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KPMG LLP

1900 Nashville City Center
511 Union Street
Nashville, TN 37219-1735

Independent Auditors’ Report

Board of Trust
The Vanderbilt University:

We have audited the accompanying consolidated statements of financial position of The Vanderbilt
University as of June 30, 2003 and 2002, and the related consolidated statements of activities and cash
flows for the years then ended. These consolidated financial statements are the responsibility of The
Vanderbilt University’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Vanderbilt University as of June 30, 2003 and 2002, and the changes in its net
assets and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated September 18,
2003 on our consideration of The Vanderbilt University’s internal control over financial reporting and our
tests on its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be read
in conjunction with this report in considering the results of the audit.

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements
taken as a whole. The accompanying Schedule of Expenditures of Federal Awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and 1s not a required part of the
consohdated financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the consolidated financial statements and, in our opinion, is fairly stated in all matenal
respects. in relation to the consolidated financial statements taken as a whole.

KPMe LLP

September 18, 2003

l... KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative
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As of June 30, 2003 and 2002 (in thousands)

2003 2002

Cash and cash equivalents $ 231,994 § 233,477
Collateral under security lending agreements 250,862 195,630
Accounts receivable 225,295 213,481
Prepaid expenses and other assets 73,589 67,384
Contributions receivable 102,034 127,482
Student loans receivable 34,022 33,401
Investments 2,334,223 2,386,432
Property, plant, and equipment 1,203,019 1,098,315
Interest in trusts held by others 46,047 44,173

Total assets $4,501,085 $4,399,775
Accounts payable and accrued expenses $ 425,042 $ 370,504
Payable under security lending agreements 250,862 195,630
Portion of debt scheduled for payment within one year 11,449 12,087
Deferred revenue 31,669 29,862
Actuarial liability of annuities payable 33,859 39,736
Government advances for student loans 15,136 15,407
Long-term debt, net of portion scheduled for payment within one year 598,485 609,554

Total liabilities 1,366,502 1,272,780
Unrestricted 2,404,649 2,394,818
Temporarily restricted 161,719 213,519
Permanently restricted i 568,215 518,658

Total net assets 3,134,583 3,126,995

Total liabilities and net assets $4,501,085 $4,399,775

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

VANDERSILT
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2003 2002
]
REVENUES
Tuition and educational fees $ 263,634 $ 242,606
Room aad board 37,694 34,520
Less: Finaacial aid (98,5935) (85,346)
Net tuition, fees, coom, and board 202,733 191,780
Government graats and contracts 196,830 156,296
Facilities and administrative costs recovery 76,193 61,591
Gifts, private graats, and contributions 54,659 52,999
Endowment distributions 102,277 93,406
Investment income 17,043 14,016
Health care secvices 1,065,118 929,997
Auxiliary services 45,235 45,132
Other sources 25,635 28,224
Net assets released from restrictions 12,812 16,944
Total reveaues 1,798,535 1,590,385
EXPENSES
[nsteuction, depacemental research, and other related programs 250,619 221,921
Organized research 234,452 191,869
Health care services 991,356 864,420
Academic support 94,782 90,848
[nstitutional support 59,119 59,303
Studeat support services 23,326 21,408
Public service 22,670 25,521
Room, board, and other auxiliary services 89,154 83,671
Total expenses 1,765,478 1,558,961
Change in uacestricted aet assets from operating activities 33,057 31,424
OTHER UNRESTRICTED ACTIVITY
Gifts and contributions for plant facilities 4,432 5,133
Donor designation changes (4,000) —
Net assets released from restrictions for plant facilities 14,038 12,426
Change in appreciation, net of endowment distributions (27,996) (209,485)
Other non-operating items (12,864) (3,420)
Change n estimate for discontinued operations provision 3,164 3,000
Chaage in unrestricted net assets from other unrestricted items (23,226) (192,346)
[ncrease (decrease) in uarestricted net assets 9,831 (160,922)
Contributions and other 7,680 122,325
Donor designation changes (13,202) (19,654)
Net gain (loss) on contributions receivable (9,452) 4,515
Endowmeant distributions 2,608 2,487
[avestment losses (12,584) (10,525)
Net assets celeased from restrictions (26,850) (29,370)
[ncrcase (decrease) in temporarcily res(ncted net assets (51,800) 69,778
Contributions and other 32,489 27,530
Dounor designation changes 17,202 19,654
Endowment distributions 99 182
[nvestment losses (233) (8,124)
[ncrease n permanenlly restrlc(ed aet assets 49,557 39,242
Increase (decreasc) n total net assets $ 7,588 $ (51,902)
Net assets at beginaing of year 3,126,995 3,178,897
Net assets at ead of year $3,134,583 $3,126,995

The accompanying notes are an integral part of the consolidated financial statements.
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2003 2002
Cash Flows from Operating Activities
Increase (decrease) in total net assets $ 7,588 (51,902)
Adjustments to reconcile increase (decrease) in total net assets
to net cash provided by operating activities:
Non-operating items
Gifts for plant expansion and endowment (68,189) (64,084)
Net realized investment losses 30,839 9,812
Noncash items
Gifts of securities (5,391) (104,654)
Depreciation and amortization 88,247 80,680
Provisions for doubtful accounts 92,463 70,391
Net decrease (increase) in unrealized appreciation (51,436) 164,703
Present value adjustment on annuities payable (5,877) (1,776)
Net increase (decrease) in interest in trusts held by others (1,874) 5,235
Discontinued operations
Change in estimate for discontinued operations provision (3,164) (3,000)
Incurred gains, net of depreciation 849 3,386
Change in operating assets and liabilities
Decrease (increase) in:
Accounts receivable (103,924) (80,516)
Prepaid expenses and other assets (6,205) 1,016
Contributions receivable 25,097 (5,491)
Increase (decrease) in:
Non-construction accounts payable and accrued expenses 44,024 22,024
Deferred revenue _ 1,807 L (3,218)
Net cash provided by operatiag activities 44,854 42,606
Cash Flows from Investing Activities
Purchases of investments (976,019) (1,416,604)
Proceeds from the sale of investments 1,054,216 1,509,738
Acquisition of property, plant, and equipment (194,378) (281,212)
Disposal of property, plant, and equipment 1,427 3,868
Student loans disbursed (6,352) (4,835)
Principal collected on student loans 5,729 5,375
Net cash used in investing activities 7 7 7 (115,377) (183,670)
Cash Flows from Financing Activities
Gifts for plant expansion and endowment 68,189 64,084
Increase (decrease) in construction-related payables 12,829 (3,202)
Increase (decrease) in government advances for student loans (271) 616
Proceeds from the issuance of bonds 40,155 100,000
Payments to retire or defease debt (51,862) (11,689)
Net cash provided by financing activities 7 7 69,040 149,809
Net increase (decrease) in cash and cash equivalents $ (1,483) 8,745
Cash and cash equivalents at beginning of year 233,477 224,732
Cash and cash equivalents at end of year $ 231,994 233,477

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

The Vanderbilt University is a privately endowed, coeducational,

not-for-profit, nonsectariaa institution located in Nashville, Ten-
nessee. Founded in 1873, the University owns and operates educa-
tional and reseacch facilities as well as a healthcare system. The
University provides educational services to approximately 6,300
undergraduate and 4,600 graduate and professional students
enrolled ia its ten schools and colleges. The Chancellor and the
Board of Trust, the governing board of the University, have over-
sight cesponsibility for all of the Uaiversity’s financial affaics.

These consolidated financial statements include the accounts of all
entities in which the University has a significant financial interest
and over which the University has control, including its hospital
and clinic. All significant intercompany accounts and transactions
have beea eliminated in consolidation. '

2. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Presentation

The coansolidated financial statements of the University have been
prepared on the accrual basis in accordance with accounting prin-
ciples generally accepted in the United States of America.

Based on the existence oc absence of donor-imposed cestrictions,
the Univecsity classifies resoucces into three categories: unre-
stricted, temporarily restricted, and permaaently cestricted
net assets.

Unrestricted net assets ace free of donor-imposed restric-
tions. All ceveaues, gains, and losses that are not temporarily
or permaaently restricted by donors are included in this clas-
sification. All expenditures ace reported in the unrestricted
class of net assets, since the use of restricted contributions in
accordance with donors’ stipulations results in the release of

the restriction.

Temporarily restricted net assets are limited as to use by
donor-imposed stipulations that expire with the passage of
time or that can be satistied by action of the Uaiversity. These
net assets may include uaconditional pledges, iaterest in trusts

held by others, and life income and gift annuities.

Permanently restricted net assets ate amounts required by
donors to be held in pecpetuity. These net assets may include
uncoanditional pledges, true endowment, interest in trusts held

by others, and life income and gift anauities.

Expirations of termporary testrictions ou net assets, i.e., the passage
of time and/oc fulfilling donor-imposed stipulations, are ceported
as net assets released from restrictions between the applicable
classes of net assets in the Consolidated Statements of Activities.

Cash and Cash Equivalents
Cash and cash equivalents, maturing in 90 days or less at date of
pucchase, ace ceported at fairc value.

Investments

[avestments are repocted at fair value, based primarily on macket
quotes, except for certain real estate and mortgages that are stated
at cost. Fair values for certain alternative investments (primacily
tavestments in limited partnerships) are based on estimates
reported by fund managers where a ready market for the invest-
meats does not exist.

The University has significant exposuce to a number of risks includ-
ing interest rate, market, and credit cisks for both marketable and
non-marketable securities. Due to the level of risk exposuce, it is
possible that near-term valuation changes foc investment securities
may occur to an extent that could materially affect the amouats

reported in the University’s financial statements.

Purchases and sales of securities ace recorded on the trade dates,
and realized gains and losses are determined on the basis of the aver-
age historical cost of the securities sold. Net ceceivables and
payables arising from unsettled trades by investment managers are

ceported as‘a component of investments.

All true endowment investments and long-term net assets
functioning as endowment are managed in a pool, unless special
considerations or doanor stipulations require that they be held

separately.

Gains and losses on investmeats generally are ceported as increases
or decreases in non-operating uacestricted net assets unless explicit

donor stipulations or law cestrict their use.

Endowment Distribution Policy

The University employs a total return policy that establishes the
amount of endowment income distributed to support cucrent oper-
ational needs. This policy is designed to reduce the impact of capi-
tal macket fluctuations on operational programs and increase the
amount of return that is teinvested in the corpus of funds in ocder

to enhance its long-term value.

Uader this policy, endowment income distcibutions are based on a
peccentage of the previous three years’ average year-end macket val-
ues. Actual endowment return eacned in excess of distcibutions
under this speading policy is reinvested as pact of the Uaiversity’s
managed endowment and is reported as a non-operating item in the
Consolidated Statements of Activities. For years where actual
endowment retura is less than distributions under the policy, the

shoctfall is covered by realized returns from prior years.

Additionally, the Board of Trust has authorized the use of previ-
ously reinvested income, realized capital gains, and principal
related to uncestricted funds functioning as endowment for special
transinstitutional academic development initiatives. Endowrment
distributions reported in the Coasolidated Statements of Activities

include both (a) distcibutions to support cucrent operational needs
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under the policy as previously described and (b) the aforementioned
supplemental endowment distributions for special academic ini-
tiatives to the extent operating expenditures have been incurred.

The supplemental use of unrestricted funds functioning as endow-
ment to invest in capital needs of special academic initiatives are not
reported as endowment distributions in the Consolidated State-
ments of Activities.

Other Financial Instruments

Recorded amounts for receivables, prepaid expenses and other
assets, and accounts payable and accrued expenses approximate
fair value.

Using market quotations for similar issues or borrowings, the Uni-
versity evaluates the estimated fair value of its fixed-rate long-term
indebtedness relative to carrying value. Principal balances for
fixed-rate debt are reported at carrying value as long as such

amounts are substantially equivalent to estimated fair value.

The University employs decivatives in a limited manner, primarily
interest rate swap agreements, to manage market risk associated
with outstanding variable-rate debt. Derivative financial instru-
ments are reported at fair value with any resulting gain or loss rec-
ognized as a non-operating item in the Consolidated Statements of
Activities. Periodic net cash settlement amounts with counterpar-
ties are accounted for as adjustments to interest expense on the

related debt.

Parties to interest rate swap agreements are subject to market risk
for changes in interest rates as well as risk of credit loss in the event
of nonperformance by the counterparty. The University deals only
with high quality countecparties that meet rating criteria for finan-
cial stability and credit worthiness. Additionally, the University
requires the posting of collateral when amounts subject to credit

cisk under swap arrangements exceed specified levels.

University management also approves strategic use of derivatives
by external investment managers to manage marketrisks. The most
common strategies engaged by such managers are futures contracts,
short sales, and hedges against cucrency translation risk for invest-
ments denominated in other than U.S. dollars. These denvative

instruments are recorded at their respective fair values.

Through an agreement with its primary investment custodian, the
University participates in security lending to brokers. For pledged
cash and cash equivalents collateral under the control of the Uni-
versity, a short-term asset and liability are recorded cepresenting

the market value of such collateral.

Life Income, Gift Annuities, and Interest in
Trusts Held by Others

The University’s split-interest agreements with donors consist pri-
marily of ircevocable chacitable remainder trusts, charitable gift
annuities, and life income funds for which the Umiversity serves
as trustee. Assets held in these trusts are included in investments.

Coatribution revenue is recognized at the dates the trusts are

6

established, net of the liabilities for the present value of the esti-
mated future payments to be made to the donors and/or other
beneficiaries. The liabilities are adjusted annually for changes in
the value of the assets, accretion of the discount, and other
changes related to estimated future donor-related payments.

The University also is the beneficiary of certain perpetual trusts held
and administered by others. These trust assets are recorded at fair
value as interest in trusts held by others with carrying values

adjusted annually for changes in fair value.

Property, Plant, and Equipment

Purchased property, plant, and equipment are recorded at cost,
including, where appropriate, capitalized interest. Donated assets
are recorded at fair value at the date of donation. Additions to the
library collection are expensed at the time of purchase.

Depreciation is calculated by the straight-line method at rates esti-
mated to allocate the cost of various classes of assets over their esti-
mated useful lives. Equipment is removed from the accounting

records at the time of disposal.

The University reviews long-lived assets for impairment whenever
events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. An impairment charge
is recognized when the fair value of the asset or group of assets is

less than the carrying value.

Revenue Recognition
The University’s tevenue recognition policies are as follows:

Tuition, Educational Fees, Room, and Board — Student
tuition, fees, and housing are recorded as revenues during the
year the related academic services are rendered. Student tuition,
fees, and housing received in advance of services to be rendered

are recorded as deferred revenue.

Financial Aid — Financial aid is reflected as a reduction to
tuition, educational fees, room, and board in the Statements of
Activities. Financial aid does notinclude payments made to stu-
dents for services rendered to the University. If the University
is unable to award endowed scholarships in a given year,
endowment distributions are reinvested in order to provide

scholarships in future years.

Government Grants and Contracts — Revenues from grants
and contracts are recognized as allowable expenditures are

incurred under such agreements.

Facilities and Administrative (F&ZA) Costs Recovery — F&A
costs recovery, historically referred to as indirect cost recovery,
1s recognized as revenue and represents reimbursement, pri-
marily from the federal government, of F&A costs on research
grants. The federal F&A costs recovery rate for on-campus
research was 51.0% and 51.5% in fiscal 2003 and 2002,
cespectively. The federal F8A cost recovery rate is 51.0% for
fiscal 2004 and subject to negotiation with the federal govern-
ment for fiscal 2005 and beyond.
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Health Care Services — Health care secvices revenue is
teported at established rates, net of contractual adjustments
and charity services. Third pacty contractual revenue adjust-
ments under governmental reimbursement programs are
accrued oa an estimated basis in the period the related secvices
are rendered. The estimated amounts ace adjusted to actual
during the year that final settlement is determined by the fiscal
intecrnediary foc each program. Health care services revenues
include those of Vanderbile University Hospital and Clinic,
Vaaderbilt Medical Group, Vanderbilt Health Secvices, Inc.,
and other activities directed toward the purpose of providing
healch care services to the commuaity.

Contributions

Unconditional promises to give (pledges) are recognized as contri-
bution reveaue when the donoc’s commitment is received. Condi-
tional promises (primarily bequest intentions) ace not recorded

uatil donor stipulations are substantially met.

Unconditional promises to give, with payments due in future
periods, are recorded as increases in temporarily restricted or per-
maneantly restricted net assets at the estimated present value of
future cash flows, net of an allowaace for estimated uncollectible
promises. Amoctization of the discount is recorded as additional

contributioas in the appropriate net asset class.

Contributions with donor-imposed restrictions are recorded as unre-
stricted reveaue if those cestrictions are met in the same reporting
period. Otherwise, coatributions with donoc-imposed restrictions
are recotded as increases in temportarily cestricted or permanently

cestricted net assets, depending on the nature of the cestriction.

Contributions recorded as temporarily restricted net assets ace
released from cestrictions and recognized as unrestricted net assets
upon receipt of the gift or expiration of the time restriction, and
aftec any donor stipulations ace met. Gifts for plant facilities are
released from restrictions and recognized as a noa-operating item
oaly after resources are expended for the applicable plant facilities.

Contributions ceceivable of pledged marketable securities are
stated at the faic value of the underlying securities with significant

changes in fair value separately reported as a non-operating item.

Operating Results

Operating results ia the Consolidated Statements of Activities reflect
all transactions that change unrestricted net assets, except gifts for
plaat facilities, actvity associated with endowment investments, and
certain other non-cecurring items. In accordance with the University’s
total return endowment spending policy, as previously described, only
the poction of total investment retuen disteibuted under this policy to
meet operating needs 15 included in operating revenue. Operating
investment income consists of dividends, interest, aad realized gains

and losses oa unrestricted, non-endowed assets.

The Univecsity's primary programs ace instcuction, cesearch, patieat

care, and public secvice. Academic and student support expenses and
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auxiliacy services are considered integral to the delivery of these pro-
grams. Fund-raising costs are not material to the University’s contri-
butions or total program costs. Approximately 50% of gifts, private
graats, and contributions revenue represent transactions where Uni-
versity services are provided in exchange for the private graats.

Costs related to the operation and maintenance of physical plaat,
including depreciation of plant assets, are allocated to operating
programs and supporcting activities based upon periodic facility
usage surveys. [nterest expense on external debt is allocated to the
activities that have most directly benefited from the proceeds of the
external debt.

Tax Status

The University is a tax-exempt organization as described in Section
501(c)(3) of the [nternal Revenue Code and is generally exempt
from federal income taxes pursuaat to Section 501(a) of the Code.

Use of Estimates

The preparation of financial statements requires the use of esti-
mates and assumptioas that affect the reported amounts of assets,
liabilities, revenue, and expenses ducing the reporting period as well
as the disclosure of contingent assets and liabilities. Actual results

\
ultimately could differ from management’s estimates.

Reclassifications
Certaia reclassifications have been made to prioc year amouats to

coaform to the cucrent year preseatation.

3.ACCOUNTS RECEIVABLE

Accouats receivable as of June 30 were as follows

(in thousands):

2003 2002
Patieat care $ 270,707 § 234,133
Students and others 73,436 71,398
Accrued investment income 7,364 10,762
Accounts receivable 351,507 316,293
Less: Allowance for
uncollectible accouats 126,212 102,812
Accounts receivable, net $ 225,295 § 213,481
4. CONTRIBUTIONS RECEIVABLE
Contributions receivable as of June 30 were as follows
(1n thousands):
2003 2002
Uncoanditional proauses
expected to be collected in:
Less than one yeac $ 21,750 $§ 36,375
One year to five yeacs 91,441 102,917
Morce than five years 1,286 1,598
Total unconditional proauses 114,477 140,890
Less: Unamoctized discount 8,987 10,303
Allowance for uncollectible
prowmises 3,456 3,105
Coatributions recetvable, net $ 102,034 § 127,482




to the C-o"nsohdated 'f"lwnan ‘_1a1 S?aﬁmet

W SR O S A OO

Since November 1998, the Martha and Bronson Ingram family,
including gifts through the Ingram Charitable Fund, Inc. (ICF), has
pledged or distributed to the University 16.3 million shares of
Ingram Micro, Inc. Class A common stock, of which 3.3 million
shares are held by the ICF and 5.5 million shares were held by the
University as of June 30, 2003.

Included in temporarily restricted contributions receivable is the
fair value of pledged undistributed shares held by the ICF as of
June 30:

2003 2002
Undistributed Ingram Micro shares
held by the ICF 3,325,000 3,575,000
Market price per share $ 1100 § 13.75
Fair value (in thousands) $ 36,575 $ 49,156

During fiscal 2002, new pledges of 3.2 million shares donated to
the ICF were reported as contributions receivable at the year-end
market value, net of the decline since the pledge was received. Net
changes on shares pledged in prior years due to fair value changes
for the underlying stock are reported separately as a non-operat-
ing gain or loss on contributions receivable in the Consolidated
Statements of Activities.

Inaddition to pledges reported as contributions receivable, the Uni-
versity had received bequest intentions of approximately $113 mil-
lion as of June 30, 2003. These intentions to give are not recognized
as assets due to their conditional natuce. If these bequests are
received, generally they will be restricted for specific purposes stip-
ulated by the donors, primarily endowments for faculty support,
scholarships, or general operating support of a particular depart-

ment or division of the University.

S.STUDENT FINANCIAL AID
The University provides financial aid, which is funded by gifts,

endowment income, and externally sponsored aid, to students

based upon need and merit.

Components of financial aid for the years ended June 30 were as

follows (in thousands):

2003 2002
Institutional scholarships $ 82,781 § 71,325
Endowed scholarships 9,977 9,039
External financial aid 5,837 4,982
Total financial aid $ 98,595 § 85,346

Loans to students from University funds are carried at cost, which,
based on secondary market information, approximates the fair
value of educational loans with similar interest rates and payment
terms. Loans receivable from students under governmental loan
programs, also carried at cost, can only be assigned to the United
States government or its designees. Loan balances are net of
allowances for estimated uncollectible accounts of $3.1 million for

Juae 30, 2003 and 2002.

Government advances to qualified students are funded principally
with federal loans to the University under the Perkins, Nursing, and
Health Professions Student Loan Programs.

6. INVESTMENTS

Investments by security type as of June 30 were as follows

(in thousands):

2003 2002

Short-term securities $ 120,089 § 142,639
Bonds 420,467 445,016
Stocks 1,049,278 1,118,091
Partnership investments 587,150 538,288
Mortgages 12,950 18,145
Real estate, net 127,768 108,802
Other 17,469 18,104
Net payables for unsettled

trades by investment managers (948) (2,653)

Total fair value $2,334,223 $2,386,432

Total cost $2,327.953 $2,433,847

Investments by net asset category as of June 30 were as follows

(in thousands):

2003 2002
Unrestricted $1,778,430 $1,827,679
Temporarily restricted 89,981 97,897
Permanently restricted 465,812 460,856
Total fair value $2,334223 $2,386,432

Through an agreement with its primary investment custodian, the
University participates in lending secucities to brokers. Among
other provisions thatlimit the University’s cisk, this agreement spec-
ifies that the custodian is responsible for managing strict borrower
collateral requirements. Collateral, which is pooled by the custo-
dian, generally is limited to cash, government securities, and irrev-
ocable letters of credit. Depending on the type of securities being
lent, minimum collateral ranges from 101% to 105 % with required

daily marking-to-market.

Both the investment custodian and security borrowers have the
right to terminate a specific loan of securities at any time. Other
than for an event of default, the investment custodian ts prohibited
from re-pledging or otherwise encumbering the pledged collateral
in any fashion. The Univecsity receives lending fees and continues

to earn interest and dividends on the loaned securities.

At June 30, 2003, investment securities with a market value of
$326.6 million were loaned to various approved brokers under
this program with collateral having a total market value of $335.4
million, including cash and cash equivalents of $250.9 mullion.
The cash and cash equivalents collateral and the obligation to
return such collateral are reported as an asset and liability on the
Consolidated Statements of Financial Position.



7. INVESTMENT RETURN

As previously noted, the University employs a total retucn policy
that establishes endowment appreciation distributions. Addition-
ally, the Board of Trust authorized the use of funds functioning as
endowment to suppoct operating and capital needs of certain
traasinstitutional initiatives. Endowment distributions in fiscal
2003 and 2002 were based on 4.5% of the previous theee years’
average year-end market values plus, in 2003, the use of $5.2 mil-
lion of funds functioning as endowment for operating expenses of
transinstitutional initiatives.

Further, $17.2 million of uncestricted funds functioning as endow-
ment were utilized for capital needs of tramsinstitutional
initiatives in fiscal 2003. Liquidations for these special capital
investments are excluded from the following summary of endow-
ment distributions and other investment income as of June 30

(in cthousands):
2003 2002
Operating:
Endowment distributions $ 102,277 § 93,406
[avestment income 17,043 14,016
Total operating return 119,320 107,422
Non-opecating:
Uncestricted:
Endowment appreciation utilized (104,984) (96,075)
[avestment income (losses) 76,988 (113,410)
Temporarily cestricted:
Endowment distcibutioas 2,608 2,487
[nvestment losses (12,584) (10,525)

Permanently restricted:
Endowmeant distributions 99 182
[avestment losses (233) (8,124)

Total non-operatiag return (38,106)  (225,465)

Total investment return $ 81,214 § (118,043

The components of total investment return for the years ended June
30 were as follows (in thousands):

2003 2002
Net unrestricted interest and dividends
on endowment assets $ 44284 § 29,525
Other interest, dividends, and
pactnership income 16,333 26,947
Net realized losses from original cost (30,839) (9,812)
Net uncealized gain (losses) 51,436 (164,703)

Total iavestment ceturn $

81,214 § (118,043)

8. NET ASSET COMPONENTS OF MANAGED
ENDOWMENT

Vanderbilts managed endowment represeats oaly those endow-

ment-related net assets that are under the management control of
Vanderbilt University. Gift anauities, interest in teusts held by oth-
ers, and certain coatributions pending transfer ace not considered
components of the ranaged endowment.

Endowment and long-term investruent net assets functioning as
endowmeat and the reconciliation to related asset componeats as
of Juae 30 were as follows (in thousands):

2003 2002

Uacestricted Net Assets:
Funds fuactioning as endowment,
at cost
Net unrealized depreciation

$1,490,047 $1,593,426

on {nvestments (2,521 (49,618)
Exclude net uncealized losses

allocable to other investments 35,167 21,835
Subtotal-fuads functioning as

endowment 1,522,693 1,565,643

Permanently Restricted Net Assets:

True endowment 502,979 458,223
Exclude portion allocable to

contributions receivable and other (37,862) (34,174)
Subtotal-maaaged true endowment 465,117 424,049

Total fair value of managed

endowment investments $1,987,810 $1,989,692

9. PROPERTY, PLANT, AND EQUIPMENT

Property, plant, aad equipment as of June 30 were as follows

(in thousands):

2003 2002
Land $ 47,657 § 47,416
Buildings and improvements 1,317,911 1,253,418
Moveable equipment 462,957 437,637
Coastruction ia progress 244,758 157,812
Property, plant, and equipment 2,073,283 1,896,283
Less: Accumulated depreciation 870,264 797,968
Property, plang, and equipment, net  $ 1,203,019 $1,098,315

Purchases for the library collection are not included ia the forego-
ing since they are expensed at the time of pucchase. As of June 30,
2003, the estimated ceplacement cost for library collections, includ-
ing processing costs to properly ideatify, catalog, and shelve mate-
rials, exceeds $228 million. For fiscal 2003 and 2002, $1.9 million
and $4.1 millioq, respectively, of capitalized interest was added to
consteuction ia progress. [nternally developed software costs of
$1.1 miltion in 2003 and $0.7 million in 2002 were capitalized.



the Consolldated Financial Statements _

10. DEBT

Bonds and other obligations as of June 30 were as follows

(in thousands):

Remaining Average Outstanding Principal

Years to  Interest
Maturity Rate 2003 2002
Variable-rate debt:
1985 Series A 12 1.5% § 45250 § 45,250
2000 Series A 28 1.5% 65,500 66,500
2000 Series B 28 1.5% 65,500 66,500
2000 Series C 28 1.5% 90,000 90,000
2002 Series A 30 1.5% 22,400 22,400
2002 Series B 30 1.5% 77,600 77,600
2003 Series A 16 1.6% 40,155 —
Total variable-rate debt 406,405 368,250
Fixed-rate debt:
1991 Series B 1 6.0% 1,240 2,410
1992 Series A — 5.4% — 1,445
1993 Series A — 51% — 41,380
1996 Series A 6 52% 6,165 7,015
1997 Series A 16 53% 27,160 28,230
1998 Series A 13 5.6% 23,805 25,040
1998 Series B 26 5.0% 36,560 37,255
1998 Series C 12 4.7% 21,050 21,220
2001 Series A 13 4.8% 16,670 17,590
2001 Series B 20 4.9% 59,735 60,025
HUD bonds 6 3.0% 1,199 1,454
Note payable 6 7.3% 92,509 9,826
Other obligations 6 3.0% 436 501
Total fixed-rate debt 203,529 253,391
Total long-term debt 609,934 621,641
Less: portion of debt scheduled for
payment within one year 11,449 12,087
Long-term debt, net of portion
scheduled for payment within one year § 598,485  $ 609,554

Hospital (patient care) bonds are issued under a Master Trust

Indenture and are payable from Hospital revenue. In addition, the
University has unconditionally guaranteed the timely debt service
of such bonds.

Selected debt-related information follows (in millions):

2003 2002
Interest cost paid on bonded debt, other
other obligations, and interest rate
swap arrangements $ 228 % 21.1
Interest cost expensed on bonded debt,
other obligations, and interest rate
swap arrangements $ 195 % 16.4
Assets held by trustees for subsequent
debt service as of June 30 $ 80 § 8.6

Principal payments and scheduled sinking fund requirements due in
subsequent fiscal years ending June 30 are as follows (in millions):

2004 $ 114 2007 $ 189
2005 $ 173 2008 $ 20.1
2006 $ 18.0 Thereafter $524.2

10

Under certain circumstances, variable-rate bond obligations may
be converted to a fixed-rate structure. Prior to conversion to
fixed-rate, bond owners have the right to tender their bonds for
purchase in whole or in part. The University has agreements with
underwriters to re-market any bonds so tendered.

Deeds of trust on certain University property, pledged revenues, and
security interests in certain other assets provide debt security. Trust
indentures for certain bond issues contain covenants and restrictions
involving the issuance of additional debt, maintenance of a speci-
fied debt service coverage ratio, and maintenance of external lig-
uidity facilities or lines of credit. Contracts with external parties to
provide liquidity facilities for the University’s variable rate demand
bonds typically extend for 364 days with renewals subject to nego-
tiation. The University has complied with applicable debtcovenants.

In June 2002, the University issued Series 2002 A and B variable-
rate bonds aggregating $100 million. The bonds were issued to
finance the construction, expansion, and renovation of various
University facilities and related equipment, most notably a chil-
dren’s hospital outpatient tower and the Vanderbilt Bill Wilkerson
Center for Otolaryngology and Communication Sciences, and the
Mausculoskeletal Institute.

In May 2003, the University issued 2003 Series A revenue refund-
ing bonds, the proceeds of which were deposited into an irrevoca-
ble trust to advance refund the 1993 Series A bonds. Neither the
principal balance of the defeased bonds nor the refunding trust
assets are reflected in the Consolidated Statements of Financial
Position as of June 30, 2003; an advance refunding accounting loss
of $1.9 million was included as a non-operating item in the Con-
solidated Statements of Activities for fiscal 2003.

11. INTEREST RATE SWAP ARRANGEMENTS

To manage variable interest rate exposure for its debt portfolio, the

University entered into two swap arrangements with a major finan-
cial institution in fiscal 2002. Under both agreements, the Univer-
sity receives variable payments based on 70% of LIBOR. The
individual notional amounts were $66.5 million for each of these
two swap arrangements. The swap notional amounts for each con-
tract will gradually decline, corresponding to the principal amorti-
zation of the University’s Series 2000 A and B bonds.

Under one swap arrangement that is scheduled to expire in Octo-
ber 2030, the University pays a fixed rate of 4.175%. Under the
second swap arrangement, the University pays a fixed rate of 3.8%,
and commencing October 2012, the counterparty has the option

to terminate the contract without a termination payment.

These agreements, having an aggregate notional amountof $131.0
million at June 30, 2003, effectively create a synthetic fixed rate of
interest on the Series 2000 A and B bond issues, resulting in $3.9
million and $1.5 million of additional interest expense for fiscal
2003 and 2002, respectively.



The fair value of these swap arrangements is the estimated amount
that the Univecsity would pay or receive to terminate these con-
tracts as of the report date. As of June 30,2003, the estimated cumu-
lative faic value loss of these swap arrangements was $16.3 million,
and isincluded in accounts payable and accrued expenses. Changes
in the fair value for these contracts, which for fiscal 2003 and 2002
amounted to unrealized losses of $12.9 million and $3.4 million,
respectively, are recorded as other non-operating items in the Con-
solidated Statements of Activities.

12. NET ASSETS

The University has chosen to provide fucther classification infoc-

mation about net assets.

Unrestricted net assets ace internally designated into six groups
described:
Designated for operations represents the cumulative budgeted
operating activity of the Univecsity and routine equipment
replacement ceserves.
Designated gifts and grants are comprised of departmental gift
funds.
_Designated for student loans represents University funds set
“aside to serve as revolvin\g loan funds for studeats.
Funds functioning as endowrment ace amouats set aside by the
Board of Trust, intended to generate income in perpetuity to sup-
port operating needs. Such amounts include substantially all
cumulative cealized appreciation on the applicable investments.
Net unrealized appreciation on investments represents cumu-
laave uncealized net gains (losses) from original cost on mar-
ketable investments. Most of the net unrealized appreciation is
attributable to funds functioniag as endowment.
Designated for plant facilities tepresents the net investment ia
property, plant, and equipment, as well as fuads designated for

futuce acquisitions of plant facilities and reticement of debt.

Based on the foregoing designations, unrestricted net assets as of

June 30 were as follows (in thousands):

2003 2002

Designated for operations $ 154,511 § 110,366
Designated gifts and graats 139,524 125,811
Designated for student loans 27,954 28,443
Funds functioning as endowment 1,490,047 1,593,426
Net unrealized appreciation

on iavestments (2,521) (49,618)
Designated for plaat facilies 595,134 586,390

Total $2,404,649 $2,394 818

Temporarily restricted net assets as of June 30 were comprised of

the following (in thousands):

2003 2002
Gifts and pledges $ 140,169 $ 193,736
Intecest in trusts held by othecs 7,095 6,883
Life income and gift annuities 14,455 12,900
Total $ 161,719 $ 213,519
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Such temporarily restricted net assets wece available for the fol-

lowing pucposes or periods as of June 30 (ia thousands):

2003 2002
Student scholacships $ 732 $ 844
lastruction 3,268 2,438
Capital improvements 28,806 28,556
Subsequent period operations
and other 128,913 181,681
Total $ 161,719 $ 213,519

Permanently restricted net assets as of June 30 were comprised of

the following (in thousands):

2003 2002
True endowment $§ 502,979 § 458,223
Interest in trusts held by others 38,952 37,290
Life income and gift anauities 26,284 23,145
Total $ 568,215 § 518,658

13. NATURAL CLASSIFICATION OF
EXPENSES

Operating expenses incurred in the fiscal years ended June 30, 2003
and 2002, were as follows (in thousands):

2003 2002
Salaries, wages, and benefits $1,042008 $ 934,364
Professional services 91,837 80,878
Supplies and materials 394,262 343,730
Depreciation and amortization 88,247 " 80,680
Interest expense 19,530 16,391
Other expenses 129,594 102,918
Total $1,765,478 $1,558,961

14. DISCONTINUED OPERATIONS

[n June 1999, the Board of Trust Executive Committee agreed to

sell or otherwise discontinue as a line of business the Vanderbilt
Health Plans, Inc. (VHP), a for-profit corporation controlled
by Vanderbile University. During fiscal 1999, the University
recorded $34.5 million for losses estimated on the futuce sale or
disposal of VHP.

As of June 30, 2003, VHP lines of business have either been sold
or essentially closed. The remaining divestiture provision balance
of approximately $4.2 million cepresents an allowance for uncol-

lectible receivables.

The remaining assets of VHP consist primacily of cash and short-
tecm tavestments. The resulting net assets are not material to the

net assets of the University.



15. RETIREMENT PLANS

The University’s full-time faculty and staff members participate in

defined contribution retirement plans administered by third-party
investment and insurance ficms. For eligible employees with one
year of continuous service, these plans require employee and match-
ing employer contributions; such contributions immediately fully
vest with the employee.

The University’s obligations under these plans are fully funded by
periodic transfers to the respective retirement plan administrators
with the corresponding expenses recognized in the year incurred.
Retirement plan contributions for fiscal 2003 and 2002, were
$29.3 million and $25.7 million, respectively.

16. COMMITMENTS AND CONTINGENCIES

(A) Construction. At June 30, 2003, approximately $90.4 million
was committed for projects under construction and equipment pur-

chases, to be financed primarily from bond proceeds.

(B) Lease Obligations. The University leases certain equipment and
real property. These leases are classified as operating leases and have
lease terms ranging up to fifteen years. Total lease expense for fis-
cal 2003 and 2002 was $18.2 million and $15.3 million, respec-
tively. Future minimum rentals on non-cancelable operating leases
with lease terms in excess of one year as of June 30, 2003, were as
follows (in thousands):

2004 $ 14,841
2005 12,785
2006 9,931
2007 6,297
2008 3.887
2009 and after 4,994

Total future minimum rentals $ 52,735

(C) Litigation. The University is a deféndant in several legal actions.
Management believes that the outcome of these actions will not
have a significant effect on the University’s financial position.

(D) Medical Malpractice Liability Insurance. The University is self-
insured for the first level of medical malpractice claims. The cu-
rent self-insured limits are $3,000,000 per occurrence, not to
exceed an annual aggregate of $17,000,000. For this self-insured
retention, a trust fund has been established. The funding of the
trust is based upon studies performed by an actuarial firm. Excess
malpractice and professional liability coverage has been obtained
from commercial insurance carriers on a claims-made basis for

claims above the retained self-insurance risk levels.

(E) Federal and State Contracts and Other Requirements. Expen-
ditures and F&A costs related to federal and state grants and con-
tracts are subject to adjustment based upon review by the granting
agencies. The amouats, if any, of expenditures that may be disal-
lowed by the granting agencies cannot be determined at this time,
although managementexpects they will noc have a significant effect

on the University’s financial position.

(F) Health Care Services Revenue. Revenues from hospital services

include amounts paid under reimbursement agreements with cer-
tain third-party payors and are subject to examination and retroac-
tive adjustments. Any differences between estimated year-end
settlements and actual final settlements are reported in the year final
settlements are known. Substantially all settlements have been made
through the year ended June 30, 2000.

In August 1996, Congress approved the Health Insurance Portabil-
ity and Accountability Act of 1996 (Act). Under the Act, the federal
government was given substantial resources and authority for the
completion of fraud and abuse investigations, and the Act has estab-
lished substantial fines and penalties for offenders. Management
continues to refine policies, procedures, and organizational struc-
tures to enforce and monitor compliance with this Act, as well as
other government statutes and regulations.

The medical center’s compliance with laws and regulations is sub-
Ject to future government review and interpretations, as well as reg-
ulatory actions unknown or unasserted at this time. Management
believes that liability, if any, from such reviews will not have a sig-

nificant effect on the University’s financial position.

(G) Partnership Investment Commitments. There were $316.2 mil-
lion of commitments to venture capital, real estate, and distressed
security investments as of June 30,2003. These funds may be drawn
down over the next several years upon request by the general part-
ners. As of June 30, 2003, $34.8 million of unallocated cash and
cash equivalents in the managed endowment are held to meet
these obligations. Management expects to finance these commit-
ments with available cash and expected proceeds from the sale

of securities.

(H) McKendree Village, [nc. Debt Guaranty. In July 1998, Van-
derbilt University and McKendree Village, Inc., a not-for-profic
retirement community, entered into a joint venture agreement. In
September 1998, the University guaranteed payment of $19.8 mil-
lionofbond debtissued by McKendree Village. As of June 30,2003,
the balance of the guaranteed debt was $19.4 million.

(I) Working Capital Line of Credit. Effective July 31,2001, the Uni-
versity entered into a commitment for a $20 million unsecured
working capital line of credit with a major commercial bank,
replacing an carlier credit line of $40 million that had expired. The
term of the line of credit is one year with automatic renewals. No

amouats were outstanding under this line of credit as of June 30,
2003 and 2002.

17. RELATED PARTIES

The University contracts with certain related parties for the pur-

chase of goods, performance of construction acuvities, and pro-
vision of other services. Significant purchases ofgoods and services
from related parties typically are subject to competitive pricing
analyses. During fiscal 2003 and 2002, the University had related
party transactions approximating $26.7 million and $24.4 mil-
lion, respectively.
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THE VANDERBILT UNIVERSITY
Notes to the Schedule of Expenditures of Federal Awards
For the year ended June 30, 2003

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards (the Schedule) summarizes the
expenditures of The Vanderbilt University (the University) under federal programs for the year ended
June 30, 2003. Because the Schedule presents only a selected portion of the operations of the University, it
is not intended to, and does not, present the financial position, changes in net assets, or cash flows of the
University.

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

Research and Development — Includes awards for systematic study directed toward fuller scientific
knowledge or understanding of the subject studied, and are funded primarily by The National
Institute of Health. '

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

Summary of Significant Accounting Policies for the Schedule

For purposes of the Schedule, expenditures for federal programs are recognized on the accrual basis of
accounting.

Expenditures for federal student financial aid programs are recognized as incurred and include Federal Pell
program grants to students, the federal share of students’ FSEOG program grants, FWS program earnings,
loans to students under federally guaranteed programs and certain other federal financial assistance grants
for students and administrative cost allowances, where applicable.

Expenditures for other federal awards of the University are determined using the cost accounting principles
and procedures set forth in OMB Circular A-21, Cost Principles for Educational Institutions. Under these
cost principles, certain expenditures are not allowable or are limited as to reimbursement.

42 (Continued)
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THE VANDERBILT UNIVERSITY
Notes to the Schedule of Expenditures of Federal Awards
For the year ended June 30, 2003

Expenditures for non-financial aid awards include indirect costs. Indirect costs allocated to such awards for
the year ended June 30, 2003 were based on predetermined fixed rates negotiated with the University’s
cognizant federal agency, the U.S. Department of Health and Human Services. Indirect costs and
recoveries of those costs under sponsored programs are classified as unrestricted expenditures and
revenues, respectively, in the University’s financial statements.

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

Federal Student Financial Assistance Programs

Federal student financial assistance made available by the University to eligible students or utilized by the
University for allowable administrative expenses under grant, work-study and student loan programs and
guaranteed loans offered to students of the University or their parents by financial institutions during the
year ended June 30, 2003 are summarized as follows:

Grant and work-study based programs:

FWS $ 1,858,382
Pell 1,722,294
FSEOG 1,323,834
Total $ 4,904,510
Direct loans disbursed:
Federal Perkins $ 3,512,536
Health Profession Student Loan 93,080
Primary Care Loan 60,445
Federal Nursing Student Loan 1,376,254
Total $ 5,042,315
Guaranteed loans disbursed:
Federal Stafford $ 22,292,516
Federal Unsubsidized Stafford 21,662,548
Federal Parent Loans for Undergraduate Students 8,202,016

$ 52,157,080
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THE VANDERBILT UNIVERSITY
Notes to the Schedule of Expenditures of Federal Awards
For the year ended June 30, 2003

The Perkins, Health Profession Student Loan (HPSL), Nursing Student Loan (NSL) and Loans for
Disadvantaged Students (LDS) programs are administered directly by the University and balances and
transactions relating to these programs are included in the loan funds of the University’s financial
statements. Balances of loans outstanding at June 30, 2003 are as follows:

Perkins $ 15,486,471
HPSL 1,382,049
NSL 1,150,348
LDS 7,636

$ 18,026,504

The University is responsible for the performance of certain administrative duties with respect to the
guaranteed loan programs. It is not practical to determine the balance of loans outstanding to students and
former students of the University under these programs for the year ended June 30, 2003. These loans are
not included in the University’s consolidated financial statements.
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KPMG LLP

1900 Nashville City Center
511 Union Street
Nashville, TN 37219-1735

Report on Compliance and on Internal Control over
Financial Reporting Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Trust
The Vanderbilt University:

We have audited the consolidated financial statements of The Vanderbilt University as of and for the year
ended June 30, 2003, and have issued our report thereon dated September 18, 2003. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance

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

Internal Control Over Financial Reporting

In planning and performing our audit, we considered The Vanderbilt University’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the consolidated financial statements and not to provide assurance on the internal control over financial
reporting. Our consideration of internal control over financial reporting would not necessarily disclose all
matters in internal control over financial reporting that might be material weaknesses. A material weakness
1s a condition in which the design or operation of one or more internal control components does not reduce
to a relatively low level the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses. However, we
noted other matters involving internal control over financial reporting which we have reported to
management of The Vanderbilt University in a separate letter dated September 18, 2003.

.... KPMG LLP, a US. limited hability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative




This report is intended solely for the information and use of the Board of Trust, the audit committee,
management, the U.S. Department of Health and Human Services and other legislative or regulatory bodies
governing the federal funds received by The Vanderbilt University and is not intended to be and should not
be used by anyone other than these specified parties.

KPMe P

September 18, 2003
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KPMG LLP

1900 Nashville City Center
511 Union Street
Nashville, TN 37219-1735

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

Board of Trust
The Vanderbilt University:

Compliance

We have audited the compliance of The Vanderbilt University with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to its major federal program for the year ended June 30, 2003. The Vanderbilt
University’s major federal program is identified in the summary of auditors’ results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to its major federal program is the responsibility of The
Vanderbilt University’s management. Our responsibility is to express an opinion on The Vanderbilt
University’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, i1ssued by the Comptroller General of the United States, and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about The
Vanderbilt University’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on The Vanderbilt University’s compliance with
those requirements.

In our opinion, The Vanderbilt University complied, in all material respects, with the requirements referred
to above that are applicable to each of its major tederal programs for the year ended June 30, 2003.

Internal Control Over Compliance

The management of The Vanderbilt University is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered The Vanderbilt University’s
internal control over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purposes of expressing our opinion
on compliance and to test and report on internal control over compliance in accordance with
OMB Circular A-133.

.... KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative
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Our consideration of internal control over compliance would not necessarily disclose all matters in internal
control that might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants that would be
material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Trust, the audit committee,
management, the U.S. Department of Health and Human Services and other legislative or regulatory bodies
governing the federal funds received by The Vanderbilt University and is not intended to be and should not
be used by anyone other than these specified parties.

KPMc P

September 18, 2003

48



0))

2

&)

THE VANDERBILT UNIVERSITY
Schedule of Findings and Questioned Costs
Year ended June 30, 2003

Summary of Auditors’ Results

(@)
(b)

©
d

(e)
®

(g

(h)
(M)

The type of report issued on the consolidated financial statements: Unqualified opinion

Reportable conditions in internal control were disclosed by the audit of the consolidated financial
statements: None reported

Material weaknesses: None

Noncompliance which is material to the consolidated financial statements: None
Reportable conditions in internal control over major programs: None reported
Material weaknesses: None

The type of report issued on compliance for major programs: Unqualified opinion

Any audit findings which are required to be reported under Section .510(a) of OMB Circular A-133:
No

Major programs:

CFDA# Grantor Program

Various Various Research and Development Cluster

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

Auditee qualified as a low-risk auditee under Section .530 of OMB Circular A-133: Yes

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

None

Findings and Questioned Costs relating to Federal Awards:

None
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