of Trustees or University President to function as
endowments, are classified and reported based on the existence or absence of doner-imposed restrictions.

The State of Florida adopted the Flerida Uniform Prudent Management of Institutional Funds Act ("FUPMIFA").
The University has interpreted the FUPMIFA as requiring the preservation of the fair value of the original gift as of
the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result
of this interpretation, the University classifies as permanently restricted net assets (a) the original value of gifts
donated to the permanent endowment, (b} the original value of subsequent gifts to the permanent endowment
and (c) accumulations to the permanent endowment made in accordance with the direction of the applicable
donor gift instrument at the time the accumulation is added to the fund. The remaining portion of the donor-
restricted endowment fund that is not classified in permanently restricted net assets is classified as temporarily
restricted net assets until those amounts are appropriated for expenditure by the University in a manner
consistent with the standard of prudence prescribed by FUPMIFA.

The University considers the following factors in making a determination to appropriate or accumulate donor-
restricted endowment fund earnings:

{1) The duration and preservation of the fund

(2) The purposes of the University and the donor-restricted endowment fund
(3} General economic conditions

{4) The expected total return from income and the appreciation of investments
(5) Other resources of the University

(6) The investment policies of the University
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ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND-2015

ENDOWMENTS (CONTINUED)

For the years ended June 30, 2016 and 2015, the University has elected not to add appreciation for cost of living
or other spending policies to its permanently restricted endowment for inflation and other economic conditions.

Summary of Endowment Assets at June 30, 2016:

Temporarily Permanently
Unrestricted Restricted Restricted Total
Donor-restricted endowment funds $ - $ 10,946,007 $ 5,466,852 $ 17,412,859
Board-designated endowment funds 5,744,936 - - 6,744,936 -
Total endowment net assets $ 6,744,936 $ 10,946,007 $ 6,466,852 $ 24,157,795
Summary of Endowment Assets at June 30, 2015:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Donar-restricted endowment funds $ - $ 10,865,390 $ 6318741 $ 17,1-84,1 31
Board-designated endawment funds 7,748,544 - - 7,748 544
Total endowment net assets $ 7,749,544 $ 10,865,390 $ 6,318,741 $ 24,833,675
Changes in endowment net assets as of June 30, 2016:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment net assets, beginning $ 7749544 $ 10,865,390 $ 6,318,741 $ 24,933,675
Interest and dividends 308,999 526,164 - 835,163
Net realized and unrealized investment loss (370,166) {664,588) - {1,035,054)
Released from restriction and expenditures {943,441) (752,618) - (1,696,059)
Contributions - 971,859 148,111 1,120,070
Endowment net assets, ending $ 65,744,936 $ 10,946,007 $ 6,466,852 $ 24,157,795
Changes in endowment net assets as of June 30, 2015:
Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment net assets, begihni ng $ 7499015 $ 8,821,908 $ 6294471 $ 22615394
Interest and dividends 359,278 529,043 - 888,321
Net realized and unrealized investment loss (108,749) (138,997) - (247,7486)
Released from restriction and expenditures - (322,270) - (322,270)
Contributions - 1,975,706 24,270 1,990 976
Endowment net assets, ending $ 7,749,544 $ 10,865,390 $ 6,318,741 $ 24,933,875
Summary of Endowment Assets:
Endowment assets as of June 30 are as follows:
2018 2018
Investments {NOTE 6) $ 20,871,785 $ 21,530,842
Investment held in trust (NOTE 7) 3,168,116 3,400,563
Pledges receivable (NOTE 4) 117,611 -
Cash and cash equivalents 283 2,270
$ 24,157,795 $ 24,933 675
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ST. THOMAS UNIVERSITY, INC.

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016 AND 2015

ENDOWMENTS (CONTINUED)

14.

15.

Return Objectives and Risk Parameters

The University has adopted invesiment and spending policies for endowment assets that attempt-to provide a
predictable stream of funding to programs supported by its endowment while seeking to maintain the purchasing
power of the endowment assets. Endowment assets include those assets of donor-restricted funds that the
University must hold in perpetuity or for a donor-specified period(s) as well as board designated funds. Under this
policy, as approved by the Board of Trustees, the endowment assets are invested in a manner that is intended to
produce results that exceed the price and yield results of the S&P 500 index while assuming a moderate level of
investment risk. The University expects its endowment funds, over time, to provide a rate of return in excess of
the original permanently restricted principal. Actual returns in any given year may vary.

Strategies Employed for Achieving Objectives

"To satisfy its long-term rate-of-return objectives, the University relies on a total return strategy in which

investment returns are achieved through both capital appreciation (realized and unrealized) and current yield
(interest and dividends). The University targets a diversified asset allocation that places emphasis on investments
in equities and mutual funds to achieve its long-term return objectives within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

On University held investments, the University employs a total return endowment spending policy that establishes
the amount of endowment invesiment return that is available to support current needs and restricted purposes.
The University has an endowment variable spending policy up to 5% of the 3-year average of fair market value at
the board's discretion, which provides for steady growth in annual spending. Any income earned in excess of the
spending limit is reinvested while funds may be withdrawn from investment return earned in prior years if income
is less than the spending policy provision. This is designed to insulate investment policy from budgetary
pressures, and to insulate program spending from fluctuation in capital markets.

TUITION AND OTHER FEES, NET

16.

For the years ended June 30, 2016 and 2015, tuition and other fees revenue is reported in the fiscal year in which
educational programs are primarily conducted, net of discount or scholarship allowances of $16,218,879 and
$15,351,119, respectively, and bad debt expense of $489,988 and $475,101, respectively.

The University's students receive a substantial amount of support from State and Federal Student Financial
Assistance Programs. A significant reduction in the level of this support, if this were to occur, may have an
adverse effect on the University’s programs and activities.

RELATED PARTY TRANSACTIONS

The Universify has engaged in related party activities with the Archdiocese of Miami. The University is co-self
insured through the Archdiocese of Miami for general liability, property, and workers compensation and has paid
approximately $1.1 and $1.2 million in ingsurance premiums to the Archdiocese of Miami during the years ended
June 30, 2016 and 2015, respectively. Losses related to estimated liabilities are actuarially determined and
recorded in the financial statements of the Archdiocese of Miami.

The University is also co-seif insured through the Archdiocese of Miami for employee health insurance and has

paid, net of employee contributions, approximately $2.7 and $2.6 million in insurance premiums to the
Archdiocese of Miami Health Plan Trust during the years ended June 30, 2016 and 2015, respectively.
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NOTES TC FINANCIAL STATEMENTS
JUNE 30, 2016 AnD 2015

COMMITMENTS AND CONTINGENCIES

Operating Leases

The University leases certain equipment and automobiles under operating leases expiring on various dates
through 2021.

The rent expense under operating leases was approximately $189,000 and $195,000 for the years ended June
30, 2016 and 2015, respectively. The minimum required lease payments under these non-cancelable operating
leases are as follows:

2017 $ 75274
2018 68,514
2019 39,470
2020 30,939
2021 2,578
$ 216,775

Service Agreements

The University entered into an agreement with an outside service organization to manage the University's
security. During the years ended June 30, 2016 and 2015, approximately $610,000 and $603,000, respectively,
was paid for these security services.

The University entered into an agreement with an outside service organization to provide food services far the
University's resident students. Expenses paid to the food service provider under this agreement were
approximately $1,383,000 and $1,361,000 for the years ending June 30, 2016 and 2015, respectively. In Jupe
2015, the University replaced its existing food vendor with a new vendor. The University entered into an
agreement with the new vendor which expires May 27, 2025. The new agreement includes variable daily rates
based on occupancy and a minimum of 218 biliing days.

Cn March 14, 2014, the University entered into a partnership agreement with HotChalk, Inc. (*HotChalk™) to
provide online graduate and doctoral degrees. The agreement calls for HotChalk to faciiitate the delivery of
online programs by providing the technology and online platform. HotChalk is responsible for marketing the online
programs and assisting in recruiting and enrollment efforts. This agreement is effective for ten years, with an
automatic renewal of five years if certain conditions are met. ‘

The University maintains all rights and exclusive control over its academic programs and online curriculum,
including, but not limited to, admission of students; course content and delivery; approval of faculty; registration
and retention of students; evaluation of student progress; and the awarding of credits and degrees,

The terms of this agreement call for revenue sharing, net of scholarships. At June 30, 2016 and 2015, the
University's share of net revenue from online programs offered through this partnership was approximately
$1,817,000 and $894 000, respectively.

Grants

The University participates in a number of federal and state grant assistance programs. Amounts received and
expended under various federal and state programs are subject to audits by governmental agencies to determine
if activities undertaken by the University comply with conditions of the grants. Management believes that no
material liability will arise from any such audits.

Construction in Progress

Construction in progress of $1,688,190 as of June 30, 2016 consists mainly of construction of the new Gus
Machado School of Business, construction of an Einstein Bagels on the University campus and various athletic
capital projects. Construction in Progress is a component of property, plant, and equipment in the accompanying
Statements of Financial Position.
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NOTES TO FINANGIAL STATEMENTS
JUNE 30, 2016 AND 2015

COMMITMENTS AND CONTINGENCIES (CONTINUED)

Legal Matter

In 2005, Hurricane Wilma caused approximately $3.3 million in damages to the University's roofs and other
infrastructure. As a result, the University collected monies from both the Federal Emergency Management
Agency (‘FEMA”) and an insurance company and completed the repairs,

In 2010 and 2011, FEMA billed the University in the amount of $872,240 claiming an overpayment, as the
University collected from both FEMA and the insurance company. At that time, the University prepared a
thorough analysis to demonstrate they had not collected more than the amount of the damages.

The University has filed an appeal with FEMA, which could take several years to resolve. In the meantime, the
Department of Emergency Management of the State of Florida, who acted as an intermediary for FEMA, is
seeking to collect the funds pending the outcome of the appeal. Management firmly believes the University will
prevail following the appeal.
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CERVIRIEDY PUBLIC ACCOUNTAMTE AND ADVISORE

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees
St. Thamas University, Inc.

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and tha standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of St. Thomas University, Inc. {the “University”)
{a nonprofit organization}, which comprise the statement of financial position as of June 30, 2016, and the related
statements of activities and cash flows for the year then ended, and the related notes to the financial statements,
and have issued our report thereon dated September 26, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial staterents, we considered the University’s internal control over
financial reporting {internal control) to determine the audit proecedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of St. Thomas University, Inc.’s internal control. Accordingly, we do not express an opinion on
the effectiveness of the University’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

QOur consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether St: Thomas University, Inc.'s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was rot an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under Government

Auditing Standards.
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To the Board of Trustees
St. Thomas University, Inc.
Page Two

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the University's internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the University’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Wosian., B, %ﬁ Tt

Miami, Florida
September 26, 2016
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees
St. Thomas University, Inc.

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of St. Thomas University, Inc. {the “University”)
(a nonprofit organization), which comprise the statement of financial position as of June 30, 20186, and the related
statements of activities, and cash flows for the year then ended, and the related notes to the financial statements,
and have issued our report thereon dated September 26, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the University's internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of St. Thomas University, Inc.’s internal control. Accordingly, we do not express an opinion on
the effectiveness of the University’s internal control.

A deficiency in infernal controf exists when the design or operation of a control does not ailow management or
employees, in-the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether St. Thomas University, Inc.’s financial statements are
free from material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under Government

Auditing Standards.
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To the Board of Trustees
St, Thomas University, Inc.
Page Two

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the University's internal control or on
compliance. This report is an integral part of an audit perfformed in accordance with Government Auditing
Standards in considering the University's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

Wy siaons, B, %,& Tt

Miami, Florida
September 26, 2016
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CERTIFED PLBLIG ATCOUNTARNTS AND ADVISORY

INDEPENDENT AUDITCR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND PROJECT,
INTERNAL CONTROL OVER COMPLIANCE AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS AND STATE FINANCIAL ASSISTANCE REQUIRED BY THE UNIFORM GUIDANCE '

AND CHAPTER 10,650, RULES OF THE FLORIDA AUDITOR GENERAL

To the Board of Trustees
St. Thomas University, Inc.

Report on Compliance for Each Major Federal Program and State Project

We have audited St. Thomas University, Inc’s (the “University”) compliance with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Compliance Supplement and the
requirements described in the Executive Office of the Governor’s State Projects Compliance Supplement, that could
have a direct and material effect on each of the University’s major federal programs and state projects for the year
ended June 30, 2016. The University's major federal programs and state projects are identified in the summary of
auditer’s results section of the accompanying schedule of findings and questioned costs.

Management’'s Responsibility

Management is responsible for compliance with the requnrements of laws, regulations, contracts, and grants
applicable to its federal programs and state projects.

Auditor’s Responsibility

Qur responsibility is to express an opinion on compliance for each of the University’s major federal programs and
state projects based on our audit of the types of compliance requirements referrad to above. We conducted our
audit of compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicabie to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; the audit requirements of Tile 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Adminisirative Requirements, Cost Principles, and Audit Requirements for Federal Awards (“Uniform Guidance™; and
Chapter 10.650, Rules of the Florida Auditor General. Those standards, the Uniform Guidance and Chapter 10.650,
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material effect on a major federal
program or major state project occurred. An audit includes examining, on a test basis, evidence about the
University's compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal program
and state project. However, our audit does not provide a legal determination of the University’s compliance.

Opinion on Each Major Federal Program and S$tate Project
In our opinion, S$t. Thomas University, Inc. complied, in all material respects, with the types of compliance

requirements referred to above that could have a direct and material effect on each of its major federal programs
and state projects for the year ended June 30, 2018.
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To the Board of Trustees
St. Thomas University, Inc.
Page Two

Other Matters

The results of our-auditing procedures disclosed an instance of noncompliance with the compliance requirements
referred to above that are required to be reported in accordance with the Uniform Guidance and which are
described in the accompanying schedule of findings and questioned costs as item 2016-01. Our opinion on each
major federal program is not modified with respect to these matters.

The University's response to the noncompliance findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. The University's response was not subjected to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion ¢n the response.

Report on Internal Control Over Compliance

Management of St. Thomas University, Inc. is responsible for establishing and maintaining effective internal
control over compiiance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the University’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program and state project to
determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an
opinion on compliance for each major federal program and state project and to test and report on internal control
over compliance in accordance with the Uniform Guidance and Chapter 10.850, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the University's internal control over compliance.

A deficiency in internal controf over compliance exists when the design or operation of a control over compliance
does not allow management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, noncompliance with a type of compliance requirement of a federal program or state project
an a timely basis. A material weakness in internal confrol over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program or state project will not be prevented,
or detected and corrected, on a timely basis. A significant deficiency in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program or state project that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with govermnance.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control over compliance that might be
material weaknesses or significant deficiencies. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

Purpose of this Report
The purpese of this report on internal control over compliance is solely to describe the scope of our testing of

internal control over compliance and the results of that testing based on the reguirements of the Uniform
Guidance and Chapter 10.650. Accordingly, this report is not suitable for any other purpose.



To the Board of Trustees
St. Thomas University, Inc.
Page Three

Report on Schedule of Expenditures of Federal Awards and State Financial Assistance Required by the
Uniform Guidance and Chapter 10,650

We have audited the financial statements of the University as of and for the year ended June 30, 2016, and have
issued our report thereon dated September 26, 2016, which contained an unmadified opinion on those financial
statements. Our audit was conducted for the purpose of forming an epinion on the financial statements as a whole.
The accompanying schedule of expenditures of federal awards and state financial assistance is presented for
purposes of additional analysis as required by the Uniform (Guidance and Chapter 10.650 and is not a required
part of the financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements themseives,
and other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the schedule of expenditures of federal awards and state financial assistance is fairly
stated in all material respects in relation to the financial statements as a whole,

Ipnissn. Broum, %Mém

Miami, Florida
September 26, 2016



ST. THOMAS UNIVERSITY, INC.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND STATE FINANCIAL ASSISTANCE

FOR THE YEAR ENDED JUNE 30, 2016

Federal/State Grantor CFDA/ Contract/ Passed
Pass-through Grantor, CSFA Grant Through to Total
Program/Project or Cluster Title Number Number Subrecipients Expenditures
FEDERAL AWARDS:
U.S. Department of Education
Student Financial Aid-Cluster ‘
Federal Direct Student Loans 84.268 3 - 3 46,681,765
Federal Pell Grant Program 84.063- - 1,961,625
Federal Work-Study Program 84.033 - 384,922
Federal Supplemental Educational Opporiunity Grants 84.007 - 81,318
Federal Perkins Loan Program - Federal Capital Contribution 84.038 4,412,801
Sub-total Student Financial Aid-Cluster Program - -53,502,42¢
Passed throLigh Miami-Dade College
STEM TRAC 84.031C P03C110190 - 340,838
Passed through Florida Department of Education
853-2446B-6PCC1/
Twenty-First Century Community Leaming Centers B4.287C  853-2446B-6PCC2 700,016
Total U.S. Department of Education - 54,543,283
U.8. Department of Health and Human Services
Passed through Department of Children and Families
Refugee and Entrant Assistance - Discretionary Grants/ 93.576/ (XKD26)/(XKD28)/
Administered Programs 93.566 (XK027) 2,152,042
Total U.S. Department of Health and Human Services - 2,152,842
U.S. Department of Agriculture
Passed through Florida International University
Higpanic Serving Institutions Education Grants 10.223 2011-38422-30804 - 22,540
Total U.S. Department of Agriculture 22,540
TOTAL EXPENDITURES OF FEDERAL AWARDS $ - $ 56,718,765
STATE FINANCIAL ASSISTANCE:
Florida Department of Education:
Florida Resident Access Grant 48.064 NIAX $ - 3 1,437,000
Florida Student Assistance Grant 48.054 N/A* - 427 067
The Florida Bright Futures Scholarship Program 48.059 NIA* 124,445
TOTAL EXPENDITURES OF STATE FINANCIAL ASSISTANCE 1,988,512
TOTAL EXPENDITURES OF FEDERAL AWARDS AND
STATE FINANCIAL ASSISTANCE $ : $ 58,707,277

*N/A - not applicabie or available.

See accompanying notes to schedule of expenditures of federal awards and state financial assistance,
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ST. THOMAS UNIVERSITY, INC.

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND STATE FINANCIAL ASSISTANCE
FOR THE YEAR ENDED JUNE 30, 2016

GENERAL

The accompanying Schedule of Expenditures of Federal Awards and State Financial Assistance (the “Schedule”)
presents the activity of all federal awards  and state projects of St. Thomas University, Inc. (the “University”) for
the year ended June 30, 2016. All federal awards and state projects received directly from or passed through
government agencies are included in the accompanying Schedule,

BASIS OF ACCOUNTING

The accompanying Schedule is presented using the accrual basis of accounting. Federal award expenditures are
recognized following, as applicable, either the cost principles in OMB Circular A-122, Cost Principles for Non-
Profit Organizations, or the cost principles contained in Title 2 U.S Code of Federal Regulations Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards {*Uniform
Guidance”), wherein certain types of expenditures are not allowable or are limited as to reimbursement. State
expenditures are recognized in accordance with Chapter 10.650, Rules of the Auditor General of the State of
Florida. The amounts reported in the Schedule as expenditures may differ from certain financial reports submitted
to Federal funding agencies due to those reports being submitted on either a cash or modified accrual basis of

accounting.

EASIS OF PRESENTATION

The accompanying Schedule is presented in accordance with the requirements of the Uniform Guidance and
Chapter 10.650, Rules of the Auditor General of the State of Florida.

LOANS OUTSTANDING

The federal student loan program listed subsequently is administered directly by the University, and balances and
transactions relating to this program are included in the University's basic financial statements. Loans outstanding
at the beginning of the year and loans made during the year are included in the federal expenditures presented in
the Schedule. The University had the following loan balances outstanding at June 30, 2016:

Federal Amount
Program Title CFDA Number Qutstanding
Federal Perkins Loan Program 84.038 $ 3,835,276

SUBRECIPIENTS

There were no Federal awards provided to subrecipients.

INDIRECT COST RATE

For certain grants the amount expended includes an indirect cost recovery using an approved indirect cost rate of
38% or a lower agreed upon percentage per grant agreement. The University has elected not to use the de
minimis indirect cost rate allowed under the Uniform Guidance during the year ended June 30, 2016. For the
financial aid program, the University has elected to use the 5% administrative cost allowance based on the U.S.
Department of Education Federal Student Aid Handhook. '

REFUGEE AND ENTRANT ASSISTANCE GRANT

The Refugee and Entrant Assistance grant agreement (the “Grant”) between the University and Department of
Children and Families Services is based on a negotiated “fee for services.” The Grant provides services in three
locations; Miami-Dade County, Broward County and West Palm Beach, Church World Services, Inc. is the fiscal
agent for this grant. Payments received during fiscal year ending June 30, 2016 for services provided to clients
totaled $1,817,092. At June 30, 2018, the receivable for Miami-Dade County, Broward County and West Palm
Beach is approximately $224,400, $47,700 and $64,000, respectively. The University could not obtain a
breakdown by CFDA number from the grantor, therefore the expenditures during the year ended June 30, 2016
were not broken down by CFDA number.



ST. THOMAS UNIVERSITY, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2016

SECTION | - SUMMARY CF AUDITOR'S RESULTS

Financial Statements

Type of auditor's report issued:
Internal control over financial reporting:
Material weakness{es) identified?

Significant deficiencies identified that are not
considered to be material weaknesses?

Noncompliance material to financial statements
noted?

Federal Programs
Internal control over major programs:

Material weakneés(es) identified?

Significant deficiencies identified that are not
considerad to be material weaknesses?

Type of auditor’s report issued on compliance for
major programs:

Any audit findings disclosed that are required to be
reported in accordance with 2 CFR 200.516(a)?

Identification of major federal programs:
CFDA Number
84.268, 84.063, 84.033, 84.007, 84.038

Dollar threshold used to distinguish between Type A
and Type B programs:

Auditee qualified as low-risk auditee?

Unmodified
Yes X _No
Yes X __ None reported
Yes X__No
Yes X_No
Yes X __ None reported
Unmodified
_X_Yes No

Name of Federal Program or Cluster
Student Financial Aid-Cluster

$750,000

X __Yes No



ST. THOMAS UNIVERSITY, INC,

SCHEDULE OF FINDINGS AND QUESTIONED CoSTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2016

SECTION | - SUMMARY OF AUDITOR’S RESULTS (CONTINUED)

State Projects

Internal control over major state projects:
Material weakness(es) identified? Yes X__No

Significant deficiencies identified that are not

considered to be material weaknesses? Yes X__ None reported
Type of auditor's report issued on compliance for

major projects: Unmodified

Any audit findings disclosed that are required to be
reported in accordance with Chapter 10.650, Rules
of the Florida Auditor General? Yes X__No

Identification of major state projects:

CSFA Number Name of State Project
48.064 Florida Resident Access Grant
48.054 Florida Student Assistance Grant
43.059 The Flerida Bright Futures Scholarship Program

Dollar threshold used to distinguish between Type A

and Type B projects: $300,000
SECTION |l — FINANCIAL STATEMENT FINDINGS

CURRENT YEAR FINDINGS

None

PRIOR YEAR FINDINGS

None

SECTION Ill - MAJOR FEDERAL PROGRAMS - FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDING

2016-01: The University did not timely remit returns of Title IV funds.

Federal Awarding Agency: United States Department of Education

Pass-Through Entity: Not applicable ’

CFDA Number and Title: Student Financial Aid-Cluster

Federal Award Number: Not applicable ‘

Applicable Compliance Component: N. Special Tests and Provisions; 4. Return of Title [V Funds
Questioned Cost Amount: None
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ST. THOMAS UNIVERSITY, INC,

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30,2016

SECTION lll - MAJOR FEDERAL PROGRAMS - FINDINGS AND QUESTIONED COSTS {(CONTINUED)

CURRENT YEAR FINDING (CONTINUED)

2016-01: The University did not timely remit returns of Title IV funds. (Continued)

Criteria;

The University is responsible for making returns of Title IV funds in the preper amount and in a timely manner in
accordance with the federal guidelings. According to the Code of Federal Regulations (CFR), Title 34, Section 668-22,
when a recipient of Title IV grant or loan assistance withdraws from an institution during a payment period in which the
recipient began attendance, the institution must determine the amount of Title IV assistance eamned by the student as
of the student's withdrawal date. If the total amount of Title IV assistance earned by the student is less than the amount
that was disbursed to the student or on his or her behalf as of the date of the institution's determination that the student
withdrew, the difference must be returned to the Title IV programs within 45 days of the student's withdrawal date.

Effect:

Adequate monitoring of controls do not appear to be in place for the University's online program to ensure that the
return of Title IV funds is made within the required number of days.

Cause:

We noted 7 exceptions in our testing of return of Title IV funds out of a total of 23 selections. We found that the 7
returns were made more than 45 days after the University determined that the student withdrew. The range of these
late returns was from 46 to 107 days and was isolated to students enrolled in the University's online program. The total
dollar amount of these late returns was $12,624,

Recommendation:

We recommend the University strengthen its policies and procedures to ensure the return of Title IV funds are remitted
timely for its online program.

Management's Response:

The University recognizes that there are deficiencies in the withdrawal process for a segment of our online programs.
In collaboration with our technical support staff, these deficiencies have been identified, and most have been
corrected. Additionally, the University has engaged the services of an independent Financial Aid Consultant who has
completed an assessment of our policies and procedures and will assist us in implementing best practices in the areas
that need improvement. We are confident that the measures taken to address these issues will bring the University into
full compliance with federal guidelines.

PRIOR YEAR FINDINGS
None

SECTION IV - STATE PROJECT FINDINGS AND QUESTIONED COSTS

A management Jetter is not required as there were no findings required to be reported.

A Summary Schedule of Prior Audit Findings is not required as there were no findings required to be reported related
to State Projects.

A Corrective Action Plan is not required as there were no findings required to be reported under the Florida Single
Audit Act:
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