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. Welcoming

. Approval of Minutes

. Review FY 2017-18 Agency Audit Report
. CPE President Contract Recommendation
. Other Business

. Adjourn
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MINUTES
Executive Committee
Council on Postsecondary Education
June 22, 2018

The Executive Committee of the Council on Postsecondary Education met Friday, June
22,2018, at 8:00 a.m., ET, at the Council offices in Frankfort, Kentucky. Chair Sherrill
Zimmerman presided.

WELCOMING

APPROVAL OF
MINUTES

ANNUAL CPE
PRESIDENT

EVALUATION
DISCUSSION

OTHER
BUSINESS

The following committee members attended: Ben Brandstetter,
Donna Moore, and Sherrill Zimmerman. Lucas Mentzer and Kristi
Nelson did not attend.

Council staff members in attendance were Heather Faesy, Robert
L. King, and Travis Powell.

The minutes of the November 3, 3017 Executive Committee
meeting was approved as distributed.

The purpose of the meeting was to discuss President King’s self-
evaluation and the successes and set-backs over the last fiscal
year. A copy of President King’s memo to the Council was
included in the meeting materials. The committee members
remarked on King’s recent media interviews and his work and
discussions with the state budget director, the Governor, and the
legislature. Vice Chair Brandstetter asked that staff ensure his
memo is distributed to the public, not just the Council, so that more
people are aware of the great things CPE and President King have
done in the last year and decade.

KRS 63.080(2) provides a process for a board of trustees or
regents for Kentucky’s public universities and community college
system to request the removal of one of its members for cause. In
order to initiate this process, the board must notify the member and
the Council on Postsecondary Education that the member should
be removed for cause and specify the conduct warranting

removal. The member shall then have seven (7) days to voluntarily
resign or provide evidence to the Council that the member’s
conduct does not warrant removal. If the member does not resign,
the Council shall investigate the member and the conduct alleged
to support removal and make a nonbinding recommendation, in
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writing, to the Governor as to whether the members should be
removed. The Governor shall then make the final determination, in
writing, whether the member should be removed.

On June 18, 2018 both the Council and Dr. Karen Bearden,
member of the Kentucky State University (KSU) board of regents,
had received official notice that the KSU board unanimously
adopted a resolution to remove Dr. Bearden from its board.
According to the statute, Dr. Bearden has seven (7) days to resign.
CPE staff briefed the executive committee on the status of the
notice and next steps should Dr. Bearden not resigned.

ADJOURNMENT  The meeting adjourned at 8:50 a.m.
Aaron Thompson, Ph.D. Heather M. Faesy
President Associate, Board Relations & Special

Projects



Faesy, Heather M (CPE)

From: Brown, Leslie C (CPE)

Sent: Wednesday, November 14, 2018 2:54 PM
To: Faesy, Heather M (CPE)

Subject: FW: Audit

Attachments: Council Draft SAS 115 11.13.18.pdf

**CAUTION** PDF attachments may contain links to malicious sites. To verify the destination of the hyperlink
i in an attachment, hover your mouse over the link and verify the link address. If you are unfamiliar with the
: address or the address looks suspicious, do not click on the link and delete the email immediately. Please

Hi Heather,
Attached is the audit we approved yesterday, they have not sent us a copy marked FINAL yet but we had no changes to
report from the attached.

Thanks,
Leslie

Leslie L.C. Brown | Director, Administrative Services | Council on Postsecondary Education
1024 Capital Center Drive, Suite 320 | Frankfort, KY 40601 | £ 502.892.3011 | LeslieC.Brown@ky.gov | www.cpe.ky.gov

From: Allen Norvell <anorvell@blueandco.com>

Sent: Tuesday, November 13,2018 11:32 AM

To: Brown, Leslie C (CPE) <LeslieC.Brown@ky.gov>

Cc: Joseph Duruttya <jduruttya@blueandco.com>

Subject: RE: Audit

Leslie:

Attached is the draft of the communication to governance.

There is one recommendation on page 5 - this is a carryover from last year.

Please confirm your receipt, review and let us know if you have any questions or changes to consider.

Thank you,

R. Allen Norvell, CPA | Director
Blue & Co., LLC | phone 859-253-1100 | fax 859-253-1384
250 West Main Street, Suite 2900 | Lexington, KY 40507

-
b | ue | www.blueandco.com

Currently on Inside Public Accounting Magazine's "Top 100 Firms" list.
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~--DATE---

To the Council Members
Council on Postsecondary Education
Frankfort, Kentucky

We have audited the financial statements of the Council on Postsecondary Education (the Council)
for the year ended June 30, 2018, and have issued our report thereon dated as of the date of this
letter. Professional standards require that we provide you with information about our responsibilities
under auditing standards generally accepted in the United States of America, Government Auditing
Standards and Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance), as well as certain
information related to the planned scope and timing of our audit. Professional standards also
require that we communicate to you the following information related to our audit.

Our Responsibility under Auditing Standards Generally Accepted in the United States of
America, Government Auditing Standards and the Uniform Guidance

As stated in our engagement letter dated July 1, 2018, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
accounting principles generally accepted in the United States of America. Our responsibility is to plan
and perform the audit to obtain reasonable, but not absolute, assurance that the financial statements
are free of material misstatement. Our audit of the financial statements does not relieve you or
management of your responsibilities.

In planning and performing our audit, we will consider the Council’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinions
on the financial statements and not to provide assurance on the internal control over financial
reporting. We are responsible for communicating significant matters related to the audit that are, in
our professional judgment, relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such matters.
We will also consider internal control over compliance with requirements that could have a direct
and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with the Title 2 US. Code of Federal Regulations Part 200, Uniform
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Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards ("Uniform
Guidance”).

To the Council Members
Council on Postsecondary Education
Page 2

As part of obtaining reasonable assurance about whether the Council’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, 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 is not an objective of our audit. Also in accordance with the Uniform Guidance,
we will examine, on a test basis, evidence about the Council's compliance with the types of
compliance requirements described in the Uniform Guidance applicable to each of its major federal
programs for the purpose of expressing an opinion on the Council's compliance with those
requirements. While our audit will provide a reasonable basis for our opinion, it will not provide a
legal determination on the Council’s compliance with those requirements.

SIGNIFICANT AUDIT FINDINGS

QUALITATIVE ASPECTS OF ACCOUNTING PRACTICES

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the Council are described in Note 1 to the financial statements. As described in Note 16, the
Council adopted GASB Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions in 2018. We noted no transactions entered into by the Council during
the year for which there was a lack of authoritative guidance or consensus. We noted no significant
transactions that have been recognized in the financial statements in a different period than when
the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management and
are based upon management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of
their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimates affecting
the financial statements were:
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Management'’s estimate of compensated leave is accrued when incurred in the government-
wide financial statements. Only the accumulated annual and compensatory leave that is
estimated to be liquidated with expendable available financial resources is reported as an
expenditure and a fund liability of the governmental fund that will pay it. We evaluated the
key factors and assumptions used to develop the estimate pertaining to compensatory leave
in determining that it is reasonable in relation to the financial statements taken as a whole.

To the Council Members
Council on Postsecondary Education
Page 3

Management's estimate of the net pension liability, net OPEB (Other Post-employment
Benefits) liability and related deferred outflows/inflows of resources determined by the
actuary. We evaluated key factors and assumptions used to develop these liabilities in
determining that they are reasonable in relation to the financial statements taken as a whole.

We believe the disclosures in the financial statements are neutral, consistent and clear.
DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

CORRECTED AND UNCORRECTED MISSTATEMENTS

Professional standards require us to accumulate all known and likely misstatements identified during
the audit, other than those that are trivial, and communicate them to the appropriate level of
management. Management has corrected all such misstatements.

In addition, none of the misstatements detected as a result of audit procedures and corrected by
management were material, either individually or in the aggregate, to the financial statements taken
as a whole.

DISAGREEMENTS WITH MANAGEMENT

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that
could be significant to the financial statements or the auditor’s report. We are pleased to report that
no such disagreements arose during the course of the audit.

MANAGEMENT REPRESENTATIONS

We have requested certain representations from management that are included in the management
representation letter dated as of the date of this letter.
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MANAGEMENT CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS

To the Council Members
Council on Postsecondary Education
Page 4

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the Council's financial statements or a
determination of the type of auditor’'s opinion that may be expressed on those statements, our
professional standards require the consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations.

OTHER AUDIT FINDINGS OR ISSUES

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Council's auditors.
However, these discussions occurred in the normal course of our professional relationship and our
responses were not a condition to our retention.

OTHER INFORMATION IN DOCUMENTS CONTAINING
AUDITED FINANCIAL STATEMENTS

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the
information to determine that the information complies with accounting principles generally
accepted in the United States of America. The method of preparing it has not changed from the prior
period, and the information is appropriate and complete in relation to our audit of the financial
statements. We compared and reconciled the supplementary information to the underlying
accounting records used to prepare the financial statements or to the financial statements
themselves.

REQUIRED SUPPLEMENTARY INFORMATION

With respect to the required supplementary information accompanying the financial statements, we
have applied certain limited procedures to the required supplementary information in accordance
with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.
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OUR RECOMMENDATIONS FOR THE COUNCIL

To the Council Members
Council on Postsecondary Education
Page 5

During the course of an audit, we frequently become aware of matters which are opportunities to
strengthen internal controls or improve operating efficiency or effectiveness.

CURRENT YEAR RECOMMENDATIONS

During the course of our 2018 audit, we have developed the following additional recommendations
for your consideration.

Timely Request for Reimbursement of Pass-Through Federal Grants

The Supplemental Nutrition Assistance Program (SNAP) and Perkins pass-through grants specify the
Council invoice their primary federal grantee state agency monthly. During the 2018 audit, we noted
the Council submitted invoices on these pass-through grants quarterly. Accordingly, funds were not
reimbursed as frequently as permitted and the Council was required to use cash from the
Technology Initiative Trust Fund (TTF) to pay for federal grant expenditures. The TTF is in an interest
bearing account and the Council missed the opportunity to collect interest because the
reimbursement was not submitted as frequently as permitted. We recommend that the Council
submit to invoices to the primary awarding state agency on a monthly basis.

% %k %k k %k

This communication is intended solely for the use of management, the Council Members, others
within the Council, and the Auditor of Public Accounts of the Commonwealth of Kentucky, and is not
intended to be and should not be used by anyone other than these specified parties.

We appreciate this opportunity to be of service and extend our thanks to everyone at the Council for

their cooperation and assistance. We would be pleased to discuss any of the above matters with you
at your convenience.

Blue G, LLc
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REPORT OF INDEPENDENT AUDITORS

To the Council Members
Council on Postsecondary Education

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Council on Postsecondary Education (the
Council), a component unit of the Commonwealth of Kentucky, as of and for the year ended June 30,
2018, and the related notes to the financial statements, which collectively comprise the Council's
basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with auditing 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 opinions on these financial statements based on our audit. We
conducted our audit 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 audit 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 Council'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 Council's internal control. Accordingly, we express
no 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 overall 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 opinions.

15



To the Council Members D I 2 I \ I I
Council on Postsecondary Education

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Council as of June 30, 2018, and the respective changes in
financial position for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Change in Accounting Principle

As discussed in Note 16 to the financial statements, the Council adopted Governmental Accounting
Standards Board Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions, during the year ended June 30, 2018. Our opinions are not modified with
respect to this matter.

Report on Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management's
discussion and analysis on pages 4 through 11, the schedules of proportionate share of the net
pension liability and schedules of pension contributions on pages 59 through 62, the schedules of
proportionate share of the net OPEB liability and the schedules of OPEB contributions on pages 63
through 66, and the budgetary comparison information on pages 67 through 73, be presented to
supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it
to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management'’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Report on Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Council's basic financial statements. The accompanying schedule of
expenditures of federal awards, as required by Title 2 U.S. Code of Federal Regulation (CFR) Part 200,
Uniform Administration Requirements, Cost Principles, and Audit Requirements for Federal Awards is
presented on pages 81 and 82 for purposes of additional analysis and is not a required part of the
basic financial statements. The supplementary information included in the accompanying schedules
on pages 74 through 80 is also presented for purposes of additional analysis and is not a required
part of the basic financial statements.

16
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Council on Postsecondary Education

The accompanying schedule of expenditures of federal awards and supplementary information are
the responsibility of management and were derived from and relates directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the accompanying
schedule of expenditures of federal awards and supplementary information are fairly stated in all
material respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated ---DATE---
on our consideration of the Council’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 compliance 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 Auditing Standards in considering the Council's internal
control over financial reporting and compliance.

Blue ¢ Co. , L

Lexington, Kentucky
---DATE---

17
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MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2018

The Council on Postsecondary Education (the Council) was established by the passage of House Bill 1
during the first 1997 extraordinary session of the Kentucky General Assembly. As a component unit
of the Commonwealth of Kentucky, the Council provides direction and oversight to Kentucky's
postsecondary education system, including Adult Education.

The Council's management offers this narrative overview and analysis of the financial performance of
the Council for the fiscal year (FY) ended June 30, 2018. Readers are encouraged to read this
management discussion and analysis in conjunction with the Council’s financial statements and the
accompanying notes.

FINANCIAL HIGHLIGHTS

e The liabilities of the Council exceeded its assets at the close of FY 2018 by $24,011,104.
e Net position decreased $7,900,861 between FY 2017 and FY 2018.

e As of the close of FY 2018, the Council's governmental funds reported an ending fund
balance of $6,977,109, which includes balances in the strategic investment and incentive
funding programs appropriated to the Council on behalf of the public postsecondary
education institutions and agency operations.

e Total fund revenues for FY 2018 were $53,474,580, representing a 5% decrease from FY 2017.
Most of the decrease is due to the federal programs fund losing the Gear-up grant with an

decrease of revenue of approximately $1,259,327 in the current year.

e Total fund expenditures for FY 2018 were $54,222,234, representing a 1% decrease from FY
2017.

OVERVIEW OF THE FINANCIAL STATEMENTS

The audit report consists of four parts: management's discussion and analysis (this section), the
government-wide financial statements, the fund financial statements, and the accompanying notes
to the financial statements.

The Council has established separate accounts to track appropriations from the Commonwealth of
Kentucky to ensure they are used solely for the purposes for which they were appropriated.
Activities of the Council are accounted for as governmental and fiduciary funds.

18
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MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2018

Government-wide Financial Statements:

The Council’s financial statements are designed to provide readers with a broad overview of the
Council's finances, with an emphasis on the major funds within the governmental category.

The statement of net position presents information on all of the Council’'s assets and liabilities, with
the difference between the two reported as net position.

The statement of activities presents information showing how the Council’s net position changed
during the most recent fiscal year. All changes in net position are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of the related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will only result in cash
flows in future fiscal periods.

The government-wide financial statements can be found on pages 12 and 13 of this report.
Governmental Fund Financial Statements:

A fund is a grouping of related accounts used to maintain control over resources that have been
segregated for specific activities or objectives. The Council, like other state and local governments,
uses fund accounting to segregate appropriations designated for specific purposes. The Council
reports on two fund types, governmental and fiduciary.

Under the governmental fund type, the Council’s finances are displayed by discrete program or
activity that also may be described as a fund group. The grouping of programs and discrete activities
provides useful information by using a grouping that is more easily recognized by the reader.

Because the focus of the governmental fund financial statements is narrower than that of the
government-wide financial statements, it is useful to compare the information presented in the
governmental fund financial statements with similar information presented in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the
Council's near-term financial decisions. Both the fund balance sheet and statement of revenues,
expenditures, and changes in fund balance provide a reconciliation to facilitate this comparison.
These two reconciliations can be found on pages 15 and 17 of this report.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2018

Notes to the Financial Statements:
The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements. The notes to the financial

statements can be found beginning on page 19.

FINANCIAL ANALYSIS OF THE COUNCIL

Government-wide Financial Analysis:

Condensed Financial Information
Statements of Net Position

June 30, 2018 June 30, 2017

Assets:
Current $ 13,024,222 $ 7,016,777
Noncurrent 4,698,055 4,513,163
Total assets 17,722,277 11,529,940
Deferred outflow of resources 6,091,309 4,913,707
Total assets and deferrals $ 23,813,586 % 16,443,647
Liabilities:
Current $ 10,247,329 § 2,914,857
Noncurrent 31,486,052 25,975,667
Total liabilities 41,733,381 28,890,524
Deferred inflow of resources 2,990,627 562,684
Total liabilities and deferrals $ 44,724,008 $ 29,453,208
Net position (deficit):
Net investment in capital assets $ 20331 $ 133,117
Restricted 3,738,053 4,416,970
Unrestricted deficit (24,668,806) (17,559,648)
Total net position (deficit) $ (20,910422) $ (13,009,561)

Current assets consist primarily of program cash and cash equivalents, intergovernmental
receivables, amounts due from the Federal government under the Council's Federal programs, and
prepaid expenses. Noncurrent assets consist primarily of investments.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2018

Current liabilities consist primarily of operating accounts payable, intergovernmental payables,
accrued payroll, and accrued compensated absences. As of June 30, 2018, current liabilities also
include amounts due to the state investment pool (amounts temporarily advanced by the state
pending reimbursement from Federal grantor agencies). The portion of accrued compensated
absences not expected to be liquidated with expendable financial resources has been estimated and
included as a noncurrent liability.

Net position is divided into three components: net investment in capital assets, which represents the
Council's capital assets, net of accumulated depreciation; restricted net position, which primarily
consists of cash and cash equivalents and investments related to the Council's strategic trust funds
and other funding programs, net of outstanding liabilities; and unrestricted net position, which
consists primarily of cash and cash equivalents and investments related to the Council’'s Operations
and Technology Initiative Trust Funds, net of outstanding liabilities.

As of the close of the fiscal year, net position represents the difference between assets and liabilities
mentioned above. Liabilities exceeded assets by approximately $24.0 million. Total assets and
deferrals increased by approximately $7.4 million, primarily in the cash and cash equivalents and
prepaid expenses. Total liabilities increased by approximately $12.8 million primarily related to an
increase in net pension liability and the addition of net OPEB liability. Total deferred outflows of
resources increased by $2.2 million relating to an increase in net pension liability and the additional
of the net OPEB liability. Therefore, net position decreased $7.9 million between FY 2017 and FY
2018.
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Condensed Financial Information
Statements of Activities
For the Fiscal Years Ended

June 30, 2018 June 30, 2017
Revenues:
Program revenues:
Charges for services 3,486,095 3,938,465
Operating grants and contributions 11,797,657 14,181,210
Capital grants and contributions 651,074 684,863
General revenues:
State appropriations 37,539,754 37,389,514
Loss on disposal of capital assets (106,618) (6,717)
Total revenues 53,367,962 56,187,335
Expenses:
Strategic investment and incentive
funding programs 35,076,809 34,482,137
Agency, Kentucky Adult Education,
and KYVC/KYVL Operations 10,147,900 9,363,684
Federal Programs 11,424,433 12,640,272
Postsecondary Education Equine
Trust Fund 600,000 750,211
Other 11,237 50,154
Total expenses 57,260,379 57,286,458
Change in net position (3,892,417) (1,099,123)
Net position, beginning of year
(as previously reported) (13,009,561) (11,910,438)
Adjustment for net OPEB liability (4,008,444) -0-
Net position (deficit), beginning of
year (as adjusted) (17,018,005) (11,910,438)
Net position (deficit), end of year (20,910,422) (13,009,561)

General Fund appropriations from the Commonwealth of Kentucky are the primary funding source
for the activities of the Council. The Kentucky General Assembly, through the appropriations bill and
other statutory provisions, directs the use of those appropriations to specific activities. The most
significant changes in this year's funding was a decrease in operating grants and contributions by
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approximately $2.4 million. The decrease in appropriations is mostly within the Federal Fund due to
the Gear-Up grant not being renewed for FY 18.

Appropriations to the Council give the agency varying discretion in implementing the significant
reforms adopted in 1997 and 2000. In particular, the Strategic Investment and Incentive Funding
Programs are directed toward specific reform activities and implementation of the Council’s strategic
agenda for postsecondary education. Expenses for these programs comprise 60% of the Council’s
total expenses. The Strategic Investment and Incentive Funding Programs are the primary vehicles for
implementation of the postsecondary education reform. Recipients include the postsecondary
institutions, adult education service providers and other recipients of adult education services, and
providers and businesses participating in the new economy initiatives.

Governmental Fund Financial Analysis:

As noted earlier, the Council uses fund accounting to ensure and to demonstrate compliance with
finance-related and legal requirements. The focus of the Council's fund financial statements is to
provide information on near-term inflows, outflows, and balances of spendable resources. Such
information is useful in assessing the Council’s financing requirements. In particular, fund balances
may serve as a useful measure of an agency's net resources available for program purposes at the
end of the fiscal year.

Condensed Financial Information
Balance Sheets

June 30, 2018 June 30, 2017
Total assets $ 17,667,614 § 11,429,191
Total liabilities 10,690,505 3,704,428
Fund balances 6,977,109 7,724,763
Total liabilities and fund balances $ 17,667,614 $ 11,429,191

The fund balance primarily represents the cash balances, investment balances, amounts due from the
Federal government, and intergovernmental receivables. The fund balances of the Council decreased
approximately $748,000 between fiscal years.
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Condensed Financial Information

Statements of Revenues, Expenditures, and Changes in Fund Balances

For the Fiscal Years Ended

June 30, 2018

June 30, 2017

Revenues:
State appropriations $ 37,539,754 37,389,514
Charges for services 3,486,095 3,938,465
Intergovernmental revenues 651,074 1,549,863
Federal programs 11,607,695 12,867,022
Other 133,802 414,785
Income from investments 56,160 34,403
Total revenues 53,474,580 56,194,052
Expenditures:
Personnel services 13,021,055 14,715,181
Grants and subsidies 35,828,579 33,378,748
Intergovernmental expenditures -0- 211
Other 5,372,600 6,533,301
Total expenditures 54,222,234 54,627,441
Net change in fund balances (747,654) 1,566,611
Fund balances, beginning of year 7,724,763 6,158,152
Fund balances, end of year $ 6,977,109 $ 7,724,763

The most significant change in this year's revenue is with a decrease in federal program revenues of
$1.3 million.

Grants and subsidies primarily consist of payments to institutions, state agencies, and other service
providers for costs related to discrete authorized activities. The expenditures are consistent between
FY 2018 and FY 2017.

Other expenses represent all other operating expenses of the Council such as postage and related
services, rentals and equipment leases, supplies, travel, and dues and subscriptions, as well as
contractual obligations for the Kentucky Virtual Campus/Library databases and courier services.
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BUDGETARY HIGHLIGHTS

Final budgeted revenues remained consistent from original budgeted with minor modifications
noted.

Final budgeted expenditures decreased from original budgeted expenditures by approximately $6.1
million. The total decrease is primarily related to the decrease in Federal Program of $2.6 million
dollars due to the loss of the Gear-Up grant in the current fiscal year and the decrease pf $2.8 million
in Technology Initiative Trust Fund.

CONTACTING THE COUNCIL'S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Council’s finances. If you have
any questions concerning the information provided in this report or need additional financial
information, contact Mr. Bill Payne, Vice President for Finance and Administration or Leslie Brown,
Director, Administrative Services, Council on Postsecondary Education, 1024 Capital Center Drive,
Suite 320, Frankfort, Kentucky, 40601. Both individuals can be contacted by phone at (502) 573-1555.

11
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Governmental
Activities
ASSETS
Current assets:
Cash and cash equivalents $ 1,144,491
Cash and cash equivalents - restricted 7,336,347
Accounts receivable 24,247
Intergovernmental receivables 1,629,908
Due from the Federal government 2,411,721
Prepaid expenses 477,508
Total current assets 13,024,222
Noncurrent assets:
Investments 3,602,478
Investments - restricted 1,075,246
Capital assets - net 20,331
Total noncurrent assets 4,698,055
Total assets 17,722,277
Deferred outflow of resources 6,091,309
Total assets and deferrals $ 23,813,586
LIABILITIES
Current liabilities:
Accounts and other payables $ 9,296,991
Accrued expenses 560,959
Accrued compensated absences - current portion 389,379
Total current liabilities 10,247,329
Noncurrent liabilities:
Accrued compensated absences - noncurrent portion 356,100
Net pension and OPEB 31,129,952
Total noncurrent liabilities 31,486,052
Total liabilities 41,733,381
Deferred inflow of resources 2,990,627
Total liabilities and deferrals $ 44,724,008
NET POSITION (DEFICIT)
Net investment in capital assets $ 20,331
Restricted 3,738,053
Unrestricted deficit (24,668,806)
Total net position (deficit) $ (20,910,422)

See accompanying notes 12

to the financial statements.
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FUNCTIONS/PROGRAMS:
Operations
Federal Programs

Postsecondary Education Equine Trust Fund
Kentucky Adult Education Funding Program
Science and Technology Funding Program
Research Challenge Trust Fund
Technology Initiative Trust Fund
Assessment and Professional Development
Unallocated depreciation expense

Total governmental activities

Program Revenues

Net (Expenses)

Operating Capital Revenues and
Charges tor Grants and Grants and Changes in
Expenses Services Contributions Contributions Net Position

$ 10,147,900 $ 461,250 $ 128,991 $ $ (9,557,659)

11,424,433 11,478,704 54,271

600,000 651,074 51,074

15,981,228 (15,981,228)

4,511,700 (4,511,700)

6,612,601 11,822 (6,600,779)

6,753,924 3,024,845 178,140 (3,550,939)

1,217,356 (1,217,356)

11,237 (11,237)

$ 57,260,379 $ 3,486,095 $ 11,797,657 % 651,074 (41,325,553)
General revenues:

State appropriations 37,539,754

Loss on disposal of capital assets (106,618)

Total general revenues 37,433,136

Change in net position (3,892,417)

Net position, beginning of year (as previously reported) (13,009,561)

Adjustment for net OPEB liability (4,008,444)

Net position, beginning of year (as adjusted) (17,018,005)

Net position, end of year $ (20,910,422)

See accompanying notes
to the financial statements.
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8¢

Other (Non-
Kentucky Adult Research Technology major) Total
Education Challenge Trust Initiative Trust Governmental Governmental
Operations Federal Programs  Funding Program Fund Fund Funds Funds
ASSETS
Cash and cash equivalents $ 536,488 $ $ $ $ 608,003 $ $ 1,144,491
Cash and cash equivalents - restricted 4,221,256 3,050,699 64,392 7,336,347
Investments 2,980,570 621,908 3,602,478
Investments - restricted 717,531 357,715 1,075,246
Accounts receivable 24,247 24,247
Intergovernmental receivables 113,676 1,516,232 1,629,908
Due from the Federal government 7,191 2,404,530 2,411,721
Interfund receivable 314,750 14,750 113,676 443,176
Total assets $ 3,863,246 $ 2,532956 $ 1516232 §$ 4,938,787 $ 4,394,286 $ 422,107 $ 17,667,614
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts and other payables $ 24,368 $ 2,385,492 % 1,516,232 $ 4908,197 $ 222,702 $ 240,000 $ 9,296,991
Accrued expenses 466,358 19,038 13,694 32,487 29,382 560,959
Accrued compensated absences 367,236 276 13,761 5,769 2,337 389,379
Interfund payable 128,426 314,750 443,176
Total liabilities 857,962 2,533,232 1,543,687 4,908,197 575,708 271,719 10,690,505
Fund balances:
Restricted:
for SHEEHO Multi-State Collaborative Agreement 18,754 18,754
for Technology Initiative 2,687,180 2,687,180
for Automated residency application system 318,765 318,765
for James Graham Brown Foundation 26,000 26,000
for University Equine programs 422,100 422,100
Committed:
for Lung Cancer Research 30,588 30,588
for Research Challenge 2 2
for Regional University Excellence 7 7
Assigned:
for agency operations 3,005,284 3,005,284
for Technology Trust Fund 767,879 767,879
Unassigned (276) (27,455) (271,719) (299,450)
Total fund balances 3,005,284 (276) (27,455) 30,590 3,818,578 150,388 6,977,109
Total liabilities and fund balances $ 3,863,246 $ 2,532956 $ 1,516,232 % 4,938,787 % 4,394,286 $ 422,107 $ 17,667,614
See accompanying notes 14

to the financial statements.
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Fund balances - total governmental funds $ 6,977,109

Amounts reported for governmental activities in the statement of net
position are different because:

The deferred outflow of resources are not current financial resources, and
therefore, are not reported in the governmental funds. 6,091,309

Prepaid expenses are accounted for in the governmental funds as
expenditures in the period of acquisition and, therefore, are not financial
resources and are not reported in the governmental funds.

Prepaid expenses 477,508

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the governmental funds.

Governmental capital assets 89,826
Less accumulated depreciation (69,495) 20,331

The noncurrent portion of accrued compensated absences is not due and
payable in the current year and, therefore, is not reported in the
governmental funds.

Accrued compensated absences -
noncurrent portion (356,100)

The deferred inflow of resources is not due and payable in the current year
and, therefore, is not reported in the governmental funds. (2,990,627)

The net pension liability and net OPEB liability is not due and payable in

the current year and, therefore, is not reported in the governmental funds. (31,129,952)
Net position of governmental activities $ (20,910,422)
See accompanying notes 15

to the financial statements.
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Kentucky Adult Other (Non-
Education Research Technology major) Total
Funding Challenge Trust  Initiative Trust ~ Governmental ~ Governmental
Operations Federal Programs Program Fund Fund Funds Funds
REVENUES:
State appropriations $ 6935186 $ 15926,768 $ 5176,100 $ 3,638000 $ 5863700 $ 37,539,754
Charges for services 461,250 3,024,845 3,486,095
Intergovernmental revenues 651,074 651,074
Federal programs 128,991 11,478,704 11,607,695
Other revenues 133,802 133,802
Income from investments 11,822 44,338 56,160
Total revenues 7,525,427 11,478,704 15,926,768 5,187,922 6,840,985 6,514,774 53,474,580
EXPENDITURES:
Personnel services 6,047,779 1,453,076 159,374 4,404 3,288,767 2,067,655 13,021,055
Utilities, rental, and other services 765,311 756,312 188,790 508,784 408 2,219,605
Commodities and supplies 194,023 14,187 2,505 2,658,910 55,988 2,925,613
Grants and subsidies 11,129 9,119,891 15,589,784 6,608,197 169,778 4,329,800 35,828,579
Travel 105,391 81,061 12,275 19,650 9,005 227,382
Total expenditures 7,123,633 11,424,527 15,952,728 6,612,601 6,645,889 6,462,856 54,222,234
Excess (deficiency) of revenues
over expenditures 401,794 54,177 (25,960) (1,424,679) 195,096 51,918 (747,654)
Net change in fund balances 401,794 54,177 (25,960) (1,424,679) 195,096 51,918 (747,654)
Fund balances, beginning of year 2,603,490 (54,453) (1,495) 1,455,269 3,623,482 98,470 7,724,763
Fund balances, end of year $ 3,005,284 (276) $ (27,455) $ 30590 $ 3818578 % 150,388 $ 6,977,109
See accompanying notes 16

to the financial statements.
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Net change in fund balances -
total governmental funds $ (747,654)

Amounts reported for governmental activities in the
statement of activities are different because:

Governmental funds report as expenditures for
certain payments that benefit future periods. In
the statement of activities, this future benefit is
deferred until the service has been received.

Change in prepaid expenses (279,695)

Governmental funds report capital outlays as
expenditures, however, in the statement of
activities, the cost of these assets is depreciated
over their estimated useful lives.

Current year expenditures for capital assets 5,069
Current year depreciation expense (11,237) (6,168)

Governmental funds only report the disposal of
capital assets to the extent proceeds are received
from the sale. In the statement of activities, a gain
or loss is reported for each disposal.

Current year loss on disposal of capital assets (106,618)

Pension and OPEB expenses not payable from
current year resources are not reported as
expenditures of the current year. In the statement
of activities these costs represent expenses of the
current year. (2,677,282)

Accrued compensated absences not payable from
current year resources are not reported as
expenditures of the current year. In the statement
of activities these costs represent expenses of the
current year.

Change in the noncurrent portion of accrued

compensated absences (75,000)
Change in net position of governmental activities $ (3,892,417)
See accompanying notes 17

to the financial statements.
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Agency Fund

ASSETS

Cash and cash equivalents - restricted $ 17,550

Investments - restricted 97,500
Total assets $ 115,050

LIABILITIES

Accounts payable $ 115,050

See accompanying notes 18

to the financial statements.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

This summary of significant accounting policies of the Council on Postsecondary Education (the
Council) is presented to assist in understanding the Council's financial statements. The financial
statements and notes are representations of the Council's management who is responsible for
their integrity and objectivity. These accounting policies conform to accounting principles
generally accepted in the United States of America (GAAP) and have been consistently applied in
the preparation of the financial statements.

The accompanying financial statements of the Council are included in the general purpose
financial statements of the Commonwealth of Kentucky as a discretely presented component unit
(within component units - universities and colleges).

Council on Postsecondary Education:

The Council was created by the passage of House Bill 1 during the 1997 Extraordinary Session of
the Kentucky General Assembly to provide direction and oversight to all of Kentucky's
postsecondary education institutions. The Council was established as an agency, instrumentality,
and political subdivision of the Commonwealth of Kentucky. The Council is composed of the
Commissioner of Education (nonvoting ex officio member), a faculty member, a student member,
and thirteen citizen members. Citizen Council members are selected from a list of nominees
provided to the Governor under the nominating process set forth in the Kentucky Postsecondary
Education Improvement Act of 1997. Kentucky Revised Statute Chapter 164 provides that the
Council has the responsibility to develop a strategic plan for postsecondary education with
advice from the Strategic Committee on Postsecondary Education; to develop an accountability
system to evaluate the performance and effectiveness of the State’s postsecondary education
system and its compliance with the strategic plan; to revise and approve the missions of the
State’s universities and the Kentucky Community and Technical College System; and to
determine the compliance of the postsecondary institutions with their academic, service, and
research missions. The Council shall determine tuition and approve the minimum qualifications
for admission to the postsecondary educational system. The Council shall review and approve all
capital construction projects including real property acquisitions. The Council shall define and
approve the offering of all postsecondary education technical, associate, baccalaureate, graduate,
and professional degree, certificate, or diploma programs in the public postsecondary education
institutions. Additional responsibilities include, but are not limited to, promoting employee and
faculty development statewide; ensuring coordination, transferability, and connectivity of
technology among the State's postsecondary educational institutions; and identifying
standardized degree programs and eliminating or making changes in existing academic
programs at the State’s postsecondary educational institutions.
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Kentucky Virtual Campus:

In accordance with Kentucky Revised Statute (KRS) 164.800, the Council has established the
Commonwealth Virtual Campus to make academic programs available to the citizens of the
Commonwealth through the use of modern methods of communications and information
dissemination as determined by the Council after consideration of the recommendations of the
Distance Learning Advisory Committee and the needs expressed by regional advisory groups.
The Council has established a Distance Learning Advisory Committee to advise the Council on
matters relating to the Kentucky Virtual Campus. The members of the advisory committee
include the Presidents of each of the nine State postsecondary education institutions, the
Executive Director of the Kentucky Educational Television Network, a representative of the
Association on Independent Kentucky Colleges and Universities, and other representatives as the
Council deems appropriate. Regional universities shall be the primary developers and deliverers
of baccalaureate and master's degree programs to be delivered by the Kentucky Virtual Campus.
The Council shall determine the allocation of tuition, course offerings, source of courses,
technology to be used, and other matters relating to the use of distance learning to promote
education through the Kentucky Virtual Campus. The accounts of the Kentucky Virtual Campus
(KYVC) include the Kentucky Virtual Library (KYVL) and are included in the accompanying
financial statements.

Kentucky Adult Education:

The Adult Education Reform Act of 2000 provided the foundation for improving the educational
status of adult Kentuckians who do not have a high school diploma, who function at low levels of
literacy, or who want to learn the English language. With the passage of Senate Bill 105 during
the 2006 Regular Session, all functions and activities associated with adult education and literacy
were assigned to the Council to facilitate the program’s next level of achievement. Kentucky
Adult Education has developed and incorporated ten priorities for its programs and activities:
Base Funding for Students, Corrections Education, English Literacy/Civics, Family Literacy, Go
Higher/P-16 Communities, Kentucky Virtual Adult Education, Professional Development, Tuition
Discounts, Employer Contributions, and Workforce Education Initiatives. Kentucky Adult
Education will continue to create new avenues for reaching adult learners, helping them
transition to postsecondary education.

Bas