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INDEPENDENT AUDITOR’S REPORT

To the Oversight Committee of
Cancer Prevention and Research Institute of Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and
governmental fund of Cancer Prevention and Research Institute of Texas (CPRIT), a
component unit of the State of Texas, as of and for the year ended August 31, 2015, and the
related notes to the financial statements, which collectively comprise CPRIT's basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these basic financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (U.S. GAAS) 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 basic financial statements are free of material misstatement.

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

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



Opinions

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and governmental fund
information of CPRIT as of August 31, 2015, and the respective changes in financial position
for the year then ended in accordance with U.S. GAAP.

Other Matters
Required Supplementary Information

U.S. GAAP requires that the management’s discussion and analysis and budgetary comparison
schedule, as listed 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 (GASB), 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 U.S. GAAS, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 4, 2015, on our consideration of CPRIT's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, 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 CPRIT’s internal control over financial reporting and compliance.

%c@oﬂ-c& QFW/ LLp

Houston, Texas
December 4, 2015
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Introduction

This section of the Cancer Prevention and Research Institute of Texas (CPRIT) annual financial report
presents management's discussion and analysis of CPRIT’s financial performance during the fiscal year that
ended on August 31, 2015. Please read it in conjunction with the CPRIT’s financial statements, which follow
this section.

The State of Texas established the CPRIT to fund grants for cancer research and prevention. CPRIT is
charged by the Texas Legislature to:

e Create and expedite innovation in the area of cancer research, thereby enhancing the potential for
a medical or scientific breakthrough in the prevention of cancer and cures for cancer;

e Attract, create, or expand research capabilities of public or private institutions of higher education
and other public or private entities that will promote a substantial increase in cancer research and in the
creation of high-quality new jobs in this State; and

e Continue to develop and implement the Texas Cancer Plan by promoting the development
and coordination of effective and efficient statewide public and private policies, programs, and
services related to cancer and by encouraging cooperative, comprehensive, and complementary
planning among the public, private, and volunteer sectors involved in cancer prevention, detection,
treatment, and research.

The CPRIT is governed by an Oversight Committee, composed of 9 members who are appointed by the
Governor, Lieutenant Governor, and Speaker of the House.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to CPRIT's basic financial statements,
comprised of three components: 1) management's discussion and analysis, 2) basic financial
statements, and 3) notes to the financial statements. The basic financial statements are presented in a
combined format including the Combined Balance Sheet/Statement of Net Position and Combined
Statement of Revenue, Expenditures and Changes in Fund Balance/Statement of Activities for the
governmental funds.

e The Statement of Net Assets and Statement of Activities provide information about the CPRIT's
overall financial position and results. These statements are presented on an accrual basis.

e The basic financial statements also include a "Notes to Financial Statement” section which
explains some of the information presented in the combined financial statements and provides
additional detailed data.

e The fund financial statements (Balance Sheet and Statement of Revenue, Expenditures and
Changes in Fund Balance) provide information about CPRIT’s governmental fund activities
funded primarily through state appropriation of bond proceeds for which CPRIT follows a
modified accrual basis of accounting.

The remainder of this overview section of the management's discussion and analysis explains the
structure and contents of each of these statements.
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Government-Wide Financial Statements

The Statement of Net Position shows governmental activities on a full accrual basis. The Statement of
Activities presents a government-wide format of expenses, operating grants and contributions and net
expenses by governmental activities.

Schedule of Net Position

The following table reflects condensed information on the CPRIT’s accumulated net assets and deficit at
August 31, 2015 and 2014:

ASSETS
2015 2014 Change %
CURRENT ASSETS
Cash and cash equivalents
In state treasury $ 858,724 $ 820,441 $ 38,283 5%
Due from other agencies 31,468,269 11,992,944 19,475,325 162%
Prepaid items - 142,965 (142,965) -100%
Consumable inventories 5,555 10,245 (4,690) 46%
Total current assets 32,332,548 12,966,595 19,365,953 149%
CAPITAL ASSETS
Building improvements 699,679 - 699,679 100%
Less: Accumulated depreciation (3,693) - (3,693) -100%
Furniture and equipment 401,124 401,124 - 0%
Less: Accumulated depreciation (389,808) (370,176) (19,632) -5%
TOTAL ASSETS $ 33,039,850 $ 12,997,543 $ 20,042,307 154%
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable $ 6,723,259 $ 11,372,900 $ (4,649,641) -41%
Accrued payroll 295,685 277,574 18,111 7%
Due to other agencies 22,438,749 27,850,649 (5,411,900) -19%
Employees' compensable leave 585,500 268,934 316,566 118%
Total current liabilities 30,043,193 39,770,057 (9,726,864) -24%
LONG-TERM LIABILITIES
Employees' compensable leave 190,840 446,822 (255,982) 57%
TOTAL LIABILITIES 30,234,033 40,216,879 (9,982,846) -25%
NET POSITION (DEFICIT)
Invested in capital assets $ 707,302 $ 30,948 $ 676,354 2185%
Unrestricted 2,098,515 (27,250,284) 29,348,799 108%
TOTAL NET POSITION (DEFICIT) $ 2,805,817 $ (27,219,336) $ (30,025,153) 110%

In fiscal year 2015, CPRIT received legislative appropriations that provided for annual funding for staff
and associated on-going operations costs as well as funding to award cancer prevention, research, and
product development projects.

In comparison to fiscal year 2014, there was an increase in current assets by $19.4 million which mirrors
the increase in the due from other agencies line item, which represents the net change between the
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beginning and ending balances of the treasury account that holds bond proceeds for CPRIT issued by the
Texas Public Finance Authority (TPFA). This means that CPRIT expended the majority of the $244.6
million in bond proceeds issued during fiscal year 2015 for grant payments and agency operations.

The majority of the current liabilities fall into two categories, accounts payable and due to other agencies.
Accounts payable represents payable balances for operating expenses outstanding at the end of fiscal year
2015, and the due to other agencies amount is an estimate of grantee reimbursements owed to but as yet
not requested by state institutions of higher education at the end of the fiscal year. Included in both
current and long-term liabilities are the current and non-current portions, respectively, of employees'
compensable leave. These amounts together represent the unpaid balances of employees' accumulated
annual leave.

Schedule of Activities

The Schedule of Activities reflects the sources of CPRIT's changes in net position as they arise through its
various programs and functions. CPRIT operations and prevention grants are shown as governmental
activities.

The table below shows transfers in for CPRIT's governmental activities totaled $253.5 million. The
transfers were primarily received through legislative appropriations of bond proceeds that were
transferred to CPRIT by the Texas Public Finance Authority (TPFA) and provided funding for CPRIT’s
staff (32 FTEs), office space and fixtures, and grant award operations.

Increase/Decrease
2015 2014 Amount %

REVENUES
License, fees and permits $ 77,470 $ 15,000 $ 62,470 416%
Interest and investment income 82 8 74 925%
Other 15,323 372,877 (357,554) -96%

Total revenues 92,875 387,885 (295,010) -76%
EXPENSES
Grants 148,993,530 153,389,186 (4,395,656) -3%
Operations 16,528,053 14,960,092 1,567,961 10%

Total expenses 165,521,583 168,349,278 (2,827,695) -20%
Change in net position before other financing
sources (165,428,708) (167,961,393) 2,532,685 2204
OTHER FINANCING SOURCES
Transfers in - Legislative appropriations 253,458,445 235,485,805 17,972,641 8%
Transfers out - Legislative requirements (58,004,585) (94,609,652) 36,605,067 -39%
Total other financing sources 195,453,861 140,876,153 54,577,708 39%
CHANGE IN NET POSITION 30,025,153 (27,085,240) 57,110,393 -211%
BEGINNING NET POSITION(DEFICIT) (27,219,336) 182,365 (27,401,701) -15026%
ADJUSTMENT - (316,461) (316,461) -100%
ENDING NET POSITION(DEFICIT) $ 2,805,817 $ (27,219,336) $ 30,025,153 -110%

The license, fees, and permits revenue increased in the fiscal year based on the collection of specialty
license plate fees. The other revenues amount also decreased by 96 percent, reflecting $15,000 in product
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development application fee compared to $69,000 of fee revenue in fiscal year 2014. The amount of
product development research application fee collections varies from year to year depending on the
number of product development research applications the agency receives. The other reason for the
significant decrease is the one-time receipt of $303,877 in fiscal year 2014 from the settlement paid by
CPRIT’s Foundation.

In fiscal year 2015, CPRIT continued to process a large number of grantee reimbursement payments as
reflected by the combination of $148.9 million in grant expenditures and $58 million in transfers out, the
majority of which was state pass-through grant payments to state academic institutions with CPRIT grants.
The transfers in in the amount of $253.5 million is dependent on current year cash transferred from TPFA
for the issuance of general obligation commercial paper notes on CPRIT’s behalf and the prior year’s cash
balance for grant encumbrances brought forward to the current year.

General Fund Budgetary Highlights

The original budget appropriated by the legislature was amended through authority provided in the
General Appropriations Act that allows agencies to reallocate funds between strategies. The reallocations
were made from the research grant strategy to the grant review and award operations and indirect
administration strategies to cover the pre- and post-award management of CPRIT’s grants. Variances
between final budget and actual are the result of increased resources—additional in-flows from increased
appropriated receipts (product development application fees) and transfers in of encumbered award
balances from prior years for grantee payments. With regard to the uses of resources, variances are
attributable to decreased grant award activity due to the state leadership imposed moratorium on grant
making. See page 19 for a budgetary comparison schedule.

Future Outlook

For the 2016-17 biennium, the 84™ Texas Legislature fully funded CPRIT with the maximum $300
million in general obligation bond proceeds per year allowed by law.

With more than 500 active grant awards, CPRIT will continue to process a high volume of grantee
reimbursement payments each quarter of the year as well as other financial reports required to be
submitted annually. In conjunction with the continued high volume in grantee reimbursements, CPRIT
estimates it will request that TPFA issue approximately $277.3 million in additional debt to support grant
reimbursement payments and operating expenses during fiscal year 2016.

Request for Information

This financial report is designed to provide a general overview of CPRIT’s operations for all parties
interested in the government's finances. Questions concerning any of the information provided in this
report or request for additional financial information should be addressed to the Cancer Prevention and
Research Institute of Texas, Chief Operating Officer, P.O. Box 12097, Austin, Texas 78711.
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ASSETS
CURRENT ASSETS
Cash and cash equivalents
In state treasury
Due from other agencies
Consumable inventories

Total current assets

Capital Assets
Depreciable

Buildings and Building improvement

Accumulated depreciation
Furniture and equipment

Accumulated depreciation

TOTAL ASSETS

CURRENT LIABILITIES
Payables from:
Accounts payable
Payroll
Due to other agencies
Employees” compensable
leave-current portion

Total current liabilities

LONG-TERM LIABILITIES
Employees” compensable leave

TOTAL LIABILITIES

FUND BALANCES
Nonspendable
Committed
Unassigned

Total fund balances

TOTAL LIABILITIES AND FUND
BALANCES

Government-Wide Statement of Net
Position
NET POSITION
Invested in capital assets, net of
related debt
Unrestricted

Total net position

TOTAL LIABILITIES AND NET
POSITION

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

Governmental Capital Long-Term

General Funds Assets Liabilities Other Statement
Fund Total Adjustments Adjustment Adjustments of Net Position

$ 858,724 $ 858,724 - $ - $ - $ 858,724
31,468,269 31,468,269 - - - 31,468,269
5,555 5,555 - - - 5,555
32,332,548 32,332,548 - - - 32,332,548

- - 699,679 - - 699,679
- - (3,693) - - (3,693)

- - 401,124 - - 401,124
- - (389,808) - - (389,808)

$ 32,332,548 $ 32,332,548 707,302 $ - $ - $ 33,039,850
$ 6,723,259 $ 6,723,259 - $ - $ - $ 6,723,259
295,685 295,685 - - - 295,685
22,438,749 22,438,749 - - - 22,438,749

- - - 585,500 - 585,500

29,457,693 29,457,693 - 585,500 - 30,043,193

- - - 190,840 - 190,840

29,457,693 29,457,693 - 776,340 - 30,234,033
5,555 5,655 (5,555) -

887,437 887,437 (887,437) -
1,981,863 1,981,863 (1,981,863) -
2,874,855 2,874,855 (2,874,855) -

$ 32,332,548 $ 32,332,548

707,302 $ - - $ 707,302

- (776,340) 2,874,855 2,098,515

707,303 $ (776,340) $ 2,874,855 $ 2,805,817

7

$ 33,039,850
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Total Capital q Long-Term Statement
General Governmental Assets Liabilities Other of
Fund Funds Adjustments Adjustment Adjustments Activities
REVENUES
Interest income $ 82 $ 82 3 - $ - 3 - $ 82
License fees and permits 77,470 77,470 - - - 77,470
Other 15,323 15,323 - - - 15,323
Total revenues 92,875 92,875 - - - 92,875
EXPENDITURES / EXPENSES
Salaries and wages 2,975,581 2,975,581 - 60,584 - 3,036,165
Payroll related costs 534,763 534,763 - - - 534,763
Professional fees and services 12,206,391 12,206,391 - - - 12,206,391
Travel 72,975 72,975 - - - 72,975
Materials and supplies 55,136 55,136 - - - 55,136
Communication and utilities 143,351 143,351 - - - 143,351
Repairs and maintenance 28,482 28,482 - - - 28,482
Rentals and leases 252,535 252,535 - - - 252,535
Printing and reproduction 1,162 1,162 - - - 1,162
State grant payment-pass-thru 111,683,376 111,683,376 - - - 111,683,376
Public assistance payments 37,310,154 37,310,154 - - - 37,310,154
Other expenditures 173,768 173,768 - - - 173,768
Capital outlay 699,679 699,679 (699,679) - - R
Depreciation expense - - 23,325 - - 23,325
Total expenditures 166,137,353 166,137,353 (676,354) 60,584 - 165,521,583
CHANGE IN NET POSITION BEFORE
OTHER FINANCING SOURCES (166,044,478) (166,044,478) 676,354 (60,584) - (165,428,708)
OTHER FINANCING SOURCES
Transfer in — Legislative appropriations 253,458,446 253,458,446 - - - 253,458,446
Transfer out — Legislative requirements (58,004,585) (58,004,585) - - - (58,004,585)
Net Transfers 195,453,861 195,453,861 - - - 195,453,861
Net change in fund balances/net position 29,409,383 29,409,383 676,354 (60,584) - 30,025,153
FUND BALANCES
Fund balances (deficit), September 1, 2014 (26,534,528) (26,534,528) 30,948 (715,756) - (27,219,336)
Fund balances, August 31, 2015 $ 287485 $ 2874855 § 707,302 % (776,340) $ -
Government-Wide Statement of Activities
Net Position, September 1, 2014 $ (27,219,336)
Net Position, August 31, 2015 $ 2,805,817

The accompanying notes are an integral part of these financial statements.
8
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NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of CPRIT have been prepared in conformity with accounting
principles generally accepted in the United States of America as applied to a local governmental agency.
The Governmental Accounting Standards Board (GASB) is the accepted primary standard-setting body
for establishing governmental accounting and financial reporting principles. CPRIT's significant
accounting policies are described below.

A. Basis of Presentation

The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the non-fiduciary activities of CPRIT. Under the GASB
Statement No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for
State and Local Governments, CPRIT qualifies as a special purpose government with one
program, to support cancer research and prevention efforts in the State of Texas. All activities of
CPRIT are considered governmental activities, as defined by GASB. GASB Statement No. 34
allows such entities to combine the presentation of the fund financial statements and the
government-wide financial statements, rather than present separate statements. Adjustments are
provided to reconcile the government-wide statements to the fund statements. Explanations for
reconciling items in the “Adjustments” column are provided on the face of the financial
statements.

B. Measurement Focus and Basis of Accounting

Fund Financial Statements

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. Governmental fund financial statements are presented using “current
financial resources measurement focus” and “modified accrual basis of accounting.” With this
measurement focus, only current assets and current liabilities generally are included on the
balance sheet. The operating statements of these funds present increases and decreases in net
current assets. Under the modified accrual basis of accounting, revenues are recognized when
they become susceptible to accrual - that is, when they become both measurable and available to
finance expenditures of the fiscal period. “Measurable” means the amount of the transaction can
be determined and ‘“‘available” means collectible within the current period or soon enough
thereafter to be used to pay liabilities of the current period. CPRIT considers all revenues as
available if it is collected within 60 days after the year end. Expenditures are generally recognized
under the modified accrual basis of accounting when the related fund liability is incurred.

General Fund
The following sub-funds collectively comprise the general fund.

a) TPFA G.O. Commercial Paper Series A&B Cancer Project Fund (fund 7639) is the capital
projects fund used to account for general obligation bond proceeds issued by the Texas Public
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Finance Authority. The purpose of the bond proceeds is to account for CPRIT operations,
including providing cancer research and prevention grants. It accounts for all financial
resources except those required to be accounted for in another fund.

b) Cancer Prevention and Research Fund (fund 5136) is used to receive fees for company
applications and any miscellaneous revenues of CPRIT.

c) License Plate Trust Fund (fund 0802) is used to receive fees charged for specialty license
plates in addition to motor vehicle registration fees.

Government-wide Adjustment Fund Types

The statement of net position and statement of activities display information about CPRIT as a
whole. The statement of net position and statement of activities were prepared using the
“economic resources measurement focus” and the “accrual basis of accounting.” Revenues,
expenses, gains, losses, assets, and liabilities are recognized when the underlying transactions
take place. This includes unpaid employee compensable leave, capital assets and accumulated
depreciation.

Budget and Budgetary Accounting

The budget is prepared biennially and represents appropriations authorized by the Texas
Legislature and approved by the State’s Governor (the General Appropriations Act). The State
monitors its statewide budget by establishing the legal level of control at the agency level to
ensure that expenditures are not made in excess of budgetary authority. Within CPRIT,
procedures are used to ensure that expenditures do not exceed the total budget, but the
Comptroller ultimately ensures that each total authorized agency budget is not exceeded.

Unencumbered appropriations are generally lapsed 60 days after the end of the fiscal year for
which they have been appropriated.

Fund Balances/Net Position

The difference between fund assets and liabilities is "Net Position" on the government-wide
statements and the "Fund Balance" is the difference between fund assets and liabilities on the
governmental fund statements.

CPRIT follows GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions, to classify its governmental fund balances as follows:

a) Non-spendable Fund Balance: This classification includes amounts that cannot be spent
because they are either (a) not in spendable form or (b) legally or contractually required
to be maintained intact. The "not in spendable form™ criterion includes items that are not
expected to be converted to cash, for example, inventories and prepaid amounts if any. It
also includes the long-term amounts of loans and notes receivable, as well as property

10
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b)

d)

acquired for resale. However, if the use of the proceeds from the collection of those
receivables or from the sale of those properties is restricted, committed, or assigned, then
they should be included in the appropriate fund balance classification (restricted,
committed, or assigned), rather than nonspendable fund balance. The corpus (or
principal) of a permanent fund is an example of an amount that is legally or contractually
required to be maintained intact.

Restricted Fund Balance: These are amounts that are restricted for specific purposes.
Fund balance is reported as restricted when constraints placed on the use of resources are
either (a) externally imposed by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments, or (b) imposed by law through
constitutional provisions or enabling legislation.

Committed Fund Balance: These are amounts that can only be used for specific purposes
pursuant to constraints imposed by a formal action of the government’s highest level of
decision-making authority. Those committed amounts cannot be used for any other
purpose unless the government removes or changes the specified use by taking the same
type of action (for example, legislation, resolution, ordinance) it employed to previously
commit those amounts. Committed fund balances also incorporate contractual obligations
to the extent that existing resources in the fund have been specifically committed for use
in satisfying those contractual requirements. Compliance with constraints imposed by the
government that commit amounts to specific purposes is not considered to be legally
enforceable and may be redeployed for other purposes with appropriate due process.
Amounts used only for specific purposes pursuant to constraints imposed by a formal
action of the Texas Legislature, the state's highest level of decision making authority.

Assigned Fund Balance: Amounts constrained by the state's intent to be used for specific
purposes, but are neither restricted nor committed. Intent is expressed by: (1) the Texas
Legislature or (2) a body (for example, a budget or finance committee) or official to
which the governing body has delegated CPRIT to assign amounts to be used for specific
purposes.

Unassigned Fund Balance: The residual classification for the general fund which
represents fund balances that were not assigned to other funds, and were not restricted,
committed or assigned to specific purposes within the general fund.

Under the government-wide financial statements, net position is classified into three components
as follows:

a) Invested in capital assets: This component of net position consists of capital assets,
net of accumulated depreciation and reduced by any bonds, notes, or other
borrowings.

b) Restricted: This component of net position consists of constraints on use placed on
net position through external constraints imposed by creditors, grantors, contributors,

11
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or laws or regulations of other governments or constraints imposed by law through
contractual provisions or enabling legislation.

c) Unrestricted: This component of net position consists of net position that does not
meet the definition of “invested in capital assets™ or “restricted”.

Cash and Cash Equivalents

Short-term, highly liquid investments with an original maturity of three months or less are
considered cash equivalents. Cash held in the State’s Treasury are derived from the sale of
"Texans Conqguer Cancer" and “A Fine Cause” specialty license plates and fees from company
product development applications. These funds are utilized, subject to legislative appropriations,
for additional cancer prevention grants and to defray the cost of CPRIT’s due diligence reviews
on product development grants.

Consumable Inventories

Consumable inventories consist of items purchased by CPRIT for (a) reissue/reuse, which CPRIT
controls as part of its ongoing operations (e.g., hardware items, or maintenance parts that have a
long shelf life and are stocked by CPRIT). Inventories are valued at cost, generally using the first-
in, first-out method. The consumption method of accounting is used to account for inventories
and prepaid items that appear in the governmental and proprietary fund types. The cost of these
items is expensed when the items are consumed.

Due from/to Other Agencies

Amount due from other agencies are appropriations due to CPRIT that have not been received at
year end. Amount due to other agencies are grant funds payable to other state agencies, including
state institutions of higher education.

Capital Assets

Assets with an initial, individual cost of more than $5,000 and an estimated useful life in excess
of one year are capitalized. These assets are capitalized at cost or, if donated, at appraisal fair
value as of the date of acquisition. Purchases of assets by governmental funds are reported as
expenditures. Depreciation is reported on all "exhaustible" assets in the entity-wide financial
statements. Maintenance and repairs are charged to operations when incurred.

Capital assets are depreciated over the estimated useful life of the asset (5 years) using the
straight-line method.

Accounts Payable

Accounts payable represents the liability for the value of assets or services received at the balance
sheet date for which payment is pending.

12
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Austin, Texas

Notes to the Financial Statements
August 31, 2015

Employees’ Compensable Leave Balances

Employees' compensable leave balances represent the liability that becomes "due™ upon the
occurrence of relevant events such as resignations, retirements, and uses of leave balances by
covered employees. Liabilities are reported separately, either as current or noncurrent, in the
statement of net position. These obligations are normally paid from the same funding source from
which each employee's salary or wage compensation was paid.

Administrative Expenses

Administrative expenses include agency operation costs and grant payments to organizations for
cancer research and prevention projects authorized by CPRIT’s Oversight Committee.

Inter-fund Transactions and Balances

CPRIT may have the following types of transactions among funds: (1) Transfers - Legally
required transfers that are reported when incurred as "Transfers In" by the recipient fund and as
"Transfers Out" by the disbursing fund. (2) Legislative Sources/Uses — Budget transfers between
agencies within a fund. In this particular instance, CPRIT is required to transfer funds to the
Texas Department of State Health for the Texas Cancer Registry.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect certain reported amounts and disclosures. Actual
results could differ from those estimates. There were no significant estimates included in the
financial statements.

NOTE 2 — CAPITAL ASSETS

A summary of capital assets for the year ended August 31, 2015 is presented below:

Balance Balance
09/01/2014 Additions Retirements Transfers 08/31/2015

Governmental Activities
Capital assets:

Building improvements $ $ 699,679 $ 699,679

Furniture and equipment 401,124 - 401,124
Total 401,124 $ 699,679 1,100,803
Less accumulated depreciation for:

Building improvements - (3,693) (3,693)

Furniture and equipment (370,176) (19,632) (389,808)
Total (370,176) (23,325) (393,501)
Governmental activities capital
assets, net: $ 30,948 $ 676,354 $ 707,302
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

Notes to the Financial Statements
August 31, 2015

Depreciation expense for the year ended August 31, 2015 was $23, 325.
NOTE 3 — DEPOSITS

As of August 31, 2015, the carrying amount of deposits for CPRIT was $858,724. CPRIT's cash is held in
the State’s Treasury and has no interest rate risk or credit risk.

Custodial Credit Risk — Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the deposits may not be returned
to the government. All of CPRIT’s deposits are held by the Comptroller, in the State’s Treasury. Deposits
of the State of Texas are managed by the Comptroller. Deposits that exceed the $250,000 of insurance
coverage by the Federal Deposit Insurance Corporation (FDIC) are collateralized in accordance with
Comptroller’s policy.

NOTE 4 — SHORT-TERM DEBT (NOT APPLICABLE)
NOTE 5— SUMMARY OF LONG TERM LIABILITIES
Changes in Long-Term Liabilities

During the year ended August 31, 2015, the following changes occurred:

Amount Due
Governmental Balance Balance within One Amount Due
Activities 09/01/2014 Additions Reductions 08/31/2015 Year Thereafter
Compensable
leave $ 715,756 $ 409,228 $ (348,644) $ 776,340 $ 585,500 $ 190,840

Employees’ Compensable Leave

A State employee is entitled to be paid for all unused vacation time accrued, in the event of the
employee's resignation, dismissal, or separation from State employment, provided the employee has had
continuous employment with the State for six months. Expenditures for accumulated annual leave
balances are recognized in the period paid or taken in governmental fund types. For these fund types, the
liability for unpaid benefits is recorded in the Statement of Net Assets. An expense and liability for
proprietary fund types are recorded in the proprietary funds as the benefits accrue to employees. No
liability is recorded for non-vesting accumulating rights to receive sick pay benefits.

NOTE 6 — BONDED INDEBTEDNESS (NOT APPLICABLE)
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

Notes to the Financial Statements
August 31, 2015

NOTE 7 — CAPITAL LEASES (NOT APPLICABLE)

NOTE 8 — OPERATING LEASES

CPRIT leased certain office space that expired February 2015 and was not renewed. Rental expenses of
$142,965 were incurred and included in the expenditures reported in the financial statements.

NOTE 9— EMPLOYEE BENEFITS

CPRIT contributes to the Employee Retirement System of Texas (the System), a cost-sharing, multiple-
employer, defined benefit plan. The System provides service retirement, disability retirement benefits,
and death benefits to plan members and beneficiaries. The System operates under the authority of
provisions contained primarily in Texas Government Code, Title 8, Subtitle B, which is subject to
amendment by the Texas Legislature. Under provisions in state law, plan members are required to
contribute 6% of their annual salary. The System's annual financial report and other required disclosure
information are available by writing the Employees Retirement System of Texas, P.O. Box 13207,
Austin, Texas, 78711-3207. CPRIT contributed the state’s share of benefits totaling $338,135, $242,196,
and $208,170, respectively, to the System for the fiscal year ended August 31, 2015, 2014 and 2013.

NOTE 10 — DEFERRED COMPENSATION (NOT APPLICABLE)

NOTE 11 — POSTEMPLOYMENT HEALTH CARE AND LIFE INSURANCE BENEFIT (NOT
APPLICABLE)

NOTE 12 — INTERFUND ACTIVITY AND TRANSACTIONS (NOT APPLICABLE)
NOTE 13 — CONTINUANCE SUBJECT TO REVIEW (NOT APPLICABLE)

NOTE 14 — ADJUSTMENTS TO FUND BALANCE/NET ASSETS (NOT APPLICABLE)
NOTE 15— CONTINGENT LIABILITIES (NOT APPLICABLE)

NOTE 16 — SUBSEQUENT EVENTS

Management has evaluated subsequent events through December 4, 2015; the date the financial
statements were available to be issued. No changes were made, or are necessary to be made, to the
financial statements, as a result of this evaluation.

NOTE 17 — RISK MANAGEMENT (NOT APPLICABLE)

NOTE 18 — MANAGEMENT DISCUSSION AND ANALYSIS (SEE PAGE 3)

NOTE 19 — REPORTING ENTITY
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

Notes to the Financial Statements
August 31, 2015

Considerations regarding the potential for inclusion of other entities, organizations, or functions in the
financial reporting entity are based on the criteria prescribed by accounting principles generally accepted
in the United States of America (U.S. GAAP). These same criteria are evaluated in considering whether
CPRIT is a part of any other governmental or other type of reporting entity. The overriding elements
associated with the prescribed criteria considered in determining that CPRIT's financial reporting entity
status is that of a component unit are: that it does not have a separately elected governing body; and it is
not fiscally independent of other state and local governments.

Based on criteria prescribed by U.S. GAAP, CPRIT is considered a component unit of the State of Texas.
The primary criterion for this is that of financial accountability. The State appoints voting Oversight
Committee members and approves CPRIT's budget.

NOTE 20 — STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (NOT APPLICABLE)

NOTE 21(a) — NATURE OF OPERATIONS

The Cancer Prevention and Research Institute of Texas (CPRIT) is an agency of the State of Texas (State)
and its financial records comply with state statutes and regulations. This includes compliance with the
Texas Comptroller of Public Accounts' (Comptroller) Reporting Requirements for Annual Financial
Reports of State Agencies and Universities.

In 2007, Texans overwhelmingly approved a constitutional amendment to create CPRIT and fund $3
billion in grants to support cancer research and prevention efforts in Texas. For the next decade, CPRIT
will work on behalf of all Texans to: (1) create and expedite innovation in the area of cancer research, and
in enhancing the potential for a medical or scientific breakthrough in the prevention of cancer and cures
for cancer; (2) attract, create, or expand research capabilities of public or private institutions of higher
education, and other public or private entities, that will promote a substantial increase in cancer research
and in the creation of high-quality new jobs in this state; and (3) develop and implement the Texas Cancer
Plan.

CPRIT is primarily funded through State appropriations financed through sale of general obligation debt
provided by the Texas Public Finance Authority (TPFA).

NOTE 21(b) — CANCER PREVENTION AND RESEARCH AWARDS

CPRIT has entered into various grant contract awards with third party grant recipients to perform cancer
prevention and research activities through 2015. The outstanding value of these grants awards as of
August 31, 2015, totals approximately $552,319,340. Payments will be made from bond proceeds issued
by TPFA and provided to CPRIT under annual appropriation.

NOTE 21(c) — LIQUIDITY ((NOT APPLICABLE)

NOTE 21(d) — BOND ISSUANCE

16



CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

Notes to the Financial Statements
August 31, 2015

As provided by statute, CPRIT submits requests to TPFA to issue and sell general obligation commercial
paper of the state as authorized by Section 67, Article Il1, Texas Constitution. TPFA is not authorized to
issue or sell more than $300 million in general obligation debt in a single state fiscal year. Proceeds of the
debt are required to be deposited into the state treasury, and may be only used for 1) making grant
payments, 2) purchasing laboratory facilities, 3) paying operating cost of CPRIT, or 4) paying the cost of
issuing the debt and related administrative cost of TPFA. As of August 31, 2015, $793,554,128 has been
disbursed by TPFA since CPRIT was formed in 2008. The commercial paper is a general obligation of
the State of Texas and is not a specific obligation of CPRIT.

For the year ended August 31, 2015, CPRIT received proceeds from the sale of debt of approximately
$244,600,000, which are included in “Transfers In” from other entities on the Statement of Activity.

NOTE 22 — DONOR RESTRICTED ENDOWMENTS (NOT APPLICABLE)
NOTE 23 — EXTRAORDINARY AND SPECIAL ITEMS (NOT APPLICABLE)

NOTE 24 — DISAGGREGATION OF RECEIVABLE AND PAYABLE BALANCES (NOT
APPLICABLE)

NOTE 25 — TERMINATION BENEFITS (NOT APPLICABLE)

NOTE 26 — SEGMENT INFORMATION (NOT APPLICABLE)
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

BUDGETARY COMPARISON SCHEDULE (Unaudited)

For the Year Ended August 31, 2015

Budgetary Balance, Sep 1, 2014

Resources (Inflows):
Appropriated Receipts
Other
Transfer in-Legislative Appropriations

Total Resources

Uses of Resources (Outflows):
Operations
Grants
Transfer out-Legislative Requirements

Total Uses of Resources
Budgetary Fund Balance(Deficit),
August 30, 2015

Actual Variance with

Original Final (Budgetary Budget Positive/
Budget Budget Basis) (Negative)

$ 346,508 $ 415,508 $ (26,534,528) $ (26,950,036)
- 15,324 77,470 62,146
16,000 31,000 15,405 (15,595)
300,000,000 302,837,738 253,458,445 (49,379,293)
300,362,508 303,299,570 227,016,792 (76,282,778)
9,934,328 20,480,166 17,143,823 3,336,344
287,112,118 279,459,018 148,993,530 130,465,488
2,969,554 2,969,554 58,004,584 (55,035,030)
300,016,000 302,908,738 224,141,937 78,766,801

$ 346,508 $ 390,832 $ 2,874,855 $ 2,484,023
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS

Austin, Texas

BUDGETARY COMPARISON SCHEDULE (Unaudited)

For the Year Ended August 31, 2015

(Continued)

Explanation of Differences Between Budgetary Inflows and GAAP Revenues:

Sources/Inflows of Resources

Differences — budget to GAAP:
The balance at the beginning of the year is a budgetary item but is not current year
revenue for financial reporting purposes.
The transfer in is a budgetary resource but is not current year revenue for financial
reporting purposes.

Total revenue as reported on the statement of activities and governmental fund
revenues, expenditures, and changes in fund balances

Explanation of Differences Between Budgetary Outflows and GAAP
Expenditures:

Uses/Outflows of Resources
Differences — budget to GAAP:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense.

Governmental funds report capital outlay as expenditures. However, in the
statement of activities, the cost of those assets is reported as buildings and buildings

improvements.

The transfer out is a budgetary uses but is not current year expenditures for financial

reporting purposes.

Long-term liabilities are not available to pay current period expenditures and
therefore, are not reported in the governmental funds.

Total expenditure as reported on the statement of governmental fund revenues,
expenditures, and changes in fund balances
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$ 227,016,792

26,534,528

(253,458,445)

$92,875

$ 224,141,937

23,325

(699,679)

(58,004,584)

60,584

$ 165,521,583
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CERTIFIED PUBLIC ACCOUNTANTS

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

To the Oversight Committee of
Cancer Prevention and Research Institute of Texas

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities and the governmental fund information of Cancer
Prevention and Research Institute of Texas (CPRIT), as of and for the year ended August 31,
2015, and the related notes to the financial statements, which collectively comprise CPRIT’s
basic finance statements, and have issued our report thereon dated December 4, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered CPRIT’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 CPRIT’s
internal control. Accordingly, we do not express an opinion on the effectiveness of CPRIT’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 a 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 than a material
weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we
did not identify any deficiencies in internal control that we consider 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 CPRIT’s financial statements are free
from 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 an
instance of noncompliance or other matter that is required to be reported under Government
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Auditing Standards and which is described in the accompanying schedule of findings and
responses as item 2015-001.

CPRIT’s Response to the Finding

CPRIT’s response to the finding identified in our audit is described in the accompanying
schedule of findings and responses. CPRIT’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on it.

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
CPRIT’s internal control or on compliance. This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering CPRIT’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose.

MCondl § Joe, L0

Houston, Texas
December 4, 2015
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas

SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED AUGUST 31, 2015

SECTION 1:
SUMMARY OF AUDITOR’S RESULTS

Financial Statements:

1. Type of auditor’s report issued: Unmodified
2. Internal control over financial reporting:
a) Material weaknesses identified? No
b) Significant deficiencies identified that are not
considered to be material weaknesses? No
¢) Noncompliance material to financial statements noted? No
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED AUGUST 31, 2015

FINDINGS - FINANCIAL STATEMENT AUDIT
Finding No. 2015-001: Noncompliance with Laws and Regulations

Condition: During the course of our audit, we noted one (1) instance out of twenty-five (25) where a
request for application was not posted to the Texas Register to publicly announce a funding opportunity
for Multi-Investigator Research Awards. We also noted that the interim compliance officer incorrectly
certified to the Oversight Committee that such posting was made based on the attestation of CPRIT’s
grants management support services contractor.

Criteria: Texas Administrative Code, Title 25, Part II, Chapter 703, Rule § 703.3 requires each request
for application to publicly announce in the Texas Register.

Effect: Noncompliance with State of Texas laws and regulations.

Cause: Although procedures are in place to follow protocols for request for an application for a grant
award, it appears that in this instance, proper procedures were not followed by designated personnel.

Recommendation: We recommend that CPRIT strengthen its oversight function related to posting
request for application for grant awards to ensure compliance with State of Texas laws and regulations.

Views of Responsible official and Planned Corrective Action: CPRIT management agrees that the
oversight function related to posting requests for applications (RFAS) should be strengthened. After an
initial verification by CPRIT’s third party grants administrator, the Chief Compliance Officer will re-
verify that RFAs are posted on the required sites.
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas
SCHEDULE OF PRIOR YEAR FINDINGS AND RESPONSES

FOR THE YEAR ENDED AUGUST 31, 2015

Prior year Findings:

Finding No. 2014-01: Deficiencies in Internal Control Over Financial Reporting

Condition: During the course of our audit procedures, we considered CPRIT’s internal controls over
financial reporting and noted deficiencies in those controls. The following instances were noted:

(1) CPRIT has not followed the accrual basis of accounting to record its grant expenses in their
government-wide financial statements and did not perform proper cut-off procedures at year-end
to ensure accrual of grant payments made subsequent to fiscal year-end for which grant activity
occurred during the fiscal year under audit. This resulted in an understatement of accounts
payable and expenses in the amount of approximately $27.3 million. The methodology used by
CPRIT follows the fund accounting guidelines that utilizes a current financial resources
measurement focus and a modified accrual basis of accounting, as opposed to government-wide
financial statements that follows the full accrual basis of accounting.

(2) Due to other agencies for approximately $9.2 million were accrued but not recorded in the proper
transfer in accounts that resulted in audit adjusting entries.

Criteria: Effective internal controls over financial reporting include process and procedures for proper
recording of transactions, timely reconciliation of general ledger account details to control accounts,
proper cut-off procedures and effective supervision, review and approval processes to ensure preparation
of financial statements in conformity with U.S. GAAP.

Effect: Deficiencies in internal control over financial reporting could result in a material misstatement of
CPRIT’s financial statements or omission of required disclosures under U.S. GAAP. However, necessary
adjustments have been made in the financial statements to correct identified misstatements.

Cause: CPRIT has relied on guidance from the Office of the State Comptroller of Public Accounts with
respect to the preparation of its annual financial statements and have not been able to fully vet, on a
timely basis, all aspects of recording certain financial transactions in accordance with U.S. GAAP. Hence,
CPRIT’s system of internal controls over its financial reporting processes with respect to these specific
transactions cannot be relied upon to generate reliable, accurate and consistently prepared annual financial
statements in accordance with U.S. GAAP on a timely basis.

Recommendation: Implementing an integrated internal control system is an on-going process. As such,
we recommend that management re-assess its internal control system under the guidance of the Office of
the State Comptroller of Public Accounts and implement controls to improve the financial statement close
process to be efficient, effective, timely and accurate in completion of financial reporting. Management
should also re-assess the adequacy of the design of its policies and procedures related to the preparation
of the financial statements in accordance with U.S. GAAP and should also seek additional guidance from
the Office of the State Comptroller of Public Accounts regarding the matter.

26



CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas
SCHEDULE OF PRIOR YEAR FINDINGS AND RESPONSES

FOR THE YEAR ENDED AUGUST 31, 2015

Current Status:

To address this finding, the accountant adjusted the year-end cut-off procedures to verify all accrued grant
payments were calculated correctly for the preparation of the Annual Financial Report and the “due to”
amount related to accruals for grant payments was reported to the Texas Public Finance Authority for the
shared cash entry of TPFA's Annual Financial Report. Furthermore, the accountant collaborated with the
accounting staff at the state academic institutions with CPRIT grants to ensure that the amounts of
accrued grant payments being reported by each institution to the Comptroller of Public Accounts’
Financial Reporting Section reconciled to CPRIT’s records.

Auditor’s Note: This finding was resolved.
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CANCER PREVENTION AND RESEARCH INSTITUTE OF TEXAS
Austin, Texas
SCHEDULE OF PRIOR YEAR FINDINGS AND RESPONSES
FOR THE YEAR ENDED AUGUST 31, 2015

Finding No. 2014-02: Ineffective Review of Grantee’s Reimbursement Requests

Condition: During the course of the audit, we reviewed grant expenditures recorded by CPRIT and noted
that grantees did not provide any invoices and other details to support financial status reports for 2 of the
60 samples that could be utilized to assist in ascertaining allowability and reasonableness of those
expenditures per the terms of the grant agreement.

Criteria: CPRIT’s adopted policies and procedures in November 2009 and are required to follow the term
of grant awards whereby grantees’ and CPRIT must ensure compliance with Uniform Grant Management
Standards.

Effect: Lack of adequate supporting documents increases the potential of processing grant disbursements
to grantees which they are not entitled to per the terms of grant agreements.

Cause: Ineffective review of grantees’ reimbursement requests.

Recommendation: We recommend that CPRIT strengthen its review of grant reimbursement requests to
ensure only allowable costs are paid to grantees per the terms of the agreement.

Current Status:

The grant accountants hired at the end of fiscal year 2014 as well as new grant accountant hired in fiscal
year 2015 to address staff turnover were provided instruction and guidance to ensure that they verify
supporting documentation for grant expenses during their review of grantee financial status reports. In
fiscal year 2015, CPRIT also implemented a prepayment review, or secondary review, of grantee
financial status reports by grant specialists. Through the prepayment review, the grant specialists ensure
that all expenditures in a financial status report are supported and that CPRIT’s requirements are applied
consistently across financial status reports.

Auditor’s Note: This finding was resolved.
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