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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 15, 2018 on
our consideration of the Corporation’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
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Consolidated Statements of Financial Position

June 30, 2018 and 2017

Assets 2018
Cash $ 2,641
Restricted cash and cash equivalents 34,040,669
Certificate of deposit 6,024,000
Due from University of South Florida 67,781,069
Total assets $

Liabilities and Net Assets

Liabilities:
Accounts payable $
Interest payable
Due to USF Health Professions Conferencing Corporation
Due to University Medical Service Association
Interest rate swaps payable
Accumulated losses from equity investment
Notes payable
Bonds payable
Certificates of participation payable

Total liabilities

Net assets:
Unrestricted net assets

2017

2,641

32,396,873

6,000,000
239,679,916

348,618,771

1,673,765
5,674,227
408,503
3,745,245
9,422,148
252,765
50,973,087
32,286,086
238,362,131

342,797,957

5,820,814

241,65
363,62

5,70
38
3,15
13,37
58
53,31
33,65
248,00

358,18

5,43
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

(m) Interest Rate Swaps

(n)

The Corporation makes limited use of derivative instruments for the purpose of managing interest rate
risk (see note 10). Interest rate swap agreements are used to convert the Corporation’s variable-rate
long-term debt to a fixed rate. The fair value of the interest rate swap agreements is recognized in the
consolidated statements of financial position and the change in the fair value of the interest rate swap
agreements is recognized in the consolidated statements of activities and changes in unrestricted net
assets. Because the Corporation is a not-for-profit entity, it is precluded from applying cash flow hedge
accounting. However, the Corporation has elected to report realized gains and losses of amounts
received from and paid to the counterparties on its interest rate swaps of $1,951,553 and $2,455,403
for the years ended June 30, 2018 and 2017, respectively, as a component of interest expense, with
the remaining change in fair value reported as a component of other revenues (expenses).

Security Pledged to Counterparty

The Corporation’s interest rate swap agreements contain collateral provisions that require the
Corporation to post collateral in the form of cash or securities (see note 10). Pursuant to the
Corporation’s agreements with the University of South Florida and University Medical Service
Association (UMSA), the University or UMSA transfer any required collateral to the Corporation, and
the Corporation immediately transfers the collateral to the counterparty’s custodian.

Cash, Restricted Cash and Cash Equivalents, and Certificate of Deposit

All restricted cash and cash equivalents of the Corporation are held with The Bank of New York Mellon
Trust Company, N.A. as Trustee (Trustee), Branch Banking & Trust Company (BB&T) and SunTrust Bank,
and have been restricted in terms of permitted investments and uses in accordance with the master and
supplemental trust agreements between the Trustee and the Financing Corporation, and the loan
agreements between BB&T and the Financing Corporation and SunTrust Bank and the Financing
Corporation (see note 9).

On November 4, 2016, the Corporation purchased a 12-month certificate of deposit, bearing a 0.4%
interest rate, from BB&T to hold the dividend distribution received from its equity investment in INTO USF,
Inc. (see note 3). The certificate of deposit was renewed on November 6, 2017 for an additional 12-month
period, bearing a 1.20% interest rate.
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

At June 30, 2018 and 2017, the balance of the amount due to UMSA was $3,745,245 and $3,158,618,
respectively, detailed as follows:

2018 2017
Due to UMSA for funds advanced for security pledged to
counterparty $ 1,000,000 1,000,000
Interest earnings accrued on security pledged to
counterparty 23,749 9,792
UMSA's interest in the fair value of the interest rate swaps (294,619) (768,192)
Other amounts pledged to offset operating and other costs 3,016,115 2,917,018
Cumulative net amount due to UMSA from
the Corporation $ 3,745,245 3,158,618

Concentrations of Credit Risk

Financial instruments that potentially subject the Corporation to concentrations of credit risk consist
principally of its cash, restricted cash and cash equivalents, certificates of deposit, and interest rate swap
agreements. The Corporation maintains its cash, restricted cash and cash equivalents, certificates of
deposit, and interest rate swap agreements with institutions that management believes to be of high-credit
quality and limits the amount of credit exposure to any one particular investment, financial institution, or
counterparty.

Fair Value Measurement

Fair value accounting guidance defines fair value as the exit price that would be received to sell an asset or
transfer a liability in the principal or most advantageous market in an orderly transaction between market
participants on the measurement date. Fair value guidance also establishes a fair value hierarchy that
requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs
when measuring fair value. Based on the inputs used to determine fair value, a three-level fair value
hierarchy is used as follows:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities that are accessible
at the measurement date.

Level 2 — Observable inputs other than quoted prices included in Level 1 that are observable for the asset
or liability either directly or indirectly. Such inputs include quoted prices in markets that are not active,
guoted prices for similar assets and liabilities in active markets, inputs other than quoted prices that are
observable for the asset or liability, and inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to
the fair value of the asset or liability. Unobservable inputs reflect the reporting entity’s own assumptions
about factors that market participants would consider in pricing the asset or liability based on the best
information available in the circumstances.
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

The following table presents the Corporation’s financial instruments carried at fair value as of June 30,

2018, in accordance with the ASC 820 valuation hierarchy (as described above):

Total

Level 1
Assets:
Recurring:

Cash $ 2,641

Restricted cash and

cash equivalents:
Short-term cash fund 34,040,669
Certificate of deposit 6,024,000

2,641

34,040,669
6,024,000

Total recurring assets $ 40,067,310

40,067,310

Liabilities:
Recurring:
Interest rate swaps $ —

9,422,148

Total liabilities $ —

9,422,148

The following table presents the Corporation’s financial instruments carried at fair value as of June 30,

2017, in accordance with the ASC 820 valuation hierarchy (as described above):
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

The Series 2010A&B Athletics Notes were originally issued pursuant to a loan agreement with
BB&T dated January 15, 2010. The proceeds of the loan were used to finance the acquisition,
construction, and equipping of the athletics district facilities. The 2010A&B Athletics Notes were
taxable promissory notes, issued as direct subsidy Build America Bonds. Under the Build America
Bond program, issuers are authorized to receive a direct federal subsidy in an amount equal to
35% of the interest paid for all debt issued prior to January 1, 2011. Thus, the net interest costs
associated with the Series 2010A&B Athletics Notes were initially equal to 65% of the gross
interest rate. Pursuant to the requirements of the amended Balanced Budget and Emergency
Deficit Control Act of 1985, direct federal subsidies were subject to sequestration beginning on
March 1, 2013, pending intervening Congressional action. The direct federal subsidy was reduced
to 32.7% for payments processed from October 1, 2017 through September 30, 2018. Thus, the
net interest costs relating to the January 1, 2018 and the final March 9, 2018 interest payments
were equal to 67.3% of the gross interest rate.

The Series 2018A&B Athletics Notes are callable at the option of the Financing Corporation on any
scheduled payment date at: 101% of principal outstanding if prepaid during the first five years of
the loan; 100.5% if prepaid between the fifth and tenth years of the loan; and 100% if prepaid after
the tenth anniversary of the loan.

For the Series 2018A&B Athletics Notes, the Corporation has entered into a ground lease
agreement, dated as of January 15, 2010 and amended as of March 9, 2018, with the University
Board of Trustees whereby the University has leased to the Corporation the land on which the
athletics district facilities are located.

The refunding of the Notes was accounted for as an extinguishment of debt and the related
unamortized original issuance costs totaling $40,372 were written off and included as loss on debt
extinguishment in the accompanying consolidated statements of activities and changes in
unrestricted net assets for the year ended June 30, 2018.

Series 2018 CAMLS Note

On March 9, 2018, the Financing Corporation entered into a loan agreement with BB&T to refund
the Series 2010 CAMLS Note. The loan is evidenced by the Series 2018 CAMLS Note. The
Series 2018 CAMLS Note is a tax-exempt, fixed rate promissory note, issued at an amount equal
to the outstanding principal on the refunded Series 2010 CAMLS Note. The Note matures in 2031.
Subjective acceleration clauses and other bank-favorable covenants were also eliminated in the
Series 2018 CAMLS loan agreement.

The Series 2010 CAMLS Note was originally issued pursuant to a loan agreement with BB&T
dated December 15, 2010. The proceeds of the loan were used to finance the acquisition,
construction, and equipping of the CAMLS facility. The 2010 CAMLS Note was a taxable
promissory note, issued as direct subsidy Build America Bonds. Under the Build America Bond
program described above, the net interest cost associated with the Series 2010 CAMLS Note was
initially equal to 65% of the gross interest rate. Pursuant to the requirements of the amended
Balanced Budget and Emergency Deficit Control Act of 1985, direct federal subsidies were subject
to sequestration beginning on March 1, 2013, pending intervening Congressional action. The direct
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements

June 30, 2018 and 2017

(b) Notes Payable *Schedule of Payments

(€)

The following is a schedule of future payments payable under the loan agreements, as of June 30,

2018:

2019
2020
2021
2022
2023
Thereatfter

Total minimum payments

Less amounts representing interest

Present value of future minimum payments

Less unamortized costs of issuance

Notes payable

Notes Payable +Fair Value

4,477,069
4,529,470
4,579,540
4,643,487
4,704,528
44,080,939

67,015,033

(15,912,338)

51,102,695
(129,608)

$

50,973,087

The Corporation’s notes payable are recorded at carrying value on the consolidated statements of
financial position. The carrying amounts and fair value of the Corporation’s notes payable as of
June 30, 2018 and 2017 were as follows:

2018 2017

Carrying Fair value Carrying Fair value

Notes value (Level 2) value (Level 2)
Series 2010A Athletics $ — — 8,024,010 8,059,639
Series 2010B Athletics — — 10,997,113 11,004,101
Series 2010 CAMLS — — 16,269,893 16,302,372
Series 2013 Arena 17,322,340 17,395,000 18,027,550 18,105,000
Series 2018A Athletics 7,670,964 7,685,180 — —
Series 2018B Athletics 10,467,242 10,486,685 — —
Series 2018 CAMLS 15,512,541 15,535,830 — —
Total $ 50,973,087 51,102,695 53,318,566 53,471,112
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

(e) Bonds Payable +Schedule of P ayments

The following is a schedule of future payments payable under the bond agreements, as of June 30,
2018:

() Bonds Payable <+Fair Value

The Corporation’s bonds payable are recorded at carrying value on the consolidated statements of
financial position. The carrying amounts and fair value of the Corporation’s bonds payable as of
June 30, 2018 and 2017 were as follows:

24 (Continued)



USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

(g) Certificates of Participation Payable

The Corporation had certificates of participation (Certificates) outstanding at June 30, 2018 as follows:

Issue/
Amount of Amount Interest rates acceptance Maturity
Certificates original issue outstanding (percent) date date
Series 2010AHousing $ 2,860,000 1,175,000 4.00-5.00 2010 2020
Series 2010B Housing 15,140,000 15,140,000 8.35-8.55 (gross) 2010 2040
5.62-5.76 (net)
Series 2003A Athletics 9,905,000 4,765,000 3.14-3.82 2011 2022
Series 2012B Housing 68,975,000 59,800,000 4.30-4.72 2012 2037
Series 2013B Health 20,855,000 18,555,000 4.25-4.69 2013 2037
Series 2015A Housing 23,640,000 18,105,000 2.63-5.00 2015 2023
Series 2012A Housing 77,015,000 76,270,000 4.00-5.00 2015 2035
Series 2013AHealth 37,920,000 36,395,000 2.31-281 2016 2036

Total $ 256,310,000 230,205,000

The Corporation had certificates of participation (Certificates) outstanding at June 30, 2017 as follows:

The Corporation issued the above Certificates pursuant to master trust agreements and supplemented
by supplemental trust agreements, by and among the Trustee, the Property Corporation, as lessor, and
the Financing Corporation, as lessee. The certificates represent an undivided proportionate interest of
the owners thereof in the right to receive basic rent payments payable under the master lease
purchase agreements by and between the Property Corporation and the Financing Corporation, each
supplemented by lease schedules.

Additionally, for each of the above Certificates, the Corporation entered into ground lease agreements
with the University, whereby the University leased to the Corporation the land on which all of the
facilities are located. All of the rights, title, and interest of the Corporation in the lease agreements,
including the right of the Corporation to receive lease payments, to use, sell, and relet properties, and
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

their own account. Simultaneously with the conversion to a fixed rate, the Financing Corporation
accepted an assignment from the Foundation of its rights, title, interests, and obligations related to
the $9,905,000 outstanding Series 2003A Certificates. The Series 2003A fixed rate Certificates,
which mature in 2022, are callable at the option of the Financing Corporation at 102% of the
principal amount outstanding on any date from March 1, 2018 through February 28, 2019, at 101%
of the principal amount outstanding on any date from March 1, 2019 through February 29, 2020,
and at 100% of the principal amount outstanding on any date thereafter.

As a result of a change in the U.S. corporate tax rate, the interest rate on the Series 2003A
Certificates increased effective January 1, 2018, pursuant to the provisions of the credit agreement
with SunTrust.

Series 2012B Housing Certificates

The Series 2012B tax-exempt, variable rate Certificates were issued and directly placed with Wells
Fargo Bank, N.A. on October 1, 2012 to refund the Series 2007 Housing Certificates. The
Certificates were issued at an amount equal to the par amount of the outstanding Series 2007
Housing Certificates. The Certificates mature in 2037.

On September 29, 2017, the Corporation amended the continuing covenant agreement with Wells
Fargo Bank to extend the direct placement credit facility for a 10-year term, and to eliminate
subjective acceleration clauses and other bank-favorable covenants from the agreement.

The proceeds of the Series 2007 tax-exempt Housing Certificates, issued on September 25, 2007,
were used to finance the cost to acquire, construct, and equip a certain housing facility on the
University’s Tampa campus, to fund a capitalized interest account and to pay certain expenses
related to the issuance and sale of the Series 2007 Housing Certificates, including the financial
guaranty insurance policy premium. The Series 2007 Housing Certificates initially carried interest at
auction rates for generally successive seven-day auction periods. On March 24, 2008, the
Financing Corporation converted the Series 2007 Housing Certificates from auction rate securities
to variable rate demand bonds with a weekly rate period. In connection with the conversion, the
Financing Corporation surrendered the municipal bond insurance policy. The Certificates were then
secured pursuant to an irrevocable direct-pay letter of credit, prior to being refunded by the

Series 2012B Certificates.

The Series 2012B Certificates are hedged to limit the effect of changes in interest rates (see
note 10).

As a result of a change in the U.S. corporate tax rate, the interest rate on the Series 2012B
Housing Certificates increased effective January 1, 2018, pursuant to the provisions of the
continuing covenant agreement with Wells Fargo Bank.

Series 2013A Health Certificates

The Series 2013A tax-exempt, variable rate Certificates were issued and directly placed with
JPMorgan Chase Bank, N.A. on September 3, 2013 to refund the Series 2006A Health Certificates.
The Certificates were issued at an amount equal to the par amount of the outstanding
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USF FINANCING CORPORATION AND
USF PROPERTY CORPORATION

Notes to Consolidated Financial Statements
June 30, 2018 and 2017

(i) Certificates of Participation Payable +Fair Value

The Corporation’s certificates of participation payable are recorded at carrying value on the
consolidated statements of financial position. The carrying amounts and fair value of the Corporation’s
certificates of participation payable as of June 30, 2018 and 2017 were as follows:

() Covenants

All of the Notes, Bonds, and Certificates are subject to certain covenants and other commitments. The
Board of Directors has adopted a written debt management policy.

(10) Interest Rate Swap Agreements

The Corporation has exclusively entered into “pay-fixed” interest rate swaps that effectively offset the
variability in interest payments from changes in interest rates over the agreed term of the swap. The
Corporation has fixed the interest rates on all of its variable rate debt with interest rate swaps.

At June 30, 2018, the Corporation had two outstanding interest rate swap agreements.

The Board of Directors has adopted a written derivatives policy that prohibits the use of speculative types
of swaps or derivatives. The Board of Directors has also adopted a written debt management policy that
requires the Financing Corporation to engage only counterparties with ratings of “AA-“ or better at the time
the Corporation enters into the agreement.

Risks associated with interest rate swaps include counterparty risk, termination risk, rollover risk, basis
risks and tax event risk. The Corporation mitigates these risks through the use of monitoring systems,
expert advisors, partnerships with experienced institutions, the requirement for strong counterparty credit
ratings, contract provisions, and by actively monitoring market conditions. Pursuant to the terms of the
swap agreements, in the absence of a default, only the Corporation has the right to terminate the swap
contracts.
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