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Independent Auditors’ Report on Financial Statements
and Supplementary Schedule of Expenditures of Federal and State Awards

The Board of Trustees
of Duke University:

We have audited the accompanying consolidated balance sheet of Duke University as of June 30, 2003 and
the related consolidated statements of activities and cash flows for the year then ended. These consolidated
financial statements are the responsibility of Duke University’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit. The prior year summarized
comparative information has been derived from Duke University’s 2002 financial statements and, in our
reported dated September 6, 2002, we expressed an unqualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the consolidated financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Duke University as of June 30, 2003 and the changes in its net assets and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United States
of America.

In accordance with Government Auditing Standards, we have also issued a report dated September 5, 2003 on
our consideration of Duke University’s internal control over financial reporting and our tests on its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of the audit.

Our audit was made for the purpose of forming an opinion on the consolidated financial statements taken as a
whole. The accompanying schedule of expenditures of federal and state awards is presented for purposes of
additional analysis as required by U.S. Office Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is not a required part of the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and, in our opinion, is fairly presented in all material respects in relation to
the consolidated financial statements taken as a whole.

September 5, 2003



15. FUNCTIONAL EXPENSES

Expenses are reported in the consolidated statement of
activities in natural categories. Functional expenses for each of
the years ended June 30, 2003 and 2002 were categorized as
follows:

2003 2002
instruction and departmental
research $ 481,451 $ 421,529
Sponsored and separately
budgeted research 397,962 364,925
Libraries 30,467 29,624
Student services 35,814 33,954
General administration 79,549 83,373
Student aid 22,604 19,824
Health care services 1,301,736 1,257,170
Augxiliary enterprises 118,320 117,364
Other 101,734 88,947
Total operating expenses $ 2,569,637 $ 2,416,710

Functional expenses are shown in categories recommended
by the National Association of College and University Business
Officers. Duke’s primary program services are instruction and
departmental research, sponsored and separately budgeted
research, and health care services. Expenses reported as libraries,
student services, general administration, student aid, and
auxiliary enterprises are incurred in support of these primary
program services.

Plant operation and maintenance expense is allocated to
program and supporting activities based upon periodic
assessment of facilities usage. Total amounts allocated in fiscal
years 2003 and 2002 are $58,267 and $56,822, respectively.

16. COMMITMENTS AND CONTINGENCIES

A. CONSTRUCTION AND PURCHASE COMMITMENTS

At June 30, 2003 and 2002, open contracts for the
construction of physical properties amounted to $136,233 and
$141,269, respectively, and outstanding purchase orders for
normal operating supplies and equipment amounted to $90,677
and $67,761, respectively.

B. OPERATING LEASES
Duke leases various machinery, equipment and office space
under operating leases expiring at various dates through
December 2020. Total rental expense in fiscal years 2003 and 2002
for all operating leases was $32,322 and $29,261, respectively.
Future minimum lease payments under noncancelable
operating leases as of June 30, 2003 are as follows:

Year

2003 $ 26,178
2004 20,001
2005 16,502
2006 14,422
2007 4,452
Thereafter 63,930

Total minimum operating lease payments _$145485 -
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C. INVESTMENT COMMITMENTS

Duke is obligated under certain investment fund
agreements to periodically advance additional funding up to
specified levels. At June 30, 2003, Duke had future commitments
of $672,483, which are likely to be called through 2008.

D. MEDICAL MALPRACTICE COVERAGE

Durham Casualty Company, Ltd. (See Note 2) insures a
portion of the medical malpractice risks of DUHS clinical providers
and the PDC. The assets, liabilities, and results of operations for
the subsidiary have been reflected in the unrestricted net assets
of DUHS. DCC has per incident and annual aggregate insurance
limits. Professional liability risk of DUHS entities for time periods
not included in the DCC program is generally covered by
commercial policies.

E. DEBT GUARANTEE

At June 30, 2003, DUHS is a guarantor of a commercial bank
letter of credit supporting tax-exempt Series A variable interest
rate revenue bonds in the amount of $8,480 issued by the North
Carolina Medical Care Commission as conduit for The United
Methodist Retirement Homes, Inc. (UMRH). DUHS is obligated to
reimburse the commercial bank in the event UMRH defaults
under the letter of credit. In that event, DUHS's claim against
UMRH for reimbursement is subordinated to senior debt held by
UMRH and limited by restrictions based on financial
performance.

F. SELF-INSURANCE

Duke provides employee healthcare benefits, long-term
disability benefits, unemployment benefits, and workers’
compensation  benefits primarily though employer
contributions, participant contributions, and excess loss
insurance and manages those programs through third-party
administrators. In the opinion of management, adequate
provision has been made for related risks.

G. LITIGATION

Duke is involved in various legal actions occurring in the
normal course of activities. While the final outcomes cannot be
determined at this time, management is of the opinion that the
resolution of these matters will not have a material adverse effect
on Duke’s financial position.

H. MEDICARE AND MEDICAID

Laws and regulations governing Medicare and Medicaid
programs are complex and subject to interpretation. Duke
believes that it is in compliance with all applicable laws and
regulations and is not aware of any pending or threatened
investigations involving allegations of potential wrongdoing that
would have a material effect on the Duke’s financial statements.
Compliance with such laws and regulations can be subject to
future government review and interpretation as well as
significant regulatory action, incduding fines, penalties and
exclusion from the Medicare and Medicaid programs.
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