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418 Peoples Street, Suite 308  tele  361-884-8897
Corpus Christi, TX 78401 fax  3061-884-3457

Lovvorn & Kieschnick, L1p

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report

Board of Regents
Lee College District
Baytown, Texas 77320

Members of the Board of Regents:

Report on the Financial Statements

We have audited the accompanying financial statements of Lee College District (the District) as
of and for the years ended August 31, 2014 and 2013, the related notes to the financial
statements, and the discretely presented component unit financial statements of Lee College
Foundation, Inc., which collectively comprise the District’s basic financial statements as listed in
the table of contents.

Management’s Responsibility for the Finaneial Statements

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

Auditor’s Responsibility

Our responsibility 1s to express an opinion on these basic financial statements based on our audit.
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 involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risk of material misstatements of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor



considers internal control relevant to Lee College District’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 Lee
College District 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 statement.

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Lee College District, and the discretely presented component unit, as of
August 31, 2014 and 2013, and the respective changes in financial position, and, where
applicable, cash flows thereof for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter
Change in Accounting Principle

As described in Note 2 to the financial statements, in 2014, Lee College District adopted new
accounting guidance, Government Accounting Standards Board Statement No. 65, frems
Previously Reported as Assets and Liabilities. Our opinion is not modified with respect to this
matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis identified as Required Supplementary Information in the
table of contents be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the Required Supplementary Information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses {0 our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurarnce.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Lee College District’s basic financial statements. The schedules of
expenditures of federal and state awards are 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 the provisions of the State of Texas, Uniform
Grant and Contract Management Standards (UGCMS) and are also not a required part of the
basic financial statements. The accompanying other supplementary information is presented for
purposes of additional analysis and is also not a required part of the basic financial statements.
The other supplementary information and the schedules of expenditures of federal and state
awards are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. Such
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 financial
statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the other supplementary information and the schedule of expenditures of federal awards
are fairly stated in all material respects in relation to the financial statements as a whole.

Other Reporting Required by Government auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 16, 2014 on our consideration of Lee College District's internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations and
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering Lee College District’s internal control over financial reporting
and compliance.

Respectfully submitted,

% ) #{W ehmeck

Lovvorn & Kieschnick, LLP
December 16, 2014
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LEE COLLEGE

Management’s Discussion and Analysis
Fiscal Year Ended August 31,2014

Overview of the Financial Statements and Financial Analysis

Lee College District (the District) is proud to present its financial statements for Fiscal Year 2014 which
are in conformance with Governmental Accounting Standards Board (GASB) standards. There are three
financial statements presented: the Statement of Net Position; the Statement of Revenues, Expenses and
Changes in Net Position; and the Statement of Cash Flows. These statements should be read in
conjunction with the notes to the basic financial statements, The following summary and management’s
discussion and analysis of the results is intended to provide readers with an overview of the basic
financial statements.

Some of the financial highlights of the Fiscal Year are as follows:

e Assets and Deferred Outflows of Resources of the District exceeded liabilities at the close of the
Fiscal Year on August 31, 2014, by $44.2 million (net position). Of this amount, $12.1 million
(unrestricted and expendable net position) may be used to meet the District’s ongoing obligations.

¢ Total net position increased by $59,828 from Fiscal Year 2013 to Fiscal Year 2014, The District
operated on a balanced budget for 2014 with no budgeted increase to fund balances. Through
careful management the District met its budgetary obligations for the year.

Restatement of Net Position

The August 31, 2012 Ending Net Position was restated to implement Governmental Accounting
Standards Board (GASB) Statement No. 65 that eliminated Capitalized Bond and Other Debt [ssuance
Costs from Assets on the Statement of Net Position. The restatement is as follows:

September 1, 2013
Beginning Net Position

Beginning Net Position as previously reported 544,907,533
Restatement for Capitalized Bonds and Other Debt

Issuance Costs, net of amortization (461,734)
Beginning Net Position as Restated S44,445,799

Statement of Net Position

The Statement of Net Position presents the assets, deferred outflows of resources, liabilities, and net
position of the District as of the end of the Fiscal Year. It is a point in time financial statement. The
purpose of the Statement of Net Position is to give the financial statement readers a snapshot of the fiscal
condition of Lee College District. It presents end-of-year data for Current and Noncurrent Assets,
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Deferred Outflows of Resources, Current and Noncurrent Liabilities, and Net Position (Assets plus
Deferred Outflows of Resources minus Liabilities).

From the information shown, financial statement readers are able to determine the assets available to
continue the operations of the District. The reader can also determine how much the institution owes
vendors and bondholders. The net position and its availability for expenditure can be determined as well.

Net Position is divided into three major categories. The first category, investment in capital assets,
provides the District’s equity in property, plant and equipment it owns. The next net position category is
restricted net position. These assets have external limitations on the way in which they may be used. The
last category is unrestricted net position. It is available to use for any lawful purpose of the District.

Total assets of the District for Fiscal Year 2014 are $122.0 million a decrease of $2.5 million compared to
Fiscal Year 2013 and an increase of $35.3 million compared to Fiscal Year 2012. The change in total
assets between fiscal year 2014 and fiscal year 2013 can be attributed to payments during the year which

reduced long-term debt by $2.7 million. Changes in total assets over the past three years are depicted in
the following chart:

140000000

120000000

100000000

80000000

HTotal Assets

60000000

40000000

20000000

Current assets are comprised of several categories. Cash and cash equivalents include the District’s cash
and investments in TexPool and certificates of deposit. TexPool is a statewide investment pool. In Fiscal
Year 2014, cash, cash equivalents, and short-term investments totaled $40.0 million a decrease of $11.1
million from the Fiscal Year 2013 balance of $51.1 million. Receivables include tuition and fees
receivable, accounts receivable, and taxes receivable. Prepaid expenses and inventories are also assets of
the District. Non-current assets consist of capital assets and funds held in endowments. Capital assets
include land, land improvements, buildings, equipment, and library books. These items are reflected in
the financial statements net of accumulated depreciation.
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Total liabilities of the District are $78.3 million in Fiscal Year 2014 as compared to $81.0 million in
TFiscal Year 2013 and $42.9 million in Fiscal Year 2012 and also include a current and non-current
portion. Total liabilities decreased from Fiscal Year 2014 to Fiscal Year 2013 due to a reduction in bonds
payable resulting from payments on both general obligation and revenue bonds in 2014. Current
liabilities include accounts payable and accrued liabilities, funds held for others, deferred revenue,
accrued compensable absences payable and the current portion of bonds payable and leases payable. A
liability is considered to be current if it is due within one year.

Net Position represents the District’s equity, some of which is restricted for certain uvses and some of

which is unrestricted..

2014 2013 2012

Assets:

Current Assets 48,857 521 58,518,155 19,387,578

Capital Assets 74,861,755 65,756,847 66,967,942

Other Noncurrent Assets 375,013 375,013 375,013
Total Assets 122,094,289 124,650,015 86,730,534
Deferred Outflows 477,320 557,428 637,539
Liabilities:

Current Liabilities 8,490,026 8,410,870 4,425 415

Noncurrent Liabilities 69,829,161 72,603,980 38,496,858
Total Liabilities 78,319,187 81,014,850 42,922.273
Net Position

Net Investment in Capital Assets 31,766,853 31,257,991 30,381,180

Restricted ~ Expendable 53,499 1,307,235 1,054,275

Restricted-Non-Expendable 375,013 375,013 375,013

Unrestricted 12,057,057 11,252,354 12,625,332
Total Net Position 44,252,422 44,192,593 44,445 800

Statement of Revenues, Expenses and Changes in Net Position

The purpose of the Statement of Revenues, Expenses and Changes in Net Position is to present the
revenues earned by the District, both operating and non-operating, and the expenses incurred, operating
and non-operating, and any other revenues, expenses, gains and losses received or spent by the Disirict.
Generally, operating revenues are received for providing goods and services to the various customers of
the District.
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Operating expenses are those paid to acquire or produce the goods and services provided in return for the
operating revenues, and to carry out the District’s mission. Non-operating revenues are funds received

for which goods and services are not provided.

Operating Revenues

Tuition and Fees, (net)

Federal Grants and Contracts

State Grants and Contracts
Non-Governmental Grants and Contracts
Sales and Services of Educational Activities
Auxiliary Enterprises

Other Operating Revenues

Total Operating Revenue (Schedule A)

Operating Expenses

Instruction

Public Service

Academic Support

Student Services

institutional Support

Operation and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises

Depreciation

Total Cperating Expenses {Schedule B)

Operating Income (Loss)

Non-Operating Revenues (Expenées)
State Funds

Maintenance and Obligation Ad-Valorem Taxes

General Obligation Bond Taxes
Federal Non-Operating Grants
Gifts

Investment Income (net of investment Expenses)
interest on Capital Related Debt, net of amount capitalized -

Payments in Lieu of Taxes

Total Non-Operating Revenue (Scheduie C)

Increase (Decrease} in Net Position

Net Position
Net Position-Beginning of Year
Net Position-End of Year

2014 2013 2012
6,355,384 6283578 6,532,856
367,707 608,024 1,648,568
549,773 426,196 1,191,115

- ; 20,644
28,491 30,533 36,077
2,355,312 2,447,719 1,546,922
543,395 609,681 579,663

10,200,062 10,405,731 11,555,845
18,902,333 18,700,123 18,212,927
1,766,151 1,121,389 1,641,367
2,888,849 2954123 2,957,665
5,020,746 4,808,188 3,629,067
10,309,642 9,969,386 8,532,586
4704905 5636247 5025427
6,089,155 7,083,870 8,324,490
3,541,507 3,369,207 4,266,266
2,039,755  10908,126 1,886,469
55,263,134  55640,752 54,476,264

(45,063,072) (45,235,021) (42,920,419)
11,106,093 10,526,986 11,197,797
19,719,673 19,395,554 18,657,446
3,772,346 1,919,195 1,915,382
10,507,847 11,283,638 14,290,142
1,406,737 1,525,813 767,785
(239,294) 17,804 44,097

(3,267,545)  (1,965,566)  (1,506,538)
2,117,043 27278392 1,936,577

45122,900 44,981,816 47,302,688

59,828  (253,208) 4,382,269

44192593 44445799 40,063,530

44,252,421 44192593  44,445799
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Total revenues for the District were $58.6 million, $57.3 million, and $60.3 in 2014, 2013, and 2012,

respectively. Total expenses were $58.5 million, $57.6 million, and $55.9 million in 2014, 2013, and
2012, respectively.

Revenues for the District consist of four main categories: taxes, state appropriations, federal grants and
tuition and fees. The following table shows the breakdown of total revenue for the District for 2014:

2014 Revenues

Gifts, 2%

Tuition and Fees,
11%

Federal and State

Contracts, 20%
Property Taxes, 40%

Other Income, 4%

Auxiliary

State Funds, 19% Enterprises, 4%

Non-operating revenues consist of the following: state appropriations, tax revenue, gifts, net investment
income, payments in lieu of taxes, federal non-operating grants, and other revenues. Non-operating
expenses consist of interest on capital related debt.

Operating revenues remained relatively unchanged from Fiscal Year 2013 to Fiscal Year 2014 as state
and local operating funds including tuition and fees were level. Federal non-operating grants comprised
mainly of federal student assistance funds such as Pell grants also remained relatively unchanged when
comparing fiscal year 2014 to fiscal year 2013.
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Operating Expenses by Functional Classification
Functional classifications are the traditional categories that have been used to show expenses. They

represent the type of programs and services provided. The chart below shows the District’s 2014
operating expenses in comparison to 2013 and 2012:

2012 /2013 /2014 Expense Comparison
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Operating Expenses 2014 2013 2012
Instruction 18,902,333 18,700,123 18,212,927
Public Service 1,766,151 1,121,389 1,641,367
Academic Support 2,888,849 2,954,123 2,957 665
Student Services 5,020,746 4,898,188 3,629,087
Institutional Support 10,309,642 9,969,389 8,532,586
Operation and Maintenance of Plant 4,704,905 5,636,247 5,025,427
Scholarships and Fellowships 6,089,155 7,083,870 8,324,490
Auxiliary Enterprises 3,541,597 3,369,297 4,266,266
Depreciation 2,039,755 1,908,126 1,886,469
Total Operating Expenses (Schedule B) 55,263,134 55,640,752 54,476,264
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From Fiscal Year 2013 to Fiscal Year 2014, operating expenses for instruction increased resulting from

faculty raises and filling open faculty positions in high demand programs.
achieve operational and utility savings attributable to energy management programs implemented since
2010 whereby repairs and replacement of infrastructure items are financed with debt repayment funded
from energy savings. This program allows new equipment, major repairs and retrofits to be financed over
a 17 year term with energy savings derived from equipment replacement, repairs and retrofits utilized to
fund the debt. Phase 1 of the energy management program was successfully implemented in 2010.
Phase 2 was implemented in 2012. Scholarship expenses decreased due to a decreased amount of federal

Pell grants stemming from new federal Pell grant requirements placed on students.

Capital Assets and Debt Administration

Below is a summary of District capital assets, net of depreciation.

Land

Construction in Progress

Buildings

Land Improvements
Equipment

Library Books

The District has issued 75.2 million in capital improvement bonds since FY 1999. Shown in the table
below is the outstanding debt at the end of the Fiscal Year as compared to the end of the two previous

fiscal years.

General obligation bonds

Revenue bonds

For more detailed information on the District’s capital assets and long-term debt, see Notes 5-8 in the

Notes to the Basic Financial Statements.

2014 2013 2012
1,393,656 1,383,655  1,327.217
11,162,474 694,906 457,163
57,684,638 58,817,831 60,151,224
396,583 427,823 459,063
2,890,484 3,043,118 3,352,641
1,334,020 1,279,514 1,220,734
74,861,754 65,756,847 66,967,942

- 2014 2013 2012
48,915,000 50,235,000 12,045,000
10,500,000 11,225,000 11,925,000
59,415,000 51,460,000 23,970,000

10

The District continues to
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Financial information can be obtained from the Lee College District Business Office via written request
to P.O. Box 818, Baytown, TX 77522-0818.

B o

Steve Evans
Vice President of Finance and Administration

11
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Lee College District
Exhibit 1

Statements of Net Position

Year Ended August 31, 2014 and 2013

ASSETS

Current Assets:
Cash and Cash Equivalents
Short-Term Investments (noie 4)
Accounts Receivable (net)
inventories
Prepaid Expenses

Total Current Assets

Noncurrent Assets
Endowment Investments
Capital Assets, net of accumulated depreciation (Note 8)
Total Noncurrent Assets

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
Deferred Charge for Refunding

LIABILITIES
Current Liabilities:
Accounts Payable
Accrued Liabilities
Funds Held for Others
Unearned Revenue
Accrued Compensable Absences
L eases Payable-Current Portion
Bonds Payable-Current Portion
Total Current Liabilities

Noncurrent Liabiiities
l.eases Payable-Noncurrent Portion
Bonds Payable-Noncurrent Portion (Note 7)
Total Noncurrent Liabilities

TOTAL LIABILITIES
NET POSITION

Net Investment in Capital Assets
Restricted for:
Nonexpendable
Expendable-
Student Aid
Unrestricted
TOTAL NET POSITION (Schedule D)

The Notes to the Financial Statement are an integral part of this statement.

12

2014 2013
$ 1,544,850 § 41,245,034
38,500,189 9,823,823
4,200,511 4,727,504
935,664 1,028,873
1,676,307 1,862,921
45,857,521 58,518,155
375,013 375,013
74,861,785 65,756,847
75,236,768 66,131,860
122,094,289 124,650,015
477,320 557,428
815,491 1,096,329
357,694 441,892
70,283 85,089
4,058,821 3,770,401
543,164 492,811
508,573 479,348
2,135,000 2,045,000
8,490,026 8,410,870
11,088,416 11,596,889
58,740,745 61,008,961
69,829,161 72,603,980
78,319,187 81,014,850
31,766,853 31,257,991
375,013 375,013
53,499 1,307,235
12,057,057 11,252,354
$ 44,252 422  § 44,192,593




Lee College District
Component Unit

Lee College Foundation
Statements of Financial Position
August 31, 2014 and 2013

Assets

Cash and Cash Equivalents
Investments

Accrued Interest

Other Receivables

Due From Lee College

Total Assets
Liabilities
Accounts Payable

Due to Lee College

Total Liabilities

Net Assets

Unrestricted - Board Designated

Temporarily Restricted
Permanently Restricted

Total Net Assets

Total Liabilities and Net Assets

2014 2013
$ 450,989 $ 661,397
9,153,492 7,889,253
30,636 24,932
24,525 39,825
200 100
$ 9,659,842 $ 8,615,507
$ -5 40
- 468,523
- 468,563
372,685 407,482
3,203,807 2,065,630
6,083,350 5,673,832
$ 9,659,842 S 8,146,944
$ 9,659,842 S 8,615,507

The accompanying notes are an integral part of this statement.

13



Lee Coliege District
Exhibit 2

Statements of Revenues, Expenses, and Changes in Net Position

For the Year Ended

August 31, 2014 and 2013

Operating Revenues

Tuition and Fees, (Net) $
Federal Grants and Contracts

State Grants and Contracts

Sales and Services of Educational Activities

Auxiliary Enterprises

Other Operating Revenues

Total Operating Revenues (Schedule A)

Operating Expenses

Instruction

Public Service

Academic Support

Student Services

Institutional Support

Operation and Maintenance of Plant
Scholarships and Fellowships
Auxiliary Enterprises

Depreciation

Total Operating Expenses (Scheduile B)

Operating Loss

Non-Operating Revenues (Expenses)

State Funds

Maintenance and Obligation Ad-Valorem Taxes, (Net)
General Obligation Bond Taxes

Federal Non-Cperating Grants

Gifts

Investment Income (Loss), net of Investment Expense
Interest on Capital Related Debt, net of amount capitalized
Payments in Lieu of Taxes

Total Non-Operating Revenues {Schedule C)

Increase (Decrease) in Net Position

Net Position
Net Position-Beginning of Year

Net Position-End of Year 3

2014 2013

6,355,384 § 6,283,578
367,707 608,024
549,773 426,196
28,491 30,533
2,355,312 2,447,719
543,395 609,681
10,200,063 10,405,731
18,902,333 18,700,123
1,766,151 1,121,389
2,888,849 2,954,123
5,020,746 4,898,188
10,309,642 9,969,389
4,704,905 5,636,247
6,089,155 7,083,870
3,541,597 3,369,297
2,039,755 1,908,126
55 263,134 55,640,752
(45.063,072) (45,235,021)
11,106,093 10,526,986
19,719,673 19,305,554
3,772,346 1,919,195
10,507,847 11,283,638
1,406,737 1,525,813
(239,294) 17,804
(3,267,545) (1,965,566)
2,117,043 2,278,392
45,122,900 44,987,816
50,828 (253,206)
44,192 593 44 445 799
44,252,421 44,192,593

The Notes to the Financial Statement are an integral part of this statement,

14
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Support, Revenue and Gains:

Private Gifts

Corporate Matching

In-Kind Donaticns

Interest/Dividends Income

Unrealized Gain {Loss} on Holdings

Net Assets Released from Restriction
Total Support, Revenue and Gains

Expenses and Losses:

Contract Services - Audit Fees
in-Kind Expenses

Lee College Scholarship Breakfast
Gala Banquet

QOutstanding Honor Awards

Bank Charges

Liability Insurance

Lee Coliege District Scholarships
Donation to Lee College Veteran's Center
Other

Totai Program and Support Expenses
increase (Decrease} in Net Assets
Net Assets, beginning of year

Net Assets, end of year

Lee Coliege District
Component Unit
Lee College Foundation
Statement of Activities

For the Year Ended August 31, 2014
With Comparative Totals for the Year Ended, August 31, 2013

2014 2012
Temporarily Permanently

Unrestricted Restricted Restricted Totals Totals
$ - 8 - $ 329793 S 329,793 S 311,825
- - 79,725 79,725 30,345
86,851 - - 86,851 79,588
- 173,939 - 173,939 159,217
- 1,264,238 - 1,264,238 718,671
300,000 (300,000) - - -
386,851 1,138,177 409,518 1,934,546 1,299,646
2,500 - - 2,500 2,500
86,851 86,851 79,588
3,366 - - 3,366 3,994
13,767 - - 13,767 11,243
1,000 - - 1,000 1,000
1,523 - - 1,523 1,686
1,891 1,891 -
300,000 - - 300,000 265,000
10,000 10,000 -
750 - - 750 -
421,648 - - 421,648 365,011
(34,797) 1,138,177 409,518 1,512,898 934,635
407,482 2,065,630 5,673,832 8,146,944 7,212,309
S 372,685 S 3,203,807 S 6,083,350 § 9,659,847 S 8,146,944

The accompanying notes are an integral part of this statement.
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Lee College District
Exhibit 3
Statementis of Cash Flows
For the Year Ended August 31, 2014 and 2013

Cash Flows From Operating Acfivities

Receipts from sfudents and other customers 5

Receipts from grants and coniracts
Payments to suppliers for goods or services
Payments to or on behalf of employees
Payments of scholarships and fellowships
Payments for Loans issued to students
Other Receipts

2014 2013
9,145,953 § 8,546,446
1,298,826 1,516,180

(13,637,761) (13,452,686)

(33,905,186) (32,358,192)

(5,979,400) (6,967,922)
543,395 650,066

Net cash used by operating activities

(42,534,174)

(42,066,129)

Cash Flows From Non-capital Financing Activities
Receipts from state appropriations
Receipts from Ad Valorem taxes
Receipts from gifts and grants for other than capital purposes
Receipts from Federal grants
Receipts from student organizations and other agency transactions
Other receipts (payments)

Net cash provided (used) by non-capital financing activities

Cash Flows From Capital Financing Activities
Receipts from Ad Valorem tax revenues
Proceeds on Issuance of Capital Debt
Purchases of capital assets
Payments on capital debt and leases

Net cash provided (used) by capital and related financing activities

Cash Flows From Investing Activities
Receipts from sales and maturities of invesiments
Receipts from interest on investments
Purchases of investments

Net cash provided (used) by investing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents - September 1, 2013

Cash and cash equivalents - August 31, 2014

11,106,093 10,526,986
19,766,030 19,373,893
1,408,737 1,525,813
10,507,847 11,283,638
(12,957) (2,052)
2,117,043 2,278,392
44,890,794 44,986,670
3,772,346 1,919,195

- 40,071,952
(11,144,663) (697,031)
(5,843,029) (4,010,434)
(13,215,346) 37,283,682
32,025,586 21,491,341
31,887 10,402
(60,898,931) (22,349,843)
(28,841,458) (848,100)
(39,700,184) 39,356,124
41,245 034 1,888,910

$ 1544850 $ 41245034

The Notes to the Financial Statements are an integrai part of this statement
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Lee College District
Exhibit 3
Statements of Cash Flows {Confinued)
For the Year Ended August 31, 2014 and 2013

2014 2013

Reconciiiation of net operating income (loss) to net cash provided (used)
by operating activities
Operating loss
Adjusiments to reconcile net income (loss) to net cash
provided (used) by operating activities;

$ (45,083,072) $ (45,235,022)

Depreciation Expense 2,039,755 1,908,126
Changes in Assets and Liabilities:
Receivables (net) 498,691 247 874
Inventories 93,209 513,863
Prepaid Expenses (83,386) 391,722
Accounts payable (280,838) (130,857)
Accrued Liabilities (78,306) 138,660
Compensated absences 7 50,353 39,237
Unearned revenue 289,420 59,068
Net cash used by operating activities $ (42534174) $ (42,066,129)

The Notes to the Financial Statements are an integral part of this statement

17



This page is left blank intentionally.



LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

REPORTING ENTITY

The Lee College District (the District) was established in 1834, in accordance with the laws of the State of
Texas, to serve the educational needs of Baytown and the surrounding communities. As a public two-year
college, the District has taxing authority and possesses atlributes of a local governmental unit. The District
is considered to be a special purpose, primary government according to the definition in Governmental
Accounting Standards Board (GASB) Statement 14 The Financial Reporting Entity. While the District
receives funding from local, state and federal government sources and must comply with the spending,
reporting, and record keeping requirements of these entities, it is not a component unit of any other
governmental entity.

The accompanying financial statements include the Lee College Foundation, Inc. (the Foundation) as a
component unit of the District. This unit, which has a fiscal year-end of August 31, 2014, has been discretely
presented on separate pages to emphasize that it is legally separate from the District. The foundation was
established to ... solicit and receive donations, gifis and grant... on behalf of Lee College, its departments
and activities....” Although the Foundation is a legally separate, tax-exempt entity, it meets the criteria of
GASB Statement No. 39 to be considered a component unit of the District. That is, the Foundation’s
economic resources are for the direct benefit of the District or its students. By the Foundation charter, the
District is entitled to a majority of the Foundation’s economic resources, and such economic resources are
material to the District. Historically, the Foundation has made no direct contributions to the District, but has
awarded scholarships to students attending the District. The Foundation is governed by a 25-member board
of trustees, which includes two District regents.

Complete financial statements for the Foundation may be obtained at the entity’s administrative offices:
Lee College Foundation

511 South Whiting
Baytown, Texas 77522

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Report Guidelines:

The significant accounting policies followed by the District in preparing these financial statements are in
accordance with the Texas Higher Education Coordinating Board’'s Annual Financial Reporting
Requirements for Texas Fublic Community and Junior Colleges. The District applies all applicable GASB

pronouncements. The District is reported as a special-purpose government engaged in business-type
activities.

Implementation of GASB Statement No. 85:

(GASB 65 establishes accounting and financial reporting standards that reclassify, as deferred outflows of
resources and deferred inflows of resources, certain items that were previously reported as assets and
liabilities. This statement is effective for periods beginning after December 15, 2012. The district has
implemented the new requirements for the Fiscal Year Ended, August 31, 2014 financiat statements.

Tuitien Discounting;

Texas Public Education Grants

Certain tuition amounts are required to be set aside for use as scholarships by qualifying students. This set
aside, called the Texas Public Education Grant (TPEG), is shown with tuition and fee revenue amounts asa
separate set aside amount {Texas Education Code §56.0333). When the student uses the award for tuition
and fees, the amount is recorded as tuition discount. If the amount is dispersed directly to the student, the
amount is recorded as a scholarship expense.
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

Tuition Discounting:

Title 1V, Righer Education Act Program Funds

Certain Tiile IV HEA Program funds are received by the District to pass through to the student. These funds
are initially received by the Disfrict and recorded as revenue. When the award is used by the student for
tuition and fees, the amount is recorded as tuition discount. If the amount is dispersed directly o the
student, the amount is recorded as a scholarship expense.

Other Tuition Discounts:

The District awards tuition and fee scholarships from institutional funds to students who qualify. When these
amounts are used for tuition and fees, the amount is recorded as a tuition discount. If the amount is
dispersed directly to the student, the amount is recorded as a scholarship expense.

Basis of Accounting: '

The financial statements of the District have been prepared on the accrual basis whereby all revenues are
recorded when earned and all expenses are recorded when they have been reduced to a legal or contractual
abiigation to pay.

Budgetary Data:

Each community ¢ollege district in Texas is required by law to prepare an annual operating budget of
anticipated revenues and expenditures for the fiscal year beginning September 1. The budget, which is
prepared on the accrual basis of accounting, is adopted by the District’'s Board of Regents. A copy of the
approved budget must be filed with the Texas Higher Education Coordinating Board, Legislative Budget
Board, Legislative Reference Library, and Governor's Office of Budget and Planning by December 1.

Cash and Cash Equivalents:
The District’s cash and cash equivalents are considered to be cash on hand, demand deposits and short-
term investments with ariginal maturities of three months or less from the date of acquisition.

Investments:

in accordance with GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments
and External Investment Pools, investments are reported at fair value. Fair values are based on published
market rates. Short-term investments have an original maturity greater than three months but less than cne
year at time of purchase. The governing board has designated public funds investment pools comprised of
TexPool and Lone Star to be short-term investments. Long-term investments have an original maturity of
greater than one year at the time of purchase.

Inventories:
Inventories, consisting of bookstore stock and food service and print shop supplies are valued at the lower of
cost (under the “first-in, first-out” method) or market.

Capital Assets:

Capital assets are recorded at cost at the date of acquisition or fair value at the date of donation. For
equipment, the District's capitalization policy includes all items with a unit cost of $5,000 or more and has an
estimated useful life in excess of one year. Renovations to buildings, infrastructure and land improvemenis
that significantly increase the value or extend the useful life of the structure are capitalized. The costs of
normal maintenance and repairs that do not add to the value of the asset or materially extend assets’ lives
are charged to operating expense in the year in which the expense is incurred. The District reports
depreciation under a single-line itemm as a business-type unit. Deprema’uon is computed using the straight-
line method over the estimated useful lives of the assets.
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

The following lives are used:

Buildings _ 50 years
Facilities and Other Improvements 20 years
Furniture, Machinery, Vehicles and Other Equipment 10 years
Telecommunications and Peripheral Equipment 5 years
Library Books 15 years

Unearned Revenues:
Tuition and fees of $4,059,821 and 33,770,401 have been reported as unearned revenues at
August 31, 2014 and 2013, respectively.

Use of Estimates:

The preparatlon of financial statements in conformity with U.S. generally accepted accountmg principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ frem those estimates.

Operating and Non-Operating Revenue and Expense Policy:

The District distinguishes operating revenues and expenses from non-operating items. The College reports
as a BTA and as a single, proprietary fund. Operating revenues and expenses generally resuit from
providing services in connection with the College's principal ongoing operations. Operating revenues and
expenses generally resuit from providing services in connection with the District's principal ongoing
operations. The principal operating revenues are tuition and related fees. The major non-operating
revenues are state appropriations, Federal Pell grants, all Title IV student financial aid grants, and property
tax collections. Operating expenses include the cost of sales and services, administrative expenses, and
depreciation on capital assets.

Long-term Obligations:

Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the straight-line method which approximates the effective interest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance cosis are reported as deferred
charges and amortized over the term of the related debt.

Net Position:

Net position represents the difference between assets, deferred outflows of resources, liabilities, and
deferred inflows of resources. Net investment in capital assets, consists of capital assets, net of
accumulated depreciation, reduced by the outstanding balance of any borrowing used for the acquisition,
construction, or improvement of those assets. Net positicn is reported as restricted when there are
limitations imposed on the use either through the enabling legislation adopted by the District or through
external restrictions imposed by creditors, grantors, or law or regulations of other governments. Non-
expendable endowments included in restricted net position represent permanently restricted assets subject
to restrictions of gift instruments requiring the principal be invested for perpetuity and only the income be
used for donor-designated purposes. The District's policy is to first apply restricted resources when an
expense is incurred for purposes for which both restricted and unrestricted new position is available.

AUTHORIZED INVESTMENTS

The District is authorized to invest in obligations and instruments as defined in the Public Funds Investment
Act (Sec. 2256.001 Texas Government Code). Such investments include (1) obligations of the United States
or its agencies, (2) direct obligations of the State of Texas or its agencies, (3) ¢bligations of political
subdivisions rated not less than A by a national investment rating firm, (4) certificates of deposit, and (5)
other instruments and obligations authorized by statute.
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

(4) DEPOSITS AND INVESTMENTS

Cash and Deposits included on Exhibit 1, Statement of Net Position, consist of the items reported below:

Cash and Deposits

2014 2013
Bank Deposits
Demand Deposits 1,534,610 41,234,794 -
Cash and Cash Equivalents _
Petty Cash on Hand 10,240 10,240
Total Cash and Deposits 1,544,850 41,245,034

During the year ended August 31, 2014, deposits were entirely covered by FDIC insurance or by pledged
collateral held by the College's agent bank in the College's name.

Reconciliation of Deposits and investments to Exhibit 1

Market Value Market Value
Type of Security August 31, 2014 August 31, 2013
Investments
Certificates of Deposit 27,851,323 -
Money Market 1,289,853 2,220,848
Domaestic Equities 7,857 6,886
Investment Pools 9,726,169 8,071,102
Total Investments 38,875,202 10,298,836
Total Cash and Deposits 1,544,850 41,245 034
Total Deposits and Investments 40,420,052 51,543,870
Cash and Cash Equivalents {Exhibit 1) 1,544,850 41,245,034
Short Term Investments {Exhibit 1) 38,500,189 9,923 823
Endowment Investments {Exhibit 1) 375,013 375,013
Total Deposits and Investments {Exhibit 1) 40,420,052 51,643 870

As of August 31, 2014, the District had the following investments and maturities:

investment Maturities (in Years)

Investment Type Fair Value Less than 1 1103 4tob

Certificates of Deposit 27,851,323 27,851,323
Money Market 1,289,853 1,289,853
Domestic Equities 7,857 7,857
Investment Pools:

Investment in TexPooi 9,725,532 9,725,532

Investment in Lone Star Pool 637 637
Total Fair Value 38,875,202 38,875,202
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

.Interest Rate Risk

In accordance with state law and Disirict policy, the District does neot purchase any investments with maturities
greater than 10 years.

Credit Risk

In accordance with state law and the District’s investment policy, investments in mutual funds and investment
pools must be rated at least AAA, commercial paper must be rated at least A-1 or P-1, and investments in
obligations from other states, municipalities, counties, etc. must be rated at least A. The District's investments in
investment poocls were rated AAA.

Concentration of Credit Risk

The District does not place a limit on the amount the District may invest in any one issuer. The District does not
have a concentration of credit risk.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the District
will not be able to recover the value of its investments or collaterat securities that are in the possession of an
outside party. The District does not have a custodiai credit risk.

The local government investment pocls such as TexPool and L.one Star Pool are not evidenced by securities in
physical form. They are managed conservatively to provide safe, efficient and liquid investments to Texas
governmental entities. The pools both seek to maintain a $1 value per share as required by the Texas Public
Funds Investment Act.

Federated investors manages the assets, provides participant services, and arranges for all custody and other
functions in support of TexPool operations under a contract with the State Comptroller of Public Accounts. The
state comptroller maintains oversight responsibility for TexPool, including the ability to influence operations,
designation of management and accountability for fiscal matters. Although TexPoal is not registered with the
SEC as an investment company, it operates in a manner consistent with the SEC’s Rule 2a7 of the investment
Company Act of 1940. GASB 31 allows 2a7-like pools to use amortized cost {(which excludes unrealized gains
and losses) rather than market value to report net assets to compute share price. The fair value of the College’s
position in TexPool is the same as the value of TexPoal shares.

Lone Star Investment Pool is administered by First Public. The fair value of the funds in Lone Star is also the
same as the value of Lone Star shares.
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LEE COLLEGE DISTRICT .
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

Total Cash and Investments for Lee College Foundation, Component Unit of Lee College Distric, consist of:

August 31, 2014 August 31, 2013

Bank Deposits
Demand Deposits 450 889 661,397
Type of Security
investments, at market value:
Mutual Funds 9,153,492 7,889,253
Total Investments ' 9,153,492 7,889,253
Total Cash and Investments 9,604,481 8,550,650

(5) DISAGGREGATION OF RECEIVABLES AND PAYABLES BALANCES

Receivables

Receivables at year-end were as follows:

District District

. August 31, 2014 August 31, 2013
Student Receivables 3,059,789 2,712,655
Taxes Receivable 1,583,707 1,705,543
Federal Receivables 461,613 842,958
Accounts Receivable 66,048 531,428
Interest Receivable 18,955 -
TOTAL 5,190,112 5,792,684
Allowance for Uncollectibles {989,601) (1,065,080)
Accounts Receivable, net 4 200,511 4727 504
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

Accounts receivable have been reflected net of an allowance for doubtful accounts in the accompanying
statements of net assets. Generally the allowances are based upon historical experience in collecting the
applicable receivables. Allowances for doubtful accounts at year- end are as follows:

District District
Description August 31, 2014 August 31, 2013
Taxes Receivable 981,899 1,057,378
Accounts Receivabie 7,702 7,702
TOTAL 989,601 1,065,080
Payables
Payables at year-end were as follows:
District District
Description August 31, 2014 August 31, 2013
Vendor's Payable 815,491 1,096,329
Accrued interest 116,751 123,594
Other Accruals 240,943 318,268
TOTAL 1,173,185 1,538,221
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

(6) CAPITAL ASSETS

Capital asset activity for the year ended August 31, 2014 was as follows:

Balance Balance
August 31, August 31,
2013 Increases Decreases 2014
Not Depreciated: :
Land 1,393,555 - - 1,393,555
Construction in Process 694 908 10,467 569 - 11,162,475
Subtotal 2,088,461 10,467,569 - 12,556,030
Other Capital Assets:
Buildings 77,570,789 - 77,570,789
Land Improvements 1,451,906 - 1,451,906
Furniture, Machinery, Vehicles
and Other Equipment 18,898,139 271,203 - 19,169,342
Telecommunications and
Peripheral Equipment 7,145,330 248 548 - 7,393,878
Library Books 2,547,207 157,343 - 2,704 550
Subtotal 107,613,371 677,094 - 108,290,485
Accumulated Depreciation:
Buildings {18,652,858) {1,233,293) - (19,886,151
Land improvements {1,024,083) {31,240) - (1,055,323)
Furniture, Machinery, Vehicles
and Other Equipment {16,359,578) (442,185) - (16,801,763)
Telecommunications and
Peripheral Equipment (6,640,773} {230,200) - (6,870,973)
Library Books (1,267,693) (102,837) - (1,370,530
Subtotal (43,944 ,985) (2,039,755) - (45,984,740)
Net Other Capital Assets 63,668,386 {1,362,661) - 62,305,725
Net Capital Assets 65,756,847 9,104,908 - 74,861,755
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

Capital asset activity for the year ended August 31, 2013 was as follows:

Balance Balance
August 31, August 31,
_ 2012 Increases 2013
Not Depreciated:
L.and 1,327,217 66,338 1,393,555
Construction in Process 457 163 237,743 694,908
Subtotal 1,784,380 1,784,380 2,088,461
Other Capital Assets:
Buildings 77,570,789 - 77,570,789
Land Improvements 1,451,906 - 1,451,908
Furniture, Machinery,
Vehicles
and Other Equipment 18,898,139 - 18,898,139
Telecommunications and
Peripheral Equipment 6,903,508 241,822 7,145 330
Library Books 2,396,080 151,127 2,547,207
Subtotal 107,220,422 392,949 107,613,371
Accumulated Depreciation:
Buildings (17,419,565) (1,233,293) (18,652,858)
Land Improvements (992,843) (31,240) (1,024,083)
Furniture, Machinery,
Vehicles
and Other Equipment (15,988,824) (370,754) {16,359,578)
Telecommunications and
Peripheral Equipment (6,460,282) {180,491) (6,640,773)
Library Books (1,175,348) (92,347) (1,267,693)
Subtotal (42,036,860) (1,908,125) (43,944,985)
Net Other Capital Assets 65,183,562 (1,615,176) 63,668,386
Net Capital Assets 66,967,942 (1,211,095) 65,756,847
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LEE COLLEGE DISTRICT
NOTES TQO FINANCIAL STATEMENTS
AUGUST 31,2014 and 2013

(7 LONG-TERM LIABILITIES

Long-term liability activity for the year ended August 31, 2014 was as follows:

Bonds and Leases

General Obligation Bonds
Revenue Bonds
Bond premiums
Capital Leases
Total Bonds and Leases

Other Liabilities

Compensated absences

Total Long-term Liabilities

Bonds and Leases

General Obligation Bonds
Revenue Bonds
Bond premiums
Capital Leases
Total Bonds and Leases

Other Liabilities

Compensated absences

Balance Balance
August 31, August 31, Current
2013 Additions Reductions 2014 Portion
50,235,000 - 1,320,000 48,915,000 1,385,000
11,225,000 - 725,000 10,500,000 750,000
1,591,990 - 122,279 1,469,711 -
12,076,337 - 479,348 11,598,989 508,573
75,128,327 - 2,646,627 72,481,700 2,643,573
492,811 543,164 492 811 543,164 543,164
75,621,138 543,164 3,139,438 73,024 864 3,186,737
Long-term liability activity for the year ended August 31, 2013 was as follows:
Balance Balance
August 31, August 31, Current
2012 Additions Reductions 2013 Portion
12,045,000 3,946,000 1,270,000 50,235,000 1,320,000
11,825,000 - 700,000 11,225,000 725,000
709,276 964,793 82,079 1,591,990 -
12,535,024 - 458,687 12,076,337 479,348
37,214,300 40,424 793 2,510,766 75,128,327 2,524,348
453,574 523,818 484 681 492 811 492,811
37,667,874 40,948,711 2,995,447 75,621,138 3,017,159

Total Long-term Liabilities
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LEE COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS

AUGUST 31, 2014 and 2013

General information related to bonds payable as of August 31 is summarized below:

Bond Issue Name:

Purpose of lssue:

- Criginal Amount Authorized:
Amount Issued:

Issue Date:

Type of Bond:
Maturity Date Range:

Source of Revenue
for Debt Service:

Cutstanding Balance:
August 31, 2014
August 31, 2013

Series 2005

Advance
Refunding

13,688,672
13,688,672

July 14, 2005

General
Chbligation

2011-2020
Tax

Revenues

8,455,000
10,775,000

Series 2006

Capital
Improvements

12,000,000
12,000,000

July 20, 2006

Revenue
2008-2027
Pledged

Revenues

8,940,000
9,435,000

Series 2010

Advance
Refunding

2,425,000
2,425,000

June 17,2010

_Revenue'
2011-2020
Pledged

Revenues

1,560,000
1,760,000

‘ Series 2013

Capital
Improvements

39 460,000
39,480,000

August 29, 2013

General
Obligation

2021-2037

Tax

Revenues

39,460,000
39,460,000

Bonds payable are due in annual instaltments varying from $235,000 to $3,265,000 with the final installment

due in 2037,

Interest rates for the General Obligation Bonds vary from 3.875% to 5.000% and on the Revenue Bonds

from 3.00% to 5.00%.

Debt Service requirements at August 31, 2014, were as follows:

Year Ended General Obligation Bonds Revenue Bonds Total Bonds
August 31, Principal Interest Total Principal Interest Total Principal Interest
2015 1,385,000 2,322,957 3,707,957 750,000 479,187 1,228,187 2,135,000 2,802,144
2016 1,460,000 2,253,707 3,713,707 785,000 447675 1,232,675 2,245,000 2,701,382
2017 1,530,000 2,180,706 3,710,706 825,000 414,875 1,239,875 2,355,000 2,595,381
2018 1,610,000 2104206 3,714,206 860,000 378,825 1,238,825 2,470,000 2,483,031
2018 1,695,000 2,023,706 3,718,706 895,000 341,450 1,236,450 2,590,000 2,365,156
2010-2024 8,535,000 8,853,281 17,388,281 3,830,000 1,162,275 4,992,275 12,365,000 10,015,556
2025-2029 10,400,000 6,689,331 17,089,331 2,555,000 259,750 2,814,750 12,955,000 6,949,081
2030-2034 12,945,000 4147068 17,092,069 - - - 12,945,000 4,147,068
2035-2037 9,355.000 902,500 10,257,500 - - - 9,355,000 902,500
TOTAL 48,915,000 31,477463 80,392,463 10,500,000 3,483,837 13,983,837 59415000 34,961,300
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LEE COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 2014 and 2013

Defeased bonds outstanding:
The District did not have any defeased bonds outstanding at August 31, 2014.
Capital Leases

During 2009, the District entered into a lease agreement for the construction of energy efficiency
improvements at a cost of $9,972,735. In 2011, the District refinanced the lease to include additional
funding of $2,797,012 to cover the cost of Phase 1l of the energy improvement project. Total proceeds from
the refinancing were $12,923,784. Interest incurred during the construction phase is reflected in the
capitalized value of the energy improvement project. Capitalized interest for 2011 was $149,858 and
$212,025 on the initial 2009 lease agreement. The scheduled maturity date of the final lease payment is
June 25, 2028. The lease agreement qualifies as a capital lease for accounting purposes and, therefore,
has been recorded at the present value of future minimum lease payments as of the date of inception.
Future minimum lease payments to be paid are as follows:

Year Ending Minimum
August 31 Payment
2015 934,250
2016 961,339
2017 989,241
2018 1,017,979
2019 987,357
2020-2024 5,384,621
2025-2028 4,874,204
Total 15,148,991
Less Amount Representing Interest (Rate 3.7315%) (3,552,002)
Present Value of Future Minimum Lease Payments 11,596,989

Employees of the District are awarded twelve days sick leave per year and may accumulate up to 120 days
leave; however, accumulated sick leave does not vest and employees are not paid for unused days at the
time of termination of employment. Employees of the District earn up to 168 hours paid vacation each year
and may accumulate up to 208 hours. Earned vacation hours are credited to the employee cn a monthly
basis. Accumulated vacation hours in excess of 208 are forfeited. As of August 31, 2014, the value of all
accumulated vested employee vacation benefits was $543,164 which is included in the accompanying
statement of net assets.

OPERATING LEASE COMMITMENTS AND RENTAL AGREEMENTS

As of August 31, 2014, the District had no significant commitments under non-cancelable operating lease
agreements. Total rental expenditures under operating leases for the year ended August 31, 2014 was
approximately $71,125 and $69,750 for 2013. :

EMPLOYEES' RETIREMENT PLAN

The State of Texas has joint contributory retirement plans for almost all its employees.
Teacher Retirement System of Texas

Plan Description. Lee College District contributes to the Teacher Retirement System of Texas (TRS), a
cost-sharing, multiple employer defined benefit pension pian. TRS administers retirement and disability
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annuities, and death and surviver benefits to employees and beneficiaries of employees of the public school
systems of Texas. It operates primarily under the provisions of the Texas Constitution, Article XV1, Sec. 67,
and Texas Government Code, Title 8, Subtitle C. The Texas state legislature has the authority to establish
and amend benefit provisions of the pension plan. TRS issues a publicly available financial report with
required supplementary information which can be obtained from www trs.state tx.us, under the TRS
Publications heading.

Funding Policy. Contribution requirements are not actuarially determined but are established and amended
by the Texas state legislature. The state funding policy is as follows: (1) The state constitution requires the
legislature to establish a member contribution rate of not less than 6 percent of the member’s annual
compensation and a state contribution rate of not less than 6 percent and not more than 10 percent of the
aggregate annual compensation of all members of the system; (2) A state statute prohibits benefit
improvements or contribution reductions if, as a result of a particular action, the fime required to amortize
TRS' unfunded actuarial kiabilities would be increased to a period that exceeds 31 years, or, if the
amortization period already exceeds 31 years, the period would be increased by such action. State law
provides for a member contribution rate of 6.4 percent for fiscal years 2014, 2013 and 2012 and a state
contribution rate of 6.4 percent for fiscal year 2014; 6.4 percent for fiscal year 2013; and 6.4 percent for
2012. In certain instances the reporting district is required to make all aor a portion of the state’s 6.4 percent
contribution for fiscal year 2014; 6.4 percent for fiscal year 2013; and 6.4 percent for fiscal year 2012,

Optional Retirement Plan

Plan Description. Participation in the Optional Retirement Program is in lieu of participation in the Teacher
Retirement System. The optional retirement program pravides for the purchase of annuity contracts and
operates under the provisions of the Texas Constitution, Article XV, Sec. 67, and Texas Government Code,
Title 8, Subtitle C.

Funding Policy. Contribution requirements are not actuarially determined but are established and amended
by the Texas legislature. The percentages of participant salaries currently contributed by the state and each
participant are 6.6% and 6.65 %, respectively. The college confributes 1.9% for employees who were
participating in the optional retirement program prior to September 1, 1995, Benefits fully vest after one year
plus one day of employment. Because these are individual annuity contracts, the state has no additional or
unfunded liability for this program.

- The retirement expense to the state for the college was $1,348,939 and $1,161,020 for the fiscal years

ended August 31, 2014 and 2013, respectively. This amount represents the portion of expended
appropriations made by the state legislature on behalf of the coliege.

The total payroll for all college employees was $26,080,217 and $24,806,532 for fiscal years 2014 and 2013,
respectively. The total payroli of employees covered by the Teacher Retirement System was $14,140,263
and $12,503,325, and the total payroli of employees covered by the Optional Retirement Program was
$8,979,738 and $ 9,172,421 for fiscal years 2014 and 2013, respectively.

DEFERRED COMPENSATION PROGRAM

District employees may elect to defer a portion of their eamings for income tax and investment purposes
pursuant to authority granted in Government Code 609.001.

POST RETIREMENT HEALTH CARE AND LIFE INSURANCE BENEFITS

In addition {o providing pension benefits, the state provides certain health care and life insurance benefits for
retired employees. Almost all of the employees may become eligible for those henefits if they reach normal
retirement age while working for the state. Those and similar benefits for active employees are provided
through an insurance company whose premiums are based on benefits paid during the previous year. The
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state recognizes the cost of providing these benefits by expending the annual insurance premiums. The
state’s contribution per full-time employee was $503 to $1,465 per month for the year ended
August 31, 2014 (3470 to $1,369 per month for 2013) and totaled $1,675,626 for 2014 (1,255,670 forthe
year ended 2013). The cost of providing those benefits for 187 retirees in the year ended 2014 was
$1,192,612 (retiree benefits for 187 retirees cost $1,046,436in 2013). For 374 active employees, the cost of
providing benefits was $483,014 for the year ended 2014 (active employee benefits for 353 active
employees cost $124,824 for the year ended 2013).

INCOME TAXES

The District is exempt from income taxes under Internal Revenue Code Section 115, Income of States,
Municipalities, Etc., although unrelated business income may be subject to income taxes under Internal
Revenue Code Section 511(a)(2)(B), Impaosition of Tax on Unrelated Business Income of Charitable, Fic.
Qrganizations. The District had no unrelated business income tax liability for fiscal years 2011 and 2010.
The Foundation is exempt from Federal income taxes under Section 531(c)(3) of the Internal Revenue
Code.

AD VAL OREM TAXES

Delinquent taxes receivable are shown in the accompanying statement of net assets net of the allowance for

doubtful taxes of $981,899 and $1,057,375 for fiscal years 2014 and 2013, respectively. Allowances for
uncollectibles are based upaon historical experience in collecting property taxes. Uncollectible personal
property taxes are pericdically reviewed and written off, but the District is prohibited from writing off real
property taxes without specific statutory authority from the Texas Legisiature.

The District's Ad Valorem property tax is levied by Cctober 1, on the assessed value listed as of the prior
January 1, for all real and business personal property located in the District. Taxes are due on receipt of the
tax bill and are delinquent if not paid before February 1 of the year following the year in which imposed. On
January 1 of each year, a tax lien attaches to property to secure the payment of all taxes, penalties, and
interest ultimately imposed.

At August 31:
2014 2013
Assessed Valuation of the District 11,575,746,370 11,377,688,775
Less: Exemptions (2,496,631,546)

(2,622,016,668)
Less: Abatements - -
Net Assessed Valuation of the

District 9,079,114,824 8,755,672,107
2014 2013
Current Debt Current Debt
Operations | Service Total Operations | Service Total
Authorized Tax Rate
per $100 valuation
{Maximum per
Enabling Legislation) 0.280000 | 0.500000 | 0.780000 |. 0.280000 | 0.500000 | 0.780000
Assessed Tax Rate
per $100 valuation 0.220700 | £0.040000 | 0.260700 | 0.219500 | 0.021500 | 0.241000
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Taxes levied for the year ended August 31, 2014 and 2013 amounted to $23,479,607 and $21,115,140,
respectively including any penalty and interest assessed. Tax collections follow:

2014 2013
Current Debt Current Debt
Operations | Service Total Operations | Service Total
Current Taxes
Coliected 19,404,660 | 3,696,126 | 23,100,786 | 18,906,428 | 1,851,885 | 20,758,313

Delinguent
Taxes Collected 164,185 31,273 195,273 279,327 28,970 308,287

Penalties &

Interest

Collected 203,390 38,741 242 131 190,955 35523 226,478
Total :
Collections 19,772,235 | 3,766,140 | 23,538,375 | 19,376,710 | 1,916,378 | 21,293,088

Total tax collections for the year ended August 31, 2014 and 2013 were 100% and 100%, respectively of the
current tax levy. Property tax revenue is recognized in the fiscal year in which the taxes are levied and is
restricted to either maintenance and operations or interest and sinking expenditures.

During 2014, tax collections from one petrochemical complex within the District's taxing authority
represented approximately 28% of total tax revenues.

CONTRACT AND GRANT AWARDS

At August 31, 2014, there were no contract or grant awards funds already committed, e.g., multi-year
awards, or funds awarded during fiscal year 2014 for which monies have not been received nor funds
expended.

ON-BEHALF PAYMENTS

Certain retirement and health insurance fringe benefits are funded by the State of Texas on behalf of the
District (see Notes 9 and 11). For 2014, revenues and expenses in the accompanying Statement of
Revenues, Expenses, and Changes in Net Position include $1,675,6826 for health insurance ($1,255,670 for
2013) and $1,346,939 for retirement benefits ($1,161,020 for 2013) which were funded by the State on
behalf of the District.

DONATED PROPERTY AND MATERIALS

Donated property, plant and equipment are recorded as investment in plant at estimated fair market value at
date of donation. Dcnated materials or consumable goods and supplies are not recorded in the financial
statements, as such items are generally not material to the operations of the District.

RISK MANAGEMENT

The District is exposed to various risks of loss related 1o theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The District purchases commercial
insurance for claims related to risks except loss due to theft and general liability.
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The District is essentially self-insured for risks arising from theit of property. Losses, if any, are funded on
an as incurred basis. As a governmental entity, the District is essentially exempt from general liability claims
and, accordingly, carries no general liability insurance.

The District obtains its property/casualty coverage through the PCAT — Property Casualty Alliance of Texas
{Fund). The Fund is a modified seli-funded plan of coverage oifered to education based political
subdivisions. Under the Fund, participants join together in a pool to purchase coverage for their property
and liability exposures, as well as claim administration and loss control services. As a participant in the
Fund, the District is not responsible for its own unpaid claims. Accordingly, no liabilities for unpaid claims
have been recorded in the accompanying financial statements. Premiums paid by the District are expensed
over the coverage period.

The District retains risk of loss, in the form of policy deductibles of $100,000 for damage to or destruction of
assets and $10,000 for educator's legal liability. Current coverage amounts are substantially unchanged
from prior year amounts and seitled claims have not exceeded the commercial coverage in any of the past
three fiscal years.

COMMITMENTS AND CONTINGENCIES

As of August 31, 2014, the District was not involved in any lawsuits or other legal actions which, in
Administration’s opinion (based on discussions with legal counsetl) would result in any direct loss to the
District which would be material to its financial position.

CONSTRUCTION COMMITMENTS

At August 31, 2014, the District has approximately $30 million committed far construction, acquisition and
equipping of school buildings.

RESTATEMENT OF NET POSITION

The August 31, 2012 Ending Net Position was restated to implement the Governmental Accounting
Standards Board (GASB) Statement No. 65 that eliminated Capitalized Bond and Other Debt issuance Costs
from Assets on the Statement of Net Position. Restatement is as follows:

September 1, 2013

Beginning
Net Position
Beginning Net Position, as previously reported 3 44,907,533
Restatement for Capitalized Bonds and other Debt
Issuance Costs, net of amortization (461,734}
Beginning Net Position, as restated $ 44 445 799
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OTHER SUPPLEMENTARY INFORMATION

This section includes financial information and disclosures not required by the
Governmental Accounting Standards Board and not considered a part of the

basic financial statements. It may, however, include information which is
required by other entities.
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Lee College Disfrict

Schedule A

Schedule of Detalled Operafing Revenues
For the Year Ended August 31, 2014 (With Memorandum Totals for the Year Ended August 31, 2013}

Total Educational

Auxiliary

Unrestricted Restricted Activities Enterprises FY 2014 Total FY 2013 Total
Tuition
State Funded Courses
In-District Resident Tuifion 3 3,326,987 % - $ 3,328,987 % - $ 3,328,967 % 3,361,294
Out-of-District Resident Tuitien 3,214,905 - 3,214,905 - 3,214,905 3,161,110
TPEG-Credit {set aside)* 411,871 411,871 411,879 363,704
Nen-Resident Tuition 449,351 - 449,351 - 449,351 356,800
State-Funded Confinuing Education 284,928 284,926 284,928 516,118
TPEG Non-Credit (set aside)* - -
Nor-State Funged Continuing Eaucation 1,072,005 - 1,072,005 - 1,072,005 220,131
Total Tuition $ 8,760,046 § - $ 8,760,046 § - $ 8,760,046 § 8,039,157
Fees
General Fee 423 287 - 423,267 - 423,267 419,300
Student Service Fee - B - 274,322 274,322 277,838
tab Fee 507,171 - 507,171 - 507 171 447,989
Building Use Fees 1,848,171 - 1,849,171 - 1,849,171 1,874,357
Other Fees 204,322 - 204,322 - 204,322 246,014
Total Fees & 2983,930 § - $ 2,683,830 § 274,322 % 3,258,252 & 3,285,406
Scholarship Allowances and Discounts
Scholarship Allowances (426,463) {426,463) (426,463) (528,235}
Remissions and Exemplions {1,379,556) - (1,379,558) - (1,379,556) {1,489 634}
TPEG Allowances (274,291) (274,291} (274,291) (240,767}
State Grants to Students - -
Federal Grants to Students (3,432,143} (3.432,143) (3,432,143) (2,736,348}
Other {150,462} {150,462} {150,462) (26,001}
Total Scholarship Allowances and Discounts § (5,662,915} § - § (5,662,915) § - $ (5662915 $ (5,021.075)
Total Net Tuition and Fees § 6,081,061 § - 3 6,081,061 $ 274,322 § 6,355,384 § 5,283,578
Additional Cperaiing Revenues
Federal Grants and Contracts - 367,707 367,707 - 387,707 608,024
State Grants and Contracls - 549,773 549,773 - 549 773 426,196
Local Granis and Contracts - -
Nongovernmental Grants and Cordracts - - - - - -
Sales and Services of Educational Activities 28 491 - 28 491 - 28,481 30,533
investment income (program restricied) - -
Other Operating Revenues 543,395 543 305 543,385 609,681
Totat Additional Cperating Revenues [ 571,886 § 017481 § 1489367 & - 5 1489387 § 1,674,434
Auxiliary Enterprises
Bookstore 15,628 - 15,628 1,808,598 1,825,226 1,863,092
Food Service - 310,313 310,313 461 858
Cther Auxiliary Services - 218,773 219,773 122,769
Total Net Auxiliary Enterprises 3 15628 § - $ 15628 § 2,339 684 5 2,355,312 § 2,447,719
Total Operating Revenues $ 66685675 § 917,481 % 7,586,066 3 26140086 § 10,200082 § 10,405,731

(EXRIBIT 2)  (EXHIBIT 2)

In accordance with Education Code 56.033, $411,871 and $393,704 for years August 31, 2014 and 2013 respectively, of fuition was set aside for Texas Public

Education Grants (TPEG).
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Lee College District
Scheduie B
Schedule of Operating Expenses By Object
For the Year Ended August 31, 2014
(with Memorandum Totals for the Year ended August 31, 2013)

Operating Expenses

Benefits
Salaries Other
and Wages State Local Expenses FY 2014 Total FY 2013 Total
Educational Activities

Instruction $ 13,263,458 § - $ 2762580 § 1,157,573 % 17183612 § 17,216,218
Public Service 649,013 135,180 840,140 1,624,333 1,027,698
Academic Support 1,831,415 381,456 499,625 2,712,496 2,783,112
Student Services 2,412,786 502,547 323,195 3,238,528 3,017,275
Institutional Support 4,553,856 956,832 3,446 257 8,996,945 9,135,954
Operation and Mainienance of Plant 1,669,611 347,755 2,687,540 4,704 905 5,636,247

Scholarships and Fellowships - - - -
Toial Unresiricted Fducational Activifies 24,420,139 - 5,086,350 8,954,330 38,460,820 38,816,504
Instruction 107,881 1,436,246 18,247 156,347 1,718,721 1,482,621
Public Service - 62,421 - 79,397 141,818 93,691
Academic Support - 176,143 - 209 176,353 149,728
Student Services 635,418 232,058 150,271 764,469 1,782,218 1,880,913
Institutional Support 268,382 441,832 61,703 540,779 1,312,698 856,003

Operation and Maintenance of Plant - - - - - -
Scholarships and Feliowships 109,720 36 5,979,400 6,089,155 7,083,870
Total Restricted Educationai Activities 1,121,402 2,348,702 230,257 7,520,601 11,220,962 11,546,826
Total Educational Activifies 25,541,541 2,348,702 5,316,607 16,474,931 49,681,781 50,363,330
Auxiliary Enterprises 537,018 133,364 2,871,215 3,541,597 3,368,257
Depreciation Expense-Buildings and improvemenis 1,264,533 1,264,533 1,264,533
Depreciation Expense-Equipment and Furniture 775,222 775,222 643 593
Total Operating Expenses § 26078560 § 2348702 § 5449971 § 21385901 & 55263133 5§ 55,640,753

(Exhibit 2) {Exhibit 2)
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NON-OPERATING REVENUES

Education and General State Support

State Group Insurance
State Retirement Maiching
Total State Support

Maintenance Ad Valorem Taxes
General Obligation Bond Taxes
Federal Non-Operating Granis
Gifts
Investment income
Payments in Lieu of Taxes

Total Non-Operating Revenues

NON-OPERATING EXPENSES

Interest on Capital Related Debt
Other Non-Operating Expenses

Total Non-Operating Expenses

Net Non-Operating Revenues

Lee Coliege District
Scheduie C

Schedule of Non-Operating Revenues and Expenses
For the Year Ended August 31, 2014

With Comparative Data for the Year Ended August 31, 2013

Auxiliary FY 2014 FY 2013

Unrestricted Resfricted Enterprises Total Total
$ 8,757,391 % - $ - $ 8757291 $ B,586,582
1,675,626 1,675,626 1,255,670
873,076 673,076 584,724
8,757,391 2,348,702 - 11,106,093 10,526,985
19,716,673 19,716,673 19,385,554
3,772,346 3,772,348 1,919,185
- 10,507,847 10,507,847 11,283,638
1,408,737 1,406,737 1,525,813
(239,294} - (239,294) 17,804
2,117,043 - 2,117,043 2,278,392
31,761,550 16,628,895 - 48,390,445 46,947 382
3,267,545 3,267,545 1,865,566
- 3,267,545 - 3,267,545 1,865,566
$ 31,761,550 § 13,361,350 § - $ 45122000 $ 44981818
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Lee Coliege District
Schedule D
Schedule of Net Assets by Source and Availability
For the Year Ended August 31, 2014
With Memorandum Tofals for the Year Ended August 31, 2013

| | Avallable for Current

Detail by Source Operations
Restricted
Capital Assets
Net of
Depreciation
and Related
Unrestricted Expendable Non-Expendabl: Debt Total Yes No
Current
Unrestricted $ 12,057,068 - ¥ - $ - $ 12,057,066 $ 12,057,056 $ -
Resfricted 53,499 53,498 53,499
Auxiliary Enterprises - -
Loan - - - -
Endowment 375,013 375,013 375,013
Plant -
Unexpended - - - -
Debt Service - - - - -
investment in Plant 34,756,853 31,766,853 31,766,853

Total Net Assets, August 31, 2014 $ 12,057,056 % 53,499 $ 375,013 $ 31,766,853 § 44,252,421  § 12,110,555 $ 32,141,566

Total Net Assets, August 31, 2013 § 11,252,354 $ 1,307,235 § 375013 § 31257,991 § 44192583 § 12,559,589 $ 371,633,004
Met Increase (Decrease} in Net Assets 3 804,702 $ (1,283,736) % - $ 508,862 % 59,828 § (449034 % 508,862
{EXHIBIT 2}
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LEE COLLEGE DISTRICT

SCHEDULE £

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended August 31, 2014

Pass Through

Federal Grantar/ Federal Pass Through Disbursemenis
Pass Through Grantor/ CFDA Grantor's and
Program Title Nurnber Nurnber Expenditures
U.S. Depariment of Education
Direst Programs:
Student Financial Assistance Clusier
SEQG 2013-14 84 007 $ 67 450
SEGG 201415 84.007 1,000
Federal College Waorkstudy Program 2013-14 84.033 79,334
Federal College Workstudy Program 2014-15 84033 7 886
Federal PELL 2007-08 84,063 (12,087)
Federal PELL 2011-12 84.063 (2,081)
Federal PELL 2012-13 854.083 (8,449)
Federal PELL 2013-14 84.063 6,020,265
Federal PELL 2014-15 84.063 121,484
Direct Loan Program 2012-13 84.268 (866)
Direct Loan Program 2013-14 84,268 2.734414
Direct Loan Program 2014-15 84.268 38,087
Title V - STEM and Articulation Transformation (SAT) Program 84.031C 749,230
TRIO Cluster
Student Support Services 84.042A 204,137
Educational Opporiunity Center 84.066A 220,954
Pass-Through From:
Texas Higher Education Coordinating Bd.
Carl Perkins Vocational Education - Basic 13-14 84.048 14420208 271,258
Statewide Data Systems 84.372 R372A090010 2,000
Coliege Access Challenge Grant B84.378A P378A120023 12,641
Total U.S. Depariment of Education 10,607 847
U.S. Depariment of Commerce
Pass-Through From:
University of Houston Clear Lake
Coastal Zone Management Administration Awards 11.419 13-039-000-6906 11,540
Total U.S. Department of Commerce 11,540
U.S. Depariment of Labor
Pass-Through From:
Texas Worlforce Commission
WA Title V Incentive Grant 17.267 2813WSW015 19,237
Pass-Through From:
San Jacinto Coliege
Community-Based Job Training 17.289 DOL531708003 114,080
Total U.S. Department of Labor 133,297
1.8, Department of Transportation
Pass-Through From:
Texas Department of Transportation
Texans Standing Tall 88! 20.616 6,175
Total U.S. Departrnent of Transportation 6,175
National Science Foundation
Direct Programs:

NSF ATE Workshops for Physics Faculiy 47.078 140,069
Total Nafional Science Foundation 140,069
U.S. Small Business Adminisirafion

Pass-Through From:
tniversity of Houston
Small Business Development Cenier 201213 58.037 4-503001-Z-0047-30 7,687
Small Business Development Center 2013-14 59.037 4-603001-EZ-0016-30 68,929
Total Small Business Administration 76.626
Total Federal Financiat Assistance $ 10,875,554

Scheduie Continued on Fellowing Page.
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SCHEDULE E (Continued)

Note 1: Federal Assistance Reconcifiation

Federal Grants and Contracts Revenues per Schedule A 367,707
Federal Grants and Contracts Revenues per Schedule C 10,507,847
Less: Indirect/Administralive Costs Recoveries -
Add: Cost of Capital Asset Acquisitions -
Add: General Services Surplus Property Acquisitions -

Total Federal Revenues per Schedule of Expendiiures of Federal Awarcs 10,875 554

Note 2: Signiiicant accounting policies used in preparing the schedule.

The expenditures included in the schedule are reported for the District's fiscal year. Expenditure reports to funding
agencies are prepared on the award period basis. The expenditures reported above represent funds which have
been expended by the coliege for the purposes of the award. The expenditures reporied above may not have been
reimbursed by the funding agencies as of the end of the fiscal year, Some ameunis reported in the schedule may
difier from amounis used in the preparation of the basic financial statements. Separate accounts are maintained
for the different awards to aid in the observance of limitaficns and restrictions imposed by the funding agencies.
The District has foliowed all applicable guidelines issued by various entities in the preparation of the schedule.
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LEE COLLEGE DISTRICT
SCHEDULE F
SCHEDULE OF EXPENDITURES OF STATE AWARDS
For the Year Ended August 31, 2014

Grant
Contract
Grantor Agency/Program Title Number Expenditures
Texas Higher Education Coordinating Board
Texas Coliege Work Study 13-14 $ 26,544
Texas Grani Program 12-13 (1,325}
Texas Grant Program 13-14 254,760
Texas Education Opportunity Grant 13-14 56,760
Developmental Education 53 103,004
Texas - STEM Challenge Scholarship Program 28,850
Pass Through Frem:
Trinity Valiey Community College
Nursing Innovation Grant Program TC-BNC 2,000
Total Texas Higher Education Coordinating Board 470,553
Texas Workforce Commission
Small Business Program 281385001 47,861
Partnership with FlexSteel Pipeline Technologies 28135DFG01 31,319
Total Texas Workforce Commission 79,180
Total State Financial Assistance 5 5449 773
Note 1. State Assisiance Reconciliation
State Revenues - per Schedule A
State Financial Assistance
Per Schedule of expenditures of state
awards ] 549,773
State Financial Assisiance
Continuing Education tuition and fees
included in Schedule A captioned
"Tuition and Feas” -
Total State Revenues per Schedule 2-A $ 549,773

Note 2: Significant Accounting Policies Used In Preparing the Schedule

The accompanying schedute is presented using the accrual basis of accounting.

See Note 2 to the financial siatements for Lee Ccllege's significant accounting policies.
These expenditures are reported on Lee College's fiscal year. Expenditure seports to
funding agencies are prepared on the award period basis.
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418 Peoples Street, Suite 308  tele  361-884-8897
Corpus Christi, TX 78401 fax 361-884-3457

Lovvorn &

CERTIFIED PUBI

Independent Auditor’s Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Regents
Lee College District
Baytown, Texas 77520

Members of the Board of Regents:

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 and the provisions of
the State of Texas, Uniform Grant and Contract Management Standards (UGCMS), the basic
financial statements of Lee College District (the District) as of and for the years ended
August 31, 2014 and 2013, and the related notes to the financial statements, which collectively
comprise Lee College District’s basic financial statements, and have issued our report thereon
dated December 16, 2014,

Internal Control over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe that a material weakness, yet
important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we considered to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

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

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 entity’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 entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other

purpose.
Respectfully submitted,

% e T Ko che

Lovvorn & Kieschnick, LLP
December 16, 2014
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CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report on Compliance
for Each Major Program and on Internal Control
Over Compliance Required by OMB Circular A-133

Board of Regents
Lee College District
Baytown, Texas 77520

Members of the Board of Regents:
Report on Compliance for Each Major Federal Program

We have audited Lee College District’s compliance with the types of compliance requirements
described in the OMB Circular A-133 Compliance Supplement and the provisions of the State of
Texas, Uniform Grant and Contract Management Standards (UGCMS) that could have a direct
and material effect on each of Lee College District’s major federal and state programs for the
year ended August 31, 2014. Lee College District’s major federal and state programs are
tdentified in the summary of auditor's result section of the accompanying schedule of findings
and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts,
and grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on comphance for each of Lee College District’s
major federal and state programs based on our audit of the types of compliance requirements
referred to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Audifing Standards, issued by the Comptroller General of the United
States; OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and the provisions of the State of Texas, Uniform Grant and Contract
Management Standards (UGCMS). Those standards and OMB Circular A-133 require that we
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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 or state program occurred. An audit includes examining, on a test basis,
evidence about Lee College District’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 on compliance for each
major federal and state program. Howevet, our audit does not provide a legal determination on
Lee College District’s compliance.

Opinion on Each Major Federal and State Program

In our opinion, Lee College District complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on each of
its major federal and state programs identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs for the year ended August 31, 2014.

Report on Internal Control Over Compliance

Management of Lee College District 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 Lee College District's
internal control over compliance with the types of requirements that could have a direct and
material effect on a major federal or state program that are appropriate in the circumstances for
the purpose of expressing our opinion on compliance for each major federal and state program
and to test and report on internal control over compliance in accordance with OMB Circular A-
133 and UGCMS, 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 Lee College District's internal control over compliance.

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

Our consideration of intermal 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 deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
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consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of OMB Circular A-133 and UGCMS. Accordingly, this report is not suitable for
any other purpose.

Respectfully submitted,
;{’mw * Kwsehnicky ZEF

Lovvorn & Kieschnick, LLP
December 16, 2014
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LEE COLLEGE DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED AUGUST 31, 2014

A. Summary of Auditor's Results
1. Financial Statements

Type of auditor's report issued:
internal control over financial reporting:
One or more material weakness(es) identified??

One or more significant deficiencies identified that
are not considered to be material weaknesses?

Noncompliance material to financial
statements noted?

2. Federal Awards
Internal control over major programs:

One or more material weakness(es) identified?

One or more significant deficiencies identified that

are not considered fo be material weaknesses?

Type of auditor's report issued on compliance for
major programs:

Any audit findings disclosed that are required

to be reported in accordance with section 510(a)
of Circular A-1337

Identification of major programs:

CFDA Number(s)

84.007
84.033
84.063
84.268

84.042A
84 .066A

Dollar threshold used to distinguish between
type A and type B programs:

Auditee qualified as low-risk auditee?

B. Financial Statement Findings

NONE

C. Federal Award Findings and Questioned Costs

NONE
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Unmodjified

Yes X No

Yes X None Reported

Yes X No

Yes X No

Yes X None Reported
Unmoditied

Yes X No

Name of Federal FProgram or Cluster

Student Financial Assistance Programs Cluster:
Federal Supplemental Education Opportunity
Grant Program
Federal Work Study Program
Federal Pell Grant Program
Direct Loan Program
Trig Cluster:
Student Support Services
Educational Opportunity Center

$300.000
X Yes No



LEE COLLEGE DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED AUGUST 31, 2014

3. State Awards
Internal control over major programs;

One or more material weakness(es) identified? Yes X No

One or more significant deficiencies identified that

are not considered to be material weaknesses? Yes X None Reporied
Type of auditor's report issued on compliance for
major programs: Unmodified

Any audit findings disclosed that are required
to be reported in accordance with State of
Texas Single Audit Circular Yes X No

ldentification of major programs:

Grant Number ' Name of State Program
N/A Texas Grant Program
N/A Development Education 53
Dollar threshold used to distinguish between
type A and type B programs: $300,000
Auditee qualified as low-risk auditee? Yes X Na

B. Financial Statement Findings

NONE

C. State Award Findings and Questioned Costs

NONE
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LEE COLLEGE DISTRICT
SCHEDULE OF CORRECTIVE ACTION PLAN

YEAR ENDED AUGUST 31, 2014

Corrective Action Plan

Program

N/A No Corrective Action Required
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LEE COLLEGE DISTRICT
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED AUGUST 31, 2014

Management's Explanation
Finding/Recommendation Current Status If Not Implemented

N/A - No Prior Findings
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