Florida Agricultural and Mechanical University
Board of Trustees
ACTION ITEM

Thursday March 10, 2016
Agenda Item: VIIIA

Item Origination and Authorization

Policy Award of Bid Budget Amendment Change Order
Resolution Contract Grant Other__X__
Action of Board
Approved Approved w/ Conditions Disapproved ___ Continued Withdrawn
Subject: Five-Year Financial Plan for Intercollegiate Athletics
Rationale: The materials presented to the Board are accepted as providing assurance as follows:

° A comprehensive and reasonable plan has been developed to guide the financial
operations of the Intercollegiate Athletics Division for the five fiscal years
beginning July 1, 2016; and

e The operation of the Athletics Division over those five years will not unduly
increase the risk that the University’s other auxiliary funds will not be able to
meet their needs as separate auxiliary funds; and

e University senior management has developed a reasonable plan to address and
correct its past inappropriate accounting practices that did not recognize the
value of services provided by Athletics to the University over the past decade

e The management of University owned assets that are included in the revenue
assumptions of the five year plan, including those emanating from parking and
media rights, resides with Director of the Department of Intercollegiate
Athletics.

Attachments: Supporting Document A - Five-Year Financial Plan
Supporting Document B - Summary of FY 2016 through FY 2021
Supporting Document C- Background and Status Update
Supporting Document D - Excerpts from Approved Minutes of Board of Governors (BOG)
Audit and Compliance Committee of June 18, 2015
Excel worksheets detailing year-by-year budget plans

Recommendation: Based on the Five-Year Financial Plan, Summary of FY 2016 through 2021,
Background and Status Update and other documents presented to the Board, the Board
of Trustees approves the Five-Year Financial Plan to address the financial stability of
Athletics and the finding raised in the State of Florida Office of the Auditor
General, Operational Audit Report No. 2014-108, dated February 2014.



ACTION ltem - Supporting Document A

FLORIDA AGRICULTURAL AND MECHANICAL UNIVERISTY
INTERCOLLEGIATE ATHLETICS DIVISION
FIVE-YEAR FINANCIAL PLAN
FY 2017-2021

Executive Summary

The Florida Agricultural and Mechanical University (FAMU) Intercollegiate Athletics
Department (“Athletics™ or the “Department”) has developed a five-year fiscal plan
designed ensure a self-reliant and financially sound athletics program. The plan provides
for growth in revenues and a reduction of University support. By reducing the need for
University support. the plan ensures that Athletics does not increase the risk that the other
auxiliary enterprise operations (bookstore, food services vending. et al.) do not have the
resources to meet their needs as separale auxiliary enterprises. Moreover. the projected
increases in Athletics revenues address Finding No. 1 of Report No 2014-108 regarding

the financing of the Department.

It should also be noted that the University auxiliary enterprises are considered financially
sound and that recently executed contracts for food services. vending, and the bookstore
will provide increased cash flow for these enterprises. thereby ensuring that the use of
auxiliary funds to support Athletics will not put them at risk of not having enough
resources 1o provide excellent service to students and to meet their operational needs.

Given that the auxiliaries can meet their operational needs, and no General Revenue Fund
funding is used to support the Department, the University is, therefore, compliant with
the Board of Governors Regulation 9.007 that requires that auxiliary services shall
“support the educational endeavor of the institution and enhance its functioning:
therefore, they shall not detract or distract from this basic endeavor in any way,
financially or otherwise.”

Over the past decade, the Department, like the vast majority of athletics programs in the
nation, has needed University support to balance its budget. As of June 30. 2007, the
Athletics Department had an “amounts duc to other funds™ 0f $3.221,170. The most recent
audited and issued statements peg the amount due to other funds by Athletics as of June

30.2014. a1 $7,624.114.

Amounts due to/from other funds arise from inter-fund loans or services used/services
provided between funds. For instance. one fund may make an advance to another fund, or
one fund may provide services to another without payment at the time the services are

provided.

The audited statements do not include any supporting documentation or notes
demonstrating that these funds were intended to be repaid. nor are there any notes or loan



instruments indicating that these transfers were to be treated as loans requiring
repayment.

Further. in reviewing the financial records of prior years. current senior leadership has
become aware that while amounts reflecting support provided to Athletics by University
departments were recorded, inconsistent accounting practices applied over the last decade
resulted in tangible and financially quantifiable support provided by the Department to
various units across the campus not being recorded as “amounts due from™ the

University.

Examples of this support include the value of parking for attendees at football games and
similar events; the value of complimentary tickets to sporting events; multimedia rights;
support for travel by both the University Band and the Cheer Team; and ticketing
services related to non-athletic events, among other support areas.

While the review of supporting records is still underway. senior management believes
that several million dollars of value for such services should have been recorded and
summarized as amounts due from the University over the last ten years. Stated another
way. expenses were charged to Athletics that should have been sourced from other units.

We have initiated a conversation with the independent auditing firm located in
lacksonville that has audited the stand-alone financial statements of the Department for
four of the last five years concerning a plan 1o include a review of support for these “due
from™ amounts during the audit for the year ending June 30. 2016. The result of
retroactively applying generally accepted governmental accounting principles to record
“due from™ amounts could result in a cumulative adjustment to the Department’s
financial statements to record amounts that would offset the amounts that have been

reflected as amounts due to the University.

In light of the current and expected future financial soundness of the University’s other
auxiliary enterprises and the potential for recognizing amounts offsetting the recorded
amounts due to the University. the five year plan for Athletics summarized in the
accompanying attachment (see Document B) is based on achieving three strategic
objectives:

1. Establishing a facility maintenance fund to address life safety issues

2. Building Athletics reserves to handle emergencies, and

3. Replenishing auxiliary cash accounts

Revenues are projected to increase by 43.9 percent above the 2015-2016 expected final
budgetary outcome. The primary reason for this increase is the implementation of the
Department’s Strategic Plan that includes a new 21 - century athletics revenue model
that is efficient. monetizes traditional and non-traditional athletics assets. and grows 12
Athletic business lines substantially over the next five vears.

The key components of this increase include an increase in Football Game Guarantees.
from $685.000 in the current year to $2.6 million in 2020-2021. increase in licensing



revenues. from $100.000 to 500.000, an increase in Athletics donations, from $500.000 10
$1 million, and growth in advertising revenue over six vears. from $200,000 to $1.2
million. Fundraising revenues are expected to grow from $500,000 in the current year to

$700.000 in 2020-2021.

As stated above. the University is in the process of changing the way in which it derives
revenues from guaranteed games. The new 21% - century revenue model allows the
University to maximize non-conference footbal]l game revenues through game ownership
rights that do not limit earned revenues. Prior non-conference games considered
“Classics™ limited football game revenues to a set talent fee defined by promoters or net
revenues shared equally with opponents. The new revenue model provides FAMU
primary ownership rights to all non-conference games defined as Classic in which it
participates. Future Football Game Ownership Rights will provide the following
additional benefits:

1. Ticket Sales: If ticket sales surpass an agreed upon threshold amount, FAMU will
receive an incentive payment beyond the base guarantee amount.

2. Sponsorships: FAMU will be able to solicit sponsors for the engagement. FAMU
will work with sponsors to acquire lucrative sponsorships. FAMU reserves the
right to forbid sponsorship deemed detrimental to the institution.

3. Television Revenues: FAMU will be able to collect a percentage of any television
revenues collected by the sponsor.

In addition to these revenue-based incentives, FAMU will gain brand recognition and
benefit in the following areas:

1. Negotiated hotel rates with the best locations for fans 1o enhance attendance

2. Strategic introductions to corporate partners to build key relationships

3. Assisting FAMU with recruiting student-athletes

Along with implementing a new model for structuring game guarantees, the Department
is implementing new models for athletic advertising. football and basketball season ticket

sales. and fundraising.

The Department's Strategic Plan also includes operational goals and objectives that apply
both defensive costs saving strategies that create efficiencies and aggressive offensive
strategies that generate revenue growth as outlined below:

Efficiency Measures include:

1. Changes in the Department’s organizational structure, implementing best
practices and new practices, increasing focus on becoming self-reliant, and
increasing accountability will help to ensure the revenue and expenditure
benchmarks are fulfilled

2. Team travel expenses will be examined and competitive bids for service extended.



"
J.

Existing service and competition contracts will be reviewed and adjusted
(Example: Home/home contract with Costal Carolina did not include game
guarantec, but has been adjusted to included a $100.000 game guarantee)
Athletics will create unpaid internships and access more work-study students 1o

reduce personnel expenses

Additional Revenue Growth Measures include

1.

ho oL oo

6.

Building a proactive sales team

Adding an assistant AD for corporate/ticket sales

Restoring multimedia rights and game day parking inventory to Athletics
Launching an “Investing in Champions™ annual giving campaign

Defining and executing a new on-line sales revenue strategy with an industry-
leading vendor; and

Selecting new athletics apparel vendor(s)

Changes in the department’s organizational structure, implementing best practices and
new practices. increasing focus on becoming self-reliant, and increasing accountability
will combine to help ensure the projected revenue and expenditure benchmarks are
fulfilled and that the University is compliant with BOG regulations regarding self-

sufficiency.

In turn. these changes will alleviate previous operational audit findings that use of
auxiliary enterprises’ funds to support Athletics should not put at risk service to students
and the ability of auxiliaries to meet their operational needs.
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Action Item - Supporting Document C

Background

In its Operational Audit Report No. 2014-108, dated February 2014, the State of Florida
Office of the Auditor General Finding No. 1 was entitled intercollegiate Athletic Programs —
Financial Deficit, the following was stated as the rationale for its finding:

“Although the intercollegiate athletic programs are part of the Board’s approved budget for
auxiliary enterprises, the continued use of cash resources of other auxiliary enterprises and
agency fund by the intercollegiate athletic programs increases the risk that other auxiliary
operations (bookstore, food service, parking, telecommunications and student housing)
may be at risk of not having resources to meet their needs as separate auxiliary enterprises.
Further, if the University’s other auxiliary enterprises or agency fund are unable to continue
providing additional financial resources to the intercollegiate athletic programs, there is an
increased risk that other University resources may be required to finance the University’s

intercollegiate athletic programs.”

Status Update

The Board reviews and approves the budgets of the University’s auxiliary enterprises on an
annual basis. Over the last two years, major contracts related to food service, the
bookstore, pouring (drink vending) rights and snack vending have all been renegotiated
resulting in additional auxiliary revenues approximating $4.8 million being contractually
obligated by our vendors over the next 10 years. Further, at June 30, 2018, the outstanding
revenue bonds for the parking garage will be fully paid off and a debt service reserve fund
approximating $1.3 million will be released for other operational use.

These factors, and the five year budget plan for Athletics that reasonably projects net
revenues over expenses of some $6.9 million during the period from July 1, 2016 through
June 30, 2021 (see Document B) could allow the Board of Trustees to conclude that the risk
to other auxiliaries resulting from the ongoing operations of the University’s intercollegiate

athletic programs is being effectively mitigated.



Action Item - Supporting Document D

The following is an excerpt from Minutes of the Board of Governors (BOG) Audit
& Compliance Committee Meeting of June 18, 2015 — Minutes were approved at
the BOG Meeting on January 20, 2016.

Update, Florida A&M University Corrective Action Plan

Mr. Maleszewski updated the Committee regarding the progress of the Florida
A&M University Corrective Action Plan. Mr. Maleszewski agreed to conduct
additional periodic follow-up on the items listed below and report the results at

future committee meetings.
1) Intercollegiate Athletics Cash Deficit;

2) The President’s efforts to establish a permanent and stable leadership team; and

3) Facilities and construction reviews, focused on two investigations that should be
completed in the near future.

Mr. Kuntz motioned that the committee direct Mr. Maleszewski to ensure that
FAMU prepares an Intercollegiate Athletics Cash Deficit Plan for FAMU Board of
Trustees ' consideration and approval. Mr. Morton seconded the motion. The
motion was approved. (ltalics added)



The following spreadsheets provide detail for SUPPORTING DOCUMENT B, the
Summary of Budget Plans for the Athletics Division for the fiscal years ending
June 30, 2017 through June 30, 2021, as follows:

Year Ending

June 30 Pages
2017 1-2
2018 3-4
2019 5-6
2020 7-8

2021 9-10
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