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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS REQUIRED BY THE UNIFORM GUIDANCE

TO: THE OFFICIALS OF PURDUE UNIVERSITY, WEST LAFAYETTE, INDIANA

We have audited the financial statements of the business-type activities and the aggregate dis-
cretely presented component units of Purdue University (University), a component unit of the State of
Indiana, as of and for the year ended June 30, 2018, and the related notes to the financial statements,
which collectively comprise the University's basic financial statements. We issued our report thereon dated
October 25, 2018, which contained unmodified opinions on those financial statements. Our audit was con-
ducted for the purpose of forming opinions on the financial statements that collectively comprise the basic
financial statements. We have not performed any procedures with respect to the audited financial state-
ments subsequent to October 25, 2018. Our report includes a reference to other auditors who audited the
financial statements of the Purdue Research Foundation (Foundation) and Purdue University Global, Inc.
(Purdue Global), as described in our report on the University's financial statements.

The University's basic financial statements include the operations of Purdue Global, a blended
component unit. Purdue Global expended $111,130,085 in federal awards that are reported separately,
and are not included in the University's Schedule of Expenditures of Federal Awards for the year ended
June 30, 2018. Other auditors were engaged to perform audit procedures on Purdue Global's Schedule of
Expenditures of Federal Awards and, accordingly, this report does not include the results of those audit
procedures.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by the Title 2 U.S. Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards and is not a
required part of the basic financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
basic financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the 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 Schedule
of Expenditures of Federal Awards is fairly stated, in all material respects, in relation to the basic financial
statements, as a whole.

Paul D. Joyce, CPA
State Examiner

October 25, 2018



STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET
ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www.in.gov/sboa

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

TO: THE OFFICIALS OF PURDUE UNIVERSITY, WEST LAFAYETTE, INDIANA

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities and the aggregate discretely presented component units of Purdue University (University), a
component unit of the State of Indiana, as of and for the year ended June 30, 2018, and the related notes
to the financial statements, which collectively comprise the University's basic financial statements and have
issued our report thereon dated October 25, 2018. Our report includes references to other auditors who
audited the financial statements of the Purdue Research Foundation (Foundation) and Purdue University
Global, Inc., as described in our report on the University's financial statements. The financial statements
of the Foundation were not audited in accordance with Government Auditing Standards. This report does
not include the results of the other auditors' testing of internal control over financial reporting or compliance
and other matters that are reported on separately by those auditors.

Internal Control over Financial Reporting

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

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

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



INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(Continued)

Compliance and Other Matters

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

Purpose of This Report

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

Paul D. Joyce, CPA
State Examiner

October 25, 2018
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE

TO: THE OFFICIALS OF PURDUE UNIVERSITY, WEST LAFAYETTE COUNTY, INDIANA

Report on Compliance for Each Major Federal Program

We have audited Purdue University's (University) compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material effect
on each of its major federal programs for the year ended June 30, 2018. The University's major federal
programs are identified in the Summary of Auditor's Results section of the accompanying Schedule of
Findings and Questioned Costs.

Management's Responsibility

Management is responsible for compliance with Federal statutes, regulations, and the terms and
conditions of its Federal awards applicable to its federal programs.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of the University's major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted
our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of com-
pliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the University's compli-
ance with those requirements and performing such other procedures as we considered necessary in the
circumstances.

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

Opinion on Each Major Federal Program
In our opinion, the University complied, in all material respects, with the types of compliance

requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2018.



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE
(Continued)

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required
to be reported in accordance with the Uniform Guidance and which are described in the accompanying
Schedule of Findings and Questioned Costs as item 2018-001. Our opinion on each major federal program
is not modified with respect to these matters.

The University's response to the noncompliance findings identified in our audit is described in the
accompanying Corrective Action Plan. The University's response was not subjected to the auditing pro-
cedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report on Internal Control over Compliance

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

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

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over compli-
ance that might be material weaknesses or significant deficiencies and, therefore, material weaknesses or
significant deficiencies may exist that were not identified. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses. However, we identified certain
deficiencies in internal control over compliance, as described in the accompanying Schedule of Findings
and Questioned Costs as item 2018-001, that we consider to be significant deficiencies.

The University's response to the internal control over compliance finding identified in our audit is
described in the accompanying Corrective Action Plan. The University's response was not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response.



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM; REPORT ON INTERNAL CONTROL OVER COMPLIANCE
(Continued)

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of the
Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Pl O \oyee
Paul D. Joyce, CPA
State Examiner

March 14, 2019



SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND ACCOMPANYING NOTES

The Schedule of Expenditures of Federal Awards and accompanying notes presented were
prepared by management of the University. The schedule and notes are presented as intended by the
University.
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Note 1.

Note 2.

PURDUE UNIVERSITY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
June 30, 2018

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards (Schedule) includes the federal
award activity of Purdue University (University). The information in the Schedule is presented in
accordance with the requirements of Title 2 U.S Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance). Because the Schedule presents only a selective portion of the activities of the
University, it is not intended to and does not present the financial position, change in financial
position, or cash flows of the University. For reporting purposes, federal awards have been
classified into three types:

1. Student financial aid
2. Research and development
3. Other federal programs
Summary of Significant Accounting Policies
Expenditures reported on the Schedule are reported on a modified cash basis of accounting.
Such expenditures are recognized following the cost principles contained in Title 2 U.S. Code of
Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance), wherein certain types of expenditures are
not allowable or are limited as to reimbursement. Under Uniform Guidance, an award is
considered expended when certain events related to the award occur. These include:
e Date of work being performed for payroll related transactions
e Receipt of goods for those ordered via a purchase order; generally all goods are
required to be purchased via a purchase order except for small dollars approved for
purchasing card processing
e Use of loan proceeds under loan and loan guarantee programs
e Disbursement of funds to sub recipients
e Receipt or use of program income
e Payment for other supplies and expenses
e A portion of costs associated with general University activities that are allocated to
certain federal awards under negotiated formulas commonly referred to as facilities and
administrative rates and assessed for applicable underlying expense
As a result of these criteria, some amounts presented in the Schedule may differ from amounts
presented in, or used in the preparation of the University’s basic financial statements which are
prepared on an accrual basis of accounting.
Negative amounts shown on the Schedule represent adjustments or credits made in the normal

course of business to amounts reported as expenditures in prior years. Pass —through identifying
numbers are presented when available.
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Note 3.

Note 4.

PURDUE UNIVERSITY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
June 30, 2018
(Continued)

The University did not elect to use the 10% de minimus indirect cost rate allowed under the
Uniform Guidance.

Federal Student Loan Programs
The University considers the federal capital contribution of federally sponsored student loan

programs as a liability. Balances of loan advances and 2017-18 federal capital contributions
were:

Balance, July 1, 2017 $ 19,028,490
Net Federal Capital Contributions:

Federal Perkins Loan Program (4,093,933)
Balance, June 30, 2018 $ 14,934,557

Amounts loaned to students are recorded as notes receivable. Gross student notes receivable
outstanding as of June 30, 2018 were:

Program Title Federal CFDA Number Amount
Federal Perkins Loan Program 84.038 $ 19,171,562
Health Professions Student Loans 93.342 2,469,776
Total Student Notes Receivable $ 21,641,338

Federal Direct Loan Program

The University participates in the Federal Direct Loan Program, which facilitates direct borrowing
for students and parents from the Federal Government. During the fiscal year ended June 30,
2018, the University had the following gross loan activity related to new loans under this program:

Federal CFDA Number of
Program Number Loans Issued Amount
Federal Stafford Loans 84.268 29,509 $149,153,277
Federal PLUS Loans 84.268 3,109 46,576,747
Totals 32.618 $ 195,730,024
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PURDUE UNIVERSITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Section | - Summary of Auditor's Results
Financial Statements:
Type of auditor's report issued: Unmodified

Internal control over financial reporting:

Material weaknesses identified? No
Significant deficiencies identified? none reported
Noncompliance material to financial statements noted? no

Federal Awards:
Internal control over major programs:
Material weaknesses identified? no
Significant deficiencies identified? yes

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

Identification of Major Programs and type of auditor's report issued on compliance for each:

CFDA Opinion
Number Name of Federal Program or Cluster Issued
Student Financial Assistance Cluster Unmodified
SNAP Cluster Unmodified
84.334  Gaining Early Awareness and Readiness for
Undergraduate Programs Unmodified
20.106  Airport Improvement Program Unmodified

Dollar threshold used to distinguish between Type A and Type B programs: $3,000,000

Auditee qualified as low-risk auditee? yes

Section Il - Financial Statement Findings

No matters are reportable.
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PURDUE UNIVERSITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Section lll - Federal Award Findings and Questioned Costs
FINDING 2018-001

Subject: Student Financial Assistance Cluster - Cash Management
Federal Agency: Department of Education

Federal Program: Federal Direct Student Loans

CFDA Number: 84.268

Federal Award Number and Year (or Other Identifying Number): FY 2018
Compliance Requirement: Cash Management

Audit Findings: Significant Deficiency, Other Matters

Condition

The Purdue Northwest campus did not properly design or implement an effective internal control
system to ensure compliance with the requirements related to the Cash Management compliance require-
ment.

The campus requested funds in excess of the amount immediately needed for disbursements and
did not always make the disbursements within three business days following receipt of the funds for the
Federal Direct Student Loans. This put the University in excess cash positions throughout the audit year
and, in some cases, the excess cash was maintained for more than seven days before returning it to the
Secretary of the U.S. Department of Education.

Context

The lack of controls was an isolated incident; however, the noncompliance was a systemic issue
throughout the audit period.

An initial draw was completed in August 2017 and then repeated in September 2017. Due to this
replication, there were 6 times during the audit period when disbursements were not made within 3 business
days following receipt of the funds resulting in an excess cash position. The University retained all 6
instances of excess cash position for more than 7 days. The longest continuous period the University
maintained an excess cash position was 33 days. None of these excess cash positions exceeded 1 percent
of the total amount of funds the University drew down in the prior award year.

Criteria
2 CFR 200.303 states in part:
"The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in
compliance with Federal statutes, regulations, and the terms and conditions of the Federal
award. These internal controls should be in compliance with guidance in 'Standards for
Internal Control in the Federal Government' issued by the Comptroller General of the
United States or the 'Internal Control Integrated Framework', issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). . . ."

-69-



PURDUE UNIVERSITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

34 CFR 668.162(b) states in part:

"... (1) Under the advance payment method, an institution submits a request for funds to the
Secretary. The institution's request may not exceed the amount of funds the institution needs
immediately for disbursements the institution has made or will make to eligible students . . .

(3) The institution must disburse the funds requested as soon as administratively feasible but
no later than three business days following the date the institution received those funds."

34 CFR 668.166 states:

"(a) General. The Secretary considers excess cash to be any amount of title IV, HEA program
funds, other than Federal Perkins Loan program funds, that an institution does not disburse to
students by the end of the third business day following the date the institution -

(1) Received those funds from the Secretary; or

(2) Deposited or transferred to its depository account previously disbursed title IV, HEA
program funds, such as those resulting from award adjustments, recoveries, or can-
cellations.

(b) Excess cash tolerance. An institution may maintain for up to seven days an amount of
excess cash that does not exceed one percent of the total amount of funds the institution drew
down in the prior award year. The institution must return immediately to the Secretary any
amount of excess cash over the one-percent tolerance and any amount of excess cash remain-
ing in its account after the seven-day tolerance period.

(c) Consequences for maintaining excess cash. Upon a finding that an institution maintained
excess cash for any amount or time over that allowed in the tolerance provisions in paragraph
(b) of this section, the actions the Secretary may take include, but are not limited to—

(1) Requiring the institution to reimburse the Secretary for the costs the Federal govern-
ment incurred in providing that excess cash to the institution; and

(2) Providing funds to the institution under the reimbursement payment method or
heightened cash monitoring payment method described in § 668.162(c) and (d),
respectively."

Cause

Management had not designed and implemented a system of internal controls to ensure compli-
ance with the Cash Management compliance requirement.

Effect

The failure to properly design and implement an effective internal control system enabled noncom-
pliance to go undetected.

Questioned Costs

There were no questioned costs identified.
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PURDUE UNIVERSITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Recommendation

We recommended that the University's management properly design and implement an effective
control system related to the Cash Management compliance requirement.

Views of Responsible Officials

For the views of responsible officials, refer to the Corrective Action Plan that is part of this report.
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AUDITEE-PREPARED DOCUMENT

The subsequent document was provided by management of the University. The document is pre-
sented as intended by the University.
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PURDUE

UNIVERSITYo.

‘NORTHWEST

CORRECTIVE ACTION PLAN

FINDING 2018-001
Contact Person Responsible for Corrective Action: Kimberly Thomas, Purdue Northwest Associate Vice
Chancellor of Finance and Business Services or Peg Fish, Director of Audits

Contact Phone Number: Kimberly Thomas (219)-989-2853 Peg Fish (765)-494-7588

View of the Responsible Official: The University concurs with the finding that enhancements to Purdue
NorthWest cash management are necessary. A single error of $191,402, out of total draws of
$35,126,833 (.54%), occurred.

Description of Corrective Action Plan:

While a reconciliation process was in place during the audit period, it was not designed effectively
for timely detection of the error that occurred. The Purdue Northwest campus detected the excess
cash and reduced the draw request on May 17, 2018. As noted in Finding 2018-001, the amount of
excess cash held remained below the one-percent tolerance. Cash management processes have
been modified to enhance the effectiveness of the conftrol for detecting excess cash positions. The
following corrective actions have been implemented to ensure cash management compliance.

The backup documentations for draws will be reviewed by the Senior Accountant before any draws
are initiated. The focus of this review will be on the current cash balance in SAP to ensure draws do
not occur when a positive cash balance is maintained.

A monthly reconciliation will be prepared by the Senior Accountant instead of the Staff Accountant
that had previously prepared them, ensuring separation of duties. Reconciliations will document
activity on a daily basis instead of focusing on month end balances. These reconciliations will
compare the data from the Banner, SAP and G5 systems to ensure consistency throughout. After
completion the reconciliation will be forwarded to the Director of Financial Accounting & Reporting
for additional review.

Anficipated Completfion Date: March éth, 2019

-74-



OTHER REPORTS

In addition to this report, other reports may have been issued for the University. All reports can be
found on the Indiana State Board of Accounts' website: http://www.in.gov/sboal.
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