Update of Responses to Open Internal Audit Comments
FINANCE AND AUDIT COMMITTEE
September 30, 2016

As part of the internal audit process, university management participates in the opening and closing
conferences and receives copies of all Internal Audit final reports. The audited units are responsible for
implementing action plans by the agreed upon implementation dates, and management is responsible for
ongoing oversight and monitoring of progress to ensure solutions are implemented without unnecessary
delays. Management supports units as necessary when assistance is needed to complete an action plan.
As units progress toward completion of an action plan, Internal Audit performs a follow-up visit within two
weeks after the target implementation date. Internal Audit is responsible for conducting independent follow
up testing to verify mitigation of the risks identified in the recommendation and formally close the
recommendation. As part of management’s oversight and monitoring responsibility, this report is provided to
update the Finance and Audit Committee on the status of outstanding recommendations. Management
reviews and assesses recommendations with university-wide implications and shares the recommendations
with responsible administrative departments for process improvements, additions or clarification of university
policy, and inclusion in training programs and campus communications. Management continues to
emphasize the prompt completion of action plans.

The report includes outstanding recommendations from Compliance Reviews and Audit Reports. Consistent
with the report presented at the August Board meeting, the report of open recommendations includes three
attachments:

e Attachment A summarizes each audit in order of final report date with extended and on-schedule
open recommendations.

e Attachment B details all open high or medium priority recommendations for each audit in order of
the original target completion date, and with an explanation for those having revised target dates or
revised priority levels.

o Attachment C charts performance in implementing recommendations on schedule over the last
seven years. The 100 percent on-schedule rate for fiscal year 2017 reflects closing 16 of 16
recommendations by the original target date.

The report presented at the August 29, 2016 meeting covered Internal Audit reports reviewed and accepted
through June 30, 2016 and included 14 open medium and high priority recommendations. Activity for the
quarter ended September 30, 2016 resulted in the following:

Open recommendations as of June 30, 2016 14
Add: Medium & High priority recommendations accepted August 29, 2016 6
Subtract: recommendations addressed since June 30, 2016 16
Remaining open recommendations as of September 30, 2016 4

While this report is prepared as of the end of the quarter, management continues to receive updates from
Internal Audit regarding auditee progress on action plans. Through October 7, 2016 Internal Audit has not
closed any of the outstanding medium and high priority recommendations. The remaining open
recommendations are progressing as expected and are on track to meet their respective target due dates.
This includes the recommendations within the Graduate Admissions Application System (GAAS) report, for
which the Committee requested detailed quarterly implementation updates. An implementation status of the
GAAS items will be provided during the presentation of this report each quarter. Management works
conjointly with all units and provides assistance as needed to ensure action plans are completed timely.
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ATTACHMENT A

Open Recommendations by Priority Level
FINANCE AND AUDIT COMMITTEE

September 30, 2016

Total Recommendations
ISSUED COMPLETED OPEN
Report Date Audit Name Audit Number

Extended On-schedule Total
High Medium High Medium Open

13-May-16 Ins_tltute for Critical Technology and Applied 16-1255 2 1 1 1

Science
04-Aug-16 |Graduate Admissions Application System 16-1257 4 1 2 1 3
Totals: 6 2 0 0 2 2 4

2 Presentation Date: November 7, 2016



ATTACHMENT B
Internal Audit Open Recommendations
FINANCE AND AUDIT COMMITTEE

September 30, 2016

Priority Target Date Follow
Report Item Audit Audit Name Recommendation Name Original | Revised | Original Revised Up Status of Recommendations with

Date Number Status Revised Priority / Target Dates
13-May-16 | 1 | 16-1255 g‘;gtr:‘éi for Critical Technology and Applied |, 1\ ooty Training and Oversight Medium 15-Dec-16 1
04-Aug-16 2 16-1257 |Graduate Admissions Application System Protection of Personally Identifying Information High 31-Jan-17 2
04-Aug-16 3 16-1257 |Graduate Admissions Application System Audit Trails High 31-Jan-17 2
04-Aug-16 4 16-1257 |Graduate Admissions Application System Review of System Access Medium 31-Jan-17 2

(1) As of September 30, 2016, management confirmed during follow up discussions with Internal Audit that actions are occurring and the target date will be met. The Internal Audit department will conduct testing after the due

date to confirm that the Management Action Plan is implemented in accordance with the recommendations.
(2) Target date is beyond current calendar quarter. Management has follow-up discussions with the auditor to monitor progress, to assist with actions that may be needed to meet target dates, and to assess the feasibility of

the target date.

3 Presentation Date: November 7,2016




ATTACHMENT C
Management Performance and Trends Regarding Internal Audit Recommendations

FINANCE AND AUDIT COMMITTEE

Seven Year Trend of Recommendations Closed - On Schedule
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OFFICE OF THE STATE INSPECTOR GENERAL
PERFORMANCE REVIEW OF VIRGINIA TECH

Executive Summary

Overall, the Office of the State Inspector General (OSIG) found that Virginia Polytechnic Institute
and State University’s (Virginia Tech) processes for managing the investment in STEM-H
program, administering faculty start-up packages and transferring collected state revenue were
operating efficiently and effectively.

OSIG reached this conclusion after:
e Conducting interviews with Virginia Tech’s Executive and Senior Management as well as
the staff from the Auditor of Public Accounts.
e Reviewing the University’s:

(0]

(0]

(0]

(0]

(0}

Enrollment growth projections and resource planning for new and existing
facilities.

Faculty staffing plans to handle projected enrollment growth.

Faculty turnover trends and strategies to improve faculty retention.

Processes for monitoring the performance of individual start-up packages and
expenditures.

Process for the transfer and return of state revenues with the Department of the
Treasury.

e Evaluating the University’s faculty start-up packages and the process for monitoring the
performance or return on investment of the packages.

OSIG commends Virginia Tech’s Provost Office on their effective quantitative methods for
monitoring start-up package outcomes.

Executive Summary i
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Purpose and Scope of the Review

The Office of the State Inspector General conducted a performance review of Virginia Polytechnic

Institute and State University (Virginia Tech) pursuant to Code of Virginia § 2.2-309 whereby the

State Inspector General shall have power and duty to:
“Conduct performance reviews of state agencies to assess the efficiency, effectiveness, or
economy of programs and to ascertain, among other things, that sums appropriated have
been or are being expended for the purposes for which the appropriation was made and
prepare a report for each performance review detailing any findings or recommendations
for improving the efficiency, effectiveness, or economy of state agencies, including
recommending changes in the law to the Governor and the General Assembly that are
necessary to address such findings.”

This review was not designed to be a comprehensive review of Virginia Tech. Instead, the focus
was on certain risk areas identified through a statewide risk assessment of state agencies completed
by Deloitte, LLP. The scope and objectives of the review were established through interviews with
management. These areas were selected for inclusion based on those interviews:

e STEM-H Program

e Faculty Start-up Packages

e Transfer and Return of Collected Revenues

e Electronic Procurement

The review objectives were to:

1. Determine whether resource planning is comprehensive enough to ensure new and existing
facilities will be available to meet future needs of students in STEM-H degree programs.

2. Determine whether faculty succession planning is sufficient to ensure that Virginia Tech
will be able to provide the number of instructors necessary to meet the future needs of
students in STEM-H programs.

3. Determine whether faculty start-up packages contain language and provisions to protect
the University in the event a faculty member leaves.

4. Determine whether a quantitative or qualitative process is in place to monitor the
performance or return on investment of individual faculty start-up packages.

5. Determine whether inefficiencies exist in the transfer of state revenues from Virginia Tech
to the Department of the Treasury and the return of such funds back to the University.

6. Determine whether the practice of paying eVA fees is effective in retaining vendors who
would otherwise not do business with Virginia Tech and determine if continuing this
practice makes good business sense for the University.

7. Be alert to any symptoms of fraud, waste, and abuse that may appear during the review and
follow-up for resolution if necessary.

Purpose and Scope of the Review 1
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Background

Virginia Polytechnic Institute and State University (Virginia Tech) is a public land-grant university
founded in 1872, located in Blacksburg, Virginia. Virginia Tech is an agency of the
Commonwealth of Virginia (the Commonwealth) and is governed by the University’s Board of
Visitors, consisting of 14 members appointed by the Governor of Virginia.

The University offers 240 graduate, undergraduate, and professional degree programs to more than
32,000 students through its eight academic colleges (Agriculture and Life Sciences, Architecture
and Urban Studies, Engineering, Liberal Arts and Human Sciences, Natural Resources and
Environment, Pamplin College of Business, Science, and the Virginia-Maryland College of
Veterinary Medicine).! In addition, the Virginia Tech Carilion School of Medicine, a public-
private partnership between Virginia Tech and Carilion Clinic, offers a postgraduate medical
degree. Virginia Tech consistently ranks among the nation’s top universities for undergraduate and
graduate programs and features a strong core of science, engineering, agriculture and technology
disciplines.

Virginia Tech remains the leading academic research institution in the Commonwealth. According
to the National Science Foundation, the University generated $513 million in research
expenditures in fiscal year 2014, ranking 39" in the nation.? In addition, Virginia Tech ranks 26™
among the best national public universities and the engineering graduate school is ranked 21,
according to the 2016 U.S. News & World Report.®

Investment in STEM-H Program

The U.S. Bureau of Labor Statistics (BLS) has projected employment in the Science, Technology,
Engineering, Math and Health (STEM-H) fields to grow from 2012 to 2022 by varying percentages
including 7.3 percent for Architecture and Engineering Occupations, 18 percent for Computer and
Mathematics Occupations, 10.1 percent for Life, Physical, and Social Science Occupations.* In
these three occupational areas alone, that equates to approximately one million more jobs
nationwide in 2022 than in 2012.

The Virginia Higher Education Opportunity Act of 2011, also known as the Top Jobs Act or
“TJ21” (§ 23-38.87:10° of the Code of Virginia), was enacted to help address the employment
needs noted by BLS. As directed by § 23-38.87:175, the governing board of each Virginia public

1 Virginia Tech website ‘About Virginia Tech’: http://www.vt.edu/about.html|

2 National Research Foundation website: https://ncsesdata.nsf.gov/profiles/site?method=view&fice=3754

3 U.S. News & World Report “America’s Best Graduate Schools 2017” (spring 2016) rankings, website:
http://colleges.usnews.rankingsandreviews.com/best-colleges/virginia-polytechnic-institute-and-state-university-
233921 /overall-rankings

4 http://www.bls.gov/opub/mlr/2013/article/pdf/occupational-employment-projections-to-2022.pdf, pg.7.

5 Effective October 1, 2016, this Code section changes to § 23.1-301

6 Effective October 1, 2016, this Code section changes to § 23.1-306
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institution of higher education is required to adopt biennially and amend and affirm annually a six-
year plan for the institution. Incentives for certain areas, including degree production in STEM-H
fields, are identified within § 23-38.87:16". As the Commonwealth’s largest producer of STEM-
H graduates, Virginia Tech is well positioned to support the state’s goals and higher education
priorities.®

According to the State Council of Higher Education for Virginia (SCHEV), the University
produces nearly 25 percent of the Commonwealth’s four-year public-institution STEM-H degrees;
more than any other institution in Virginia. In 2015, 52.8 percent of Virginia Tech’s graduates
earned a STEM-H degree.® The University’s management explained STEM-H disciplines and
technology are pervasive at Virginia Tech and there is an emphasis on integrating technology into
non-STEM-H programs. The University’s Six-Year Plan strategies, most recently updated
November 9, 2015, include expanding and enhancing STEM-H degree production in health
sciences, neuroscience, creative technologies and computational thinking.

Faculty Start-up Packages

The University is a proponent of offering start-up packages in the recruitment process to attract
and retain highly sought-after faculty. The packages may include funds to support the renovation
of laboratories, purchase of equipment, hiring of research staff, and training of graduate students,
while the research program is being established. In fiscal year 2014/2015, Virginia Tech start-up
packages totaled $28 million. Virginia Tech is projecting to offer start-up packages ranging from
$23.3 million to $31.3 million per year from 2016-2022.

Start-up packages are typically offered in research-intensive areas, such as engineering. Although
start-up packages are highly competitive and can cost millions of dollars, based on interviews with
management during the planning phase of the audit, VT would not be able to attract talented faculty
without good incentives. Negotiations with candidates for a start-up package, salary, and benefits
are very individualized. Generally, start-up package funds are paid over two or three years,
although relatively small packages may be paid out over one year.

The University evaluates the overall performance and success of the faculty member receiving the
start-up package on an individual level as part of the annual faculty review process and/or tenure
review process. While external research funding is one indicator of faculty success, the impact of
published scholarly works (articles, books, citations, awards, etc.) is also considered important.
The Provost’s Office staff also compares faculty research grant awards to total faculty start-up

7 Effective October 1, 2016, this Code section changes to § 23.1-305

8 VT FY15 Financial Report, pg. 2

9 SCHEV reports, http://research.schev.edu/apps/info/Reports.Guide-to-the-Degrees-Awarded-Reports.ashx
10 Board of Visitors meeting minutes 9/11/15, Approval of 2016-2022 Six-Year Plan, Attachment K
http://www.bov.vt.edu/minutes/15-11-9minutes/Index.html
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package amounts, which allows management an opportunity to measure the return on investment
(ROI) to the University, from an institutional viewpoint, for start-up package costs.

Transfer and Return of Collected Revenues

Virginia Tech is one of four universities classified as a “Tier III” university within the
Commonwealth of Virginia and has been granted latitude in managing its operations and finances.
The management agreement between the Commonwealth of Virginia and the University is
contained within the 2009 Session Virginia Acts of Assembly — Chapter 675 and Chapter 685 and
states that the University shall have the power and authority to manage all monies received by it.

The transfer of collected revenue to the State Treasury is a Virginia Constitutional requirement
(Article X, Section 7 — Collection and disposition of State revenues?!), although the Virginia
Constitution does not specify how often these transfers must be made. The Commonwealth
Accounting Policies and Procedures (CAPP) Manual (Topic 20205 — Deposits) specifies that State
agencies and institutions receiving public funds belonging to or for the use of the Commonwealth
or any State agency shall deposit such funds into the State Treasury on the day received or the next
banking day. The CAPP Manual allows for an exception to the daily deposit requirement with the
approval of the Department of the Treasury.'?

Procurement

Procurement refers to the process of procuring goods and service to meet planned or actual
demand. Procurement encompasses a broad range of issues that can include compliance with the
Virginia Public Procurement Act, contract administration, purchasing authorization, processing of
requisitions and purchase orders, small purchase charge card (P-card) transactions and Virginia’s
electronic procurement system (eVA).

Virginia Tech’s Internal Audit Department performed a Procurement and Accounts Payable Audit
in 2014 (no. 14-1150) and a Contract Administration Audit in 2016 (no. 16-1241). In addition, in
2014 the Joint Legislative Audit and Review Commission (JLARC) conducted a review of the
development and management of state contracts. Since procurement contracts have had a sufficient
level of independent review, OSIG chose not to review contracts and decided to focus on the
University’s practice of eVA usage and related fees.

11 http://law.justia.com/constitution/virginia
12 http://www.doa.virginia.gov/Admin_Services/CAPP/CAPP Topics/20205.pdf
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Review Methodology
OSIG conducted this review by:

Examining the detailed results of Deloitte’s statewide risk assessment
Conducting interviews to gain insight into the specific concerns from within the risk areas
with the:
0 Vice President for Finance and Chief Financial Officer
Vice Provost for Resource Management & Institutional Effectiveness
Vice Provost for Faculty Affairs
Interim Vice President for Research and Innovation
Associate Vice President for Research Programs
Associate Vice President for Research Planning
Assistant Vice President for Budget and Financial Planning
Assistant Vice President for Capital Assets and Financial Management
Assistant Vice President for Finance and University Controller
Assistant Vice President for Finance and Controls
Chief of Staff to the Vice President for Finance and Chief Financial Officer
Director of Internal Audit
Director of Procurement
Auditor of Public Accounts (APA) staff (for Virginia Tech)

O OO 0O O0OO0OO0OO0OO0OO0OOoOOoOo

As a result of the interviews, OSIG identified objectives (see Purpose and Scope of the Review),
and developed detailed review procedures. Work associated with each of the objectives was
accomplished primarily through discussions with appropriate departmental managers and
reviewing relevant documentation.

The performance review procedures included:

Reviewing the University’s enrollment growth projections including STEM-H disciplines
and resource planning for new and existing facilities.

Reviewing Virginia Tech’s faculty staffing plans to handle projected enrollment growth,
including STEM-H disciplines.

Reviewing and evaluating faculty turnover trends and the University’s strategy to improve
faculty retention.

Reviewing Virginia Tech’s process for the transfer and return of state revenues with the
Department of the Treasury.

Evaluating the University’s processes for monitoring the performance of individual start-
up packages and expenditures.

Reviewing the University’s use of the state’s electronic procurement system (eVA) and
related fees.

Evaluating whether preventive and detective controls were in place to identify symptoms
of fraud, waste, and abuse and to follow-up for resolution, as needed.

Review Methodology 5
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Review Results

Overall, OSIG found that Virginia Tech’s investment in STEM-H programs, faculty start-up
packages, and transfer and return of collected revenue functions were operating efficiently and
effectively. No conclusion is made regarding Virginia Tech’s required use of and related fees paid
for the State’s electronic procurement system (eVVA). The required use of eVA by Virginia Tech
appeared to not benefit the University, however, the required use of eVA at all state agencies and
institutions needs additional evaluation beyond that conducted at Virginia Tech. Therefore, a
separate broader review of the eVA system statewide has been included by OSIG in the FY17
audit plan.

Investment in STEM-H Program

OSIG obtained an understanding of Virginia Tech’s processes for evaluating enrollment growth,
space utilization, and assessing the need for additional faculty from our interviews with
management.

OSIG reviewed Virginia Tech’s student growth projections by discipline. Targeted enrollment for
2015-2016 was expanded by 500 students which resulted in an actual growth of 800 freshmen.*3
A new building under construction at the time of this review is an example of how Virginia Tech
was addressing the need for additional classrooms and laboratory space. The building will provide
classrooms that can be configured to support group work, and accommodate new instructional
technologies while providing the opportunity for Virginia Tech to determine and complete needed
renovations of current facilities. In addition, some high-volume introductory laboratories will
move to the new facility while needed renovations are determined and completed for current
laboratories.

OSIG also reviewed reports and surveys in use by University management which assist in
establishing plans for capital projects and building renovations. OSIG found that Virginia Tech is
assessing current and future needs including utilization and condition assessments of classroom
and laboratory space. The University is also reviewing student feedback from classroom
environment surveys, as well as requests from academic departments.

Virginia Tech is planning for a sufficient number of future instructors. Based on review of faculty
projections, there is a correlation between the number of students expected and the number of
instructors needed in the future. For example, the University maintains a metrics report providing
trends on student needs for specific programs and the faculty required to address those needs.
These trends then are used to develop strategic goals for matching the University’s initiatives such

13 Virginia Tech Board of Visitors meeting minutes 3/20/16
http://www.bov.vt.edu/minutes/16-03-21minutes/Information Session 03-21-16.pdf as accessed 9/15/16
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as maintaining a high number of STEM-H programs. A low faculty turnover and high retention
rate assist the University in meeting these goals.

As mentioned previously, over half of the Virginia Tech graduates in 2015 earned a STEM-H
degree. OSIG concluded that Virginia Tech’s process for assessing the need for faculty and
infrastructure to accommodate the growing demand for STEM-H degrees is functioning
effectively.

Faculty Start-up Packages

OSIG reviewed the Provost Office’s established method of tracking faculty hires and their
respective start-up packages, and the process for assessing the performance of start-up packages.
At an institutional level, Virginia Tech compares inputs, such as start-up package funding, to
outputs, such as external research awards and National Science Foundation (NSF) rankings.
Management also evaluates individual start-up package performance through comparison with the
faculty member’s research grants as well as scholarly works, such as published journal articles,
awards, books, and conference proceedings. Provost’s Office records indicated that 48 faculty
members, who had individual start-up packages greater than $25,000, were hired in 2009 and 2010
with start-up packages valued at a total of $10.9 million, while their research grant awards
aggregated to $62.3 million.

The review included evaluating the logic and variables used in producing the Provost Office’s
reports for tracking start-up packages and for projecting future start-up package costs. OSIG found
Virginia Tech’s process for authorizing the Colleges’ hiring plans to be effective for controlling
future faculty start-up package costs and limiting them to available revenue sources.

OSIG also reviewed start-up package expenditures for faculty members that left the University
before the end of their contract term and verified that no expenditures were initiated after the
employee’s departure date.

COMMENDATION NoO. 1 — EFFECTIVE MONITORING OF OUTCOMES

The Provost’s Office has developed effective quantitative methods for monitoring start-up package
outcomes and the University is receiving positive “return on investment” for faculty start-up
package costs.

Transfer and Return of Collected Revenues

Through interviews with the University Controller, the Associate Controller and the General
Accounting Manager, OSIG determined Virginia Tech’s process for transferring state revenue
collections to the State Treasury. OSIG reviewed a report of all daily wire transfers processed in
fiscal year 2015. An analysis of the data showed that Virginia Tech processed 248 daily wire

Review Results 7
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transfers. The current procedures collectively require about 1.5 to 2 hours of labor each day and
the University pays a $2.50 fee for each wire transfer.

OSIG found similar procedures in a recent performance review of the University of Virginia
(UVA). As a result, in December 2015, UVA’s Treasurer initiated a discussion with
representatives from Virginia Tech, Virginia Commonwealth University (VCU), the Department
of Accounts (DOA), and the Department of the Treasury (Treasury). The parties tentatively agreed
that weekly revenue transfers would be an acceptable alternative to the daily process. During the
examination of this process, Virginia Tech indicated that they will pursue a weekly revenue
transfer process with the Department of Accounts and Treasury staff in conjunction with the other
Tier 111 schools to finalize procedures for the weekly transfer process in an effort to reduce labor
time and banking fees associated with depositing revenues to the State Treasury. OSIG encourages
Virginia Tech to follow through with their plans to pursue a weekly revenue transfer process.

Electronic Procurement

All agencies are required to use the State’s e-procurement (eVA) system, with the exception of
schools designated as “Tier I11,” and all are required to pay eVA fees. Chapter 4.10 (8 23-38.88 et
seq.'#) of Title 23 of the Code of Virginia allows schools with Tier Il designation to utilize a
separate e-procurement system for all procurement operations. However, the Code requires
whatever system is used to interface with eVA and have at least 80 percent of transactions flow
through eVA, with 75 percent of those going to eVA vendors. Furthermore, the management
agreements further impose these schools to process 95 percent of all non-exempt orders within
eVA.

Virginia Tech is designated as a “Tier I11” university. Virginia Tech uses a SciQuest software
application product as their electronic procurement system, known as “HokieMart.” SciQuest is a
leading firm in procurement software for higher education institutions.’® Virginia Tech
management confirmed that eVA is used primarily for transparency and Code mandated purposes,
but they do use it additionally for public solicitations.

OSIG conducted a review of the Department of General Services (DGS) while the review of
Virginia Tech was progressing. The DGS review included Tier 11l universities’ use of eVA and
fees paid for the usage. The following is Virginia Tech’s transaction fees over the past three fiscal
years, as well as the amount paid by Virginia Tech to SciQuest for support of their own HokieMart
procurement system:

VIRGINIA TECH
Year eVA Fees SciQuest Fees Total Fees
2013 $400,754 $227,708 $628,462

14 Effective October 1, 2016, this Code section changes to § 23.1-1002
15 https://www.universitybusiness.com/article/new-supply-chain, accessed September 19, 2016
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2014 $369,127 $227,708 $596,835
2015 $583,409 $227,708 $811,117
Total | $1,353,290 $683,124 | $2,036,414

Costs incurred annually for SciQuest usage relate to maintenance fees along with any voluntary
enhancements (such as implementation of a new module) Virginia Tech chooses to purchase.
Although eVA is primarily used for transparency in reporting, Virginia Tech pays significantly
more towards eVA than they pay towards their own procurement system.

OSIG concludes that the use of eVA for electronic procurement is a broader issue than just the
Tier I institutions and has included an evaluation of eVA from a broader perspective in OSIG’s
FY17 audit plan rather than making recommendations impacting only Virginia Tech.

Fraud, Waste and Abuse

As part of the performance review, OSIG considered the risk of fraud, waste and abuse. For the
focus areas of this project, OSIG considered the risk of fraud to be low. No instances of possible
fraud, waste, or abuse came to our attention during the review.

Review Results 9



University Support for Student Financial Aid
FINANCE AND AUDIT COMMITTEE

September 30, 2016

Consistent with prior years, the university is providing the Finance and Audit Committee of the
Board of Visitors with an update on the university’s Student Financial Aid program. This annual
report provides an overview of the types of student financial assistance programs available at
the university, sources of funding for programs, and a review of the institutional undergraduate
aid programs that can be controlled or influenced by the university.

Funding Environment

Virginia Tech is experiencing an ongoing shift in the types of resources available to support its
instructional programs. These changes include periodic increases in tuition and required fees
as driven by a combination of increasing costs, the requirement to maintain the quality and
integrity of the instructional programs, enroliment growth to support additional Virginia students,
and the inability of the state to maintain its historic level of financial support.

The state-funded share of support per student is impacted by limited General Fund resources
at the state level, mandatory cost increases such as health care benefits, enroliment growth of
Virginia resident students, and inflation; as a result, increases in tuition and fees are
increasingly relied upon to support the university’s instructional activities. In this environment,
the role of student financial assistance of all types has become a more critical element of
financial planning in the university’s efforts to ensure access and affordability. Financial aid
programs are critical to support those goals, as well as promoting the recruitment, retention,
and graduation of students. The university’s financial aid efforts seek to ensure that qualified
students can access a Virginia Tech education and help to promote a diverse and inclusive
community in support of the university’s goals and objectives.

Historically, the university has strived to manage increases in tuition and fees at a reasonable
level to enhance access and affordability; this strategy was predicated on a certain level of
state support. However, the funding mix of higher education continues to evolve. As the state
share of a student's cost has fallen significantly over time, the student’s share of their cost of
education has grown. Understanding this shift, the university has proactively focused its efforts
to increase support for student financial aid. These efforts are specifically designed to ensure
access and affordability and meet the goals of the university as described in its Management
Agreement with the Commonwealth.

Types of Student Financial Aid

The university facilitates a multifaceted scholarship and financial aid program that provides
assistance to undergraduate students through grants and scholarships, employment
opportunities, loans, and payment strategies. Graduate students are supported through
graduate assistantships, which provide tuition remission and a stipend in exchange for
university service. Fund sources for this assistance are varied as are their accompanying
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eligibility protocols. For fiscal year 2015-16, total aid reached $446.0 million, as seen in Figure

1 below.
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Figure 1: Total Student Financial Aid From All Sources
$ in millions

2013-14 2014-15 2015-16

ELoans B Grants, Scholarships and Waivers @ Employment Opportunities

Financial assistance to students is provided in the four main categories of grants and

scholarships,

employment, loans, and payment options:

1. Grants and Scholarships provide aid based on academic or extracurricular achievement,

or financial need, and require no exchange of service. Some of these are need-based,
while others are merit-based. No repayment is expected.

Need-based awards are offered to students who demonstrate financial need as
determined by federal and institutional standards. Such standards involve the
computation of the cost of attendance including estimated books and supplies,
transportation, personal expenses, and room and board whether on or off
campus, in addition to tuition and required fees. From this total cost of attendance
the university subtracts the Expected Family Contribution (standardized through
the Free Application for Federal Student Aid, the FAFSA), and any outside aid
the student has obtained from sources other than the university to determine the
student’s financial need.

Non-need-based awards may be merit-based and offered to students who
demonstrate exceptional aptitude and academic and/or extracurricular
achievement.

2. Employment includes wage employment, student work-study opportunities at the

undergraduate level, and graduate assistantships at the graduate level. In 2015-16, 33
percent (10,934) of Virginia Tech students participated in an employment opportunity.
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Federal Work-Study — provides eligible students a financial aid allotment and a
wage employment position. This program is subsidized by the federal
government and is supported in part by the university. Work-study participants
are employed both on and off-campus; gaining valuable work experience along
with financial assistance. Award amounts, generally between $1,500 and $2,500
are based on a student’s Free Application for Federal Student Aid (FAFSA) filing.
In 2015-16, 811 students participated in FWS programs; 791 at the
undergraduate level and 20 at the graduate/professional level.

Wage employment opportunities - provide university employment to students
based upon individual qualifications subject to departmental needs and
resources. The university employed 7,331 students in wage positions during
2015-16; 6,239 at the undergraduate level and 1,092 at the graduate/professional
level.

Assistantships - offer tuition remission and a stipend in return for the student’s
(typically graduate-level) effort through research, service, or teaching. This
funding supports both the graduate student and the university’s programs. The
university employed 3,719 individual graduate students, or 3,232 full-time
equivalent students, as graduate assistants in administrative, teaching, and
research positions in 2015-16. This represents 72 percent of the full-time
graduate student population.

3. Loans are offered through institutional, federal, and private lenders and provide financial
assistance. These loans have repayment requirements. Loans may be subsidized or
unsubsidized.

Subsidized loans - are generally from the federal government, carry a lower
interest rate, and do not accrue interest or require payment during qualifying
enrollment and deferment periods.

Unsubsidized loans - generally accrue higher, market-based interest rates from
the date the loan is disbursed, and may not require repayment during qualifying
enrollment and deferment periods.

4. Payment Options include prepaid tuition plans offered by the Commonwealth of Virginia
(such as tax sheltered savings plans) and the Budget Tuition Plan operated by the
university. The Budget Tuition Plan is an installment payment plan which provides students
and families the opportunity to spread the cost of tuition and fees over the course of the
semester.

The university is involved in the administration and distribution of each of these types of
financial aid. Many programs are administered outside of the university, and students arrive
with financial aid arrangements (which are in general termed “outside aid” in this report)
that the university facilitates on their behalf. Other programs are developed within the
institution.
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Sources of Funding for Grants and Scholarships
A diverse array of resources supports grants and scholarships, including federal, state,
institutional, and outside aid, as seen below in Table 1.

Table 1: Grants, Scholarships, & Waivers

($ in millions)

2013-14 2014-15 2015-16

Undergraduate

Federal $18.0 $18.0 $18.3
State 154 15.5 15.6

Institutional
Unfunded Scholarships 13.8 14.0 15.1
Tuition/Fee Funded Aid 0.0 0.0 1.2
Internal Resources 0.9 1.1 0.4
Other Undergraduate () 6.0 4.9 5.7
Private (Foundation) 20.4 21.1 22.9
Subtotal Institutional 41 1 41 1 45.3
Outside 251 25.9 28.2
Subtotal Undergraduate 99.6 100.5 107.4

Graduate

Federal 0.2 0.0 0.0
State 4.5 4.5 4.5

Institutional
Graduate Tuition Remission 60.1 64.0 68.8
Tuition/Fee Funded Aid 0.0 0.0 0.2
Other Graduate @ 3.6 3.7 3.7
Private (Foundation) 2.8 2.6 2.7
Subtotal Institutional 66.5 70.3 754
Outside 6.6 6.7 7.5
Subtotal Graduate 77.8 81.5 87.4

Total Grants, Scholarships, &

Waivers $177.4 $182.0 $194.8

(1) Other Undergraduate includes external grants and contracts, waivers codified in the Code of
Virginia, and educational benefits for employees.

(2) Other Graduate includes waivers codified in the Code of Virginia and educational benefits for
employees, and internal resources used to support graduate students.
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Federal Support comes from the federal government and is provided through Pell Grants and
Federal Supplemental Educational Opportunity (FSEOG) support. These programs are
administered by, and flow to the student through, the university. The appropriations for these
programs are often congressionally approved and, in the case of Pell Grants, follow the student
to their university.

State Support is provided by the Commonwealth from the state General Fund in several ways.
The bulk of the Commonwealth’s appropriation is directed to the university in support of Virginia
resident undergraduate need-based scholarships. Funding is also appropriated to support
graduate student assistantships. Additionally, the Commonwealth directs a small portion of
funding to the university to fund students in the Soil Sciences and students participating in the
Multicultural Affairs and Opportunities Program. Other state funding may flow to the university
on behalf of students, and is not under the university’s control.

Institutional Support is the area of financial aid that the university can impact directly, providing
financial assistance in the form of scholarships and grants at the undergraduate level and
assistantships at the graduate level. Institutional support comes through six main categories:
unfunded scholarships, Tuition & Fee Revenue Used for Financial Aid, internal resources,
codified waivers, graduate tuition remission, and private funding. In 2015-16, institutional
support provided $45.3 million to 10,235 undergraduate students, an average of $4,426 per
student.

Unfunded Scholarships: Section §23-1 of the Code of Virginia authorizes institutions of
higher education to create need-based scholarships through the remission of tuition and
fees up to certain limits at both the student and institutional level. These programs are
supported by the tuition budget and are reflected in the net tuition revenue collected by
the university.

Tuition & Fee Revenue Used for Financial Aid: The 2014 General Assembly session
added language in Section §4-5.01 b.1.a of the Appropriation Act that authorizes
institutions of higher education to create nongeneral fund appropriations for student
financial assistance, as follows: (i) funds derived from in-state student tuition will not
subsidize out-of-state students, (ii) students receiving these funds must be making
satisfactory academic progress, (iii) awards made to students should be based primarily
on financial need, and (iv) institutions should make larger grant and scholarship awards
to students taking the number of credit hours necessary to complete a degree in a timely
manner. These programs are supported by the tuition budget and are reflected in the
net tuition revenue collected by the university.

Internal Resources: Some institutional support is available from specific resources.
Given the public nature of much of the university’s resources, the university is limited in
its ability to generate resources for flexible scholarship support. Examples of this type
of support are revenue from Virginia Tech license plate sales and net revenues from
licensing and trademark activities.

Codified Waivers: While the university is generally unable to waive student charges,
codified waivers are specific programs that are enacted in the Code of Virginia that
authorize the waiver of charges to support specific groups targeted by the
Commonwealth. These groups include:
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e Dependents and spouses of military personnel such as members of the United
States Armed Forces or Virginia National Guard who were killed or severely
disabled in action,

e Surviving spouses and children of Virginia public safety personnel such as law-
enforcement officers, campus police officers, and firefighters killed in the line of
duty,

e Senior citizens with income less than $23,850 per year, as long as tuition paying
students are not displaced.

Because the costs of these programs are managed by the institution, these programs
are considered institutional support. The university also supports graduate students
on assistantship through the waiver of the nonresident differential (the difference in
the tuition rate between resident and nonresident graduate students) as authorized
by the Appropriation Act for significantly employed graduate students.

Graduate Tuition Remission: The most common source of support for graduate students
is the graduate assistantship. An assistantship is comprised of a stipend, health
insurance, and graduate tuition remission. Assistantships support teaching, research, or
other service within the university. The university funds a portion of the graduate tuition
remission program, as do grants and contracts tied to specific externally sponsored
activities, primarily research.

Private Funding: Additional support is available through the Virginia Tech Foundation.
Private funds come through philanthropy in annual fund or endowment. Annual support
is available to be utilized on a one-time basis. Endowments are held to create ongoing
stream of earning for a perpetual benefit.

Outside Aid is aid which normally comes with a student from private external parties. This could
include private organizations, nonprofit organizations, businesses, governmental entities,
international organizations, and other special-interest groups. The university does not control
this fund source but works to facilitate and coordinate the delivery of such support. Often these
awards are tied to academic progress eligibility which the university may monitor on behalf of
the awarding entity.
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Undergraduate Scholarships

Of the sources of undergraduate scholarships and grants, 42 percent are derived from
institutional sources, as seen in Figure 2.

Figure 2: Sources of Undergraduate Grants and Scholarships
2015-16

(% in millions)
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Total: $107.4 Total: $45.3

Institutional resources to support undergraduate student financial aid awards have increased
over time, as seen in Figure 3.

Figure 3: Undergraduate Institutional Support at Virginia Tech $45.3
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Though resources have increased over time, tuition increases often have outpaced increases
in state and private sources, and in most years resulted in a declining number of theoretical
tuition and E&G fee scholarships that could be supported by these resources. In 2016, the
university was able to make measured progress in the total number of Full-Time Equivalent
number of awards for undergraduates. Moving forward, the university intends to continue to
exert additional emphasis on raising additional funds to further increase the university’s
capacity to help with student affordability. Figure 4 displays the trend of this scholarship
analysis from these sources.

Figure 4: Full-time Equivalent Undergraduate Scholarships
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Uses of Funds

The university leverages institutional support to advance access and affordability and has also
created several innovative, very successful programs. Two major undergraduate Grant and
Scholarship programs are:

Funds for the Future —This is the university’s largest undergraduate financial aid program,
designed to assist returning students with financial need by mitigating all or a portion of
increases in tuition and required fees based on level of family income. This program is
specifically designed to provide support to both low and middle-income undergraduates.
Depending upon the adjusted gross income of the student’s family, the student can be fully
protected from tuition and required fee increases in each year the student returns to the
university. Table 2 shows the number of resident and nonresident students receiving this aid
in 2015-16.
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Table 2: 2015-16 Funds for the Future Award Recipients

Family Income Number of Virginia Number of Nonresident
(AGI) Undergraduates Receiving Undergraduates Receiving
Award Award
$0 - $49,999 1,518 281
$50,000 - $74,999 731 166
$75,000 - $99,999 709 181
Total 2,958 628

Funds for the Future Program Enhancement for 2016-17

For 2016-17, the university has enhanced the tuition protection for many students by covering
100 percent of tuition increases for students with family income of up to $74,999, covering 50
percent of tuition increases for students with family income between $75,000 and $87,499, and
covering 25 percent of tuition increases for students with family income between $87,500 and
$99,999. Table 3 displays the income categories and resulting percentage of tuition and
required fee increases that returning students will be protected against in 2016-17. The
program is available to both resident and nonresident undergraduate students. The Funds for
the Future program is integral to the mitigation of tuition increases and provides maximum
predictability of tuition and fee costs to students.

Table 3: Funds for the Future Protection Levels

2016-17 FFF Program Parameters
Undergraduate Example Impact of FFF Protection for
iti Undergraduate Student
Family Income (AGI) Tulltlon & Fee Ject |
nerease 1 Total Tuition & E&G | Net Impact of Tuition
Protection Fee Increase & Fee Increase
$0 - $74,999 100% 2.9% 0%
$75,000 - $87,499 50% 2.9% 1.5%
$87,500 - $99,999 25% 2.9% 2.2%

* Tuition protection is the same for in-state and out-of-state students.

VT Grant — In addition to protecting students with financial need from tuition and required fee
increases, the university has also been methodically working to expand its total aid program,
with the goal of reducing unmet need. Additional funds have been allocated to this program
annually with the goal of reducing unmet need at a measured pace over time.

Other programs that have been designed to offset the costs of attendance, achieve enroliment
goals, and recognize academically talented students include:

e Presidential Scholarship Initiative to assist low-income and first-generation Virginia
students with significant financial need,

e VT Scholars award to recruit academically talented students and advance university
first generation enroliment goals,

e Emerging Leaders Scholarship for participants in the Corps of Cadets,
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e Presidential Campus Enrichment Grants and Alumni Presidential Scholar Program that
serve both students with need and students who demonstrate merit to achieve
university enrollment goals,

e Yellow Ribbon program for military veterans and dependents (university support for
federal matching program),

e Scholarships to defray a portion of a student’s costs to study at the Steger Center for
International Scholarship, and

e Scholarship support to help offset the higher costs of study abroad programs.

These programs help address the commitment to access and affordability that the university
undertook as part of the Restructured Higher Education Financial and Administrative
Operations Act initiative. Further, these programs have been well received by students,
families, and the Commonwealth and help advance strategic goals.

Trends in Student Indebtedness

Loans

The university continues to monitor students’ borrowing behavior. Table 4 below displays the
average borrower debt of the graduation class at Virginia Tech and nationally for the past 3
years, as well as the percentage of each class who carried student loan debt upon graduation.
According to the Institute for College Access and Success, 69 percent of 2014 graduates of
public and nonprofit four-year colleges had student debt averaging of $28,950 per borrower. At
Virginia Tech, only 53 percent of the class of 2014 graduated with any debt. Of those who did
graduate with debt, the average was $27,865, or 3.7 percent below the national average.
Though the use of student loans remains a personal decision, the university provides students
and parents with information and counseling to understand the benefits and responsibilities of
student loan resources. Moving forward, the university envisions enhanced aid and loan
counseling programs in an effort to help reduce student debt.

Table 4: Loan Statistics of Virginia Tech Graduates

Class of: 2012 2013 2014 2015 2016
VT $ $25,672 $26,807 $27,865 $28,873 | $28,884
% 54% 55% 53% 53% 51%
National $ $27,850 $28,400 $28,950 Not Yet | Not Yet
Average % 68% 69% 69% Available | Available

Default Rate

Virginia Tech’s 2013 cohort default rate for the Federal Direct Loan (FDL) and Federal Family
Education Loan (FFEL) programs was 1.6 percent, compared with a 2.8 percent average
default rate among the university’s peer group. While default rates are linked to the national
economy, Virginia Tech has consistently had a default rate below the national average, as seen
in Table 5 below.
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Table 5: Cohort Default Statistics of Virginia Tech Borrowers

Cohort Default Rate 2011 2012 2013
VT 2.6% 2.1% 1.6%
National Peer Average 4.2% 3.1% 2.8%

Net Price

When all available financial aid resources are applied to the overall Cost of Attendance
(including tuition and fees, room and board, books, travel, and other costs), a “Net Price” can
be derived to represent the remaining cost to the student. Due to various discounting strategies
across institutions, the Net Price can be a helpful comparison point of the choice faced by
students and their families. The National Center for Educational Statistics (NCES) compiles
Net Price data across five student income categories. Table 6 below compares the university’s
net price with national and state peers for a first year full-time Virginia undergraduate (or
resident student within another state). This analysis finds that while the university remains
competitive in terms of the average Cost of Attendance (sticker price), the university has an
opportunity to enhance the net price competitiveness for low and middle-income students.

Table 6: Comparison of Net Price for Undergraduate Residents

Cost of Average Net Price by Income (2014-15 data)
Attendance | $0- $30,001- | $48,001- | $75,001- | $110,001
(Sticker $30,000 | $48,000 | $75,000 | $110,000 | +
Price)
Virginia Tech $25,837 $12,735 | $15,069 | $18,819 | $22,441 $24,523
National Peer Average $29,558 $9,833 $11,651 $15,923 | $21,630 $25,911
Advantage/(Disadvantage) $3,721 $(2,902) | $(3,418) | $(2,896) $(811) $1,388
Virginia Tech $25,837 $12,735 | $15,069 | $18,819 | $22,441 $24,523
Select VA Doctorals $29,093 $7,084 $8,278 $13,738 | $21,363 $26,935
Advantage/(Disadvantage) $3,256 $(5,651) | $(6,791) | $(5,081) | $(1,079) $2,412

Unmet Need

A student’s need is determined using the federal Free Application for Federal Student Aid
(FAFSA). This calculation begins with the cost of attendance (tuition, fees, room, board, books
and travel), subtracts the expected family contribution (EFC) along with any aid provided
(including loans), and the remaining amount is considered “unmet need”. While external factors
such as state budget reductions and student family income significantly effect this calculation,
reducing the percentage of unmet need over time is a goal of the university’s student financial
aid program. Table 7 below displays the unmet need of resident and nonresident
undergraduates over time.
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Table 7: Trend of Unmet Need

201112 2012-13 2013-14 2014-15 | 2015-16
Virginia Undergraduate $4.,457 $5,668 $5,814 $5,299 $5,480
% of Average Unmet Need 31.4% 36.8% 36.7% 33.2% 34.1%
Nonresident Undergraduate $8,380 $10,273 $10,541 $9,783 $10,855
% of Average Unmet Need 40.0% 45.9% 45.8% 41.8% 44.4%

Current Events

The university is currently developing strategies to raise significant additional funding for
scholarships and financial aid, specifically to reduce the net price for Virginia undergraduates
in the lowest three income quintiles. Enhancing the resources available to these students
through the university’s student financial aid program is an important goal to advance Virginia
Tech.

The commonwealth is in the process of reviewing the allocation of General Fund resources
across the statewide system of public institutions. The university is following this discussion
closely to understand what impacts it may have on the university’s General Fund allocation. As
of the writing of this report, there is no new information available. However, the likelihood of the
commonwealth significantly increasing General Fund support for financial aid for Virginia Tech
is low. The university will need to continue to explore all possible opportunities to enhance
access and affordability for Virginia undergraduates through increased institutional sources,
with an emphasis on private fundraising.

In addition to supporting resident student financial need, the university’s scholarship program
is integral to the achievement of enrollment targets, particularly of nonresident undergraduates.
This enrollment provides resources to support resident students and university strategic
initiatives. Aid to attract and retain students in several targeted disciplines will be a focus of
incremental resources.

The university will continue to work to assist students and families with managing the cost of
education in the future. For 2015-16, 10,484 full-time Virginia Tech undergraduate students (42
percent of the university’s undergraduate full-time population) were determined to have
financial need. For 2016-17, the university worked to moderate tuition increases while
increasing the allocation of unfunded scholarship support for undergraduates. This plan ties
into the university’s commitment in its Management Agreement to increase support for need-
based student financial aid to help ensure access and affordability.

The university has increased its unfunded scholarships commitment each year since
expanding the program in 2001-02. While the university has been leveraging the unfunded
scholarship authority to expand need-based aid, the use of unfunded scholarships has legal
and practical limits. As a result, it will be important for the university to work to expand funding
from other sources in the future, especially by increasing private fundraising, and working to
expand new innovative sources.

The university employs a wide variety of programs and fund sources to support student access
to higher education in concert with the commonwealth. Moving forward, the university believes
that significant progress can be made in the area of access and affordability.
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University Support for Student Financial Aid

November 6, 2016
M. Dwight Shelton, Jr., VP for Finance and
Chief Financial Officer
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Undergraduate Grants and Scholarships

($ in millions)

2013-14  2014-15  2015-16

Undergraduate
Federal $18.0 $18.0 $18.3
State 15.4 15.5 15.6

Institutional
Unfunded Scholarships 13.8 14.0 15.1
Tuition/Fee Funded Aid 0.0 0.0 1.2
Internal Resources 0.9 1.1 04
Other Undergraduate () 6.0 4.9 5.7
Private (Foundation) 20.4 21.1 22.9
Subtotal Institutional 411 41 .1 45.3
Outside 25.1 25.9 28.2

Subtotal Undergraduate 99.6 100.5 107.4

(1) Other Undergraduate includes external grants and contracts, waivers codified in the Code of Virginia, and educational benefits for employees.
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2013-14  2014-15 2015-16
Graduate
Federal 0.2 0.0 0.0
State 4.5 4.5 4.5
Institutional

Graduate Tuition Remission 60.1 64.0 68.8
Tuition/Fee Funded Aid 0.0 0.0 0.2
Other Graduate (1) 3.6 3.7 3.7
Private (Foundation) 2.8 2.6 2.7
Subtotal Institutional 66.5 70.3 75.4
Outside 6.6 6.7 7.5
Subtotal Graduate 77.8 81.5 87.4

Total Undergraduate and
Graduate $177.4 $182.0 $194.8
(1) Other Graduate includes waivers codified in the Code of Virginia and educational benefits for employees, and internal resources used to support
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Unfunded Scholarships: $15.1

Federal: $18.3 Tuition/Fee Funded: 1.2
State: 15.6 Internal Resources: 04
Institutional: 453 Other: 57
Outside: 28.2 Private (Foundation): 22.9
Total: $107.4 Total: $45.3

Institutional resources provided $45.3 million of financial aid to 10,235 undergraduate students in
2015-16, an average of $4,426 per student.
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