USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Financial Statements
June 30, 2019
(With Independent Auditors’ Report Thereon)



USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Table of Contents

Page
Independent Auditors’ Report 1
Management’s Discussion and Analysis (unaudited) 3
Basic Financial Statements:
Statement of Net Position 10
Statement of Revenues, Expenses and Changes in Net Position 12
Statement of Cash Flows 13
Notes to Financial Statements 15

Other Report

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 43



Independent Auditors) Report

The Board of Directors
USF Financing Corporation:

Report on the Financial Statements

We have audited the accompanying financial statements of the USF Financing Corporation (the Corporation), a
component unit of the University of South Florida, as of and for the year ended June 30, 2019, and the related
notes to the financial statements, which collectively comprise the Corporation’s basic financial statements, as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America 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 from material misstatement.

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

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

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial

position of the Corporation as of June 30, 2019, and the changes in its financial position and its cash flows for
the year then ended, in accordance with U.S. generally accepted accounting principles.



Emphasis of Matter

As discussed in Note 3, effective July 1, 2018, the Corporation changed the financial reporting framework used
to prepare its financial statements under U.S. generally accepted accounting principles from accounting
principles established by the Financial Accounting Standards Board to those established by the Governmental
Accounting Standards Board. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis on
pages 3-10 be presented to supplement the basic financia r












USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Management'’s Discussion and Analysis
June 30, 2019
(Unaudited)

Deferred outflows of resources increased $4.3 million (44%) to $14.0 million at June 30, 2019 from $9.7 million
at June 30, 2018 due to the change in market value of the interest rate swap agreement and due to deferred
losses on the refunding of debt.

Total liabilities increased $29.7 million (9%) to $369.6 million at June 30, 2019 from $339.9 million at June 30,
2018. The increase in liabilities primarily resulted from new debt issuance of $36 million, offset by scheduled
payments on debt obligations of $12.2 million made in fiscal year 2019. Other liability items in total increased by
$5.9 million (35%) primarily due to the increase in interest rate swap payable and construction payables.

Condensed Statements of Revenues, Expenses and Changes in Net Position
The following summarizes the Financing Corporation’s activities for the fiscal years ended June 30:

2018

2019 (as restated)

Operating revenue $ 16,162,702 16,890,379
Operating expenses (1,234,561) (1,488,681)
Operating income 14,928,141 15,401,698

Nonoperating expenses, net (10,489,468) (11,262,779)
Excess of revenues over expenses 4,438,673 4,138,919

Contributions from University of South Florida 800,000 —
Increase in net position 5,238,673 4,138,919

Net position, beginning of year (as restated) 11,790,483 7,651,564
Net position, end of year $ 17,029,156 11,790,483

Prior to fiscal year 2019, the Financing Corporation reported following generally accepted accounting principles
as promulgated by the FASB. Such amounts for 2018 have been restated to conform to the current year
presentation.
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USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Management'’s Discussion and Analysis
June 30, 2019
(Unaudited)

The following summarizes the Financing Corporation’s nonoperating revenues and expenses for the 2019 and
2018 fiscal years:

2018 Increase %
2019 (as restated) (decrease) Change
Interest expense $ (11,647,443) (11,927,703) 280,260 2%
Change in equity investment 449,758 333,209 116,549 35
Interest income 708,217 331,715 376,502 114
Total net nonoperating
expenses $ (10,489,468) (11,262,779) 773,311 7%

The Financing Corporation’s interest expense declined reflecting debt amortization and debt refundings at lower,
fixed interest rates during the past two fiscal years. Interest income has increased due to an increase in market
rates and investable balances.

Capital Assets

At June 30, 2019, the Financing Corporation had $5.7 million in capital assets consisting solely of construction
in progress.

The following table summarizes the Financing Corporation’s capital assets as of June 30:

Increase %
2019 2018 (decrease) Change
Construction in progress $ 5,671,498 — 5,671,498 100
Total capital assets $ 5,671,498 — 5,671,498 100

8 (Continued)









USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Statement of Net Position

June 30, 2019

Liabilities

Current liabilities:

Accounts payable

Interest payable

Due to University of South Florida

Due to University Medical Service Association

Mortgage loan payable, current portion

Notes payable, current portion

Bonds payable, current portion

Certificates of participation payable, current portion

Total current liabilities

Noncurrent liabilities:
Interest rate swaps payable
Mortgage loan payable, less current portion
Notes payable, less current portion
Bonds payable, less current portion
Certificates of participation payable, less current portion

Total noncurrent liabilities
Total liabilities
Deferred Inflows of Resources

Gain on refunding of debt
Deferred loss on capital lease

Total deferred inflows of resources
Total liabilities and deferred inflows of resources
Net Position

Net investment in capital assets
Restricted
Unrestricted

Total net position

See accompanying notes to financial statements.
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2,013,789
5,865,928
2,779,127
531
222,472
2,664,216
1,030,000
9,145,000

23,721,063

12,921,695
3,377,528
45,925,811
30,087,350
253,565,700

345,878,084

369,599,147

224,118
23,013

247,131

369,846,278

331,005
10,327,703
6,370,448

17,029,156










USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Statement of Cash Flows

Year ended June 30, 2019

Reconciliation of operating income to net cash provided by operating activities:
Operating income $ 14,928,141
Adjustments to reconcile operating income to net cash provided by operating activities:
Changes in operating assets, liabilities, deferred outflow of resources, and deferred
inflow of resources:

Due from USF Research Foundation (62,662)

Capital lease receivable, net 12,701,942

Due from University of South Florida (930,834)

Net cash provided by operating activities $ 26,636,587

Supplemental disclosures of noncash capital, investing, and financing activities:

Accrued capital expenditures included in accounts payable $ 2,013,742

Amortization of bond premiums and discounts included in interest expense (1,757,326)
Amortization of deferred outflows and inflows of resources on debt refundings included

in interest expense (31,452)

Capitalized interest included in construction in progress (631,767)

Changes in fair value of the interest rate swap (3,499,547)

Changes in equity investment 449,758

Contributions due from the University of South Florida (800,000)

See accompanying notes to financial statements.
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USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Notes to Financial Statements
June 30, 2019

The following is a schedule of future minimum lease payments due under the lease agreements, as of
June 30, 2019:

2020 $ 25,970,414
2021 26,000,197
2022 26,041,808
2023 26,082,010
2024 25,341,760
2025-2029 127,789,093
2030-2034 113,093,577
2035-2039 40,605,536
2040 1,144,000

Total minimum payments 412,068,395
Less amounts representing interest (119,645,394)

Capital leases receivable, net $ 292,423,001
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USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Notes to Financial Statements
June 30, 2019

The following table presents the Financing Corporation’s financial instruments carried at fair value as of
June 30, 2019, in accordance with the valuation hierarchy (as described above):

Level 1 Level 2 Level 3 Total
Liabilities:
Recurring:
Interest rate swaps $ — 12,921,695 — 12,921,695
Total liabilities $ — 12,921,695 — 12,921,695

(11) Long-Term Liabilities
Long-term liabilities of the Financing Corporation at June 30, 2019 include mortgage loan payable, notes
payable, bonds payable, and Certificates of participation payable. Long-term liabilities activity for the year
ended June 30, 2019 was as follows9
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USF FINANCING CORPORATION
(A Component Unit of the University of South Florida)

Notes to Financial Statements
June 30, 2019

(i) Series 2013 Arena Note

On September 1, 2013, the Financing Corporation entered into a loan agreement with SunTrust
Bank, evidenced by the Series 2013 Arena Taxable Promissory Note. The proceeds of the loan were
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KPMG LLP
Suite 1700
100 North Tampa Street
Tampa, FL 33602-5145

KPMG LLP is a Delaware limited liability partnership and the U.S. member
firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity.



KPMG

Purpose of this Report

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

Tampa, Florida
October 18, 2019
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