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Independent Auditors® Report

Board of Trust
The Vanderbilt University:

We have audited the accompanying consolidated statements of financial position of The Vanderhili
University as of June 30, 2004 and 2003, and the related consolidated statements of activities and cash
flows for the years then ended. These consolidated financial statements are the responsibility of The
Vanderbilt University’s management. Our responsibility 15 1o express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally aceepted in the United States of
Amenica and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Compiroller General of the United States. Those standards require that we plan and perform
the audit o obiain reasonable assurance about whether the financial statements are free of materal
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant cstimates made by management, as well as evaluating the overall financial stalement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all matenal respects, the
financial position of The Vanderbilt University as of June 30, 2004 and 2003, and the changes in its net
assets and its cash flows for the years then ended in conformity with accounting principles generally
aceepted in the Umited States of Amenea,

In accordance with Government Awditing Standards, we have also issued a report dated September 14,
2004 on our consideration of The Vanderbilt University’s internal control over financial reporting and on
our tests on its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to descnibe 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 the
imternal control over financial reporting or on compliance. That report 15 an integral part of an audit
performed m accordance with Gevernment Auditing Standards and should be considered in assessing the
results of our audit,

Our audit was conducted for the purpose of forming an opinion on the consolidated financial stalements
taken as a whole. The sccompanying Schedule of Expenditures of Federal Awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of Stares, Local Governments, and Non-Profic Organizations, and 15 not a required part of the
consolidated financial statements. Such mformation has been subjected o the auditing procedures apphed
in the audit of the consolidated finaneial statements and, in our opinion, 1s fairly stated 0 all material
respects, in relation to the consolidated Gnancial statements taken as a whole.

KPMe LLP

September 14, 2004
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Consolidated Statements of Financial Position
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Consolidated Statements of Activities

Oparating

Non-oparating
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Consolidated Statements of Cash Flows il
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Notes to the Consolidated Financial Statements

I Chganization

The Vanderbilt University is a privately endowed, coeducation-
al, not-for-profil, ponsectarian institubion bocated in Mashville,
Tennessee. Founded w 1873, the University owns and operates
educational and research facilities as well as a health care sysem
The University providis educational services 1o appmoximately
6,300 undergradunte and 4800 praduate and professional st
dents enrolled in it oo schools and collieges. The Chancellor and
the Board of Trust, the goverming boand of the University, have
aversight responsibility o all of the University's linancial alfaes

Thiese consohidated fmancal statements includis the accounts ol
all entities i which the Linversity has a sgmficant fiancial imter
estand aver which thie Linversaty has control, mclusdug its hospe
Ll and clime, All sigmificant mtercompany acconts and transac
tiows have been elummated i consalidation

2. Summary of Sigribcant Accountng Policses
Bamis of Prasentalion
Thee consolickated Tl statemments of the University Bave
been prepared on the avemel bases i sccondance with accounting
principles generally accopted w the Lited States of Amenca
Based on the exmtence or absence of donoramposed mestric-
fons, thie Univeraty clissilies. resoumes into thiee cateporios
wnrestnected, femporanly weancned, and permanently restocred
i asscts

Unrestricted et assets are fiee of doporinperssd nesinctions
Al revenues, gadres, and Bosses that are sot temposnly o per-
muenently restricted Iy donoes ane inchided o tlis elassafication
All expenditures ane reported io the unnestricted class of et
wsets, since (he wse of nestocted compbutions n accordance
with donors’ stipalatiogs resalis i the release of the restnenon

Temporanly restricted oet astets ae lomted as o ouse by
donceramposed stipulations that expire with the passage ol
fime: o that can be satisfied by action of the Univerary These
el assets may inchuide unconditional pledpes, e m trsts
hedid by athers, and Dife income and gift annities

Permanently cestricted net ssets are amounts waguied by
danirs o be bl i perpetony. These net assets iy melile
sinconditional pedges, e codowsment, et in msts lield
by othiers, amd Tle decommie oo gl annoitics

Expirations of femporary restrictions on net asseis, e, the
passage of time andior fulfilling donoeimposed stipulations, an
reported av pet asets released from restections between the
applicable classes of net assets in the Consolidated Statements ol
Activifies

Cash and Cash Equivalents
Casly amd cash equivalents, matunng in 90 days or bss an dotse
el pirehise, are reported al G value

Irestments

Inwestrvents are reported af Liir value, based promarily on mar-
ket quotes, excepd for cortam neal siate and mocigagss that an:
stated of cost. Fur values lor certan altemative mvestimenis (pn-
imwanby investineasty o lipnated partnerships) are based on estimates
teporied by fund managers whene & eady marken for e et
meits does nol exial

T Ulnbveraty Jus sigmilicant expostire to i meombers of nsks
nclucing inteies wate, marboet, and coedin risks foe both madketable
and paonmarketabbe seenntics. Due ohe level of nak exposune, it
v sl that peartenm salsstion changes lor wvastmend secun:
fs pay occur o an extent that coold autemally alfect the
aimponints peported mo il Unveesiiyg's linancial statemsis

Purcluiss and b= of seconties o recorded on the teide
e, ared realined gabng amd bosses e detemmnied on ihe haszs ol
ihe average historcal oost ol the secuntes solil Net peceivilie
annd puryabiles arvangg fronm wnseteed teades by owestment managers
are peperted a5 a component of mvestmeits.

Al tree endowiment ivestoments amd long-teom net eects
functioning as endowment ans managed inoa pool, unless special
conssderations o dono stiprilations recpunne s they be ekl
separalely.

Cinmns and losses on investments penermlly are meported a5
mersttes or decieases o non-operatmg unrestrcted el assets
aniless explion danor stipulations or law sestoet thear use

Endosernent Dhstedation Pedicy

The Uneversity employs o total retwen paliey that estabilishes
e avemient of ensdowrent income distributed 1o sappon cureceit
operabiesnal meeds. Thes policy s designed to reduce the irngiact af
capnital market Nociuatiens on opestional progems and increase
thie aenesund ol netarn i s rewvested a ile comps of foncks
ok to enbice its bog-term valuge

Unddur thies policy, endowsment ncoinse distrilutions ane based



o i percentage of the previous ree vean' average year-end mar-
ket valves, Actual endovwent returm eamed w excess of distrila-
tions e this poliey &5 reinvestied as pan of the Univemsity’s
anaged endowment and i reported as a non-eperting e in
the Consoladated Sttements of Activitien. For years whiore actuasl
endowment return is less than distributions under the palicy, the
shortball is covered by realized retums from prior vears

Additianally, the Board of Trust hos authomzed e wse of fre-
vinusly neinvested income, realizid capital gains, and principal
elatedd to wnrestricied Tunds functioning as eadowment for spe-
cial  bransinstiulional development
Endowment  distributions  reported o the  Consolidated
Staterments of Acivities iclude barl
turrent aperational necds woder the policy as previosly
Heseribed and iby the afsrementoned supplemental endowament
destritnations for special acadense ittt ives 1 the extent openl-
ing; expeenditures have been imcurned

The supplemental use of anresteicted funds [ tiomsing  as

aciilierme initiabives

a) destisbutions fo shipapusi

endowment to imves: i capial sesds of sweeial academic miti
tives 15 fol reported as endowmen!  distnbovons o e
Crompsolidatesd Statements o Activities

Outar Financial Instimrsonls

Recorded amaunts for seceivahbes, progaid expenses and othe
aaete, anil acominis pravabile and acemied expenss approsimate
Lanr walioe

Ulsinngy ikt cpuotationns for similar wsaes or bormowimgs, il
University evaluates the cstimated e valie ol its fised e bsg-
tesm mdebledness melativie 1o canying value Princigal balances
T Fieed mate detit are reperted gt carryingg value as long a5 sach
amoiits are substanially esuivalent o edomamed Bur vilue

Thee Universaty cnploys denvatives i lintesd manner, prama
fily interest m@te swap agrecments, o manage market sk asoc-
ated wath ontstanding vanalle omte deld, Denvative Binancial
wnstauinents are meporied ab Lo valse sl any resalting gam or
loss recopmized as 2 ponoperating dem i e Consalidited
Staternents of Actvibies. Penioslic ool cashe settlement amaounts
with counterparties ane accounted Ior as adjndments to interesd
expense on the elated debr

Parties 1o imteresl pabe swap agrevments ane subject to marke
ok for changes in imberest mics as well s rsk of el loss i
et event of nonperformance by the caunterpanty. The University
deals only with high quality counterpanies that meel sating o
berur for linancial stablity and cocdil wonhiness. Adiitionally,

ke A

the Ulniversity requires the posting of collateral when amounts
sl To credil pisk under swap armmgements exceod specified
leveks

University managerment also appooves straateo wse of deriva-
tives By external investment managers to manige market nisks.
The st common strategies engaged by sueh managers ane
futures contracts, short sales, and hedges againg curmency transla-
tian misk for mvestments denominated in other than US dolars,
These denvative mstrements are recorded w0 ther respective lan
values

Thenugh an agreement with ils primaey pvestment castosdian,
thi Univeraty participates i secority Berding o brokers. o
Medped cash and cash equivalents collatersl under the comtiol of
the Lhnversity, a short -term asset and lalility are reconded TepHe
senting the wmarked valoe of such callaieral

Sl Inberesy Agroements and Intsest i Tusts
Hebd By Ohlaes

T Ulnaversitys sphit antercst agrecments with donors comsis
prmsanily of wrevocalile chartable rmaindes tusts, clantabile gifl
mrmaitis, aned bl sncome funds for which te Unneersity seres as
trustier. Assets el an these frosts ane weboded i mvestments
Comtribtoon wevenue o recopmized ot the dates the trists anc
establinbioad et of the Babilities Gor the gresent valie of e =i
imited Tuture pavments 1o be made o the donoes sadfor ot
bemebieranes. The Ralalitwes are adjusted annually for changes m
s value of the aswis, seceetom of the dicount, and ofler
clnges related to cstimated Tutoure donosepelmed i,

The Dlnwversity alas o the beneliciary of cortam perpetual
trsts hiebd and adeanistered by oothoss, Thise frost assels ane
teconrchead ot fuir valioe a5 itenest i trusts held by odhers wiil ear-
v wvalues adposted anmually for chanpes i fir value

Prepusrty, Flant, and Equipmsnt

Furshased property, plant, ansd esquspment ane econded al oo,
includeng, whers appograate, capitalizsd imleres), Domted assets
are meconfed o fae market value ot the lile ol donation
Additions fo the library collection ae expensed o the time of
panrcise:

Dreprecaiion s caloutated by the stonght-dise metliod at oies

etieratind t allocate the cos of vanous clases of assers over i
eattmated uselul lves. Equipment is remived from the acoountime
reconls ot the timie of disposal

Thies Llonawsizrsity' newiews long -lived assets for amguiirment when



ever events or clunges m orcumstances wdicate Wt the cormying
atpannt of an asset muay ool be recoverable. An impairment chage
i recogmized when the fur value of the asset or group of assets i
bess tlwan the carmying value.

Resvenue Racogrmon
T Dleiversty's revenue recognition policles ane as nllows:

Tuition, Edvcational Fees, Hoom, and Board —Student
tuition, fees, and housing are recorded as revenues during the
year the related academic services are rendered. Stodent
tuithom, fees, and housing recenved woadvance of services o be
rendered are recorded ax deferred novenue

Financial Aid—Fnancial aid i rellected as a reduction o
tuitbon, educational fees, ooam, and Baard in the Consolidated
Statements of Activities. Financial md does non mclosde oy -
ments made to wudents for services pendered o the
Unaversity, Il the Universaty s unslde by awand endowed
silwolaeships i o prven vear, eodownment distrbutioms are rein
vested in order o provide scholaships i future yeurs

Government Grants and Contracts —Bevenues Tom povern
mient grants and comtracts ae woognrscd when allowabde
expenditunes are imcuned under such agrecinents

Facilities and Administeative (F&A) Costs Recovery - FiA
conts recovery, histoneally melerred ooas mdirect con recovery,
i recogrized as revenue and regrssents netmburement, prima
nly fmain the federal povermment, of FAA costs o resenich
grants, The federal FE&A costs recovery nfe for on-camipus
reseanch wis 51.00% in fmeal 2000 amsd 2003 1o January 2004,
the University suboitted an F&A mate proposal 1o the
Department of Health and Human Serveces for focal yeans
20605 turemggeh 2008 aomd expects 1o conclide pegotutione in fis-
cal 2045

Health Care Services —Healih cane senvices roveiine is neport

e ot established mies, ner of contrasusl adjustments and char-
ity services. Thind party comtmctoal revenue adjediments under
govermmental rebnbursement programs are scomed on mn st
nuateed hasis i tle period the relited services ans peadensd The
estirmuted amounts are adpested 1o actual dunng the vear that
final senlement s determined by the fscal intermediary for
cach program. Health cire seraces revenues include thise of
Vamderbalt Unsveraity Hespatal aod Clinee, Vanderball Sedical

Coroirpr, Vanderbalt Healile Serviees, Ine . amd ather pctnaties
directed towand the pumpose of proveding lealih sine sevaces
tis the conmmunity.

Contntnimoens

Ulncomditional promiies 1o give (pledges) are recognized as
contribution pevene when the donor’s commatmend s recenved
Conditianal promises (promanly  boegoest alentions) are s
recorded until dodor stipalateoms are substantially met.

Unconditional promises to give, with payments die i Ditore
perods, ane recorded as mereases in femporarly restricted o pee
manently restncted net assets at the egmated present valise of
futnre casdi flows, net ol an allowanee lor estmated ancolleciible
prvenuises. Amwrtization of the discount moeoonded as wbdstuonal
contrbutions w the approprisbe gol asser class

Contribations with donoramposed mestoctions ane reoooded i4s
wirestrected pevenee o those gestrictons are met o the same
reporbing penod. CHberwase, contnbutons with donoeamposed
restictives ane reconbed as meneres w lemposanly estricted or
permancnlly iestncted et nssets, dependiog on the netare of the
festrction,

Comtribwitiong reconded ai temporanly tedmctod net assets ane
refensed froan vestnctions amd recognieed a5 unestoced e
et upwei vece il al e gifl oo expirstom of e Qe restction,
arcd atter any doie stipubaions aee met, Cilis loe plant Bicilities
are releassd Trom restnctions amd recognesed as a non-opeiting
e only after resounces ane expended for dlwe applicalde plan
Bacilitos

Cantrbutions reocivable of pledged secunties ane stated af the
i wialase ool the umderbying secunnies. MNet changes on shares
phedped e pricr years due o fae value cluioges for fse andedy
g secunibies are geported separately as @ nonopensting gain o
lovs o comtribmstpons tecewablbe i e Conslidated Statements of
Activilies,

Ohpanratiragg el

Operating results i the Consolidated Statements of Activities
reflect all tranksactions that change unrestoicted net assets, exce
pilts dor plant Tacilities, activity associted with endowment
mvestimsents, and certam othier non-reournng iteins I accor-
dance with the Univerdily’s endowment distobution policy, as
previously described, edily thie gortion ol tolal imvestiment retam
distnibuted wnder this pobicy e mieet apeoiting needs s includ
sl in opermting nevenoe, Opemting iovestment imcome consists
of dividends, smerest, and realieed gams sl losses on wre
sncted, non-endowed assets



The Uhmvesaty™s primary programs are mstruclion, researnch,
patient care. and public service. Acadennc and studem suppon
expenses and auxilary services are considered megral 1o the
delivery of these programs. Fund-mising costs are not maderial
to the Universitys contributions or total progeam  cosls
Approximately 50% of gifts and private grants evenue repre.
sl fransactions where Ulniversity sesvices ane provided in
exchange for the private grants.

Conts related 1o the operation and mamtenance of physical
planit, including depreciation of plant assets, are allocated o oper-
aling progroms and supporting activities based upon penodic
{acility usage surveys. Interest expense on extemal debi is allocat-
eil 1o the activities that huve most directly benelfited from the dels
prmceeds

lax Siatus

e University 5 a tx-cxempl agamzation as deserbed i
Section S01el 30 af the el Bevenue Code and s generally
exepl ftom federal income txes pusit o Section $014) of
the Candie

Use of Estemates

The prepaeation of financal stalements reqoires e se of est-
netes anel assumpdions that alfect the reported amomnts of assets,
liabilitiess, revenue, and expenses daning the tepoing peood as
well as the desclosure of contingent asets and liabilities. Actual
resulis ultimately could ditfer from management's estimates

Redesigranons

When donors amend or clasily mitent lor appheable gifis and
contributivas reported i previons lscal year, rovisions ae sep-
arately reflected as donor designation changes within ihe
Consolidated Statements ol Activities

Heclassabcations
Certan reclssiflications  have been mode 1o prior year
arnouints fo conform (o fhe currem year presentalion

3 Accounts Recevalie
Accounts receivable as of June M0 were as ollows
(i thommsands):

R o w04 20m
Fatsani care $ 257§ 270,700
Students, grants, and oibo [THLEE] TAA06
Accruad ivestimoent mcod G041 1364
Accounts recinvalibe 51082 351507
Lass Allowance lor uncollectibile
accounts 276 62N
Aceounts isceabde, el 3 ??B.:ﬂ_]_ﬁ f__?_JE._ZHL
4, Contnbutons Rocawable
Contribubions mecewable as ol Jume 30 wene as Tollows
{im Thaowsanads);
B 004 2003
Lincogiaditsaral g iemmses awpected
fa lan eolleciod !
Lexss thae one yaom § 18965 § 21.0%0
Chriey yiran b Dnge yiars 973 1441
Musra hian Tive years 1354 1286
Crsnbnabmabions recepealils TR 122 114,477
Lens: Linamartunnd disconnt HH20 B987
Aulboearece Tor dmcolloctalile
PR 6,137 1A5G

Comribitions mcaivabile, net $ I0LI65 5 M00M

In March 2012, the Univeraity receved o pledge of 3.2 mil-
liom shares of lisgeam Micro stock through the lgram Charitabie
Fund, Ine. (ICF). The pledge win recorded as a tempararily
restricted contribution recemable valued at $44.0 million as o
June 300, 2002, annd $35.2 cuillion as of June 30, 200, n Auguest
200X, the ICF partially converied its holdings of Ingram Mico
stock imto shares of Inpram lodustries, Ine, which is a privately.
held corpomnon. The conversion was desgned 1o exchange
equivalent market values of one stock for another, with no
intended fmpact on the pledge hulfillment o the University

The Daiversaty's et contribistions seceivable incduded o com-
banation of dhanes of Ingram Micos, Ine oxmmon stock and
Ingram [ndustries, Ine. commaon stock due from the 1CF totaling
$A5.1 mulhion and $36.6 mallon as of Jume W0, 2004 and 2040,
respectively



I addtion o phedges reported as contributions receivible, the
Unwversty had recewved bequest mtentons of approxmutely
S170.8 million as of June 30, 2004, These inentions (o give are
el pecognized as assets due to their conditional nature. I these
bequests ane received, generally they will be restricted for specific
puirposes stepulated by the donors, primarily endowments for fac-
ulty support, scholamhips, or genenl apetating support of a gur-
tecular deparimient ar division of the University,

5 Student Financal Al
The University provides fimancial aid to students bassd upan
need and ment. This fimancial assistance is funded by imstitutionl
resonnrees, gilts, endowment income, and extermally spossaned aid
Components of Tnancial aid for the years eoded June 3 were
as follovws fin thousands)

. 2004 2003
Bnstiiutsonal schodarships $ 92978 § 8.0
Esidowsesdl scholarshigs 11,365 94977
External financial aadl 1550 5,037
Tertal fimdwncaal mid 5 Ilif:;ﬁll § 0A5A5

Loans 1o studeots from University funds ane carmied ol cost,
whisch, busid om secondary madket information, approxomates the
air valie of educational loaees with sioilar intesest rtes and pay-
ment termns. Loans receivable from students under govemmental
loan programs, also carvied ot cost, ean only be asigned 1o the
Ulnibed States povernment or its desiginess. Loan balances ane net
ol allowamees for estimuted ucollisctible accounts of $3.9 million
and 331 mallion for dape 35, 2604 and 2000, respectively,

Lovans to qualified students ane lunded principally wil govem-
aient advainces o thie Universaty wnder the Perkins, Nursing, and
Healih Professions Student Loan Programs.

6. Invesimants
Investments by secunity type as of Jone 300 were as follows
{rn ahoaesanads)

Shoat derm secuities $ 129179 § 120,089
Baonsds 393,113 420,467
Stocks 120,446 G, BLEH
Partnesship investmeny e a SRE, 150
Modgadrs 9,680 12,850
Roal estate, i 148,497 127,768
Ot 1LE1 V14659
Nt recewabies (poyaldes] For wnseiled

trades by investment manages 952 {9am)
Toatal Liwe walue $2,697 504 $2,761,733

Totdl cost $2.449, M4 225523

Trvestments by net st category as of S M0 wiere as Gollows
L thoesamdsp

B . 2003
Ulnrostnctisd § 2074835 51 706000
Termporinly sestraciod H1LA3 29,951
Pormanontly sestocted 19531 AG5, 212
Tatal Dne wabue S2697 000 §2.781, M3

Through an agrevment with s ey wavesimeni custodin,
the Llniwersity participotes i lending secantios o brekers. Among
otlier procisions that lient the Universitys nak, this agreement
spocifies that the costodian is responsibde fos iuasgng st Loy
roawer collateral mequirements. Caollateral, whiich s pooled by the
custosdhan, genenilly o lmited to cash, ponernmnent sevirities, aind
wwrevncable letters of credie. Dependugs on the type of secuntes
btz bent, eirmarmm collaterl sanges from 10052 fo 105% wiih
pegerned dally markang-to-mrke

Basth thas snvestisent custodian and seounty bormmsers lave e
right to termoute o speafic loan of securities 30 amy e (ther
thas for an event of delault, the ivestment cododion is probibit-
e frorn re-plediging or otherwise encumberig (e plodged collat:
eral m any Gihon, The Uinverdaty eecenaes bending fees and con
tunues to earm aterest and dvidends o the loaed secuntes

A Jugsiz 3, 2004, investinent secaritios witls a market valoe of
SMLT milling were loamsd 1o vaninus apprived Brokee under
this program with collateral luving 3 total market value of $350,1
million, inchiding cadh and cosh equivalents of $2548 nllion
The cash and cash equivalents collaterl and (he oblipgation te
et such eollatersl are neported as an asset and lability on e
Copaolubted Statewments of Fiaanol Vo,



7 Irwerstrment Beturn

A previoushy noted, the Ulnversity employs o total metwm pol-
wy thal establishes endowment appreciation disteibotions.
Additionally, the Board of Trust anthonzed the wse of unds func-
thoning as endowment ta sapgart opserating and capital peeds of
certain transinstitutional initiatives. Endowment distibations i
fiscal 2004 and 2003 were bied on 4.5% ol the previows thiee
yoears' average year end market valucs plus the use of $5.7 million
and $5.2 milhion of funds funcuomng as endowment for operat-
g cxpenses ol transinstatutional aetitves i bscal 2004 and
2003, respectively,

Further, $4.6 million and $17.2 miallion of soesticted fumls
functioning o8 endowment were atilized (o0 copital needs of
transinstitutional miteatives in lscal 2004 and 2003, espectively.
Liggusckations for these special capital wsvestments are excluded
from dhe lollowing summary of endowiment detobuations and
othier frvestment meome as ol June 30 (o thousandsj:

2004 2003
Olgsini itiing’
Eredoasmmaant distiilmilion. L mLme 5w
Irwesstimerd scosne LEROE) [Pt
Total ogerating retum I_1:l:_5?.l 119,320
Mo apretiving.
Uit
Enlansmmril appoeciibsn utiloed [RUENIEET] 1104, 5840
IraesErmaant o A6, 5590 76,988
Tanmpsciranily eosbrictisgd.
Envclonwrmiant distnibibions 1561 LEDE
Imveestmaent iaima Hosses) FIERT 113 584)
Papmuanently iestiictsd
Emdlowmant dantnilmations 175 oy
Investiment iscoan (Iosses) han 17331
Total naan-operataing roturn ;.'}:ﬁ:M] {_:.ﬂ;: E]
Taatil nwviestrmiding o« et $ @Mixe s AlLng

Thar compoments of total investment et bor (he years ended
Juare 30 were as (ollows (m thoosanids)

— . - m‘ IM3
Féisl wnneasstrsctioed witierist and
il oo s | asuris £ 39991 § 44,784
Chibser pnieresl, dwvadenads, anad
partrerafig inconms 16,561 16,133
Flat revalurad gpains (losses) Broan
inrigpinal eost 92,005 30 B35
MNat unrasabizod gains 242,687 51,436
Tial evesdinent riduan § 191270 % Ao

B Not Asset Components ol Managed Endowrmom

Mamderbilt's . managed  endowment represents only thoss
endowment-related net assets that are under e nunagement con-
trod of Vasderbilt University. Gilt annuitics, interest m trasts held
by otheers, andd certzn cantributions pending transfer ane not oon-
srlered companents of the managed endowment

A summary of the Ulniversity's managed endowment as ol
Junse 30 follows {in thousands):

il

2003

-l.lmt.-h.!rl:lml MNat Agneis;
Funchs Tunctroneng as endowmant,
at cost
Mt unavalized appeeciation

$ 1513470  $ 1,490,047

fdapeeciation an mwvestments 236,000 [2,521)
Eunchibdn nat wiroabiped lossesy
allacabbe 1o oty investmonts 18 0 6,167
Sulstatal-funds Turctionng o -
v endovemient LG58 1522601
Permaranitly Rostelctiod Net Assots
Trua endowmon 555,764 SO, 974
Exeluiche poition allocalile ta
contribaoms reconalile and ol 147937} {37 8631
Subotal managed tue endowment 507327 465,117
Tokad fasr walise of managaed
andowimenl investimeits $2200845  S1.967.810

4 Mroporty. Plant, and Ecquipment
Progeny, plant, and equpment as of Juone 30 wene as follows
i thsusands);

= 2004 2003
Larid 5 4770 % 414057
Buildings and mnprovemenis 1,541,195 1357911
Blovealile sgquapmanl 494,250 A62,957
Cronstimaction in prodress 109,355 244,754
Propety, plant, and oguipmmont ?19]2';4 2073383
Lisss! Accumislated depaecintion 543,135 70,264
Propsrity, plant, and aguigiment, el SE,I_JB ile:I_'J_jIS

Pusrchiases foa thee by collection ane pof wacluded wy (e fore-
gounirigs e they are expensed at the time of purclase. As of e 3,
20004, the estimated replacement cost for libmry collections, includ
ing prrocessang costs b properdy dently, catiloy, and dhelve maten-
als; excends $192.4 mullion. For feseal 2004 and 20063, $009 millioa
and $1.9 sullion, respectively, of capitalized erest was addist 10
oottt in pigmess, Infemally developoed sofiwarne costs of $1.4
inillion i 2064 anid 11 million o 2000 wene capitalized



10. Long-Term Debt and Commerncal Fapor

Largg -termn abebt consists of bomds and notis payable watls sched
uled final matunty dates ot least one year alter the ongnal
isananee date. Outstanding bong-term debst and commereinl paper
obligaticns as of June 30 weee a5 follows (in thousands)

Ramaining  Average st andiing
Yoars to Intorest Principal
- Maturity Rate 2004 2003

Fixed pane

laanig et ik

191 Seren B - L0 O — % LMb

15 Sorses A ] han 5,265 6,165

1997 Sarses A 15 GaA% 6,040 27,160

TaGE Sernes A 12 Gt 2510 FER ]

T Sores B Fil S 5,835 i 0

153 Sores © " 4 B 20,470 20,000

2001 Seren A F: A8% 15,105 LLERERIT]

2001 Senes B 14 hirk H1.915 W, T 15

HLITY Bdsnmdn 5 10% b ¥l ] (M

Moo payabibe 5 1% 9,168 9,506

Dther 15 1. :I._Eil- A
Total fuweed. rate

Nangg b dlelst! lﬂl;-m‘.j Iﬂ'.]iﬂ
Woriable pate

long-tiarm bt

18985 Senles & n 1.4% 4%, X &5, 250

2000 Seves A n L% 4,400 3%, B0

2000 Senos B F 1.2% 64, A 05 S

2000 Series C 27 1.3% T, (M 0, 0D

2002 Senes A Fi ] 1.1 220715 Sra00

2007 Sevies 0 el 1.2% 17,600 TG00

2003 Senes A 5 1:2% 40,155 i, 155
Todal warishbo-rate

Ty tarm dabit: 4113:5_1_1! 4!36.1_[’5
Tistal boewg-fawm chrdid G004 600934
Taw-Exemgl Commecial

Papar, Sones Aand B < 1 1% 15,000

Tl lomg-tsrmm dilt

anil commmmsicial paps $611405 $609.934

Huospatal {patient care] bopds, with a poncipal balance ool
standimg of £330 8 aullion as of hene M0, 2004 are issoed ander
o Master Trust Indenture stroctorne.

Selected lormmtion for longterm deld, conmmercial pager,
aral ipterest rute swag arangements lollows (i millions)

. 2004 7003

Iuterest oot pasd $ 183 § 228

Fberest cont pxpenged 5 mr % 195
Axpets held by bromtees lor subsaguont

el sevvice ad al Janag 30 5 mn: % e

Prancipal payments and schedulbed sinlang fund sequirements
o bongerm debt due in subsequent lscal yeas ending Jumse 30
ame an follows (i millons):

M 5 173
HKG 5 5.0
2007 5 Ha
J0aE 3 2.1
009 5 213
Thatearaldionn % 4959

Under certamn corcnmstanoes, varable-rate bomd abligitions
ity B cosnvertis] to g Gixed- cate ato Bure, Pror fo copversiog o
fixed-pate, band owners have the aght 1o teonder their boids for
purchase i whole or i part. The Ulniversity Bas agreeoments with
anderwritors t re market any bonds s tenderod. Cosdracts wath
extermal parties o provide ligudity Escilines for the Domversitys
varuble-rate demand bonads typecally extend bie i days wills
rnewals sabgect G0 negotation, The Unseesity bis comphied with
apphcalile didit covenints

Dhewsls ol st et cortimn Umiversity propeerty, ledped rev-
iy, amd security ailerests o cerain other asses provide dibi
securidy, Trust mdentures for cortmn bomd ssees contam
cowvenants pnd restnctons avalving e wsoance of addational
debit, madntenance of a specified debt service coverage rti, and
ntainbemance of external liguidity facilstes or lnes ol credin

Lo v Discal years, the Diniversity defeased certum obdgatons
b arrevocaldy placiing assets with a frustee o pay principal and
iterest on the obligntions as they Becomie dee The outstandong
balance of the defeased obhgations was 5264 onllion o ol June
1, 2004

Ire Jwrne 20604, the Ulnnversty estalbisbisd fwo series for o tax-
exempl commereial paper (CF) progem ageregating o $2750
ranllicon in ot bsooreetann. As o Jooe WE, MH0 dovaes of $15 0 mil
Tion Dl been made woder this program. The Dniversity akao has
plars for a taxalsle CF program in Che near Tutire that will bave a



S75.0 rollioa: autlonizaton

Under the Unwersity's debt pobiey, certain wses of CF ae
deemed 1o be credit neutml Thus, such wses are exclided wiien
calculating selected mtios sulbject to provisions of the debd palicy
These exclusionary wses nclude cquipment purchases with a
shart useful life, cash management and st optimization strale-
gies, and anbicipated recespt ol philantheogy o other fundmg
sowprces ao lader than twn years after constrsction complition

11 Interest Rate Swap Arangaments

T enanage the fiedfvanabibe mix foc its debt portfalio, inchsd -
ing hedging exposre fo increpsang inberest expense from varable.
rates delit, the University utilizes mtemest mie swip agreements.

Ty fixed-payer swages with a majos financial institubion wene
comvsumeated i fiscal 2002 wath original notional amounts of
$66.5 million for each of thewe tansactions. Under botly agree
ments, the Univenity recomves vanablie payments based on 70.0%,
oof LB Thee swags nastbonal amonts for each confroct will grad
nlly descline, corresponding fa Wi prneipal amostization af
University's Serves 2000 A aod B bonids

Under ane swap agreement that s sclusduled 1o expie
October 2030, the University pave s fooed mte of 41757 For the
sevand swap, the University poys a fixed rate of 3500%; com-
g October 2002, the commterparty has tie agstisn o leom
mavte Al comntract withont 2 fermmation payment,

These agreements, having an agmnegate nelional amasun ol
$125 % rullon w0 kne 30, 2004, efectively ercate asyothote lixed
rde ol mterest on the Seoe 20600 A and B bond ssues. Peodic
ned cash settlemnents e these agroements sgymegated $4 0 million
and $3.9 million for Rscal 2004 sl 20613, rispelbvely, and an
reflected ws adjustments i opeating expenses m e Consolidited
Statenmpents of Activilies

The fair value of ihese swap armngements s e estinated
amannl that the Liniversity would pay or meoenw @ tenmimane
thewe contracts as of M report date As ol June W0, 2004, the ot
mated cumulative fair valoe Do of ese swap armnpements was
$6.0 million, and i included in acoounts payable sl aecmisd
expamnses. Changes i the Gair valwe for thess contracts, wiich for
fiscal 2004 and 2003 amounied 1o an uneealzed g of $10.3
mallion and an unrealieed loss of $12.9 milbon, respectively, are
morded a5 other mon-openiting  dieme i e Copsobidiied
Statements of Activitie

As ol hune 30, 2004, the University's siljosted et portfolio,
alter takimg wbe account the aforementioned deovativies, was
appeaarmadely 55% fixed and 47 % vanable

I By e Awigeist 2004, partly in anticipation of SECUTHYE
additional long-term financing in the future for curremly
approved capital progects, the Unvermaty entered inta swap agnee.
mieils with mager onancial imstitntwons as follows:

Agredmient and
Nalional Amourit_ Torma S — !
Basis swap Univetsity wall pay o vanahbe paymast

FV50.0 andlbicn
nnnarmodtiring

s on BMA snd recete o vaniablo
pravprmnend Do on 8055 of LIBOA;
angures July W04

Banss swap
F 1000 il
fan TG

Lhnivist ity will pay @ vanable payment
bawsid o BMA anad ceceres a varialdo
g B g 79 5% of LIBOR:
wnpiten iy 2034

Fised puayes
050 mullion
PO JinasiTis g

Univimsity weill socenee o vanahile pagmant
Baivsarch o 58 (P anl LIBRCRE aine pury a fowodd
vt ol 3 ASEY. eapuies Octaluse 2000

Famoad prayur
FA0.0 vl
wi - araorling

Uniwersity wall receive o vanabide pagmien
B on GEO% o LIBOR and poy a ised
vabi ol 1SEI expines Oonolss 2009

Freed paye
A0 O analisiin

LGSR T T ]

Wittty will tvcesive g vanabile pagmmmn
bsasd oo G20 of LIBOE and gray o fixesd
e of 3 595%; oxpares Ociober 2039

Chn o prece-forma Buasis, aller consulenng bt e alonemen-
tised entecrpated fomgtetm nancing ssammest to be vanabile
and the gpecilic Tuly amd Augiast 2000 devivive trnsactions, the
Elwveeraty's adpusted debit partioho wall e approisately 6o
65% hied and 15 00-40% vanable



12 Mer Assels Temporarily restricted nel assets as of Jine M owere comprised
The Lhaversity has chosen to prosvade further classificanon | of the following o thousanads).
information abowt nel asscts

. e ] Giles and plindges % 199388 5 140,169
Unrestricted net assets are internally disignated nto sx Kot b drusts okt by otfidi o 0%
Eroups: Liter o and gilt ansudies 15,012 14,455

Deesignated lor operations represents the cumulstive budget- | Toal iemporanly resticied net asses § 221962 § 161,712
ed axperating activity of the Universiy and roafine egquipmient ) -
replacement reserves, Such temparanly restricted met assets were availabile for the
follawiing puarpaoses o periods as of Jue 30 (in thowsands):

Deesignated gilts and grants are comprsed: of departmental

Fo0d 2003
pilt fumds Stadert scholashiys L
lastructiony 1,692 3,268
Dhesignated for stadent loans represents University londs set | Capltal improvemants 19,184 28,806
asidde to worve as wevedving loan funds for studenis Subrseguent persd aperations
and athi 188381 wzaad

s Bunction davwmieind ane b |
Fongs:Diuciouing s ends s i Tt Tarladl lempeneanily sestoctod sl assets § 700,080 8 V6L TG
e Board of Trust, mtended to penerite icone i perpetuty e —

o support opembing needs, Sach amaounts include saibsian

nally all eumubitive sealized apgeeciabion o the agplicalle Permanently restriched nel assets a5 of June 50 were comprised
investments, il W faallemweigs Cin Hhomesanids)

004 2003
MNet unrcalized appreciation {depredation] on investments | oo —_—— $ GO6IG1 § SORG1Y
reprosents cumulative unrealized net gams (losses) fom ong Intorest kn trusts Rekd Dy olhs ATHE 38.952
wmal vcost on marketable mvestments. 8os8 of the sl anreal L sncoume and guit anmsities _ 2Bann M
e appreciation b attnbatable oo lunds  fosctosing  as

erlowment Terlal parmanenily cestoched mit assels § 621681 § 563,115

Designatedd foe plant facilities pepresents the mel mvestiment i | o -
property, plant, and equipment, as will os fusds desgnoted for | 13 Natwal Classihcabon of Expenses
Tutaare acqusitions of plant Beilities aod retirement of dels Oiperating cxpenses mewrred i the hscal years ended Jope 30,

20604 e 20007, wers a5 follows (i thoosands);
Based an the lforegoing designations, snrestnicled net assels as

ol Banes B0 warre s Bodlorwes (in ilvonesancds); 004 2003
Solaries, wigen, and beneliss $1.0141,939  § 1042008
7004 2007 Sorices 99,887 91,837
-dl.-hil;;n.rupd-hr qmn.li:.un g Tﬂd-:]_lé 5 |5475-1_1_ Supplies and matenals A5G 00 194, 262
Drskgnated gitts and grans 131,148 179534 Dhapaarcd ativn andd arvsitdsaanm LERAE] Ba, Al
Dusignated for student oans 879 27054 | Mo eupanss 18170 13,530
Funds lunetioning as-sndowmant Poowasion lor bad dobis 01,355 HE,616
at eost 1513420 1asagqr | Cher M85 A237H
N unrealised apgisciaton
{depsciation) an investments 226,00 {253y | Totol operating axpensas $14929649 8 1165478
Desigrested for plant Tacilities GE1 348 595,134

Total urdostnctod e assals s !.'.l' 'IE!:I 5 Eﬂ_ﬁ-ﬂ]




14 Discontimued Operations

In June 19949, the Board of Trust Executoce Commities apgreed
torsell or otherwise discontinme as a lne of business theVandechili
Health Plans, tne. (VHP)L a forprofil corporation contrlled by
Vanderbilt University. Durang fiscal 1999, il University reconded
$34.5 mullion for losses estinated on the luture sabe o disposal of
VHE

As af June 30, 2004, VHI? fines of basiness have either been
suld or essentially closied The rematning divestiture provision bal-
ance of approsimately $4.2 million represents an allowance for
uncelloctible recesvaliles.

The remaining assets of VHI' consist primanty of cash amd
short-term nvestmenits. The resanlbing: ael assets ane nat ouderial
to the niet assets of the Universiy:

15. Retiverment Plans

The Universaty's full-time Gacalty and stall imembers puelici
pate o defined contribution setirement plans administensd by
thind-party snvestment and insance lirms. For ehigible vy
ves with one year ol continuons servce, these plans tequire
empluyee and matchimg employer contrilsitions; such contriba
tiouns imumediately fully vest with the employee

The University's obligaitions under these plans anc Hislly Fueinchesd
by penodie pmnsters to the nespective mtirement plan administra
tors with the commesponding experses mocopnized o the yeor
vcurred, Retiement plan contrilstions for sl 2004 and 20004
were $32 1 million and £29 3 mallon, respectively

16, Comumtmants and Contingencies

(A} Comstroction. Al Junc 30, 2004 approximutely $H0 9 il
hon was committed for projects under constrction and equfs-
ment purchises, to be inanced primanly from anticipated bond
procesils,

{B) Lease Obfgrations The University lesses corlain expuipiment
and real progeerty. These beases ame clresified a5 inpreraling leases
and have lease terms moging up 10 Gfteen years, Total lease
expense for fiseal 2004 and 2003 was $23.% million and $182
million, respectively. Futume mimmum rentals on non-cancelable
opermting beases with bease ferms in excess of one year as of June
A0, 2004, weee s Tolbows (in thomsands):

1005 § 16,387
2006 15,364
2007 LER EE
20048 1,350
20008 A6
2008 and alyor 1399
Todal futaires proniemum rontals. § 57,974

by comgunction with i normal Business practices selated 1o the
beasings ol equipenent, i Marcl 204 he Urniversnty established a
Binanceng  mechuaiesm vin $300 snilliois ol tax-exempl bonds
issieed by the Mealth and Educativonal Baodities Boand o e
Metropalitan Government of Mastwalle aod Davidson Cound ¥,
Temnessee. Payments made by the University wder ihis francing
mechanam are weponed w opemting loase expense il ane
stie ek in the fsbore o pentals absowe

(C) Litigation. The Diiversaty is a defendant mseveral legal
schicis. Mansagement bebieves gl thie autesme ol these actions
willl nut have a significant elfect on the Universitys finaneial posi
Fidai

1) Medical Malpractice Liability Tnsaeance, The University &
self-insured for the Giest bevel of medical malpractice claims, The
currenit sell-msunsd lmits ane 55 0 aullion per occurrences, not 1o
exceed an anmual apgregate of $49000 million. For thes sell-insansd
redenbion, o trust fund has been estabdedied. The Tumding of the
bt s based upon stadies pedformesd by an actoapal firm. Excess
malpractice wnd professomal lability covemge hus bees obtained
T comnmercenl imsurance carmers on o clains-made basis for
claimns above the setamed sell-ngurance risk bavels,

(1) Federal and State Contracts amd Other Requirements
Expenditures and FL&A costs relied] 1o lederl and state grants
and contracts are subject W sdjpstment based upon neview by the
gramting agencics. The amounts, il any, of expenditures Ut may






b dinallowed by the granting agencics cannof be determined af
this ime, slithough management expects they vall not have a sig
nilicant elfect an the University's linancial position

{F} Health Care Services Revenue. Bevenues Trom hospatal

services include amounts pad under reimbursement agreements
willy certain third-panty payors and ane sulbject to exameminion
and retroactive adpstments. Any differences. between citimated
yearend settlerments and actual fimal settlements ae reparted in
the year linal setthements ane knowa. Substantially all settlements
have been made though the vear ended June 30, 2000

In August 1996, Congress approved the Health Insucance
Portability and Accountability Act of 1996 {Act). Under the Act,
the ledeml govermment wis given substantial resources amid
authonty for the completion of (raud and aluse mvestigations,
and the Act has established substantial fines and penalies lor
ollenders. Management conlimues (o e limis |m|1|'|<'\. e eddures,

amdd organizational siructures o enforce amd monitor comph

ance with this Act, as well as other povernment statules and reg
ulatsoms

Tha medical cented's compliance with ke s ssgulatons i
subpect o Bt govemment revies sl interpretitons, as wiell
as replatory actions undoown o wnasserted this time

Manapemient believes (ot Ly, of any, foan soch meviews w i

not Tave o signilicant effect on the Uinpversity's oo wal peosition

Commitments  Thene

(G Partmershap  bovestoment wene

L4713 million of commmitiments o ventur: capatal, real esiate,

anid distressed secunty investionents ds of June W 208 These

Tesids vy be devwn dowas over he exd weveral years wpwin
peggueest Iy e peneral partners, As of June 30, 20600, $15 6 ol

Liosrt of wnallocated caste and cash equvalents o e manag

endowment are held v micet ihese obligatonss Manage ment
expects 1o fimonee these commitments with aanlible cash ainl
expected procecds from the sale of secuntics

{H) MeKendree Village, Ine. Debt Guaraoty o July 1995,
Vanberbill Lluiveraty aid MeKendnes Village, e, o aot-foeprofit
wement. In

retirement conppaenity, cotened mto o ot veniure i
Septomber 1998, the Unversiny guarmtesd payment of 31908
mllion af besind debit ssued by ScKendree Village, As of Jone 30
2004, the balance of the guasitesd debt was 3190 million

(1) Working Capital Line of Credit, Effective July 11, 20400, fle
Usversity entersd mnto o commutment for a 32000 million unse
corred weorbangt capital bine of coedit with & mapor cosmane il
bk T tevmn of the he of credit s one year with aotomat
rencwals, Mo amomts were ontstanding woder this e of cnedin

an ol Jomse 3, 206 anad 20000

17 Aelated Partes,

Mhe Univesity contrcts with cerfuin related parties for the
putchase of puwinds, Fh'l":lrlll.l.lll'l.' o constiuction activities, and
provisaon of other services, Significant purchases of goods and
services from related parties iypecally ane subyect 1o compelitive
II
related party transactions approsimating $2 18 million and $24.8

g anabyses. Durng fscal 2004 and 2003, the University bad

i,

spectiviely
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THE VANDERRBILT UNIVERSITY
Motes to the Schedule of Expenditures of Federal Awards
For the Year ended June 30, 2004

Basis of Presentation

The accompanying Schedule of Expenduures of Federal Awards (the Schedule) summanzes the
expenditures of The Vanderbilt University (the University) under federal programs for the year ended
June 30, 2004, Because the Schedule presents only a selected portion of the operations of the University, it
is not intended to, and does not, present the financial position, changes in net assets, or cash lows of the
Universiy.

For purposes of the Schedule, federal awards include all grants, contracts, and similar agreements entered
nto directly between the University and agencies and departments of the federal government and all
subawards to the University by nonfederal orgamzations pursuant to federnl grants, contracts, and similar
agreements, The awards are classified into Type A and Type B programs in accordance with the provisions
of Office of Management and Budget (OMB) Circular A-133, dudits of Stares, Local Gavernments, and
Nean-Profit Crganizarions. Clustered award categories are as follows.

Rescearch and Development — Includes awards for systematic siudy directed toward fuller scientific
knowledge or understanding of the subject studied, and are funded primanly by The National
Institutes of Health.

Student Financial Aid - Includes certam awards to provide financial assistance 1o eligible students,
primarily under the Federal Work-Study Program (FWS), Scholarshap Program for Students of
Excepuional Francial Need (EFN), Federnl Pell Grant, and Federal Supplemental Educational
Opportunity Grant (FSEOG) of the U8, Departments of Education and Health and Human Services.
The Unmiversity also receives awards to make loans to eligible students under certain federal student
loan programs (Federal Perkins Loan, Health Profession Student Loan, Loans 1o Disadvantaged
Students, and Federal Nursing Student Loan), Guaranteed Loans (Stafford, Unsubsidized Stafford,
Supplemental Loans to Students, and Parent Loans for Undergraduate Studenis) are issued to eligible
students of the Umversity or their parents by various financial mstitutions. Current year loan
disbursements for these loan programs are included in the lederal expenditures in the Schedule (see
note 3)

Summary of Signiffcant Accounting Policies for the Schedule

For purposes of the Schedule, expenditures lor federal programs are recognized on the accrual basis of
sccounting.

Expenditures for federal student financial sid programs are recognized as incurred and include Federal Pell
program grants to students, the federal share of students” FSEOG program grants, FWS program eamimgs,
loans to students under federally guaranteed programs and certan other federal linancial assistance grants
for students and admimstrative cost allowances, where applicable.

Expenditures for other federal awards of the University are defermined using the eost accounting principles
and procedures set forth in OMEB Circular A-21, Cost Principles for Educational fnstitntions, Under these
cost pringiples, certain expenditures are not allowable or are limated a5 1o reimbursement
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THE VANDERBILT UNIVERSITY
Motes to the Schedule of Expenditures of Federal Awards
For the Year ended June 30, 2004

Expenditures for non-financial aid awards include indireet costs. Indirect costs allocated 1o such awards lor
the year ended June 30, 2004 were based on predetermined fixed rates negotiated with the University's
cogmzant federal agency, the US. Department of Health and Human Services. Indirect costs and
recoveries of those costs under sponsored programs are classified as unrestricted expenditures and
revenues, respectively, in the University’s financial statements.

Negative balances represent programs with unfunded expenditures prior to normal close-out procedures,
which were subsequently cost-shared or wransferred to nonfederal cost centers,

Federal Student Financial Assistance Programs

Federal student financinl assistance made available by the University 1o eligible students or utilized by the
University for allowable administrative expenses under grant, work-study and studemt loan programs and
guaranteed loans offered to students of the University or their parents by financial institutions during the
year ended June 30, 2004 are summarized as follows:

Girant and work-study based programs:

FWS % 1,574,843
Pell 1.870,525
FSEOK 1,529,381
Total b 4,974,749

Direct loans dishursed:
Federal Perkins % 4,094,882

Health Profession Student Loan —
Primary Care Loan

Federal Nursing Student Loan 161.750
Total 5 4,250,632

Guaranteed loans disbursed:
Federal Stafford b3 19,586,810
Federal Unsubsidized Stafford 21,392,923
Federal Parent Loans for Undergraduate Students 0,083,106

5 50,062,839



THE VANDERBILT UNIVERSITY
Notes to the Schedule of Expenditures of Federal Awards
For the Year ended June 30, 2004

The Perkins, Health Profession Student Loan (HPSL), Nursing Student Loan (NSL) and Loans for
Disadvantaged Stwudents (LDS) programs are admunistered directly by the University and balances and
transactions relating to these programs are included in the loan funds ol the University’s financial

statements, Balances of loans outstanding at June 30, 2004 are as follows:

Perkins b 16,775,228
HPSL. £22 469
MSL Big.0le
LIS 4,374

$ 15,440,087

The Umversity 15 responsible for the performance of certain admimistrative duties with respect to the
guaranteed loan programs. It is not practical to determine the balance of loans outstanding to students and
former students of the Umversity under these programs for the year ended June 30, 2004, These loans are

not mcluded in the University’s consolidated financial statements.
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1200 Mashville City Cantar
511 Union Streat
Nashwille, TH 37219-1735

Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Auodit of Financial Statements
Performed in Accordance with Govermment Auditing Standards

Board of Trust
The Vanderbilt University:

We have audited the consolidated financial statements of The Vanderbilt University as of and for the vear
ended June 30, 2004, and have issued our report thereon dated September 14, 2004, We conducted our
audit in accordance with auditing standards generally accepted i the United States of Amenca and the
standards applicable to financial audits contamed i Government Awditing Standards, 1ssued by the
Comptroller General of the United States,

Internal Control over Financial Reporting

In planning and performing our audit, we considered The Vanderbill Umiversity's internal control over
linancial reporting m order o deternine our auditing procedures lor the purpose of expressing our opinion
on the consolidated financial statements and not to provide an opinion on the internal control over financial
reporting. However, we noted one matter involving the internal control over Ninancial reporting and s
operation that we consider 1o be a reportable condition. Reporable condinons involve matiers coming to
our attention relating  sigmilicant deficiencies in the design or operation of the miternal control over
financial reporting that, in our judgment, could adversely affect the University's ability 1o record, process,
summarize, and report [inancial data consistent with the assertions of management m the consolidated
financial statements. The reportable condition noted is deseribed in the accompanying schedule of findings
and questioned cosis as Finding 04-1.

A material weakness 15 a reportable condition i which the design or operation of one or more of the
intermal control components does not reduce to a relatively low level the risk that missutements caused by
error or fraud m amounts that would be matenal in relation to the consolidated finoncial statements beng
audited may oceur and not be detected within a tmely period by emplovees in the normal course of
performing their assigned functions. Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the intemal control that might be reponable conditions and,
accordingly, would not necessanly disclose all reportable conditions that are also considered to be matenal
weaknesses. However, we believe that the reportable condinion desenbed above 1s not a matenal weakness.
We also noted other matiers involving internal control over financial reporting which we have reported to
management of The Vanderbilt University in a separate letter dated September 14, 2004,
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Compliance and Other Matters

As part of obtmining reasonable assurance about whether The Vanderbilt University's consolidated
financtal statements are free of matenal misstatement, we performed tests of its compliance with certam
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and matenial effect on the determination of financial statement amounts, However, providing an
apinion on compliance with those provisions was not an objective of our audit, and accordingly, we do nol
express such an opinton. The results of our tests disclosed no instances of noncompliance or other matters
that are required to be reported under Govermment Avwditing Standards

This report 15 mtended solely for the information and use of the Board of Trust, the audit comminee,
management, the LS. Department of Health and Human Services and other legislative or regulatory bodies
governing the federal funds received by The Vanderbilt University and 1= not imtended to be and should not
be used by anyone other than these specified parties.

KPMa LLP

September 14, 2004






KPMG LLP

1800 Mashwille City Canter
511 Union Strest
Mastllp, TN 37218-1735

Report on Compliance with Reguirements Applicable to Each Major Program
and Internal Control over Compliance in Aceordance with OMB Circular A-133

Board of Trust
The Vanderbilt University:

Compliance

We have audited the compliance of The Vanderbilt University with the types of compliance requirements
described in the LS Office of Management and Budger (OMB) Cirewlar A-133 Compliance Supplement
that are applicable 1w s major federal programs for the vear ended June 30, 2004, The Vanderbilt
University's major federal programs are identified in the summary of auditors” resulits section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulaions, contracts, and grants applicable w s major federal programs s the responsibility of The
Vanderbih University's management. Our responsibality 15 to cxpress an opinion on The Vanderhalt
University s compliance based on our audit.

We conducted our audit of compliance in accordance with audiung standards generally accepted in the
Linited States of Amenca; the standards appheable o financial audits contamned in Government Auditing
Standards, 1ssued by the Comptroller General of the Umited States, and OMB Circular A-133, Audits af
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit 1o obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred 10 above that could have a direct and material effect on
a major federal program occwrred. An audit includes examiming, on a test basis, evidence about The
Vanderbilt 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
opimon. Our audit does not provide a legal determination on The Vandertilt University's comphiance with
those requirements,

In our apinion, The Vanderbilt University complied, in all matenal respeets, with the requirements referved
to above that are applicable to cach of its major federal programs for the year ended June 30, 2004,

Internal Control Over Compliance

The management of The Vanderbilt University 15 responsible for establishing and mantaming effective
intemnal control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planmng and performing our audit, we considered The Vanderbilt University's
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 purposes of expressing our opinion
on compliance and 1o st and report on ntemal control over comphance in accordance  with
OMB Circular A-133.
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Our consideration of mtemal control over compliance would not necessanly disclose all matters i mtemal
control that might be matenal weaknesses. A matenial weakness 15 a condition in which the design or
operation of one or more mternal control components does not reduce to a refatvely tow level the nsk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants caused by error or
fraud that would be matenal in relation 10 a major federal program bewg audited may aecur and net be
detected within a timely period by employees in the normal course of performing their assigned functions.
We noted no matters mvolving internal control over complince and s operation that we consider 1o be
material weaknesses,

This report 1s intended solely for the mformation and use of the Board of Trust, the audil commuttec.,
management, the LS. Department of Health and Human Services and other legislative or regulatory bodies

goverming the federal funids received by The Vanderbalt University and is not intended to be and should not
be used by anyone other than these specified partics

KPMe LEP

February 16, 2005



THE VANDERBILT UNIVERSITY
Schedule of Findings and Questioned Costs
Year ended June 30, 2004

(1} Summary of Auditors’ Resulis

{a)  The wype of report issued on the consolidated financial statements: Ungualified opinion

(b)  Reportable conditions in internal control were disclosed by the audit of the consohidated financial
stmtements: See Finding 04-01

Matenal weaknesses: None
(e} Noncompliance which i material to the consolidated financial statements: None
(d)  Reporable conditions in intemal control over major programs: None reported
Materinl weaknesses: None
(e} The type of repon 1ssued on compliance for major programs: Ungualified opinion

() Any audit findmgs which are required 1o be reported under Section 510{a) of OMB Circular A-133:
No

(g} Major programs:

CFDA#H Girantor Program
Various Various Research and Development Cluster
84325 Department of Personnel Preparation to Improve
Education Services and Results for Children with Disabilities

(h}  Dwollar threshold used 1o distimguish berween Type A and Type B programs: $3.000,000
(1) Audiee gquahfied as a low-nisk anditee under Secton 530 of OMB Circalar A-133: Yes

()  Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards:

Finding 04-01: Reportable Condition - Contributions and Pledge Accounting

As noted in owr letter of recommendations dated September 18, 2003, several internal control issues were
noted durng our 2003 financial statement audit pertning to accounting for contributions. pledges
recervable, and relmted allowances. Durmg the 2004 fiscal year, significant effort was put forth on the part
af the Development and Alumni Relations Office (DAR) and the Accounting (Hfice 1o locus on and
improve policies, procedures, and documentation regarding accounting for pledges. The elforts of DAR
mcluded a significant volume of cancellations of recorded pledges, improved coordination with the OlMice
af Accounting: addivonal trmmimg i generally secepled accounting principles surrounding contributions
and pledges, and significant efforts to improve documentation. During our audit of the June 30, 2004



THE VANDERBILT UNIVERSITY
Schedule of Findings and Questoned Costs
Year ended June 30, 2004

financial statements, we noted the following weaknesses mointernal control that have not been fully
addressed;

Dacumentation

Lack of third party documentation for pledge amount, timing, and restrictions, 1f any, creates the potential
for pledges 1o be recorded for inaccurate amounts, within the incorrect net asset class (1.e. unrestncled,
temporarily restricted and permanently restricted) and/or in the incorrect period. In particular,
arrangements with members of the Board of Trust and other significant donors are often informal and do
not include elear guidance regardmg the intention of the donor with respect to the amount, timing, and
designation of the pledge. DAR should continue its efforts to obtain formal documentation of all
contributions receivable (1e., pledge cards or other external correspondence’ documentation). Such
documentation should melude: amount of pledge, date of pledge, and purpose of pledge as well as payment
schedule. All pledges should be subject 10 these procedures, regardless of restriction, amount, or donor
relationship with the University. Implementing such procedures may also enhance donor relations by
ehiminating miscommunication regarding pledge information,

Accounting Expertise

Compliance with Statement of Fmaneial Accounting Standards No. 116, dccounting for Contribuiions
Received and Contributions Made (SFAS 116) requires development offices to consider pledges from an
accounting perspective (i.e., only legally enforceable pledges are assets), which differs from the
relationship and campaign oriented approach employed in tracking pledge informaton from a development
perspective. These requirements result in the need for accounting experience not currently integrated nto
the development area. KPMG noted mstances while performung testwork during the current year where
donor commitments to the capital campaign had been recorded on the University's books, but these
commitments did not constitute a legally enforceable pledge on the part of the donor. In addiion, KPMG
noted an instance where a conditional pledge had been recorded, while no documentation existed to verify
that the conditions stipulated by the donor had been met,

An individual with accounting expertise should be involved i examinimg DAR’s process and policies for
recarding pledges. This layer of accounting expertise should be integrated into the process for recording
and monitoring pledges i order to assist DAR n complying with its own policies regarding
documentation und classification. Further, a penodic review of all pledges recorded for that period
(monthly or quarterly) by an individual with sccounting expertise should be considered, in order 1o better
ensure that new pledges meet all requirements for recogninon under generally accepted accounting
principles,



THE VANDERBILT UNIVERSITY
Schedule of Findings and Questioned Costs
Year ended June 30, 2004

When confirming a sample of pledge balances as part of our 2004 audit procedures, we noted several
instances where the donor indicated large pledges had been fulfilled, while the University continued
maintain 4 small pledge balance on its books. These differences regarding the pledge balance were
typically the result of pledge commitments fulfilled with donatons of stock or a lack of elanity on the part
of the donor in commumcating whether a gift made was a new gift to the University or the fulfillment of an
existing pledge commitment. Prospectively, the development area should increase 1ts commumication with
donors, in combination with utilizing an mdividual with accounting expertise, to review existing pledges o
identify and investigate items that may represent lefi over balances that should be removed from the
University's books.

Assessing Collectibility

Management assesses the collectibility of pledges using a formulaic approach, applying reserve
percentages 1o both future and past due pledges. These reserve percentages were initially based on rescarch
conducted in 1995, shortly after SFAS 116 was 1ssued. The University has increased these reserve
percentages in recent years, but they contimue to be applied to the population of pledges without adequate
analysis of the Unmiversity's actual recent histonical experience with pledge collections. Further, the
analysis performed by the University cach year in concluding on the reasonableness of the allowance for
uncollectible pledges is based primarily on a review of cancelled pledges in recent prior penods. Over the
past few years, the level of cancellations has flucluated, Tt 1s important that the review of outstanding
pledges be consistent from year to year, w avord fluctuations for reasons other than donor-related
cancellations. Determining the University’s histonieal experience should involve performing an annual
“look-back™ mugration analysis to assess what percentage of pledges on the books at the established
measurement date were ultimately collected, and usmg that analysis 1o prediet future collections

As the result of the above mternal control weaknesses, the University recorded audit adjustments totaking
$8.5 million. In lght of the audit adjustments dentified, we believe the combination of the weaknesses
above represent a reportable condition with regard 1o the Universiy’s abality 1o record, process,
summarize, and report contrnibutions receivable,

Managemeni Response

Vanderbilt University disagrees with KPMG's finding of & reportable condition i regards to our ability 1o
record, process, summanze, and report contributions receivable. The lack of third-party documentation,
idennified in last year's audit, has been addressed aggressively over the past vear. The pledges identified in
this year's audit that lacked documentation dated back several years, 1o a penod when Vanderbalt did not
require such documentation, particularly from its Board members. The accepled business practice at that
ume was predicated on relational contracts grounded in good will, a Board member’s fiduciary role, and
repeated follow-up with Board members by Development & Alumm Relanons (DAR) staff. Even in this
relational setting, contact reports as captured in the DAR database provided a basis for fully acceptable
documentation of Vanderhilt’s contributions recevable,

After discussions with KPMG last year and in hght of the need 1o shift from a relational set of business
practices 10 a more formally documented set of practices, we implemented policies in February of this yvear
so that going forward there will no longer be a lock of written third-party documentation. A copy of the
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policies implemented by Development & Alumm Relations has been made available o KPMG personnel.
These policies were reviewed by the General Counsel’s office and the Office of Accounting prior to being
implemented.

Comments from last year’s audit also pointed to a lack of communication and coordination on a regular
basis between DAR and Accounting. Since then, regular meenngs have been established between semor
management of DAR, Accountng, and the Treasurer’s office. [n addition, the DAR staff responsible for
reviewing and monitoring pledges is now more knowledgeable in the accounting perspective of conditional
vs. unconditional pledges. We believe we have sufficient communications and working relationships m
place to ensure that such issues, again pre-dating more robust and aggressive pledge documentation
pohicies, will not recur.

KPMG's finding of approximate $8.5 milhion in noted audit adjustments hinges entirely on a handful of s
generis pledges which fall into one of four categories. The lirst category of $3.5 million is related 1o the
discounted value of a single corporate pledge with grant-like (eatures, arising in the Medical Center. This
15 an inherently dynamic area and in this instance, the pledge was reduced to a detailed document that had
been reviewed extensively by our Office of General Counsel, The second category of approximately $1.5
million represents two pledges where, in each case, a stafl member no longer employed at Vanderbilt
provided formation about the donors’ intenbions that upon review with the donors wmed out 1o
inaceurately reflect therr intent.

Approximately $1.4 million (discounted value) relates o two pledges made by Board of Trust members
who have already made payments agamst their overall verbal commitments but have specifically asked that
these not be captured in writing. And the final category of approximately $2.1 mullion 15 related 1w
nereases in the allowance percentages as requested by KPMG.

During fiscal 2004, a thorough assessment by DAR resulled in significant cancellations of owtstanding
pledges deemed uncollectible. Again, this was in response to discussions last vear with KPMG about the
need to begin ightening written documentation around pledges. In previous years, cancelled pledges have
generally been about 52 muillion per year, Tlis year that dollar amount rose 1o slightly over 5.4 mullion,
but an analysis of the increase provides evidence that this 15 not of as great concern as 1t may at first scem.

Forty percent of the cancelled balance of $5.4 mullion - $2.25 million - is comprised of four pledges made
by one couple (including a $250,000 pledge that was over five years old), who then made a new
commitment of $1.5 nullion. This 15 not a reflection of thewr mability 1o complete therr commutment, but of
their changing prionities with regard to their support of Vanderbalt. The net effect. therefore, 15 a decrease
ol only $750,000. Nearly 98% of the number of pledges cancelled had balances of less than S10.000 {fully
three-fourths had balances of fess than $7.0001) and accounted for another 25% ol the overall wital amoum
cancelled. Finally, one-third of the cancelled pledges were five years old or older and accounted for almost
$2.1 million, or 39%, of the total $3.4 million cancelled.

We accept the required mcreased allowance percentages as beng wathan a reasonable range. However, we
believe the allowance rates may be in the conservative end of that range, and we will monitor these
percentages going forward as we continue to employ new wnitten documentation policies.
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We have already begun reviewing all open and overdue pledges, repardless of the dollar amount, on a
quarterly basis. We have also instituted & more thorough review of all open and undocumented pledges of
F100,000 and over. Once that has been completed, we will prepare a similar review of those from $50,000
to 5100,000, and should it be necessary, a review of those from $25,000 to $50.000. We believe these
efforts, coupled with the more nigorous documentation requirements already in place and the ncreased
coordination between DAR, Accounting, and Finance, will provide more hard data 10 belter assess
collectiblity, and the concems raised by KPMG will dissipate in the near term,

Findings and Questioned Costs relating to Federal Awards:

Mone



