
 

 

Audit Committee 
The University of North Carolina School of the Arts 

 
Tuesday, December 6, 2016 

4:00 – 5:00 p.m. 
 

Law Offices of Kilpatrick Townsend & Stockton LLP 
 

OPEN SESSION AGENDA 
 

Audit Committee 
*Stephen Berlin, Chair 
*Charlie Lucas 
*Anna Folwell 
*Rob King 
Michael Tiemann, ex officio 
Shannon Henry, Internal Auditor 
Amanda Balwah, Staff 
Faculty Representative 
Staff Representative 
Foundation Liaison 
 
*Denotes voting members 
 

I. Call to order and Confirm Quorum 
 

II. Approval of September 20, 2016 Minutes 
 
III. Discussion of External Audits & Reviews 
 

 UNCSA Financial Statement Audit Report – 2016 
 UNCSA Foundation Audit Report – 2016 
 UNCSA Housing Corporation Audit Report – 2016 
 UNCSA Program Support Corporation Audit Report – 2016 
 The Office of the State Auditor’s Information Systems Audit of 

UNCSA’s Information Technology Risk Assessment – Status Report 
 

IV. 2016-2017 Internal Audit Plan Activity Update & Completion (summary) 
 
V. Other Business 
 
VI. Closed Session 

 
VII. Adjourn 
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Audit Committee 
 

Tuesday, September 20, 2016 
4:00 p.m. 

Kilpatrick Townsend & Stockton LLC 
 

OPEN SESSION MINUTES 
 

Audit Committee Members Present 
*Stephen Berlin, Chair 
*Anna Folwell (phone) 
*Charlie Lucas (phone) 
*Rob King  
*Michael Tiemann (ex-officio; phone) 
 
Staff 
Shannon Henry, Chief Audit Executive 
David Harrison, General Counsel 
Amanda Balwah, Secretary of the University 
Dennis Booth, Faculty Council Representative 
(phone) 
Leslie Kamtman, Staff Council Representative 
Javon Lee, Internal Auditor 
Rod Isom, Internal Auditor 
Lisa McClinton, Controller 
Julie Williams, Foundation Board Liaison 
Claire Machamer, Chief Technology Officer 
Eddy Cavenaugh, Director of Information 
Technologies 

 
 
 
 
 

  
*Denotes voting members 

 
Convene Meeting and Confirm Quorum 
Committee Chair Steve Berlin convened the Open Session of the University of North Carolina 
School of the Arts Audit Committee at 4:00 p.m.  A quorum was confirmed. 
 
Approval of Minutes 
Motion:  Charlie Lucas moved to approve the April 26, 2016 Open Session Minutes.  
Rob King seconded and the motion was unanimously approved. 
 
Discussion of External Audits and Reviews 
Shannon Henry, Chief Audit Executive, discussed the following external audits and reviews: 



D R A F T 

 

September 20, 2016 

DRAFT Audit Committee Minutes – Open Session 

 

 University’s Letter of Certification regarding its annual self-assessment of internal 
controls.  This letter is UNCSA’s attestation of its system of internal control and its 
responsibility to establish and maintain controls regarding: 

o Reliable financial reporting; 
o Compliance with laws and regulations; and 
o Efficient and effective operations. 

 Office of State Auditor Financial Statement Audit 2016-2017 
o The review is underway and near completion 

 UNCSA’s associated entities were identified and there was a discussion of UNC 
General Administration’s (UNC-GA) policy regarding the Required Elements of 
University-Associated Entity Relationship. 

o UNCSA’s Associated Entities include: 
 The UNC School of the Arts Foundation, Inc. 
 NCSA Housing Corporation 
 NCSA Program Support Corporation 
 River Run Film Festival 
 The Semans Art Fund, Inc. 

 UNC-GA requires the following regarding Associated Entities: 
o Annual CPA Audit - The Associated Entity must provide copies of the audit 

report, and any other communications (such as management letters) to the 
Chancellor, Board of Trustees, UNC President and Board of Governors. 

o Audit Findings – Entities must demonstrate within 90 days of the issuance of 
the audit report to the University’s Chancellor and Chief Financial Officer (CFO) 
that satisfactory progress has been made toward implementing corrective 
action plans. 

o Failure to comply with these requirements may result in the Associated Entity 
losing its approved status. 

 The 2015 and 2016 financial statements audit of the UNCSA Foundation, Inc. was 
completed and there were no findings. 

 
Summary of Internal Audit’s FY2016-17 Activities 
Ms. Henry reported that Internal Audit’s completed audit and advisory services resulted in 
reports that produced 8 written recommendations and 1 verbal recommendation for 
improvements in the following University Departments: 

 Facilities Management, and  
 Human Resources. 

Numerous consults were conducted with University personnel that resulted in email or verbal 
communications in lieu of formal reports.  88% of previous Internal Audit findings have been 
resolved and the University has implemented 77% of Internal Audit’s recommendations.  The 
University continues to meet or exceed Internal Audit’s target implementation rate of 70%.  
Ms. Henry advised that the IT operational audit is complete.  Further, year-end testing and six 
unplanned reviews, investigations and consults are underway. 
 
Discussion of Internal Audit Report 
The Committee discussed the Information Technology Operational Review.  Six observations 
of noncompliance were identified and reported to management, as well as campus 
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community concerns reported via an Internal Audit survey.  IT Management is currently 
implementing corrective actions. 
 
Approval of the 2016-17 Risk Assessment and Internal Audit Plan 
The Committee reviewed the 2016-17 Risk Assessment and Internal Audit Plan.  Audits 
added to this fiscal year include: 

 Human Resources Compliance 
 Clery Act Compliance, time permitting 
 Environmental Health and Safety Compliance, time permitting 

 
MOTION:  Rob King moved to approve the FY2016-2017 plan as presented.  Charlie 
Lucas seconded and the motion was unanimously approved. 
 
Closed Session 
 
MOTION:  Rob King moved to go into closed session to prevent the disclosure of 
privileged information under N.C.G.S. 143-318.11(a)(1), Internal Auditor’s work papers, 
under Section 116-40.7 of the North Carolina General Statutes.  Charlie Lucas 
seconded and the motion was unanimously approved. 
 
Adjournment 
After returning to open session, there was no further business to discuss.  Chairman Berlin 
adjourned the meeting at 5:32 p.m. 
  
Respectfully submitted by: 
Amanda Balwah 
Assistant Secretary to the Board of Trustees 
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Independent Auditor’s Report 
 
 
Board of Directors 
University of North Carolina School of the Arts Foundation, Inc. 
Winston-Salem, North Carolina 
 
We have audited the accompanying financial statements of University of North Carolina School of 
the Arts Foundation, Inc. (the “Foundation”), which comprise the statements of financial position 
as of June 30, 2016 and 2015, and the related statements of activities and cash flows for the years 
then ended, and the related notes to the financial statements. 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due 
to fraud or error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audits.  We 
conducted our audits in accordance with auditing standards generally accepted in the United States 
of America.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free from material misstatement.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements.  The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the financial statements, whether 
due to fraud or error.  In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the financial statements in order to 
design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control.  Accordingly, we express 
no such opinion.  An audit also includes evaluating the appropriateness of accounting policies used 
and the reasonableness of significant accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of University of North Carolina School of the Arts Foundation, Inc. as of 
June 30, 2016 and 2015, and the changes in its net assets and its cash flows for the years then 
ended in accordance with accounting principles generally accepted in the United States of America. 
 
 
 
High Point, North Carolina 
August 29, 2016
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University of North Carolina School
of the Arts Foundation, Inc.

Statements of Financial Position

June 30, 2016 and 2015

2016 2015

Assets

Cash and cash equivalents 12,674,766$     7,136,509$     
Investments 32,376,686       33,532,301     
Annuity investments 406,742            457,102          
Prepaid expenses and other current assets 42,176              38,809            
Pledges receivable, net 1,304,591         1,175,071       
Beneficial interest in perpetual trusts 752,683            819,513          
Property and equipment 60,001              72,525            
Other long-term assets 97,896              97,896            

Total assets 47,715,541$     43,329,726$   

Liabilities and Net Assets

Liabilities
Accounts payable and accrued expenses 99,769$            218,790$        
Agency funds payable 617,095            778,659          
Annuity obligations 88,417              129,196          

Total liabilities 805,281            1,126,645       

Commitments and contingencies

Net assets
Unrestricted 565,028            566,484          
Temporarily restricted 15,656,053       11,781,428     
Permanently restricted 30,689,179       29,855,169     

Total net assets 46,910,260       42,203,081     

Total liabilities and net assets 47,715,541$     43,329,726$   

See accompanying notes to financial statements.
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University of North Carolina School
of the Arts Foundation, Inc.

Statement of Activities

Year Ended June 30, 2016

Temporarily Permanently
Unrestricted Restricted Restricted Total

Revenue and support
Gifts and grants 527,278$     7,533,390$    894,146$       8,954,814$    
Interest and dividend income 770              9,901             -                     10,671           

Decrease in fair value of:
Annuity investments -                   -                     (4,467)            (4,467)            

Perpetual trusts -                   -                     (66,830)          (66,830)          

Annuity obligations -                   -                     (5,114)            (5,114)            
Net loss on other investments 

reported at fair value (36,907)        (515,213)        (47,267)          (599,387)        

Other income 22,759         248,762         -                     271,521         

Net assets released from restrictions 3,338,673    (3,338,673)     -                     -                     

Total revenue and support 3,852,573    3,938,167      770,468         8,561,208      

Expenditures
Program services:

School programs 1,394,918    -                     -                     1,394,918      
Scholarships and awards 1,485,130    -                     -                     1,485,130      

Total program services 2,880,048    -                     -                     2,880,048      

Supporting services:
Development costs 429,566       -                     -                     429,566         

Administrative costs 377,714       -                     -                     377,714         

Investment management fees 166,701       -                     -                     166,701         

Total supporting services 973,981       -                     -                     973,981         

Total expenditures 3,854,029    -                     -                     3,854,029      

Change in net assets before 
transfers (1,456)          3,938,167      770,468         4,707,179      

Transfer between funds -                   (63,542)          63,542           -                     
Change in net assets (1,456)          3,874,625      834,010         4,707,179      
Net assets, beginning of year 566,484       11,781,428    29,855,169    42,203,081    

Net assets, end of year 565,028$     15,656,053$  30,689,179$  46,910,260$  

See accompanying notes to financial statements.
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University of North Carolina School
of the Arts Foundation, Inc.

Statement of Activities

Year Ended June 30, 2015

Temporarily Permanently
Unrestricted Restricted Restricted Total

Revenue and support
Gifts and grants 543,253$     3,251,362$    1,543,522$    5,338,137$    
Interest and dividend income 553              3,001             -                     3,554             
Decrease in fair value of:

Annuity investments -                   -                     (32,068)          (32,068)          
Perpetual trusts -                   -                     13,501           13,501           
Annuity obligations -                   -                     (7,060)            (7,060)            
Other long-term assets -                   -                     (46,349)          (46,349)          

Net gain (loss) on other investments 
reported at fair value (11,431)        2,871,188      82,158           2,941,915      

Other income 30,758         239,459         -                     270,217         
Net assets released from restrictions 2,722,176    (2,722,176)     -                     -                     

Total revenue and support 3,285,309    3,642,834      1,553,704      8,481,847      

Expenditures
Program services:

School programs 1,317,767    -                     -                     1,317,767      
Scholarships and awards 1,001,649    -                     -                     1,001,649      

Total program services 2,319,416    -                     -                     2,319,416      

Supporting services:
Development costs 418,185       -                     -                     418,185         
Administrative costs 328,600       -                     -                     328,600         
Investment management fees 163,148       -                     -                     163,148         

Total supporting services 909,933       -                     -                     909,933         

Total expenditures 3,229,349    -                     -                     3,229,349      

Change in net assets 55,960         3,642,834      1,553,704      5,252,498      

Net assets, beginning of year 510,524       8,138,594      28,301,465    36,950,583    

Net assets, end of year 566,484$     11,781,428$  29,855,169$  42,203,081$  

See accompanying notes to financial statements.
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University of North Carolina School
of the Arts Foundation, Inc.

Statements of Cash Flows

Years Ended June 30, 2016 and 2015

2016 2015

Operating activities
Change in net assets 4,707,179$       5,252,498$     
Adjustments to reconcile change in net assets to net cash 

provided by operating activities:
Depreciation 1,333                2,464              
Noncash award 11,191              -                     
Contribution of musical instrument -                       (7,500)            
Write-off of pledges receivable 3,625                55,941            
Net loss (gain) on investments reported at fair value 603,854            (2,909,847)     
Changes in fair value of:

Perpetual trusts 66,830              (13,501)          
Annuity obligations 5,114                7,060              
Other long-term assets -                       46,349            
Other assets -                       4,730              
Change in operating assets and liabilities:

(Increase) decrease in:
Prepaid expenses and other current assets (3,367)              (1,317)            
Pledges receivable, net (133,145)          1,938,320       

Increase (decrease) in:
Accounts payable and accrued expenses (119,021)          28,870            
Agency funds payable (161,564)          353,383          

Net cash provided by operating activities 4,982,029         4,757,450       

Investing activities
Sales (purchase) of investments, net 556,228            (2,057,554)     

Change in cash and cash equivalents 5,538,257         2,699,896       

Cash and cash equivalents, beginning of year 7,136,509         4,436,613       

Cash and cash equivalents, end of year 12,674,766$     7,136,509$     

See accompanying notes to financial statements.
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1. Organization University of North Carolina School of the Arts Foundation, Inc. (the 
“Foundation”) is a not-for-profit organization founded in 1964 for the 
purpose of fostering and promoting the growth, progress and general 
welfare of University of North Carolina School of the Arts (the 
“School”).  The Foundation is a component unit of the School and is 
discretely presented in the financial statements of the School. 

   
2. Summary of 

Significant 
Accounting Policies 

Basis of Presentation – Net assets and revenues, expenses, gains and 
losses are classified based on the existence or absence of donor-imposed 
restrictions.  Accordingly, net assets of the Foundation and changes 
therein are classified and reported as follows: 

   
   Unrestricted net assets – net assets that are not subject to donor-

imposed stipulations. 
   
   Temporarily restricted net assets – net assets subject to donor-

imposed stipulations that may or will be met either by actions of the 
Foundation and/or passage of time. 

   
   Permanently restricted net assets – net assets subject to donor-

imposed stipulations that they be maintained permanently by the 
Foundation.  Generally, the donors of these assets permit the 
Foundation to use all of or part of the income (which includes 
realized and unrealized gains on investments) earned on related 
investments for general or specified purposes. 

   
  Revenues are reported as increases in unrestricted net assets unless use 

of the related assets is limited by donor-imposed restrictions.  Expenses 
are reported as decreases in unrestricted net assets.  Expirations of 
temporary restrictions (i.e., the donor-imposed stipulation has been 
fulfilled and/or the stipulation time period has elapsed) are reported as 
net assets released from restrictions on the statement of activities. 

   
  Gains and losses on perpetual trusts held by others are reported as 

increases or decreases in permanently restricted net assets. 
   
  Use of Estimates – The preparation of financial statements in 

accordance with generally accepted accounting principles (“GAAP”) 
requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting period.  
Actual results could differ from those estimates. 
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2. Summary of 
Significant 
Accounting Policies 
(Continued) 

Reclassifications  ‒ Certain prior year balances have been reclassified to 
conform to the current year presentation.  The reclassifications have no 
effect on the change in net assets. 

  
  Contributions – The Foundation recognizes contributions, including 

unconditional promises to give, as revenue in the period received.  
Conditional promises to give are not recognized until the conditions on 
which they depend are substantially met.  Contributions to be received 
after one year are discounted at a risk-adjusted rate which could have 
been obtained at the date of the gift, adjusted based on an analysis of 
market data for comparable assets.  Amortization of the discount is 
recorded as additional contribution revenue.  Allowance is made for 
uncollectible contributions receivable based upon an analysis of past 
collection experience and other relevant factors.  Three donors accounted 
for 76% and 87% of gross pledges receivable at June 30, 2016 and 2015.  
Two donors accounted for 61% of gifts and grants in 2016 which are 
included in permanently and temporarily restricted.  Two donors 
accounted for 31% of gifts and grants in 2015 which are included in 
permanently and temporarily restricted. 

   
  The ability of the Foundation’s contributors to continue giving amounts 

comparable with prior years is dependent, amongst other factors, upon 
current and future economic conditions and the continued deductibility 
for income tax purposes of contributions to the Foundation.  While the 
Foundation’s Board of Directors (“Board”) believes the Foundation has 
the resources to continue to support the School’s programs, its ability to 
do so and the extent to which it continues, may be dependent on the 
above factors. 

   
  Except as discussed in Note 9, no amounts have been reflected in the 

financial statements for donated services as the Foundation generally 
pays for specific expertise.  Individuals volunteer their time and perform 
a variety of tasks that assist the Foundation, but these services do not 
meet the criteria for recognition as contributed services. 
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2. Summary of 
Significant 
Accounting Policies 
(Continued) 

Investments – The Foundation’s endowment investments are managed 
within the UNC Investment Fund (“UNCIF”), a pooled investment fund 
vehicle for constituent institutions of the University of North Carolina 
System.  Securities and other assets of UNCIF are primarily held by an 
independent custodian.  UNCIF is designed to provide long-term, stable 
rates of return on the invested assets through the use of a diversified 
portfolio strategy.  The investment objective is to earn an average real 
total return of at least 5.5% per year, net of fees, over rolling five and 10-
year periods.  Investments held in alternative structures are recorded at 
fair value based on estimates provided by UNCIF.  Interest and dividend 
income is recorded when earned. 

   
  Investments are made by investment managers engaged by the 

Foundation and are monitored by the Finance Committee.  UNCIF’s 
investments may be held in a variety of investment forms.  Investment 
securities and other investments, including alternative investments in 
general, are exposed to various risks, such as interest rate risk, credit 
risk, liquidity risk, foreign currency risk and overall market volatility.  
Although the market value of investments is subject to fluctuations, 
management believes the investment policy is prudent for the long-term 
welfare of the Foundation. 

   
  Endowments – The Executive Committee of the Foundation has 

interpreted the Uniform Prudent Management of Institutional Funds Act 
(“UPMIFA”) as requiring the preservation of the fair value of the 
original gift as of the gift date of the donor-restricted endowment funds 
absent explicit donor stipulations to the contrary.  As a result of this 
interpretation, the Foundation classifies as permanently restricted net 
assets (a) the original value of gifts donated to the permanent 
endowment, (b) the original value of subsequent gifts to the permanent 
endowment, and (c) accumulations to the permanent endowment made in 
accordance with the direction of the applicable donor gift instrument at 
the time the accumulation is added to the fund. 

   
  The remaining portion of the donor-restricted endowment fund that is not 

classified in permanently restricted net assets is classified as temporarily 
restricted net assets until those amounts are appropriated for expenditure 
by the Foundation in a manner consistent with the standard of prudence 
prescribed by UPMIFA.  However, when losses result in the market 
value of a donor-restricted endowment fund declining below the fair 
value of the original gift, the difference between market and the gift’s
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2. Summary of 
Significant 
Accounting Policies 
(Continued) 

original fair value is reflected within unrestricted net assets.  In 
accordance with UPMIFA, the Foundation considers the following 
factors in making a determination to appropriate or accumulate donor-
restricted endowment funds:  (1) the duration and preservation of the 
various funds, (2) the purposes of the donor-restricted endowment funds, 
(3) general economic conditions, (4) the possible effect of inflation and 
deflation, (5) the expected total return from income and the appreciation 
of investments, (6) other resources of the Foundation, and (7) the 
Foundation’s investment policies. 

   
  In accordance with UPMIFA, if an institution determines that a 

restriction on funds is impracticable, the institution may release or 
modify the restriction if the fund has a total value of less than $100,000, 
more than 10 years have elapsed since the fund was established and the 
institution uses the property in a manner consistent with the charitable 
purposes expressed in the gift instrument.  This process is subject to the 
oversight of the Attorney General of North Carolina. 

   
  Endowment Distribution Policy – Endowment funds are accounted for 

using a unitized investment pool, with each endowment being assigned 
units in the pool.  For fiscal 2016, the distribution rate approved by the 
Board is 4.5% of the estimated average investment value for the previous 
three years (with the Foundation’s administration charge being 16% of 
distribution).  In subsequent years, the per unit distribution will adjust by 
the change in the Consumer Price Index.  Annual distributions will be 
limited to a maximum of 6% with a minimum of 3% of ending unit 
value. 
 
For fiscal 2015, the distribution rate approved by the Board was 5% 
(with the Foundation administration charge of 16% of distribution) of 
each endowment fund’s average fair value for the prior three years.  In 
the event that the average fair value for the prior three years was less 
than the original gift amount, the Foundation limited the appropriation to 
a lesser amount as defined in the policy document. 
 
In establishing these policies, the Board considered the long-term 
expected return on its investment assets, the nature and duration of the 
individual endowment funds, many of which must be maintained in 
perpetuity because of donor-restrictions, and the possible effects of 
inflation.  The Board expects its spending policies to allow its 
endowment funds to grow at a rate consistent with the Board’s objective 
to maintain the purchasing power of the endowment assets, as well as to 
provide additional growth through investment return. 
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2. Summary of 
Significant 
Accounting Policies 
(Continued) 

Services Received from Personnel of an Affiliate ‒ In fiscal 2016 and 
2015, the Foundation recorded expense of approximately $6,500 and 
$4,000 for services provided by employees of the University and also 
other income for the same amount.   

   
  Cash and Cash Equivalents – The Foundation considers all highly 

liquid investments with a maturity of three months or less when 
purchased to be cash equivalents.  Cash balances are maintained with 
various banks, the amounts of which may at times exceed federally 
insured limits. 

   
  Concentrations of Credit Risk – Risks associated with cash balances 

are mitigated by banking with credit worthy institutions. 
  
 Perpetual Trusts – The Foundation is the beneficiary of perpetual trusts 

held and administered by outside trustees.  These trust assets are reported 
at fair value.  The related net assets are classified as permanently 
restricted. 

   
  Property and Equipment – The Foundation capitalizes property and 

equipment over $5,000.  Lesser amounts are expensed.  Property and 
instruments are stated at cost at date of acquisition or fair value at date of 
donation in the case of gifts.  Depreciation was computed using the 
straight-line method over the following useful life:  
 Years  
Musical instruments 7 

 
  Income Taxes – The Foundation is exempt from income taxes on related 

income under Section 501(a) as an organization described in Section 
501(c)(3) of the Internal Revenue Code.  No material unrelated business 
taxable income has been identified by management.  Accordingly, no 
provision for income taxes is made in the financial statements. 

   
  It is the Foundation’s policy to evaluate all tax positions and to identify 

any that may be considered uncertain.  All identified material tax positions 
are assessed and measured by a “more-likely-than-not” threshold to 
determine if the tax position is uncertain and what, if any, the effect of the 
uncertain tax position may have on the financial statements.  Any changes 
in the amount of a tax position will be recognized in the period the change 
occurs.  Currently, the statute of limitations remains open subsequent to 
and including fiscal year 2013; however, no examinations are in process.   
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2. Summary of 
Significant 
Accounting Policies 
(Concluded) 

Subsequent Events – Management has evaluated events occurring 
subsequent to the statement of financial position date through August 29, 
2016, the date that the financial statements were available to be issued, 
determining no events require adjustment to or additional disclosure in 
the financial statements. 

   
3. Fair Value  of 

Financial Instruments 
and Investments 

The fair value of cash and cash equivalents, accounts payable and 
accrued expenses is not materially different than their carrying amounts, 
as reported, since they approximate the amount for which the assets 
could be sold or the liabilities could be settled.  The discount rate used 
for pledges receivable approximates a market rate.  Accordingly, the 
carrying value approximates fair value.  The fair value of annuity 
obligations approximate carrying amounts as discount rates on these 
obligations approximate market.  Investments are carried at fair value. 

   
  Assets and liabilities carried at fair value are classified and disclosed in 

one of the following three categories: 
  
  Level 1: Quoted market prices in active markets for identical assets or 

liabilities; 
Level 2: Observable market-based inputs or unobservable inputs that 

are corroborated by market data; 
Level 3: Unobservable inputs that are not corroborated by market data. 

   
  The following are the assets and liabilities measured at fair value as of 

June 30, 2016. 
 
   Level 1  Level 2  Level 3  Total    

Assets: 
   UNC Investment Fund II, LLC $ - $ - $ 32,376,686 $ 32,376,686
   Mutual funds  406,742 - - 406,742   
Total assets at fair value $ 406,742 $ - $ 32,376,686 $ 32,783,428
   
Liabilities: 
   Annuity obligations $ - $ - $ 88,417 $ 88,417
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3. Fair Value of 
Financial Instruments  

The following are the assets and liabilities measured at fair value as of 
June 30, 2015. 

 and Investments 
(Concluded) 

   
  Level 1  Level 2  Level 3  Total     
  Assets:        

   UNC Investment Fund II, LLC $ - $ - $ 33,532,301 $ 33,532,301
   Mutual funds  457,102 - - 457,102   
Total assets at fair value $ 457,102 $ - $ 33,532,301 $ 33,989,403
   
Liabilities: 
   Annuity obligations $ - $ - $ 129,196 $ 129,196

 
  The following table summarizes changes in fair value of the 

Foundation’s Level 3 assets for the year. 
 

June 30, 2016 2015  
Balance, beginning of year $33,532,301 $ 28,532,833 
Realized/unrealized gain (loss), net (599,387) 2,941,915
Investment management fees (166,701) (163,148)
Transfers in 993,180 3,862,028
Transfers out (1,382,707) (1,641,327) 
Balance, end of year $32,376,686 $ 33,532,301 

 
  Realized and unrealized gains and losses are included in net gain or loss 

on investments reported at fair value on the statements of activities. 
   
  The following table summarizes changes in fair value of the 

Foundation’s Level 3 liabilities for the year. 
 

June 30, 2016 2015    
Balance, beginning of year $ 129,196 $ 167,919 
Payments to annuitants (45,893) (45,783)
Amortization 5,114 7,060    
Balance, end of year $ 88,417 $ 129,196 
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4. Pledges Receivable,  Pledges receivable, net, consist of the following: 
 Net  
 June 30, 2016 2015

 
Due within one year $ 326,399 $ 332,411 
Due in one to five years 396,455 195,069
Due in more than five years 916,000 970,000
 
Total unconditional pledges 1,638,854 1,497,480 
Less: 
   Allowance for uncollectible pledges (65,554) (59,899)
   Discount to present value – 4.5% (268,709) (262,510)
 
 $ 1,304,591 $ 1,175,071 

 
5. Property and  Property and equipment consist of the following: 
 Equipment  
 June 30, 2016 2015

 
Land $ 60,000 $ 60,000 
Buildings 1 1 
Musical instruments - 16,000 
 
 60,001 76,001 
Less accumulated depreciation  - (3,476)
 
Land and musical instruments $ 60,001 $ 72,525 

 
6. Restrictions on Net  Temporarily restricted net assets are available for the following purposes: 
 Assets  
 June 30, 2016 2015

   
School programs $ 10,522,902 $ 4,744,914 
Unallocated gains on donor-restricted 
   endowments 5,133,151 7,036,514 
   
 $ 15,656,053 $ 11,781,428 

 
  Permanently restricted net assets consist of the following: 
 

June 30, 2016 2015 
   
Permanent endowment funds $ 29,520,275 $ 28,609,854 
Annuity and other split-interest agreements 416,221 425,802 
Interests in perpetual trusts held by others 752,683 819,513 
   
 $ 30,689,179 $ 29,855,169 
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7. Endowment Net 
Assets 

Changes in endowment net assets during the year ended June 30, 2016 
are as follows: 

 
  Temporarily Permanently   
 Unrestricted Restricted Restricted  Total 

Endowment net assets 
   (deficit), beginning 
   of year $ (7,649) $ 7,036,514 $ 28,609,854 $35,638,719
Contributions and  
   other income  - - 894,146 894,146
Realized and 
   unrealized losses, 
   net  (36,907) (515,213) (47,267) (599,387) 
Investment 
   management fees  (166,701) - - (166,701) 
Amounts appropriated 
   for expenditure,  
   reclassifications and
   transfers  145,246

 

(1,388,150) 63,542 (1,179,362) 
 
Endowment net assets
   (deficit), end of year $ (66,011) $ 5,133,151 $ 29,520,275 $34,587,415

 
  Changes in endowment net assets during the year ended June 30, 2015 

are as follows: 
 

  Temporarily Permanently   
 Unrestricted Restricted Restricted  Total 

Endowment net assets 
   (deficit), beginning 
   of year $ (17,207) $ 5,049,706 $26,979,445 $32,011,944
Contributions and  
   other income  - - 1,543,522 1,543,522
Realized and 
   unrealized gains 
   (losses), net  (11,431) 2,871,188 82,158 2,941,915
Investment 
   management fees  (163,148) - - (163,148)
Amounts appropriated 
   for expenditure,  
   reclassifications and
   transfers  184,137

 

(884,380) 4,729 (695,514)
 
Endowment net assets
   (deficit), end of year $ (7,649) $ 7,036,514 $28,609,854 $35,638,719
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8. Agency Funds Funds held for the Thomas S. Kenan Institute for the Arts at the 
University of North Carolina School of the Arts (a component of the 
School) (the “Institute”) is restricted for purposes of the Institute and are 
subject to oversight of the Board of Trustees of the School.  Management 
and the School have concluded that the Foundation is a “pass-through” 
for those funds which are included in the Agency Funds Payable within 
the statements of financial position.  The related agency fund assets are 
included in cash and cash equivalents within the statements of financial 
position. 

   
9. Related Party 

Transactions 
Reimbursements to the School for school employees assigned to the 
Foundation amounted to approximately $139,000 and $99,000 in 2016 
and 2015.  The School also provides the Foundation various services, 
including office space and technology services, at no charge. 

   
10. Commitments and 

Contingencies 
Retirement Plan – The Foundation contributes a percentage based on its 
employee’s salary to a retirement account.  Contributions amounted to 
approximately $5,500 and $5,300 in 2016 and 2015. 

   
  Environmental Exposure – During 1995, a property valued at $241,000 

was donated to the Foundation.  The gift document provides that the 
Foundation indemnify the donor for any claims related to contamination 
of the property.  The property contained areas of contaminated soil and 
heavy metal contamination in the building.  During 2005, soil 
remediation was done and management believes that the remaining 
exposure in this area is minimal.  However, the heavy metal 
contamination has not been remediated.  Management’s estimates for 
remediating the building are between $200,000 and $950,000, depending 
on factors such as whether the building will be demolished or cleaned for 
re-use. 

   
  The Foundation does not intend to use its resources to remediate and 

there is no lawsuit or administrative action against the Foundation related 
to this matter.  Accordingly, the Foundation has not recorded a liability 
for remediation costs and carries the property on its statements of 
financial position at $1. 
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11. Recent Accounting 
Pronouncements 

In August 2016, the Financial Accounting Standards Board (“FASB”) 
issued Accounting Standards Update (“ASU”) No. 2016-14, 
Presentation of Financial Statements of Not-for-Profit Entities, which 
significantly amends guidance on the presentation of financial 
statements.  The ASU is effective for annual financial statements issued 
for fiscal years beginning after December 15, 2017, with early 
application permitted.  Management is currently assessing the impact this 
guidance will have on the Foundation’s future financial statements.   

   
  In May 2014, the FASB issued ASU No. 2014-09, Revenue from 

Contracts with Customers, which provides guidance on the recognition 
of revenue.  The ASU is effective for periods beginning after 
December 15, 2018, with no early application permitted.  Management is 
currently assessing the impact this guidance may have on the 
Foundation’s future financial statements.
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4515 Falls of Neuse, Suite 450 
Raleigh, NC 27609 

Phone: 919-832-6848 
Fax: 919-832-7288 

212 West Center Street 
P.O. Box 1991 

Lexington, NC 27293 
Phone: 336-248-8281 

Fax: 336-248-2335 

1023 W. Morehead Street, Suite 100 
Charlotte, NC 28208 

Phone: 704-372-0960 
Fax: 704-372-1458 

Independent Auditors’ Report 

To the Board of Directors 
University of North Carolina School of the Arts Housing Corporation 
Winston-Salem, North Carolina 

Report on the Financial Statements 
We have audited the accompanying financial statements of the University of North Carolina School of the Arts 
Housing Corporation (UNCSA-HC), a component unit of the University of North Carolina School of the Arts, as of 
and for the year ended June 30, 2016, and the related notes to the financial statements which collectively comprise 
UNCSA-HC’s basis financial statements as listed in the table of contents.   

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

Auditor’s Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

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

1 
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Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of UNCSA-HC as of June 30, 2016, and the changes in financial position and cash flows for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 
Prior Period Financial Statements Audited by a Predecessor Auditor 

The financial statements of UNCSA-HC, as of and for the year ended June 30, 2015, were audited by predecessor 
auditor whose report dated September 30, 2015, expressed an unmodified opinion on those statements.  

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management’s discussion 
and analysis on pages 3 through 6 be presented to supplement the basic financial statements. Such information, 
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board, 
who considers it to be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required 
supplementary information in accordance with auditing standards generally accepted in the United States of 
America, which consisted of inquiries of management about the methods of preparing the information and 
comparing the information for consistency with management’s responses to our inquiries, the basic financial 
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express 
an opinion or provide any assurance on the information because the limited procedures do not provide us with 
sufficient evidence to express an opinion or provide any assurance. 

Lexington, North Carolina 
October 24, 2016 
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This section of the financial report provides an overview of the financial position and activities as of and for the years 
ended June 30, 2016 and 2015.   This discussion has been prepared by management along with the financial 
statements and related notes to the financial statements and should be read in conjunction with the financial 
statements and the notes thereto, which follow this section.  This discussion and analysis is designed to focus on 
current activities, resulting change, and current known facts. 

 
OVERVIEW OF FINANCIAL STATEMENTS 

 
The financial statements of University of North Carolina School of the Arts Housing Corporation (the “Corporation”) 
were prepared in conformity with pronouncements issued by the Governmental Accounting Standards Board (GASB). 
These pronouncements require three basic financial statements: the Statement of Net Position, the Statement of 
Revenues, Expenses, and Changes in Net Position, and the Statement of Cash Flows. 

 
The Statement of Net Position reports all assets, deferred outflows of resources, liabilities, deferred inflows of 
resources, and net position. The Corporation’s net position (the difference between (a) assets and deferred outflows of 
resources and (b) liabilities and deferred inflows of resources) is one indicator of the Corporation’s financial 
health.   Over time, increases or decreases in net position is one indicator of the improvement or erosion of the 
Corporation’s financial health.  The Statement of Net Position provides information about assets and liabilities in a 
format that distinguishes between current and noncurrent.  Individual assets and liabilities are classified as current or 
noncurrent based on whether they are expected to generate or use cash within the twelve months following the end of 
the fiscal period. 

 
Net position is divided into three major components.   The first component – net investment in capital assets – 
consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any bonds, 
mortgages or notes that are attributable to the acquisition, construction, or improvement of those assets.  Deferred 
outflows and inflows of resources that are attributable to the acquisition, construction, or improvement of those 
assets or related debt also should be included in this component of net position. The next component – restricted 
net position – is divided into two categories: expendable and nonexpendable.  Net position is restricted when 
constraints are placed on amounts by either external parties (creditors, grantors, donors, etc.) or by enabling 
legislation or constitutional provisions.  Nonexpendable restricted net position relates to amounts to be retained in 
perpetuity.  The final component is unrestricted net position ‐ those that are available for any lawful purpose of the 
Corporation. 

 
The Statement of Revenues, Expenses and Changes in Net Position represents the revenues earned and expenses 
incurred during the year.  Activities are reported as either operating or nonoperating.  Operating revenues and 
expenses generally result from providing goods and services and the cost of providing those goods and services. 
Nonoperating revenues are revenues received for which goods and services are not provided. 

 
Another important factor to consider when evaluating financial viability is the Corporation’s ability to meet financial 
obligations as they occur.  The Statement of Cash Flows presents information related to cash inflows and outflows 
summarized by operating, non‐capital financing, capital and related financing, and investing activities. 

 
The Notes to Financial Statements provide information regarding the significant accounting principles applied in the 
financial statements, authority for and associated risk of deposits and investments, detailed information on deposits and 
investments, long‐term liabilities, revenues, expenses, and if necessary, a discussion of accounting changes, 
adjustments to prior periods, and events subsequent to the Corporation’s financial statement period. 
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The following analysis provides an overview of the Corporation’s financial activities as of and for the years ended 
June 30, 2016 and 2015. 

 
Condensed Statements of Net Position 

 
 
 

Assets 
  2016     2015   

Current assets $       1,014,904 $ 889,282 
Capital assets, net                                                                                                                    4,463,247                    4,573,163 
Total Assets   5,478,151    5,462,445 

 
Liabilities 

Current liabilities 332,425 330,182 
Noncurrent liabilities   4,813,039   5,111,157 
Total Liabilities   5,145,463   5,441,339 

 

Net Position 
Net investment in capital assets (641,753) (826,837) 

Unrestricted    974,440                 847,943 
Total Net Position $            332,687 $     21,106 

 
 

A review of the Corporation’s statements of net assets at June 30, 2016 and 2015 shows that the Corporation’s total 
assets were approximately $5.47 million and $5.46 million, respectively.  The Corporation’s assets consist primarily of 
depreciable and non‐depreciable capital assets totaling $4.46 million and $4.57 million at June 30, 2016 and 2015, 
respectively. 

 
The Corporation’s liabilities totaled $5.15 million and $5.44 million at June 30, 2016 and 2015, respectively.   This 
includes $5.1 million and $5.4 million in Series 2015 Certificates of Participation at June 30, 2016 and June 30, 2015, 
respectively. 

 
At June 30, 2016, the Corporation’s current assets of $1,014,904 were sufficient to cover current liabilities of $332,425 
as the current ratio is 3.00 dollars in current assets to every one dollar in current liabilities.  
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Condensed Statements of Revenues, Expenses, and Changes in Net Position 

 
  2016     2015   

 
Operating Revenues – Rental Income $ 1,060,612 $ 1,006,638 
Operating Expenses 

Depreciation (109,916) (109,916) 
Other Operating Expenses   (490,245)   (576,666) 

Operating Income   460,451   320,056 
Nonoperating Revenues (Expenses)   

Investment income 7,744 3,742 
Interest and fees on capital related debt               (156,614)   (550,653) 

Net Nonoperating Revenues (Expenses)   (148,870)   (546,911) 
Change in Net Position   311,581                      (226,855) 
Net Position, Beginning of Year      21,106                 247,961 
Net Position, End of Year $              332,687 $    21,106 

 
 

Total  operating  revenues  for  the  fiscal  year  2016  of  $1,060,612  were  comprised  primarily  of  student  rent. 
Investment income is classified as nonoperating revenues as defined by GASB Statement Number 35.  Investment 
income of $7,744 was the only source of nonoperating revenue and represented an increase of $4,002 from the fiscal 
year 2015. 

 
Total operating expenses amounted to $600,161 resulting in operating income of $460,451. The  Corporation 
incurred nonoperating expenses of $156,614 which related to interest of the Series 2015 Certificates of Participation 
Indenture for the Student Housing Project. 

 
Condensed Statements of Cash Flows 

 

   2016     2015   

 

Net Cash Provided by Operating Activities 
 

$ 576,631 
 

$ 418,920 
Net Cash Used in Capital and Related Financing Activities (451,527) (868,689) 
Net Cash Provided by (Used in) Investing Activities        7,744    772,376 
Increase in Cash and Cash Equivalents 132,848                        322,607 
Cash and Cash Equivalents, Beginning of Year   866,849   544,242 
Cash and Cash Equivalents, End of Year $  999,697 $  866,849 

 
 

The statement of cash flows reports the cash receipts and cash payments throughout the year.  The statement does 
not include revenues that are earned but not yet received, expenses that are incurred but not yet paid, or expenses 
that are non‐cash in nature, such as depreciation. 

 
The  Corporation’s cash  and  cash  equivalents increased  $132,848 due  to  the  cash  flows  provided by  operating 
activities exceeding the use of funds for capital and related financing activities. 
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CAPITAL ASSET AND DEBT ADMINISTRATION 

 
The Corporation, a blended entity of University of North Carolina School of the Arts (UNCSA), took out certificates of 

participation in the amount of $7,200,000 to provide funds to discharge certain indebtedness used for the acquisition, 

construction, equipping and subsequent improvements of the Center Stage Apartment complex.   The Corporation 
has leased the apartment complex to the School to operate and maintain. Rentals from the apartment complex are 
pledged for the retirement of this debt.   The debt service repayment schedule extended through June 2036 with 
interest rates ranging from 3.625% to 4.50%.  The Corporation has extinguished these long‐term debt obligations by 
the issuance of new long‐term debt instruments. 

 
On June 12, 2016, the Corporation issued $5,400,000 in University of North Carolina School of the Arts Student 
Housing Project Refunding Certificates of Participation, Series 2015, refunding certificates of participation with an 
average interest rate of  2.99%.    The  bonds were  issued for  a  current  refunding of  $5,825,000 of  outstanding 
University of North Carolina School of the Arts Student Housing Project Certificates of Participation, Series 2005, with an  
average  interest  rate  of  3.50%.    The refunding was undertaken to reduce total  debt  service  payments by 
$2,270,191 over the next 15 years and resulted in a net present value savings of $771,181.  
 
As of June 30, 2016, the Corporation has outstanding balance of $5,105,000 in University of North Carolina School of the 
Arts Student Housing Project Refunding Certificates of Participation, Series 2015, and continues to make all of its debt 
payments in a timely manner. No new debt was issued during the 2015-2016 fiscal year.
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Statements of Net Position

June 30, 2016 and 2015

 2016 2015

ASSETS

Current assets:

Cash and cash equivalents 999,697$           866,849$           

Prepaid insurance 15,207                22,433

Total current assets 1,014,904          889,282             
 

Capital assets:

Nondepreciable 451,326 451,326

Depreciable, net 4,011,921 4,121,837

Total capital assets 4,463,247          4,573,163          
 
Total assets 5,478,151$        5,462,445$        
 
LIABILITIES

Current Liabilities:

Accounts payable 10,122$             4,985$                

Deferred rental revenue 9,874 15,916

Interest payable 12,722 12,635

Accrued vacation, current portion 707 1,646

Current portion of certificates of participation 299,000 295,000

Total current liabilities 332,425             330,182             
 
Noncurrent liabilities:

Accrued vacation, less current portion 7,039 6,157

Certificates of participation 4,806,000 5,105,000

Total noncurrent liabilities 4,813,039          5,111,157          
 
Total liabilities 5,145,464$        5,441,339$        
 
NET POSITION

Net investment in capital assets (641,753)$          (826,837)$          

Unrestricted 974,440             847,943             
 
Total net position 332,687$           21,106$             

The accompanying notes are an integral part of the financial statements.
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Statements of Revenues, Expenses, and Changes in Net Position

For the Years Ended June 30, 2016 and 2015

 2016 2015

REVENUES

Operating revenues:

Rental income 1,048,629$        996,069$           

Other income 11,983 10,569

1,060,612          1,006,638          

EXPENSES

Operating expenses:

Salaries and benefits 52,525 49,119

Supplies and materials 13,416 21,041

Repairs and maintenance 82,898 124,374

Services 228,666 275,790

Utilities 112,740 106,342

Depreciation 109,916 109,916

Total operating expenses 600,161             686,582             

 

Operating income 460,451             320,056             

     

NONOPERATING REVENUES (EXPENSES)

Investment income 7,744 3,742

Interest and fees on capital asset related debt (156,614)            (550,653)            

Total nonoperating revenues (expenses) (148,870)            (546,911)            

 

    Change in net position 311,581            (226,855)           

 

NET POSITION

Net position, beginning of year 21,106              247,961            

 

Net position, end of year 332,687$          21,106$            

The accompanying notes are an integral part of the financial statements.
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UNIVERSITY OF NORTH CAROLINA SCHOOL OF THE ARTS HOUSING CORPORATION 

Statements of Cash Flows

For the Years Ended June 30, 2016 and 2015

 2016 2015

OPERATING ACTIVITIES

Receipts from tenants 1,054,570$        1,023,554$        

Payments to employees and fringe benefits (52,582)              (47,390)              

Payments to vendors and suppliers (425,357)            (557,244)            

Net cash provided by operating activities 576,631             418,920             
 

CAPITAL AND RELATED FINANCING ACTIVITIES

Interest and fees paid on capital debt (156,527)            (273,689)            

Proceeds from capital debt -                      5,400,000          

Principal paid on capital debt (295,000)            (5,995,000)         

Net cash used in capital and related financing activities (451,527)            (868,689)            
 
INVESTING ACTIVITIES

Interest received 7,744                  3,742                  

Sales of investments -                      768,634             

Net cash provided by investing activities 7,744                  772,376             
 
Increase in cash and cash equivalents 132,848            322,607            

Cash and cash equivalents, beginning of year 866,849            544,242            

Cash and cash equivalents, end of year 999,697$          866,849$          
 
NON‐CASH FINANCING ACTIVITIES

Write off of debt issuance costs, net -$                  285,870$          
 
RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED 

BY OPERATING ACTIVITIES

Operating income 460,451$          320,056$          

Adjustments to reconcile operating income to net cash provided by 

operating activities:

Depreciation expense 109,916            109,916            

Change in operating assets and liabilities:

Accounts receivable -                     1,000                

Prepaid insurance 7,226                (22,433)             

Accounts payable 5,137                (7,264)               

Deferred revenue (6,042)               15,916              

Accrued vacation (57)                     1,729                
 
Net cash provided by operating activities 576,631$          418,920$          

The accompanying notes are an integral part of the financial statements.
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NOTE A: ORGANIZATION AND NATURE OF ACTIVITIES  
 
UNCSA Housing Corporation (the “Corporation”), a blended component unit of the University of North Carolina School of 

the Arts (UNCSA), is a non‐profit corporation organized under the laws of the state of North Carolina. Formed in 2001, 

the Corporation consists of two apartment buildings (Center Stage Apartments) with the purpose of providing privatized 

housing for college students.  Center Stage Apartments are located adjacent to the campus of the University of North 

Carolina School of the Arts.   

 

The Corporation is governed by a five-member board. Its purpose is to aid, support, and promote the University, 

specifically by the ownership of the Center Stage apartment complex. Because the directors are appointed by the 

Chancellor and its primary purpose is to benefit the University of North Carolina School of the Arts, its financial 

statements have been blended with those of UNCSA. 

 

 

NOTE B:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

  

Basis of Accounting  

The financial statements of the Corporation have been prepared using the economic resources measurement focus and 

the accrual basis of accounting.  Under the accrual basis, revenues are recognized when earned, and expenses are 

recorded when an obligation has been incurred, regardless of the timing of the cash flows.  

  

Basis of Presentation  

The accompanying financial statements are presented in accordance with U.S. generally accepted accounting principles 

(GAAP) as prescribed by the Governmental Accounting Standards Board (GASB).    

  

Pursuant to the provisions of GASB Statement Number 34, Basic Financial Statements – and Management’s Discussion 

and Analysis – for State and Local Governments, as amended by GASB Statement Number 35, Basic Financial Statements 

– and Management’s Discussion and Analysis – for Public Colleges and Universities, the full scope of the Corporation’s 

activities is considered to be a single business‐type activity and accordingly, is reported within a single column in the basic 

financial statements.   

  

In accordance with GASB Statement Number 20, Accounting and Financial Reporting for Proprietary Funds and Other 

Governmental Entities That Use Proprietary Fund Accounting, the Corporation does not apply Financial Accounting 

Standards Board (FASB) pronouncements issued after November 30, 1989.    

  

Cash and Cash Equivalents  

The Corporation maintains its cash in an account held by the State Treasurer in a short‐term investment fund (STIF).  The 

STIF fund has the general characteristics of a demand deposit account in that participants may deposit and withdraw 

cash at any time without prior notice or penalty.    

  

Prepaid Expense 

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid expenses.  
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NOTE B: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)  
 

Capital Assets  

Capital assets are stated at cost, or at estimated fair value, if donated.  The Corporation capitalizes assets that have a 

value or cost in excess of $5,000 at the date of acquisition and an expected useful life or more than one year.  Depreciation 

is provided on a straight‐line method over the estimated useful lives of the assets, generally as follows:  

  

             Apartment Buildings   50 years  

  Land  Nondepreciable 

 

Compensated Absences  

The Corporation’s policy is to record the cost of vacation leave when earned.  The policy provides for a maximum 

accumulation of unused vacation leave of 30 days which can be carried forward each January 1 or for which an employee 

can be paid upon termination of employment.  

  

In addition to the vacation leave described above, compensated absences include the accumulated unused portion of the 

special annual leave bonuses awarded by the North Carolina General Assembly.  The bonus leave balance on December 

31 is retained by employees and transferred in the next calendar year.  It is not subject to the limitation on annual leave 

carried forward described above.  

  

Net Position  

  

Net Investment in Capital Assets – This represents the Corporation’s total investment in capital assets, net of 

accumulated depreciation and any outstanding debt obligations related to those capital assets.  To the extent debt 

has been incurred but not yet expended for capital assets, such amounts are not included as a component of net 

investment in capital assets.  

  

Restricted ‐ Expendable – Expendable restricted net position includes resources for which the Corporation is legally 

or contractually obligated to spend in accordance with restrictions imposed by external parties. As of June 30, 2016 

and 2015, the Corporation had no restricted net position.  

 

Unrestricted – This represents resources derived from rental and investment income.  

 

Restricted and unrestricted resources are tracked using a fund accounting system and are spent in accordance with 

established fund authorities.  When both restricted and unrestricted funds are available for expenditure, the decision for 

funding is transactional based within the management system in place for the Corporation.  
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NOTE B: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Revenue and Expense Recognition  

The Corporation classifies its revenues and expenses as operating or nonoperating in the accompanying Statements of 

Revenues, Expenses, and Changes in Net Position.  Operating revenues and expenses generally result from providing 

services and producing and delivering goods in connection with the Corporation’s principal ongoing operations.  

Operating revenues include activities that have characteristics of exchange transactions, such as student rent and fees.  

Operating expenses are all expense transactions incurred other than those related to capital and noncapital financing or 

investing activities. 

  

Nonoperating revenues include activities that have characteristics of non‐exchange transactions.  Revenues from non‐

exchange transactions such as transfers from internal departments and investment income are considered nonoperating 

since these are either investing, capital, or non‐capital financing activities.  

 
Use of Estimates  

The preparation of financial statements in conformity with GAAP requires management to make estimates and 

assumptions that affect the amounts reported in the financial statements and accompanying notes.  Actual results could 

vary from those estimates.  

  

Tax Status  

The Corporation is a not‐for‐profit organization and is exempt from income taxes under Section 501(c)(3) of the Internal 

Revenue Code.  Accordingly, income tax expense is limited to activities that are deemed by the Internal Revenue Service 

to be unrelated to their exempt purpose.    

  

The Corporation’s primary tax positions relate to its status as a not‐for‐profit entity exempt from income taxes and 

classification of activities related to its exempt purpose.  It is the opinion of management that the Corporation has no 

uncertain tax positions that would be subject to change upon examination.  

  

The Corporation is required to file a federal exempt organization tax return (Form 990) annually to retain its exempt 

status.  The Corporation is also required to file an exempt organization business income tax return (Form 990‐T) for any 

year gross unrelated business income exceeds $1,000. The Corporation’s Form 990 filings are generally subject to 

examination by the Internal Revenue Service for three years after they are filed.  

 

Reclassification 

Certain prior year amounts have been reclassified to conform to the current year presentation for comparative purposes. 

These reclassifications have not had any impact on net the changes in net position.  

 

NOTE C: DEPOSITS  

The Corporation’s deposits in the STIF are pooled with UNCSA. UNCSA, unless specifically exempt, is required by North 

Carolina General Statute (G.S.) 147‐77 to deposit monies received with the State Treasurer or with a depository institution 

in the name of the State Treasurer.  Although specifically exempted, the Corporation may voluntarily deposit bond 

proceeds and debt service funds with the State Treasurer.  
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NOTE C: DEPOSITS  (Continued) 

At June 30, 2016 and 2015, the amounts shown on the Statements of Net Position as cash and cash equivalents includes 

$999,697 and $866,849, respectively, which represents the Corporation’s equity position in the State Treasurer’s Short‐

Term Investment Fund.  The Short‐Term Investment Fund (STIF) is a portfolio within the State Treasurer’s Investment 

Pool which is an external investment pool that is not registered with the Securities and Exchange Commission and does 

not have a credit rating.  The State Treasurer’s Investment Pool had a weighted average maturity of 1.5 years as of June 

30, 2016 and 2015.  Assets and shares of the STIF are valued at amortized cost, which approximates fair value.  Deposit 

and investment risks associated with the State Treasurer’s Investment Pool are included in the State of North Carolina’s 

Comprehensive Annual Financial Report.  

 

As of June 30, 2016 and 2015, the Corporation did not have any cash deposits outside the State Treasurer’s STIF; 

therefore, the Corporation was not exposed to custodial credit risk. Custodial credit risk is the risk that in the event of a 

bank failure, the Corporation’s deposits may not be returned to it.  

 

NOTE D: CAPITAL ASSETS  

A summary of capital assets for the years ended June 30, 2015 and 2014 is as follows:  

 

  Balance 

June 30, 2015 

  

Increases 

  

Decreases 

 Balance 

June 30, 2016 

Nondepreciable:         

   Land  $       451,326)  $                      -  $                      -  $       451,326) 
         

Depreciable:         

   Apartment buildings  5,495,783)  $                      -  $                      -  5,495,783) 

   Less: Accumulated depreciation  (1,373,946)  (109,916)  -  (1,483,862) 

  4,121,837)  $      (109,916)  $                      -  4,011,921) 
         

      Total capital assets, net  $    4,573,163)      $    4,463,247) 
         

Net investment in capital assets is calculated as follows: 
 

  June 30, 2016  June 30, 2015     

Total capital assets, net  $     4,463,247  $    4,573,163)     

         

Capital asset related debt      (5,105,000)      (5,400,000)     

         

      Net investment in capital assets  $      (641,753)  $      (826,837)     
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NOTE E:  CERTIFICATES OF PARTICIPATION  

  

During the year ended June 30, 2015, the Corporation extinguished long‐term debt obligations by the issuance of new 

long‐term debt instruments as follows:  

 

On June 12, 2015, the University of North Carolina School of the Arts issued $5,400,000 in University of North Carolina 

School of the Arts Housing Corporation, Series 2015 Certificate of Participation refunding bonds with an average 

interest rate of 2.99%.  The bonds were issued for a refunding of $5,825,000 of outstanding University of North Carolina 

School of the Arts Student Housing Project Certificates of Participation, Series 2005, with an average interest rate of 

3.50%.  The refunding was undertaken to reduce total debt service payments by $2,270,191 over the next 15 years and 

resulted in a net present value savings of $771,181.  

 

The Corporation was indebted for certificates of participation (COP) for the purposes shown in the following tables:  

 
  As of June 30, 2016 

   

 

 

Interest Rate 

  

 

Maturity 

Date 

  

Original 

Amount of 

Issue 

 Principal Paid 

Through  

June 30, 

2016 

  

Balance 

June 30, 

2016 

Certificates of Participation:           

   Student Housing Project, Series 2015, 

     Refunding of 2015 COP 

  

2.99% 

  

6/1/2030 

  

$    5,400,000 

  

$       295,000 

  

$  5,105,000) 

           

 
  As of June 30, 2015 

   

 

 

Interest Rate 

  

 

Maturity 

Date 

  

Original 

Amount of 

Issue 

 Principal Paid 

Through 

 June 30, 

2015 

  

Balance 

June 30, 

2015 

Certificates of Participation:           

   Student Housing Project, Series 2015, 

     Refunding of 2015 COP 

  

2.99% 

  

6/1/2030 

  

$     5,400,000 

  

$                      - 

  

$   5,400,000) 

   Student Housing Project, Series 2005  3.50% - 4.50%  6/1/2036      7,200,000  7,200,000  - 

      $  12,600,000  $    7,200,000  $    5,400.000 

           

The annual requirements to pay principal and interest on the certificate of participation at June 30, 2016, are as follows:  

  

Fiscal Year      Principal  Interest  Total  

2017      $      299,000 $  152,640  $         451,640 

2018       308,000    143,699   451,699 

2019       317,000    134,490   451,490 

2020       327,000    125,012   452,012 

2021       336,000    115,235   451,235 

2022‐2026       1,839,000    419,228   2,258,228 

2027-2030       1,679,000    127,404   1,806,404 

       $    5,105,000    $      1,217,708   $      6,322,708 

 

Designated student fees and revenue streams related to the Student Housing Project have been pledged for the payment 

of these obligations.    
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NOTE F: TRANSACTIONS WITH UNCSA 

UNCSA employees provide certain services to the Corporation for which the Corporation reimburses UNCSA for salary 

and salary related expenses. Thus, the Corporation has no employee obligations nor employee benefit obligations.  For 

the years ended June 30, 2016 and 2015, the Corporation reimbursed UNCSA approximately $53,000 and $49,000, 

respectively.  

UNCSA enters into certain contracts for maintenance, repairs, and custodial services to residence halls and apartments 

for UNCSA students. This includes the Center State Apartments, owned by the Corporation. Management makes 

estimates based on the services, time and resources devoted to allocate costs for the various residence halls and 

apartment buildings. The Corporation’s portion of these cost are charged directly to the Corporation.   

NOTE G: RISK MANAGEMENT 

The Corporation is exposed is various risks of loss related to torts: theft of, damage to, and destruction of assets and 
natural disasters. The Corporation carries commercial coverage to address the exposure to these risks of loss.  There have 
been no significant reductions in insurance coverage in the prior year, and claims have not exceeded coverage in any of 
the past three fiscal years. 
NOTES TO THE FINANCIAL STATEMENTS  

NOTE H: SUBSEQUENT EVENTS 

The Corporation has evaluated its subsequent events for recognition or disclosure through the October 24, 2016 which 
represents the date the financial statements were available to be issued, and determined that all significant events and 

disclosures are included in the financial statements.  
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4515 Falls of Neuse, Suite 450 
Raleigh, NC 27609 

Phone: 919-832-6848 
Fax: 919-832-7288 

212 West Center Street 
P.O. Box 1991 
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Phone: 336-248-8281 

Fax: 336-248-2335 

1023 W. Morehead Street, Suite 100 
Charlotte, NC 28208 

Phone: 704-372-0960 
Fax: 704-372-1458 

Independent Auditors’ Report 

To the Board of Directors 
University of North Carolina School of the Arts Program Support Corporation 
Winston-Salem, North Carolina 

Report on the Financial Statements 
We have audited the accompanying financial statements of the University of North Carolina School of the Arts 
Program Support Corporation (UNCSA-PSC), a component unit of the University of North Carolina School of the 
Arts, as of and for the year ended June 30, 2016, and the related notes to the financial statements which collectively 
comprise UNCSA-PSC’s basis financial statements as listed in the table of contents.   

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

Auditor’s Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 
from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

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

1 
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Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of UNCSA-PSC as of June 30, 2016, and the changes in financial position and cash flows for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 
Prior Period Financial Statements Audited by a Predecessor Auditor 

The financial statements of UNCSA-PSC, as of and for the year ended June 30, 2015, were audited by predecessor 
auditor whose report dated September 30, 2015, expressed an unmodified opinion on those statements.  

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management’s discussion 
and analysis on pages 3 through 4 be presented to supplement the basic financial statements. Such information, 
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board, 
who considers it to be an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required 
supplementary information in accordance with auditing standards generally accepted in the United States of 
America, which consisted of inquiries of management about the methods of preparing the information and 
comparing the information for consistency with management’s responses to our inquiries, the basic financial 
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express 
an opinion or provide any assurance on the information because the limited procedures do not provide us with 
sufficient evidence to express an opinion or provide any assurance. 

Lexington, North Carolina 
October 24, 2016 
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This section of the financial report provides an overview of the financial position and activities for the years ended    
June 30, 2016 and 2015.  This discussion has been prepared by management along with the financial statements and 
related notes to the financial statements and should be read in conjunction with the financial statements and the notes 
thereto, which follow this section.  This discussion and analysis is designed to focus on current activities, resulting 
change, and current known facts. 

OVERVIEW OF FINANCIAL STATEMENTS

The financial statements of the University of North Carolina School of the Arts Program Support Corporation (the 
“Corporation”) were prepared in conformity with pronouncements issued by the Governmental Accounting Standard 
Board (GASB).  These pronouncements require three basic financial statements: the Statement of Net Position, the 
Statement of Revenues, Expenses, and Changes in Net Position, and the Statement of Cash Flows. 

The Statement of Net Position reports all assets, deferred outflows of resources, liabilities, deferred inflows of 
resources, and net position. The Corporation’s net position (the difference between (a) assets and deferred outflows of 
resources and (b) liabilities and deferred inflows of resources) is one indicator of the Corporation’s financial 
health.   Over time, increases or decreases in net position is one indicator of the improvement or erosion of the 
Corporation’s financial health.  The Statement of Net Position provides information about assets and liabilities in a 
format that distinguishes between current and noncurrent.  Individual assets and liabilities are classified as current or 
noncurrent based on whether they are expected to generate or use cash within the twelve months following the end of 
the fiscal period. 

Net position is divided into three major components.   The first component – net investment in capital assets – 
consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any bonds, 
mortgages or notes that are attributable to the acquisition, construction, or improvement of those assets.  Deferred 
outflows and inflows of resources that are attributable to the acquisition, construction, or improvement of those 
assets or related debt also should be included in this component of net position. The next component – restricted 
net position – is divided into two categories: expendable and nonexpendable.  Net position is restricted when 
constraints are placed on amounts by either external parties (creditors, grantors, donors, etc.) or by enabling 
legislation or constitutional provisions.  Nonexpendable restricted net position relates to amounts to be retained in 
perpetuity.  The final component is unrestricted net position  those that are available for any lawful purpose of the 
Corporation. 

The Statement of Revenues, Expenses and Changes in Net Position represents the revenues earned and expenses 
incurred during the year.  Activities are reported as either operating or nonoperating.  Operating revenues and 
expenses generally result from providing goods and services and the cost of providing those goods and services. 
Nonoperating revenues are revenues received for which goods and services are not provided. 

Another important factor to consider when evaluating financial viability is the Corporation’s ability to meet financial 
obligations as they occur.  The Statement of Cash Flows presents information related to cash inflows and outflows 
summarized by operating, noncapital financing, capital and related financing, and investing activities. 

The Notes to Financial Statements provide information regarding the significant accounting principles applied in the 
financial statements, authority for and associated risk of deposits and investments, detailed information on deposits and 
investments, longterm liabilities, revenues, expenses, and if necessary, a discussion of accounting changes, 
adjustments to prior periods, and events subsequent to the Corporation’s financial statement period. 
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The following analysis provides an overview of the Corporation’s financial activities as of and for the years ended 
June 30, 2016 and 2015. 

Condensed Statements of Net Position

 2016     2015   
Assets 

Current assets $ 100,593 $ 109,270 
Noncurrent capital assets   1,082,625   1,082,625 
Total Assets   1,183,218   1,191,895 

Liabilities 
Current liabilities   3,044   1,287
Total Liabilities 3,044 1,287

Net Position 
Net investment in capital assets 1,082,625 1,082,625 
Unrestricted 97,549 107,983
Total Net Position $ 1,180,174 $ 1,190,608

A review of the Corporation’s statements of net position at June 30, 2016 and 2015 shows that  the Corporation’s total 
assets were approximately $1.2 million, respectively.   The Corporation’s assets consist primarily of deposits held by the 
State Treasurer and the Regis Film collection. 

Condensed Statements of Revenues, Expenses, and Changes in Net Position

 2016     2015   
Operating Revenues $ 20,201 $ 21,613 
Operating Expenses   (30,635)   (13,313) 

Operating Income (Loss)  (10,434)  8,300 
Change in Net Position                                                                                                                 (10,434) 8,300 
Net Position, Beginning of Year   1,190,608   1,182,308 
Net Position, End of Year $  1,180,174 $  1,190,608 

Total operating revenues for the year ended June 30, 2016 of $20,201 were comprised primarily of film rental fees 
and represented a decrease of $1,412 from the fiscal year 2015.  Total operating expenses amounted to $30,635, 
resulting in net operating loss of $10,434 for the year ended June 30, 2016 compared to operating income of 
$8,300 for the year ended June 30, 2015. 

Condensed Statements of Cash Flows
  2016     2015  

Net Cash Provided (Used) by Operating Activities $               (7,007) $  2,207
Net Increase (Decrease) in Cash and Cash Equivalents 2,207
Cash and Cash Equivalents, Beginning of Year 106,595 104,388
Cash and Cash Equivalents, End of Year $ 99,588 $ 106,595
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Statements of Net Position

June 30, 2016 and 2015

 2016 2015

ASSETS

Current assets:

Cash and cash equivalents 99,588$             106,595$           

Accounts receivable 1,005                  2,675

Total current assets 100,593             109,270             

Film collection 1,082,625 1,082,625

 

Total assets 1,183,218$        1,191,895$        

 

LIABILITIES

Current Liabilities:

Accounts payable and accrued expenes 3,044$                1,287$                

Total current liabilities 3,044                  1,287                  

 

Total liabilities 3,044$                1,287$                
 
NET POSITION

Net investment in capital assets 1,082,625$        1,082,625$        

Unrestricted 97,549                107,983             
 
Total net position 1,180,174$        1,190,608$        

The accompanying notes are an integral part of the financial statements.
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Statements of Revenues, Expenses, and Changes in Net Position

For the Years Ended June 30, 2016 and 2015

 2016 2015

REVENUES

Operating revenues:

Film rentals 20,201$             21,613$             

EXPENSES

Operating expenses:

Wages and payroll taxes 12,183 9,313

Supplies and materials 3,915 -                      

Services 14,137 4,000

Other 400 0

Total operating expenses 30,635                13,313                

 

Operating income (10,434)              8,300                  

     

Change in net position (10,434)              8,300                  

 

NET POSITION

Net position, beginning of year 1,190,608          1,182,308          

 

Net position, end of year 1,180,174$        1,190,608$        

The accompanying notes are an integral part of the financial statements.

6



UNIVERSITY OF NORTH CAROLINA SCHOOL OF THE ARTS PROGRAM SUPPORT CORPORATION 

Statements of Cash Flows

For the Years Ended June 30, 2016 and 2015

 2016 2015

OPERATING ACTIVITIES

Receipts from customers 21,871$             18,938$             

Payments for wages and payroll taxes (10,426)              (12,731)              

Payments to vendors and suppliers (18,452)              (4,000)                

Net cash provided (used) by operating activities (7,007)                2,207                  

 

CAPITAL AND RELATED FINANCING ACTIVITIES -                      -                      

 

INVESTING ACTIVITIES -                      -                      

 

Increase (decrease) in cash and cash equivalents (7,007)               2,207                

Cash and cash equivalents, beginning of year 106,595            104,388            

Cash and cash equivalents, end of year 99,588$            106,595$          

 

 

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED 

BY OPERATING ACTIVITIES

Operating income (10,434)$           8,300$              

Adjustments to reconcile operating income to net cash provided by 

operating activities:

Change in operating assets and liabilities:

Accounts receivable 1,670                (2,675)               

Accounts payable 1,757                (3,418)               

 

Net cash provided (used) by operating activities (7,007)$             2,207$              

The accompanying notes are an integral part of the financial statements.
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NOTE A: ORGANIZATION AND NATURE OF ACTIVITIES  

The University of North Carolina School of the Arts Program Support Corporation (the “Corporation”), a component unit 
of University of North Carolina School of the Arts (the “School”), is a nonprofit organization incorporated under the laws 
of the State of North Carolina.  The Corporation was organized exclusively for charitable, educational and training 
objectives and for the public purpose of fostering, promoting, managing, assisting and supporting the schools of Dance, 
Design & Production, Drama, Filmmaking, Music and other such fields as may be deemed appropriate for study at the 
School with the aims of creating new knowledge and improving the lives of the people of North Carolina.  

The Corporation is governed by a at least three and no more than twelve appointed directors.  Because the directors are 
appointed by the Chancellor of the School and its primary purpose is to benefit the School, its financial statements have 
been blended with those of the School. 

NOTE B:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

Basis of Accounting  
The financial statements of the Corporation have been prepared using the economic resources measurement focus and 
the accrual basis of accounting.  Under the accrual basis, revenues are recognized when earned, and expenses are 
recorded when an obligation has been incurred, regardless of the timing of the cash flows.  

Basis of Presentation  
The accompanying financial statements are presented in accordance with U.S. generally accepted accounting principles 
(GAAP) as prescribed by the Governmental Accounting Standards Board (GASB).    

Pursuant to the provisions of GASB Statement Number 34, Basic Financial Statements – and Management’s Discussion 
and Analysis – for State and Local Governments, as amended by GASB Statement Number 35, Basic Financial Statements 
– and Management’s Discussion and Analysis – for Public Colleges and Universities, the full scope of the Corporation’s 
activities is considered to be a single businesstype activity and accordingly, is reported within a single column in the basic 
financial statements.   

In accordance with GASB Statement Number 20, Accounting and Financial Reporting for Proprietary Funds and Other 
Governmental Entities That Use Proprietary Fund Accounting, the Corporation does not apply Financial Accounting 
Standards Board (FASB) pronouncements issued after November 30, 1989.    

Cash and Cash Equivalents  
The Corporation maintains its cash in an account held by the State Treasurer in a shortterm investment fund.  This fund 
has the general characteristics of a demand deposit account in that participants may deposit and withdraw cash at any 
time without prior notice or penalty.    

Film Collection 
The Regis film collection is stated at cost or fair value at the date of donation.  This collection is considered inexhaustible 
and therefore not depreciated.  
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NOTE B: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Net Position  

Net Investment in Capital Assets – This represents the Corporation’s total investment in capital assets, net of 
accumulated depreciation and any outstanding debt obligations related to those capital assets.

Unrestricted – This represents resources derived from unrestricted gifts and film rentals. 

Revenue and Expense Recognition 
The Corporation classifies its revenues and expenses as operating or nonoperating in the accompanying Statements of 
Revenues, Expenses, and Changes in Net Position.  Operating revenues and expenses generally result from providing 
services and producing and delivering goods in connection with the Corporation’s principal ongoing operations.  
Operating revenues include activities that have characteristics of exchange transactions, such as film rentals.  Operating 
expenses are all expense transactions incurred other than those related to capital and noncapital financing or investing 
activities as defined by GASB Statement Number 9, Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds 
and Governmental Entities That Use Proprietary Fund Accounting. 

Nonoperating revenues include activities that have characteristics of nonexchange transactions.  Revenues from non
exchange transactions such as transfers from internal departments and investment income are considered nonoperating 
since these are either investing, capital, or noncapital asset related financing activities.  

Use of Estimates  
The preparation of financial statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the amounts reported in the financial statements and accompanying notes.  Actual results could 
differ from those estimates.  

Tax Status  
The Corporation is a notforprofit organization and is exempt from income taxes under Section 501(c)(3) of the Internal 
Revenue Code.  Accordingly, income tax expense is limited to activities that are deemed by the Internal Revenue Service 
to be unrelated to their exempt purpose.   

The Corporation’s primary tax positions relate to its status as a notforprofit entity exempt from income taxes and 
classification of activities related to its exempt purpose.  It is the opinion of management that the Corporation has no 
uncertain tax positions that would be subject to change upon examination.  

The Corporation is required to file a federal exempt organization tax return (Form 990) annually to retain its exempt 
status.  The Corporation is also required to file an exempt organization business income tax return (Form 990T) for any 
year gross unrelated business income exceeds $1,000.  The Corporation’s Form 990 filings are generally subject to 
examination by the Internal Revenue Service for three years after they are filed.  



UNIVERSITY OF NORTH CAROLINA SCHOOL OF THE ARTS PROGRAM SUPPORT CORPORATION 
Notes to Financial Statements 

10

NOTE C: DEPOSITS 

The Corporation’s deposits in the STIF are pooled with UNCSA. UNCSA, unless specifically exempt, is required by North 
Carolina General Statute (G.S.) 14777 to deposit monies received with the State Treasurer or with a depository institution 
in the name of the State Treasurer.  Although specifically exempted, the Corporation may voluntarily deposit bond 
proceeds and debt service funds with the State Treasurer.  

At June 30, 2016 and 2015, the amounts shown on the Statements of Net Position as cash and cash equivalents includes 
$99,588 and $106,595, respectively, which represents the Corporation’s equity position in the State Treasurer’s Short
Term Investment Fund.  The ShortTerm Investment Fund (STIF) is a portfolio within the State Treasurer’s Investment 
Pool which is an external investment pool that is not registered with the Securities and Exchange Commission and does 
not have a credit rating.  The State Treasurer’s Investment Pool had a weighted average maturity of 1.5 years as of 
June 30, 2016 and 2015.  Assets and shares of the STIF are valued at amortized cost, which approximates fair value. 
Deposit and investment risks associated with the State Treasurer’s Investment Pool are included in the State of North 
Carolina’s Comprehensive Annual Financial Report.  

As of June 30, 2016 and 2015, the Corporation did not have any cash deposits outside the State Treasurer’s STIF; 
therefore, the Corporation was not exposed to custodial credit risk. Custodial credit risk is the risk that in the event of a 
bank failure, the Corporation’s deposits may not be returned to it.  

NOTE D: RISK MANAGEMENT 

The Corporation is exposed is various risks of loss related to torts: theft of, damage to, and destruction of assets and 
natural disasters. The Corporation carries commercial coverage to address the exposure to these risks of loss.  There have 
been no significant reductions in insurance coverage in the prior year, and claims have not exceeded coverage in any of 
the past three fiscal years. 
NOTES TO THE FINANCIAL STATEMENTS 

NOTE E:  SUBSEQUENT EVENTS 

The Corporation has evaluated its subsequent events for recognition or disclosure through the October 24, 2016, 
which represents the date the financial statements were available to be issued, and determined that all significant 
events and disclosures are included in the financial statements.  







 
 

Thomas S. Kenan Institute for the Arts Operating Fund 
 
History:  The Thomas S. Kenan Institute for the Arts was established in 1993 to strengthen the arts by initiating 
and incubating new ideas within the various constituencies and setting of the University of North Carolina 
School of the Arts (UNCSA).  By using the extraordinary talents and creative energies of students, faculty, 
alumni, and staff to bring distinction to the University, the Kenan Institute acts as a springboard to the wider 
creative community.  For twenty years, the Kenan Institute for the Arts has received generous and consistent 
support from the William R. Kenan, Jr. Fund for the Arts, which was established by the Trustees of the William 
R. Kenan, Jr. Charitable Trust in 1992.  In particular, Frank Hawkins Kenan, who served on the original 
UNCSA Foundation Board, was instrumental in founding the Institute.  The Institute was named in honor of his 
son, Thomas S. Kenan III, in recognition of his thirty-five year association with the school; where he served on 
the Foundation Board, Board of Trustees, Board of Visitors, Giannini Society, and International Music Program 
staff.  Originally, the Kenan Institute for the Arts housed their funds with UNCSA. Then in 2012, they 
transferred their operating funds to the UNCSA Foundation. 
 
The Spending Policy on the Use of Thomas S. Kenan Institute for the Arts Funds ensures the Kenan Institute 
can carry out its mission effectively and that sound fiscal and legal spending practices exist to govern the 
expenditures of these funds.  All expenditures of the Kenan Institute funds must comply with donor restrictions 
and any tax or other applicable federal and state regulations.  The funds are supervised by the Institute Executive 
Director in consultation with the UNCSA Chancellor and Provost.  All expenditures must be approved in 
writing by the Institute Executive Director, who is responsible for ensuring that expenditures fall within the 
approved budget.  For any reimbursement requests, the current policy states if the Institute Executive Director is 
unavailable, the UNCSA Chancellor or Chief Operating Officer may sign requests.  Due to the UNCSA 
Chancellor’s reorganization of his Cabinet that eliminated the position of Chief Operating Officer, the Chief 
Financial Officer should replace the COO where named in the policy.  The Spending Policy is attached. 
 
The UNCSA Board of Trustees recognizes the need for the Thomas S. Kenan Institute for the Arts to house their 
operating funds with the UNCSA Foundation in order to support the activities of their offices and of the school.  
The UNCSA Foundation has closely mirrored UNCSA’s Spending Policies and operates using sound fiscal 
controls that minimizes risk for the Foundation and the School. Therefore, upon the recommendation of the 
Chancellor, the UNCSA Board of Trustees gives fiduciary authority to the UNCSA Foundation Board of 
Trustees for the Thomas S. Kenan Institute for the Arts operating funds as defined in the Spending Policy for the 
use of Thomas S. Kenan Institute of the Arts funds.   
 
 
 
  
       December 9, 2016 
_______________________    ____________________ 
Michael Tiemann     Date    
Chairman, UNCSA Board of Trustees 



 

Approved by TSK Institute Board of Advisors         May 16, 2006 
Revised by AB 04/29/2008 
Draft Revision by UNCSA-EC and Kenan ED 10-29-13 

1 
 
 

 
 

Policy on the Use of Thomas S. Kenan Institute for the Arts Funds 
 
 
I.  Background and Purpose 
 
The Thomas S. Kenan Institute for the Arts (TSK Institute) was established at the North Carolina 
School of the Arts in 1993.  Its mission is to build partnerships to support creative projects, many 
of which are associated with the University of North Carolina School of the Arts (UNCSA). The 
Institute has a professional staff of four, including an executive director, all of whom are 
UNCSA employees.  Its operations are funded by an annual grant from the William Rand Kenan, 
Jr. Fund for the Arts, supplemented by additional grants, as well as contributed and earned 
income.  These funds are intended to cover all costs of the TSK Institute; state funds are not to be 
used.  The annual budget for expending these funds is created by TSK Institute staff and must be 
recommended first by the TSK Institute Board of Advisors and then approved by the Board of 
the William Rand Kenan, Jr. Fund for the Arts before any expenditure is made. The TSK 
Institute Board of Advisors is elected by the UNCSA Board of Trustees; the Board is chaired by 
the UNCSA Chancellor, or the Chancellor’s designee.  The TSK Institute Board of Advisors is 
governed by its mission, by-laws and policies. 
 
The TSK Institute spending policy ensures that the TSK Institute can carry out its mission 
effectively and that sound fiscal and legal spending practices exist to govern the expenditures of 
these funds.  All expenditures of TSK Institute funds must comply with donor restrictions and 
any tax or other applicable federal and state regulations.  
 
II. Definition 
 
The annual grant from the William Rand Kenan, Jr. Fund for the Arts is restricted to the 
administration and programs of the TSK Institute reflected in the approved budget.  Additional 
funds may come from grants, contributed and earned income restricted to one or more programs 
of the Institute.   
 
TSK funds are held in the UNCSA Foundation account and supervised by the Institute Executive 
Director in consultation with the UNCSA Chancellor and Provost. All expenditures must be 
approved in writing by the TSK Institute Executive Director, who is responsible for ensuring that 
expenditures fall within the approved budget.  All expenditures must be accompanied by 
appropriate documentation, including receipts, date of activities, location, and names of persons 
involved.  For any reimbursement requests, if the Executive Director is unavailable, the 
Chancellor or Chief Financial Officer may sign a request as long as the reimbursement is not for 
them.  The Executive Director’s reimbursements must be approved by the UNCSA Chancellor or 
Chief Financial Officer. 
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III.  Program Expenses 
 
The TSK Institute is charged with conceiving, planning and producing a wide variety of events, 
programs, publications and media involving the stakeholders associated with the strategic 
mission of the TSK Institute at UNCSA and among its strategic partners. The expenses for its 
annual programming are vetted and approved by UNCSA’s Chancellor and the TSK Board of 
Advisors, annually; as well as its funders. As part of its annual programming budget, TSK 
Institute pays wages, fees for services, as well as buys supplies and equipment necessary for the 
execution of their programming.  
 
In addition TSK Institute may pay or reimburse for the following permitted expenditures.  
 
 
 
IV. Permitted Expenditures 
 

A. Travel   
 

The TSK Institute will pay the current state rate for reimbursement of mileage for use of 
a personal vehicle, car rental and economy airfare for air travel.  TSK Institute may 
reimburse “economy plus” air fare for trips over four hours, TSK Institute may pay for 
business/first class airfare if required by a guest artist or required because of reasonable 
accommodations for a disability.  The TSK Institute will reimburse travel for its staff, 
Board of Advisors, guest artists, program staff (including temporary and contracted 
employees), candidates for employment as Executive Director, and others deemed as 
appropriate by the Executive Director. Some projects may require international travel for 
TSK Institute staff, project leaders, participants, and Board Of Advisors. The TSK 
Institute Executive Director may use his/her discretion to reimburse business class travel 
for international trips.  

 
 
B. Meals and Lodging 

 
Generally, TSK Institute will pay the current state rate per diem for meals and lodging for 
travel on TSK Institute business.  TSK Institute will pay all reasonable and appropriate 
meals and lodging costs for Board of Advisors events, entertaining donors, foundation or 
business representatives, or social events related to TSK Institute programs.  The 
Executive Director may use his/her discretion in approving travel costs that exceed the 
state rate.   Approved expenses incurred by the Board of Advisors, individuals working 
on TSK Institute projects, and TSK Institute staff will be reimbursed upon submission of 
receipts to the TSK Institute office. The TSK Institute Executive Director may at times 
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approve costs for working lunches for TSK Institute staff, TSK Institute Board of 
Advisors, UNCSA faculty and administration working on behalf of TSK Institute, 
retreats for staff and/or Board of Advisors, and committees working on TSK projects.  

 
C. Alcoholic Beverages 

 
The TSK Institute will pay for alcoholic beverages for events associated with Board of 
Advisors events, entertaining donors, foundation or business representatives, or social 
events related to TSK Institute projects.  All use of TSK Institute funds for this purpose 
must abide by laws ensuring that minors are not consuming alcoholic beverages and that 
appropriate permissions have been granted to serve alcoholic beverages.  The TSK 
Institute will follow the UNCSA policy on the use of alcoholic beverages at school 
events. 

 
D. Personal Support   

 
The TSK Institute will not provide funds for personal support such as clothing, household 
items, or medical or personal services such as massages, cosmetics, or hair care, except as 
necessary to an approved program.  Other exceptions are furniture and household items 
for the TSK Institute offices, artwork for offices or common areas, or items associated 
with a project that are necessary to the integrity of that event.  

 
E. Registrations for Conferences, Meetings, Special Events 

 
The TSK Institute will pay for staff to attend conferences related to programs, 
professional development or peer associations, within the constraints of the approved 
budget. Optional conference events related to TSK Institute business such as tours and 
arts events can also be included within reasonable limits. 
 
F. Tickets and other Admission Costs 

 
The TSK Institute will pay the admission cost for performances associated with 
entertaining the Board of Advisors, donors or potential program partners and funders.  
Likewise, tickets costs related to TSK Institute programs and TSK Institute strategic 
mission are legitimate costs.  The Executive Director may use his/her discretion in 
approving ticket and other admission costs for spouses/partners of TSK Institute staff, 
UNCSA faculty and administration, Board of Advisors, donors or potential program 
partners. 

  
 
G. Flowers and Gifts 

  
TSK Institute funds at the Executive Director’s discretion may be used to purchase the 
following items including but not limited to get well gifts, retirement gifts, thank-you 
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gifts, holiday gifts or flowers for staff, guest artists, project managers, program partners 
and donors as well as flowers and decorations for events.   

  
 

H. Club Memberships 
 

Club memberships for the purpose of entertaining donors and UNCSA guests are 
permissible, subject to approval by the TSK Institute Board of Advisors.  

 
I. Moving Expenses 

 
TSK Institute funds may be used to cover moving expenses for new TSK Institute EPA 
employees as a part of the initial offer of employment.  Requests for the use of such funds 
must be approved by the UNCSA Chancellor or Chief Financial Officer.   

 
J. Donations or Contributions 

 
TSK Institute funds cannot be used to make political contributions.  TSK Institute funds 
may be used to make contributions to non-profit organizations if the contribution is 
related to the work of the Institute, including but not limited to, the purchase of a table at 
a fundraising event or the purchase of advertising space in a program, brochure, or 
newsletter that promotes the Institute or one of its projects is allowable.  TSK Institute 
funds may be used for a donation to a non-profit or charitable organization in lieu of 
flowers (for a death or serious illness, for example). 

 
The TSK Institute will re-grant funds to other non-profit organizations for purposes 
designated in a project proposal which has been recommended by the Board of Advisors 
and approved by the William Rand Kenan, Jr. Fund for the Arts.  In such cases, TSK 
Institute staff will follow its re-granting guidelines. 

 
K. Spouse/Partner Expenses (travel, meals, other) 

 
There are events for which the Executive Director's spouse may be an important 
contributor and in such cases the Institute will cover all travel and meal expenses for the 
executive director’s spouse, with prior approval by the Chancellor or Chief Financial 
Officer.  Under special circumstances and with the prior approval of the Chancellor, TSK 
Institute may also cover the appropriate travel costs for the spouse/significant other of the 
Board of Advisors or other school employees. It is often appropriate to invite 
spouses/significant others of UNCSA employees to dinners related to TSK Institute 
programs and in such cases, TSK Institute will pay for those meals.   

 
L. Salaries, Salary Supplements 

 
TSK Institute funds may be used to pay salaries and supplemental payments for its staff 
and for UNCSA employees engaged in work related to TSK Institute programs, provided 
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that compensation is established by the school according to salary administration policies 
created by the Office of State Personnel for SPA employees and according to the Board 
of Governors’ annual resolution on salary matters for faculty and non-faculty EPA 
employees.  In the case of supplemental payments to UNCSA employees, TSK Institute 
will follow its faculty/staff compensation guidelines.  

 
M. Scholarships 

 
TSK Institute funds are not to be used to support UNCSA student scholarships.  The 
exception is a contribution to an UNCSA scholarship fund in honor of a departing 
colleague, as a memorial, or in other special circumstances. 

 
N. Building, Equipment, Renovations, Repairs 

 
TSK Institute funds may be used for the purchase of equipment and for repair and 
renovations of TSK Institute office equipment and building. 
 
O.  Petty Cash 
 
The TSK Institute maintains a petty cash fund of $300 for the purposes of covering minor 
purchases (under $30 per transaction) by staff and/or project leaders upon submission of 
an original receipt. The Executive Director reserves the right to decline reimbursement 
for any expense deemed inconsistent with TSK Institute’s mission. Petty cash will be 
kept in a locked box, bolted within a desk.  

 
P.  Expenditures not Allowable 

 
TSK Institute funds may not be used to pay for memberships in non-job related 
professional societies, air travel clubs, health club memberships, or hotel amenities such 
as movies.  Funds may not be used for the payment of fines or parking tickets. 

 
V. Approvals 
 
Both the UNCSA Foundation and UNCSA’s Financial Services may receive and account for 
TSK Institute’s funds on their behalf, depending on their source. All funds, including 
administrative and program costs, disbursed from the TSK Institute must have the written 
approval of the Executive Director, or in his/her absence or circumstances noted above, the 
approval of UNCSA Chancellor or its Chief Financial Officer.   
 
If at any time the UNCSA Foundation or UNCSA Controller or an Advisory Board Member 
believes that an individual is abusing this privilege, he or she shall inform the Chancellor or 
Chief Financial Officer.  If the circumstance involves the Chancellor serving or chair of the 
advisory board, the vice-chair of the TSK Institute Board of Advisors shall contact the chair of 
the UNCSA Board of Trustees. 
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