Meeting of the

Oregon Tech Board of Trustees

Finance and Facilities Committee

Room 130, Portland-Metro Campus in Wilsonville
December 7, 2017

Noon - 2:00pm

Finance and Facilities Committee
also Sitting as the Audit Committee

Agenda
Page

1. Call to Order/Roll/Declaration of a Quorum (Noon) Chair Slhwa
2. Consent Agenda - none
3. Reports

3.1 Fiscal Operations Advisory Council (10 min) FOAC Chair Torres via Skype
4. Action Items (12:10pm)

4.1 Adoption of the 2018 Agenda Plan (20 min) P Fox 1

4.2 Recommendation to the Board to Approve a Capital Spending Plan and 3

Authorize the Use of Cash (12:30pm) (30 min) "PF.A Fox

5. Discussion Items (1:00pm)

5.1 [FY17 Financial and Single Audit Report (30 min) CliftonlarsenAllen 6
5.2 Updated Forecast of the 2017-18 Education and General Operating Fund Budget 98

(1:30pm) (25 min) 'PFA Fox

6. Other Business/New Business (1:55pm) (5 min) Chair Sliwa

7. Adjournment (2:00pm)
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ACTION ITEM
Agenda Item No. 4.1

Finance & Facilities Committee 2018 Agenda Plan

Summa

The following docket establishes a draft work plan and major topics for discussion and approval of
the Finance & Facilities Committee for the upcoming 2018 calendar year. This work plan will be
revisited and extended at the Committee’s May 17, 2018 meeting for FY19, and well as a preliminary
plan for FY20. Because of the biennial budget process used by the State of Oregon, a two year
rolling calendar can be established for the Finance & Facilities and Audit Committees of the Board
of Trustees.

Each Finance & Facilities Committee meeting has been separated into two sections, major topics
and minor topics. Major topics are those with significant strategic importance for discussion,
deliberation or information to the Committee or are major decisions reserved for the Board or its
Committees. This includes items such as budget and tuition setting as well as major capital projects
and bond issuance authorizations. Minor topics are either decisions which must reach the Board, but
are unlikely to require significant discussion or informational topics which provide background and
prepare the Committee for major topics that will be seen in subsequent meetings of the Committee.

It is expected that minor deviations or adjustments will be made from the adopted calendar with
discussion and approval of the Committee Chair in consultation with the President and the Vice
President of Finance & Administration.
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Calendar Year 2018 Finance & Facilities Agendas

Major Topic:
- 2018-19 Tuition Setting (Action)
- HECC Student Success and Completion Model Overview (Informational)
- Emergency Operations Planning (Informational)
Minor Topics:
- FY18 Q2 Dashboard Review (Informational)
- Internal Audit Update (Action)

Major Topic:
- 2018-19 Fiscal Year Budget (Adoption)
- 2019 Legislative Session and State budget Outlook (Informational)
- Strategic Enrollment Management Update (Informational)
Minor Topics:
- FY18 Q3 Dashboard Review (Informational)
- Capital Projects update and Summer Plan (Informational)
- FY19 and FY20 F&F Committee Work plan (Action)

Major Topics:
- Capital Project Updates (Informational)
- Internal Audit 2018-19 Action Plan (Action)
- Annual Financial Audit Report (Action)
Minor Topics
- FY18 Q4 Dashboard Review (Informational)
- FY19 Q1 Dashboard Review Fall Enrollment Update (Informational)
- Bond Issuance Resolutions (Action)
- 2019 Legislative Session Preview (Informational)

Staff Recommendation
Staff recommends the adoption of the calendar year 2018 Finance & Facilities agenda plan as
outlined in the docket.
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ACTION ITEM
Agenda Item No. 4.2

Recommendation to the Board to Approve a Capital Project
Spending Plan and Authorize the Use of Cash

Summa

Oregon Tech has four large capital projects funded through three separate bond authorizations
approved during the 2017 Legislative Session. These projects include Cornett Phase 11, the Center of
Excellence in Engineering Technology (funded as a single package), OMIC Research and
Development Facility improvements, and the Student Recreation Center upgrade project. To
expedite planning, design construction and capture cost efficiencies with the approved projects,
Oregon Tech wishes to expend bond proceeds in advance of the bond sale using university cash
balances. The bonds for these projects are expected to be sold during the Spring of 2019

Overview

During the 2017 Legislative Session several large capital projects were approved for Oregon Tech.
The State of Oregon typically approves General Fund funded capital projects, including Article XI-
G and Article XI-Q bonds without also approving expenditure authority for debt service on these
bonds during the same biennia. This means that bonds are not sold, and funds from the state for
project reimbursement are not available until the last two quarters of the biennia. During this
biennia Article XI-F (self-funded) bonds for universities are also unlikely to be sold until the last two
quarters of the biennia for various reasons. However, institutions may pre-spend approved bond
proceeds up to 18 months in advance of bond issuance with approval from the Oregon Department
of Administrative Services and an executed reimbursement resolution in place. Oregon Tech has
initiated the process to execute such resolutions.

Pre-spending bond proceeds requires the university to use bridge financing, though either external
financing or utilizing internal working capital, to begin projects before bonds are sold. The cost of
capital, including foregone interest or interest on external funding are not reimbursable expenses
according to the grant agreements established by the State of Oregon and the Higher Education
Coordinating Commission. The institution also risks that the state does not sell the bonds, or delays
their sale, rendering some portion of pre-issuance expenses unreimbursable. This risk exists, but in
the opinion of management is de minimis in nature.

Oregon Tech has sufficient cash balances to self-finance the initiation of each of these projects
before bonds are issued by the state in Spring 2019.

Oregon Tech has four major projects, funded through three legislative authorizations; Cornett Phase
I1, the Center of Excellence in Engineering Technology, OMIC Research and Development Facility
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improvements and the Student Recreation Center upgrade project. Facilities and Project
Management has developed several project timelines depending on availability of cash to finance
project activity. The most aggressive plan, as outline below expects to use $11.5 million dollars in
available cash balances to support projects before bonds are issued in the spring of 2019. This allows
Oregon Tech to minimize time to completion, increase cost savings from pairing projects and
reducing construction inflation and effective sequencing, particularly as it relates to the Cornett Hall
Phase II renovation. This plan can also be modulated down if cash balances deteriorate and project
timelines pushed back if necessary to ensure the institution retains sufficient financial flexibility.

Project Spend Plan and Analysis

Center for Excellence in Engineering Technology

Project Total: $35,000,000

Design: September 2018 through June 2019

Construction: June 2019 (after bond sale) through December 2020
Reimbursed Spending: $3,000,000

Cornett Hall Phase I1

Project Total: $7,000,000

New Roof: June 2018 through September 2018 ($1.5M)

East Side Exterior: June 2018 through September 2018 (§500K)

East Side Phase 2 Partial Interior: June 2018 through September 2018 ($500K)
Reimbursed Spending: $2,500,000

Student Recreation Center

Project Total: $3,500,000

Scope: Lower Level and Exterior

Design: January 2018 through June 2018
Construction: July 2018 through September 2019
Reimbursed Spending: $2,500,000

OMIC R&D Facility Upgrade

Project Total: $3,500,000

Design: November 2017 - January 2018 (Phase I)
Design: April 2018 - July 2018 (Phase 1I)
Construction: January 2017 through June 2019
Reimbursed Spending: $3,500,000

Total Reimbursed Spending: $11,500,000

Oregon Tech’s cash balances have been strong for the past several years and are forecast to remain
that way. As of Q1 2017 Oregon Tech had $31.4 million in cash, cash equivalents and Quasi-
Endowment assets on hand, or 153 days of operating expenses. Of this $17.2 million was E&G

cash. The Quasi-Endowment can be readily converted to cash within 30 days. Cash balances are
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likely to increase in the near term as accounts receivable related to previously unbilled grant
expenditures and capital reimbursements work through the pipeline.

Over the last 16 months the average available cash balance (excluding restricted funds) was $24.8
million, and conservative estimates, which assume; flat enrollment with low tuition increases and
increases in labor, OPE and S&S expenses, anticipate that over the coming 12 months will fall to an
average of $22.7 million, with a trough of $17.2M in December 2017. There are several typical cash
balance troughs throughout the year related to Oregon Tech’s periodic business cycle driven by
relatively consistent expenses with highly concentrated cash inflows quarterly from the State and
once in October, January and March/April from student tuition payments at the start of each regular
academic term. These cash troughs typically come during December, June and September.

With anticipated project spend plans, September of 2018 appears to be the weakest cash position
with $7.7M in cash and hand, at month end and affer payroll has been deducted. This is sufficient
cash on hand to manage ongoing operations without impediment. If Oregon Tech’s cash position is
below levels management deems be sufficient, a portion of the Quasi-Endowment will be liquidated
to support the institution’s cash position and replenished once bonds are sold and reimbursements
from the State of Oregon are received in late Spring of 2019.

Management does not expect there to be any time in which cash plus the Quasi-Endowment falls
below 70 days on hand during the forecast period, and is likely to remain consistently above 100
days except during months between quarterly General Fund distributions and tuition payments at
the start of academic terms.

Staff Recommendation
Staff recommends the Finance & Facilities Committee recommend to the Board of Trustees
approval of $11.5 million dollars in expenditures in advance of bond proceeds for the following
Legislatively approved projects and associated totals:
e Center for Excellence in Engineering Technology/Cornett Hall Renovation — $5,500,000
e Oregon Manufacturing Innovation Center, Research and Development Facility — $3,500,000
o Student Recreation Center — $2,500,000 million

Staff further recommends the Finance & Facilities Committee recommend to the Board of Trustees
to authorize the President or his designee to utilize funds in excess of $1 million dollars in the
Quasi-Endowment, if deemed necessary by management, to fund capital proceeds. Funds utilized

for these purposes will be repaid when bonds are sold and the State of Oregon reimburses Oregon
Tech.
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DISCUSSION
Agenda Item No. 5.1

Annual (FY17) Financial and Single Audit Report

Background

The Oregon Tech 2017 Annual Financial Report was prepared by Oregon Tech in conjunction with
the University Shared Services Enterprise (USSE). The audit opinion issued by CliftonLarsonAllen
LLP (CLA) is an unmodified opinion. This audit opinion is attached below.

CLA has prepared a Governance Communication Letter to communicate certain matters related to
the conduct of the audit to those who have responsibility for oversight of the financial reporting
process. The Governance Communication Letter is attached below.

During the audit of the financial statements, CLA did not become aware of any significant
deficiencies and material weaknesses in internal controls.

Staff Recommendation

No action required. Report item only.

Attachments
e (liftenlarsonAllen PowerPoint Presentation

e 2017 Annual Financial Report Audit Opinion

e 2017 Annual Financial Report Governance Communication Letter

e 2017 Annual Financial Report
e 2017 Single Audit Report
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ClifionLarsonfllen LLP

ClAconnect com

CliftonLarsonAllen

Audit Committee and Management
Cregon Tech
Klamath Falls, Oregon

In planning and performing our audit of the financial statements of the business-type activities and the
discretely presented component unit of Oregon Tech (the University), a component unit of the State of
Oregon, as of and for the year ended June 30, 2017, in accordance with auditing standards generally
accepted in the United States of Amenca, we considered the University's intemal control over financial
reporting (internal control) as a basis for designing audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectivenass of the University's internal control. Accordingly,
we do not express an opinion on the effectiveness of the University's intemal control.

However, during our audit we became aware of deficiencies in intemal control other than significant
deficiencies and matenal weaknesses and other matters that are opportunities to strengthen your
intemal control and improve the efficiency of your operations. While the nature and magnitude of the
other deficiencies in intemal control was not considered important enough to ment the attention of the
Audit Committee, it was considerad of sufficient importance to mernt management’s attention and are
included herein to provide a single, comprehensive communication for both those charged with
govemance and management.

Cur comments and suggestions regarding those matters are surmmarized below.
Other deficiencies in internal control and other matters

Payroll Seagregation of Duties

A fundamental concept in a strong system of internal control is the segregation of duties. The basic
premise is that no one employee should have access to both assets and the related accounting records
or to all phases of a transaction. If the separation of duties is inadequate, there is a resulting risk that
intentional fraud or unintentional errors could cccur and not be detected. As it relates to information
technology and applications, controls should be assignad to employees to technically prohibit one user
from performing all phases of a transaction.

As reported to you in the prior year, during our review of segregations of duties conflicts within the
Banner system, we noted two individuals had the following abilities in the payroll system:

Add, change, and delete an employee with in the payroll system
Establish payment method and pay rates

Process payroll

Update paid-time off accrual thresholds

(S W ]

While the University had an automated compensating control in place dunng fiscal year 2017, such
access rights allow for fraud or eror to occur and potentially be undetected if certain compensating
controls are not performed consistently, or are not at a low enough level to detect certain instances of
fraud or error. In addition, we leamed that after the end of the fiscal year, the compensating control was
removed. As such, untl @ new compensating control is put in place, the University is exposed to
material emor or fraud (significant deficiency).

A member of

Nexia

It nathon:]
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Audit Committee and Management
Oregon Tech
Page 2

Recommendation

We recommend management ensure proper segregation of duties is established by removing access
rnights so that no one employee has the ability to perform incompatible functions.

If in the rare circumstance that access rights cannot be removed for certain employees, we recommend
the University strongly emphasize to the employees performing the compensating controls the
importance of such controls fo prevent and detect fraud or ermors. Such emphasis should be made
throughout the year so that the employees performing the compensating controls understand the nisk.
Perodic trainings, monthly reminders, and a separate person (for example, the intemal audit function)
ensuring the compensating control is being performed effectively are all potential avenues for the
University to ensure the compensating controls are being performed timely and effectively. For Fiscal
Year 2018, the University should implement such control as soon as possible given the cument
exposure to the University.

Oregon Tech Response:

Oregon Tech respectfully agrees with the comments and suggestions as recommended by
ChftonLarsonAllen LLF. As indicated in our prior year's response, it is management's belief that there
are inherent limitations on resources in a public entity the size of Oregon Tech, both financial and
personnel; by continuing to engage in vanous forms of training on an ongoing basis and utilizing
personnel and resources in outlying functions, that the risk related to access nghts is sufficiently
mitigated to an acceptable level. Oregon Tech is currently reviewing certain automated reporting
compensating controls, both cumently and previously, in place within multiple departments of the
university, including those outside of the payroll function, and also plans to develop key employee
training, communications, and oversight of such controls.

Cash Management

As of June 30, 2017, the balance of federal grants receivable was approximately $482,000. The
balances of state, other government, and prvate grants was 5524 ,000. Federal grants receivables were
up 82% from the prior year and make up 56% of total revenues at year-end. State and other grants
receivables were up 61% and make up 54% of total revenues at year-end. Given generally these
revenues are eamed throughout the year (versus just at year-end), the fact that these accounts
receivable balances make up such a large percentage of the revenue eamed is an indicator of untimely
cash drawdowns/reimbursement requests being performed by the University. Best cash
management/liquidly practices would include tmely draw down of reimbursements due from the
govemment and other parties (at least on a monthly basis). Per discussion with the University, the
untimely drawdowns were due to the history of lack of resources in the area of grant oversight. As such,
we would recommend the University emphasize the importance of timely cash drawdowns from the
federal govemment or other funding sources. In addition, the University should analyze roles,
responsibilities, and full-time equivalents in the Finance and Administration and Office of Sponsor
Projects departments to ensure key roles are adequately addressed.

Oregon Tech Response

Oregon Tech respectfully agrees with the comments and suggestions as recommended by
CliftonLarsonAllen LLP. Management has initiated a staffing level review in order to provide adequate
resources in the area of grant oversight. Under the University Provost Leadership Team and with
support of Finance and Administration and the Office of Sponsor Projects, management is moving
forward to improve working solutions and develop sound financial decisions to addresses the
inefficiencies and inadequacies that have resulted from significant growth in a relatively short time
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Audit Committee and Management
Oregon Tech
Page 3

penod in the area of federal, state, and other grant activities. Hiring of full-ime personnel will ensure
best cash management/liquidly practices to ensure timely draw down of reimbursements for federal,
state, and other grant monies owed to the University. Adequate staff support will provide the resources
to allow the University to improve its visibility, increase efficiency, and mitigate risk.

Vendor Payment Information Change Process

There have been several successful phishing attacks against higher education insfitutions and local
govermment entities whereby the entities sent significant payments to individuals posing as vendors.
Fraudulent individuals involved in the phishing scheme convince accounting personnel to edit vendor
payment information so that future vendor payments are sent to a fictitious account.

Upon a walk-through of the University's vendor payment information change process, we noted there

does appear to be a positive confirmation process whereas a University employee does perform an
independent venfication of the validity of requested vendor payment information changes. That being

said, phishing schemes are becoming more sophisticated each day, often “hijacking” credible, known
email addresses.

Recommendation

We recommend that management continue to strengthen controls by:

» Continuing to emphasize the requirement of having an independent venfication if a vendor
requests a change to pay information (address, ACH, etc).

 Ensuring the independent venfication is included as part of the University's wrtten
procurement policies.

¢ Providing training to employees on a regular basis to remind them of common phishing
schemes and the University's secunty standards. This should include reminding employees
the importance of passwords surrounding email accounts.

We will review the status of these comments dunng our next audit engagement. We have already
discussed these comments and suggestions with various University personnel, and we will be pleased
to discuss them in further detail at your convenience, to perform any additional study of this matter, or
to assist you in implementing the recommendation.

* & &

This communication is intended solely for the information and use of management, the Audit
Committee, and others within the University, and is not intended to be, and should not be, used by
anyone other than these specified parties.

%Jm%_/_.’z_{ﬁ’

CliftonLarson&llen LLP

Denver, Colorado
October 30, 2017
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Members of the Audit Committes
Oregon Tech
Page 2

s (ther postemployment benefit expense is calculated based on the annual required contribution
of the University and the unfunded actuanal accrued liability as determined by an actuanal
estimate.

s Compensated absences and related personnel expenses are recognized based on estimated
balances due to employees for vacation and sick leave. The limitations on such payments are
defined by the rules associated with the personnel systems at the University.

« Summer session tuition unearned revenue is the estimate of the number of days of summer
courses that were incurmed subsequent to fiscal year-end, but for which tuition was charged and
collected prior to fiscal year-end.

¢ Oregon Public Employees Retirement System (PERS) net pension assetliability is recognized
based on estimated actuarial data determined by PERS. The University i1s allocated a
percentage of this liability determined by PERS and the Oregon Department of Administrative
Services and this allocated percentage is then reviewed by the Secretary of State Audits
Division.

We evaluated the key factors and assumptions used to develop the estimates described above in

determining that they are reasonable in relation to the financial statements taken as a whole.

Financial statement disclosures

Certain financial statement disclosures are particularly sensitive because of their significance to
financial staterment users. There were no particularly sensitive financial statement disclosures.

The financial statement disclosures are neutral, consistent, and clear.

Difficulties encountered in performing the audit

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

Uncorrected misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other
than those that are clearly trivial, and communicate them to the appropnate level of management. The
attached schedule summarizes uncomected misstatements of the financial statements. Management
has determined that their effects are immatenial, both individually and in the aggregate, to the financial
statements taken as a whole.

Corrected misstatements
Management did not identify and we did not notify them of any financial statement misstaterments
detected as a result of audit procedures.

Disagreements with management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditors’ report. Mo such disagreements arose during our audit.
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Members of the Audit Committee
Cregon Tech
Page 3

Management representations

We have requested certain representations from management that are included in the attached
management representation letter dated October 30, 2017.

Management consultations with other independent accountants

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

Significant issues discussed with management prior to engagement

We generally discuss a vanety of matters, including the application of accounting principles and
auditing standards, with management each year prior to engagement as the entity’s auditors. However,
these discussions occummad in the nomal course of our professional relationship and our responses
were not a condition to our engagement.

Other audit findings or issues

We have provided a separate letter to you dated October 30, 2017, communicating intemal control
related matters identified during the audit.

Audits of group financial statements

We noted no matiers related to the group audit that we consider to be significant to the responsibilities
of those charged with govemance of the group.

Quality of component auditor's work

There were no instances in which our evaluation of the work of a component auditor gave nise to a
concem about the quality of that auditor's work.

Limitations on the group audit

There were no restrictions on our access to information of components or other limitations on the group
audit.

Other information in documents containing audited financial statements

With respect to the required supplementary information (RS1) accompanying the financial statements,
we made certain inquines of management about the methods of preparing the RSI, including whether
the RSl has been measured and presented in accordance with prescnbed guidelines, whether the
methods of measurement and preparation have been changed from the prior period and the reasons
for any such changes, and whether there were any significant assumptions or interpretations underlying
the measurement or presentation of the RS1. We compared the RSI for consistency with management's
responses to the foregoing inguiries, the basic financial statements, and other knowledge obtained
duning the audit of the basic financial statements. Because these limited procedures do not provide
sufficient evidence, we did not express an opinion or provide any assurance on the RS1L
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Members of the Audit Committes
Cregon Tech
Page 4

With respect to the Schedule of Expenditures of Federal Awards (the supplementary information)
accompanying the financial statements, on which we were engaged to report in relation to the financial
statements as a whole, we made certain inquiries of management and evaluated the form, content, and
methods of preparning the information to determine that the information complies with the requirements
of the Uniform Guidance, the method of preparing it has not changed from the prior period or the
reasons for such changes, and the information is appropriate and complete in relation to our audit of
the financial statements. We compared and reconciled the supplementary information to the underying
accounting records used to prepare the financial statements or to the financial statements themselves.
We have issued our report thereon dated October 30, 2017.

The Message from the President accompanying the financial statements, which is the responsibility of
management, was prepared for purposes of additional analysis and is not a required part of the
financial statements. Such information was not subjected to the auditing procedures applied in the audit
of the financial statements, and, accordingly, we did not express an opinion or provide any assurance
on it.

COur auditors’ opinion, the audited financial statements, and the notes to financial statements should
only be used in their entirety. Inclusion of the audited financial statements in a document you prepare,
such as an annual report, should be done only with our prior approval and review of the document.

* & &

This communication is intended solely for the information and use of the Audit Committee and
management of the University and is not intended to be, and should not be, used by anyone other than
these specified parties.

%Jm%_ L

CliftonLarsonAllen LLP

Greenwood Village, Colorado
October 20, 2017
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October 30, 2017

CliftonLarsonAllen LLP
8390 East Crescent Parkway, Suite 600
Greenwood Village, CO 80111

This representation letter is provided in connection with your audits of the financial statements
of Oregon Tech (the University), which comprse the respective financial position of the
business-type activities and the discretely presented component unit as of June 30, 2017 and
2016, and the respective changes in financial position and, where applicable, cash flows for the
years then ended, and the related notes to the financial statements, for the purpose of
expressing opinions on whether the financial statements are presented fairly, in all matenal
respects, in accordance with accounting principles generally accepted in the United States of
America (U.S. GAAP).

Certain representations in this letter are described as being limited to matters that are matenal.
ltems are considered matenial, regardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
Judgment of a reasonable person relying on the information would be changed or influenced by
the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of October 30, 2017, the following
representations made to you during your audit of the financial statements as of and for the year
ended June 30, 2017 and 2016.

Financial Statements
1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement
letter dated Apnl 12, 2017, for the preparation and fair presentation of the financial
statements in accordance with U.S. GAAP. The financial statements include all properly
classified funds and other financial information of the primary govemment and all
component units required by generally accepted accounting principles to be included in
the financial reporting entity.

2. We acknowledge and have fulfilled our responsibility for the design, implementation, and
maintenance of intemal control relevant to the preparation and fair presentation of
financial statements that are free from matenal misstatement, whether due to fraud or
&ITor.

3. We acknowledge our responsibility for the design, implementation, and maintenance of
internal control to prevent and detect fraud.

4. We have identified all accounting estimates that could be matenal to the financial
statements, including the key factors and significant assumptions used in making those
estimates, and we believe the estimates (including those measured at fair valug) and the
significant assumptions used in making those accounting estimates are reasonable.
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October 30, 2017

Page 2

5. Significant estimates have been appropriately accounted for and disclosed in
accordance with the requirements of LS. GAAP. Significant estimates are estimates at
the financial statement date that could change matenally within the next year.

6. Related party relationships and transactions, including, but not limited to, revenues,
expenditures/expenses, loans, transfers, leasing arrangements, and guarantees, and
amounts receivable from or payable to related parties have been appropriately
accounted for and disclosed in accordance with the requirements of U.S. GAAP.

7. All events occumng subsequent to the date of the financial statements and for which
LS. GAAP requires adjustment or disclosure have been adjusted or disclosed.

3. The effects of uncorrected misstatements are immaterial, both individually and in the
aggregate, to the financial statements for each opinion unit. A list of the uncorrected
misstatements is attached to the representation letter.

9. The effects of all known actual or possible litigation, claims, and assessments have been
accounted for and disclosed in accordance with U.5. GAAP, as applicable.

10. Guarantees, whether written or oral, under which the entity is contingently liable, if any,
have been properly recorded or disclosed in accordance with UL.S. GAAP.

11. Arrangements with financial institutions involving repurchase, reverse repurchase, or
securities lending agreements, compensating balances, or other amrangements involving
restrictions on cash balances and line-of-credit or similar arangements, have been
properly recorded or disclosed in the financial statements.

12. Receivables recorded in the financial statements represent valid claims against debtors
for transactions ansing on or before the financial statement date and have been reduced
to their estimated net realizable value.

13. The methods and significant assumptions used result in a measure of far value
appropriate for financial statement measurement and disclosure purposas.

14.We have no plans or intentions that may matenally affect the camying value or
classification of assets, liabilities, or equity, except as disclosed in the financial
statements.

15. Capital assets have been evaluated for impairment as a result of significant and
unexpected decline in service utility. The University has disclosed the temporary
impairment of the geothermal plant due to being out of service for repairs at year end.
For other assets, impaiment loss and insurance recoveries have been properly
recorded, if applicable.

16. We believe that all materal expenditures that have been recorded as prepaid expenses
and deferred outflows will be recoverable in future periods.

17. We believe that the actuanal assumptions and methods used to measure pension and
other postemployment benefits (OPEB) liabilities and costs for financial accounting
purposes are appropriate in the circumstances.

Oregon Tech Board of Trustees
F&F Committee Page 23 5.1 ANNUAL SINGLE AUDIT



December 7, 2017

CliftonLarson&llen LLP
October 30, 2017

Page 3

18. We are not aware of any potential or frequent changes to the State of Oregon pension
and other postretirement benefit plans for which the University is a participant.

19. We believe we have appropnately reported and disclosed the effect of the GASB 72
“Fair Value Measurement and Application”.

20. Qur participation in the Public Universities Risk Management and Insurance Trust has
bean propery reported and disclosed in the financial statements.

Information Provided
21. We have provided you with:

a. Access to all information, of which we are aware, that is relevant to the
preparation and fair presentation of the financial statements such as records,
documentation, and other matters.

b. Additional information that you have requested from us for the purpose of the
audit.

¢. Unrestricted access to persons within the entity from whom you determined it
necessary fo obtain audit evidence.

d. Complete minutes of the meetings of the govemning board and related
committees, or summaries of actions of recent meetings for which minutes have
not yet been prepared.

e. All communications from regulatory agencies, grantors, lenders, and other
funding sources conceming noncompliance with, or deficiencies in, financial

reporting practices.

f.  All communications from regulatory agencies, grantors, lenders, and other
funding sources conceming noncompliance with the provisions of laws,
regulations, confracts, and grant agreements.

g. Access to all audit or relevant monitonng reports, if any, received from funding
SOUrces.

22_ All matenal transactions have been recorded in the accounting records and are reflected
in the financial statements.

23. We have disclosed to you the results of our assessment of the risk that the financial
statements may be matenally misstated as a result of fraud.

24 We have no knowledge of any fraud or suspected fraud that affects the University and
involves:

a. Management;
b. Employees who have significant roles in internal control; or

c. Others when the fraud could have a matenal effect on the financial statements.
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25 We have no knowledge of any allegations of fraud, or suspected fraud, affecting the
University's financial statements communicated by employees, former employees,
grantors, regulators, or others.

26. We have no knowledge of any instances of noncompliance or suspected noncompliance
with laws and regulations and provisions of contracts and grant agreements, or abuse
whose effects should be considered when preparing financial statements.

27 We have disclosed to you all known actual or possible litigation, claims, and
assessments whose effects should be considered when preparng the financial
statements.

28. There are no other material liabilities or gain or loss contingencies that are required to be
accrued or disclosed in accordance with U.S. GAAP.

29 We have disclosed to you the identity of the University's related parties and all the
related party relationships and transactions of which we are aware.

30. The entity has satisfactory fitle to all owned assets, and there are no liens or
encumbrances on such assets, nor has any asset been pledged as collateral, except as
made known to you and disclosed in the financial statements.

31. We have a process to track the status of audit findings and recommendations.

32.We have identified to you any previous audits, attestation engagements, and other
studies related to the audit objectives and whether related recommendations have been
implemented.

33. We have provided our views on reported findings, conclusions, and recommendations,
as well as our planned comrective actions, for the report.

34 We are responsible for compliance with the laws, regulations, and provisions of
contracts and grant agreements applicable to the University, including tax or debt limits
and debt contracts; and we have identified and disclosed to you all laws, regulations,
and provisions of contracts and grant agreements that we believe have a direct and
miaterial effect on the determination of financial statement amounts or other financial
data significant to the audit objectives, including legal and contractual provisions for
reporting specific activities in separate funds/accounts.

35. There are no violations or possible violations of budget ordinances, laws and regulations
(including those pertaining to adopting, approving, and amending budgets), provisions of
contracts and grant agreements, tax or debt limits, and any related debt covenants
whose effects should be considered for disclosure in the financial statements, or as a
basis for recording a loss contingency, or for reporting on noncompliance.

36. The entity has complied with all aspects of contractual or grant agreements that would
have a matenal effect on the financial statements in the event of noncompliance.

37. We have complied with all restrictions on resources (including donor restrictions) and all
aspects of contractual and grant agreements that would have a matenal effect on the
financial statements in the event of noncompliance. This includes complying with donor
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requirements to maintain a specific asset composition necessary to safisfy their
restrictions.

38. We have followed all applicable laws and regulations in adopting, approving, and
amending budgets.

39. The financial statements include all component units as well as joint ventures with an
equity interest, and properly disclose all other joint wventures, joinlly govemed
organizations, and other related organizations, as applicable.

40. The financial statements properly classify all activities.

41. Components of net position (net investment in capital assets; restricted; and
unrestricted) and equity amounts are properly classified and, if applicable, approved.

42, Investments, derivative instruments, and land and other real estate held by endowments
are properly valued.

43. Provisions for uncollectible receivables have been properly identified and recorded.

44 Expenses have been appropnately classified in or allocated to functons and programs in
the staterment of activities, and allocations have been made on a reasonable basis.

45 Revenues are appropnately classified within operating and nonoperating and other
(capital). Operating/exchange revenues have been recognized as eamed and non-
exchange revenues have been recognized in accordance with GASE Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions. (OMIC Membership
Fees were all recognized duning the fiscal year as they were considered nonexchange
transactions.)

46. Internal and intra-entity activity and balances have been appropnately eliminated.

47 Deposits and investment secunties and denvative instruments are properly classified as
to risk and are properly valued and disclosed.

48 Capital assets, including infrastructure and intangible assets, are properly capitalized,
reported, and, if applicable, deprecated.

49. We have appropriately disclosed the entity’s practice regarding whether to first apply
restricted or unrestricted resources when an expense is incurred for purposes for which
both restncted and unrestricted net position is available and have determined that net
paosition is propery recognized under the cument practice.

50. We acknowledge our responsibility for the required supplementary information (RSI).
The RSI is measured and presented within prescribed guidelines and the methods of
measurement and presentation have not changed from those used in the prior penod.
We have disclosed fo you any significant assumptions and interpretations undertying the
measurement and presentation of the RSl

51. The University has not been notified by the U.5. Department of Education of the loss of
eligibility for one or all of the Title IV programs due to high default rates.
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g. We have made available to you all contracts and grant agreements (including
amendments, if any) and any other correspondence with federal agencies or
pass-through entities relevant to federal programs and related activities.

h. We have received no requests from a federal agency to audit one or more
specific programs as a major program.

i. We have complied with the direct and matenal compliance, including when
applicable, those set forth in the OMB Compliance Supplement, relating to
federal awards and have identified and disclosed to you all amounts questioned
and all known noncompliance with the direct and matenal compliance
requirements of federal awards.

]-  We have disclosed to you any communications from grantors and pass-through
entities conceming possible noncompliance with the direct and matenal
compliance requirements, including communications received from the end of the
period covered by the compliance audit to the date of the auditors’ report.

k. We have disclosed to you the findings received and related comective actions
taken for previous audits, attestation engagements, and internal or external
monitoring that directly relate to the objectives of the compliance audit, including
findings received and comective actions taken from the end of the penod coverad
by the compliance audit to the date of the auditors’ report.

I. Amounts claimed or used for matching were determined in accordance with
relevant guidelines in OMB's Uniform Guidance (2 CFR part 200, subpart E)

m. We have disclosed to you our interpretation of compliance requirements that may
have varying interpratations.

n. We have made available to you all documentation related to compliance with the
direct and material compliance requirements, including information related to
federal program financial reports and claims for advancas and reimbursements.

o. We have disclosed to you the nature of any subsequent events that provide
additional evidence about conditions that existed at the end of the reporting
period affecting noncompliance during the reporting penod.

p. There are no known instances of noncompliance with direct and matenal
compliance requirements that occurred subsequent to the period covered by the
auditors' report.

g. We have disclosed to you whether any changes in internal control over
compliance or other factors that might significantly affect internal control,
including any comective action we have taken regarding significant deficiencies
and/or matenal weaknesses in internal control over compliance, have occurrad
subsaquent to the date as of which compliance was audited.

r. Federal program financial reports and claims for advances and reimbursements
are supported by the books and records from which the basic financial
statements have been prepared.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER. MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

COregon Tech
Klamath Falls, Oregon

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities and the discretely presented component unit of Oregon Tech (the University), a component
unit of the State of Oregon, as of and for the years ended June 30, 2017 and 2016, and the related
notes to the financial statements, which collectively comprise the University's basic financial
statements, and have issued our report thereon dated October 30, 2017. Our report includes a
reference to other auditors who audited the financial statements of the Cregon Tech Foundation, a
discretely presented component unit, as described in our report on the University's financial
statements. This report does not include the results of the other auditors’ testing of intemal control over
financial reporting or compliance and other matters that are reported on separately by those auditors.
The financial statements of the discretely presented component unit were not audited in accordance
with Govermment Auditing Standards.

Internal Control over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control doss not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A materal weakness I1s a deficiency, or a
combination of deficiencies, in intemal control, such that there is a reasonable possibility that a matenal
misstatement of the University’s financial statements will not be prevented, or detected and comected
on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in intemal
control that is less severe than a matenal weakness, yet important enough to mernt attention by those
charged with governance.

A member of

Nexia (1)

Internathonal
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Other Matters

The results of our auditing procaedures disclosed an instance of noncompliance, which is required to be
reported in accordance with the Uniform Guidance and which is described in the accompanying
schedule of findings and questioned costs as 2017-002. Our opinion on the major federal program is
not modified with respect to this matter.

The University's response to the noncompliance finding identified in our audit is descnbed in the
accompanying Schedule of Findings and Questioned Costs. The University's response was not
subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express
no opinion on the response.

Report on Internal Control over Compliance

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

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

COur consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be materal weaknesses or significant deficiencies and therefore, matenal
weaknesses or significant deficiencies may exist that were not identified. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
we identified a certain deficiency in intemal control over compliance, as described in the accompanying
schedule of findings and questioned costs as 2017-002 which we consider to be a significant
deficiency.

The University's response to the internal control over compliance finding identified in our audit is
descnbed in the accompanying Schedule of Findings and Questioned Costs. The University’s response
was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we
express no opinion on the response.

(4}
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The purpose of this report on internal control over compliance is solely to descrbe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
the Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of the business-type activities and the discretely presented
component unit of the University, a component unit of the State of Oregon, as of and for the year endad
June 30, 2017, and the related notes to the financial statements, which collectively comprise the
University's basic financial statements. We issued our report thereon dated October 30, 2017, which
contained unmodified opinions on those financial statements. Our audit was conducted for the purpose
of forming opinions on the financial statements that collectively comprise the basic financial statements.
The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by the Uniform Guidance and is not a required part of the basic financial
statements. Such information is the responsibility of management and was denved from and relates
directly to the underying accounting and other records used to prepare the basic financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements
or to the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditures of federal awards is fairly stated in all material respects in relation to the basic financial
statements as a whole.

Wm//ﬁ

CliftonLarsonAllen LLP

Denver, Colorado
October 30, 2017

(5}
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2017

NOTE1 BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards (the "Schedule”) includes the federal
award activity of Oregon Tech under programs of the federal government of the year ended
June 30, 2017. The information in this Schedule is presented in accordance with the requirements of
Title 2 U.5. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Because the Schedule
presents only a selected portion of the operations of Oregon Tech, it is not intended to and does not
present the financial positon, changes in net position, or cash flows of Oregon Tech

NOTEZ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in the Uniform Guidance, wherein
certain types of expenditures are not allowable or are limited as to reimbursement. Negative amounts
shown on the Schedule, if any, represent adjustments or credits made in the normal course of business
to amounts reported as expenditures in prior years. Oregon Tech has elected not to use the 10-percent
de minimis indirect cost rate allowed under the Uniform Guidance.

NOTE3 FEDERAL STUDENT LOAN PROGRAMS

The federal student loan programs listed subsequently are administered directly by Oregon Tech, and
balances and transactions relating fo these programs are included in Oregon Tech's basic financial
statements. Loans outstanding at the beginning of the year and loans made during the year are
included in the federal expenditures presented in the Schedule. The balance of loans outstanding at
Jume 30, 2017 consists of:

Program Title CFDA Number Amount COutstanding
Perkins Loans a4.038 1920840

(=)
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2017

Section Il — Financial Statement Findings

2017001
Type of Finding:

s Significant Deficiency in Internal Control over Financial Reporting
Condition: During our testing over the information technology (IT) control environment, we noted that
certain programmers had the ability to execute, update, and read production programs and data files in
Banner.

Criteria or specific requirement: When users have the access rights described above there is a risk
of unauthorized programs being introduced into the production environment.

Context: Our testing noted four users had these access rights.

Effect: Unauthorized programs which have not been approved by the user community may perform
illegitimate functions or cause errors due to being poorly tested.

Cause: The University was not aware of these incompatible nghts at the time the users were set up.
Repeat Finding: No
Recommendation: We recommend that the University review its programmer access rights and

ensure that users maintain only inquiry access to the production environment. Privileged access should
only be granted in the event of a problem in production which needs to be addressed.

Section Il — Findings and Questioned Costs — Major Federal Programs

2017002

Federal agency: Department of Education
Federal program title: Student Financial Assistance Cluster

CFDA Number: 84.007 — Federal Supplemental Education Opportunity Grants
84.033 — Federal Work Study Program
84 038 — Federal Perkins Loans
84 063 — Federal Pell Grant Program
84 268 — Federal Direct Student Loans

Award Period: July 1, 2016 to June 30, 2017
Type of Finding:
s Compliance, Special Tests
e Significant Deficiency in Intermnal Control over Compliance

(10}
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Criteria or specific requirement: The Code of Federal Regulations, 2 CFR 200.303 requires
nonfederal entities receiving Federal awards establish and maintain internal controls designed to
reasonably ensure compliance with Federal statutes, regulations and the terms and conditions of the
Federal award.

Condition: The University's process to comply with 2 CFR 200.303, as it relates to the special test
verification, involves secondary review of the verification process. During our testing of internal controls

over compliance related to venfication, we noted that there was one student selected for venfication
that was not properly reviewed.

Questioned costs: None

Context: We selected 40 students for testing of internal controls and compliance over verification.
While we noted no instances of noncompliance with venfication procedures, we did note one instance
where the control process was not followed.

Cause: The student's file was missed in the University’s review process.

Effect: Failing to follow intemal conftrol procedures in place over venfication can lead to noncompliance
due to error or fraud over the student verification process.

Repeat Finding: No

Recommendation: We recommend that the University ensure that all students selected for verification
are subject to the intemal control process in place.

(11}
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