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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, 2006, 
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 2005 
consolidated financial statements and in our reported dated September 6, 2005 we expressed an unqualified 
opinion on those consolidated 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 consideration of internal control over financial reporting as a 
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of Duke University’s internal control over financial reporting. 
Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the consolidated financial statements, 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, 2006 and the changes in its net assets and 
its cash flows for the year then ended in conformity with U.S. generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued our report dated September 5, 
2006 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 grant agreements and other matters. 
The purpose of that report is to describe the scope of our testing of internal control over financial reporting 
and compliance and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards and should be considered in assessing the results of our audit. 
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Our audit was performed 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, 2006 



The following tables provide a reconciliation of the changes in the plans’ projected benefit obligations and fair value of assets:

Pension Postretirement 
Benefits Benefits

2006 2005 2006 2005
Reconciliation of benefit obligation
Obligation at July 1 $ 644,778 $ 598,073 $ 149,838 $ 232,252
Service cost 31,537 29,883 3,088 2,958
Interest cost 36,759 33,815 8,418 8,002
Plan amendments 5,379 … … …
Actuarial (gain) loss (42,554) 3,770 (22,460) 2,592
Benefit payments (21,506) (19,263) (6,911) (5,734)
Effect of Medicare subsidy … … … (90,232)
Administrative expenses (estimated) (1,500) (1,500) … …

Obligation at June 30 $ 652,893 $ 644,778 $ 131,973 $ 149,838

Reconciliation of fair value 
for plan assets

Fair value of plan assets at July 1 $ 821,610 $ 720,500 … …
Actual return on plan assets 183,819 113,800 … …
Employer contributions 12,265 7,530 … …
Participant contributions 124 112 … …
Benefit payments (21,506) (19,263) … …
Administrative expenses (1,050) (1,069) … …
Fair value of plan assets 

at measurement date $ 995,262 $ 821,610 … …

Funded status
Funded status at June 30 $ 342,369 $ 176,832 $ (131,973) $ (149,838)
Unrecognized prior-service cost (asset) 24,452 22,616 (15,139) (16,939)
Unrecognized gain (349,265) (178,287) (84,975) (67,916)
Employer contributions 

after measurement date 4,974 3,200 … …
(Accrued benefit liability) / 

net amount recognized $ 22,530 $ 24,361 $ (232,087) $ (234,693)

The following table provides the components of net periodic benefit cost for the plans for fiscal years 2006 and 2005:

Pension Postretirement 
Benefits Benefits

2006 2005 2006 2005

Service cost $ 31,537 $ 29,883 $ 3,088 $ 2,958
Interest cost 36,759 33,815 8,418 8,002
Expected return on plan assets (55,857) (53,904) … …
Amortization of transition asset … (285) … …
Amortization of prior-service cost (asset) 3,542 3,134 (7,201) (8,126)
Expected participant contributions (112) (107) … …

Net periodic benefit cost $ 15,869 $ 12,536 $ 4,305 $ 2,834

The prior-service costs are amortized on a straight-line basis over the average remaining service period of active participants. Gains and
losses in excess of 10% of the greater of the benefit obligation and the market-related value of assets are amortized over the average remaining
service period of active participants.

Reflected in these results are changes to the postretirement medical plan arising from the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (the Act) that was signed into law in December 2003. The Act introduces a voluntary prescription drug benefit under
Medicare Part D as well as a non-taxable federal subsidy to sponsors of retiree health care plans that provide at least an actuarially equivalent
benefit. The University adopted FASB Staff Position No. 106-2, “Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003” during fiscal year 2005. This resulted in a reduction of $90,232 in the University’s
accumulated postretirement benefit obligation. In addition, Duke’s net periodic benefit cost decreased by $14,800 for fiscal year 2005 as a result
of the remeasurement. 

The assumptions used in the measurement of Duke’s benefit obligation and benefit cost are shown in the following table:

Pension Postretirement 
Benefits Benefits

2006 2005 2006 2005
Weighted average assumptions as Obligation Cost Obligation Cost Obligation Cost Obligation Cost

of measurement date
Discount rate 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75%
Expected return on plan assets N/A 8.5% N/A 8.5% N/A N/A N/A N/A
Rate of compensation increase 3.5% 3.5% 3.5% 3.5% N/A N/A N/A N/A
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The expected return on plan assets is established at an amount that
reflects the targeted asset allocation and expected returns for each
component of the plan assets. The expected return on pension plan assets
was developed using a stochastic forecast model of inflation expectations
and long-term real expected returns for each asset class. The result was
reduced by 1.0% to reflect medium-term expectations and survey data for
similar plans. The rate is reviewed annually and adjusted as appropriate
to reflect changes in the expected market performance or in targeted
asset allocation ranges. 

In order to determine the benefit obligation, a 9.0% annual rate of
increase in the per capita costs of covered health care benefits was
assumed for plan participants under age 65, decreasing to an ultimate
annual rate of increase of 5.0%. A 9.5% annual rate of increase in the per
capita costs of covered health care benefits was assumed for plan
participants age 65 and over, decreasing to an ultimate annual rate of
increase of 5.0%. The benefit expense was driven by the rates used to
determine the obligation at June 30, 2005, which were 10.0% for
participants under age 65 and 11.0% for participants age 65 and over.

Assumed health care cost trend rates have a significant effect on the
amounts reported for the health care plans. A 1% change in assumed
health care cost trend rates would have the following effect:

1% Increase 1% Decrease
Effect on total of service and interest 

cost components of net periodic 
postretirement health care benefit cost     $ 1,958 $ (1,572)

Effect on the health care component 
of the accumulated postretirement 
benefit obligation $ 16,424     $ (13,834)

Duke currently provides postemployment medical and life
insurance benefits to former employees receiving long-term disability
income benefits. The consolidated balance sheet includes a liability of
$15,470 and $15,687 for this accrued postemployment benefit cost as
of June 30, 2006 and 2005, respectively.

10. Net Assets
Temporarily restricted net assets consist of the following at June 30:

2006 2005
Contributions for physical plant                $ 26,171 $   26,732
Contributions for instruction,

research and divisional support 160,420 174,096

Temporarily restricted net assets              $ 186,591 $ 200,828

Permanently restricted net assets consist of the following at June 30:

2006 2005
Permanent endowment funds with 

income restricted for instruction,
research and student aid $ 961,389 $ 843,331

Contributions receivable for 
permanent endowment funds, net 157,758 108,958

Interests in perpetual trusts held 
by others 663,685 613,107

Annuity and other split-interest 
agreements 8,046 8,182

Student loan funds 15,710 14,934

Permanently restricted net assets $1,806,588 $1,588,512

11. Fair Value of Financial Instruments
The carrying amounts of cash and cash equivalents, patient

receivables and other receivables approximate fair value because of the
short maturity of these financial instruments. Contributions receivable
and annuity and other split-interest obligations carrying amounts
approximate fair value because these instruments are recorded at net
present value. Investments, deposits with bond trustees, and interests in
perpetual trusts held by others are reported at fair value as of the date
of the consolidated financial statements. The carrying amount of student
loans receivable under Duke loan programs approximates fair value.

The carrying amounts of accounts payable, accrued payroll and
employee withholdings and related accruals approximate fair value
because of the short maturity of these financial instruments. The carrying
amount of notes and bonds payable with variable interest rates
approximates their fair value because the variable rates reflect current
market rates for bonds with similar maturities and credit quality. The fair
value of notes and bonds payable with fixed interest rates is based on
rates assumed to be currently available for bond issues with similar terms
and average maturities. The estimated fair value and carrying amount of
these bonds payable at June 30, 2006 approximated $583,234 and
$565,909, respectively. The estimated fair value and carrying amount of
these bonds payable at June 30, 2005 approximated $610,887 and
$578,619, respectively.

12. Functional Expenses
Expenses are reported in the consolidated statement of activities

in natural categories. Functional expenses for each of the years ended
June 30, 2006 and 2005 were categorized as follows:

2006 2005
Instruction and departmental 

research $ 573,538 $ 533,152
Sponsored and separately 

budgeted research 537,760 488,165
Health care services 1,258,164 1,112,573
Libraries 36,225 30,778
Student services 41,427 39,779
General administration 488,823 455,790
Student aid 29,381 29,445
Auxiliary enterprises 143,727 130,337
Other 130,147 137,338

Total operating expenses $ 3,239,192 $ 2,957,357

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 2006 and 2005
are $99,364 and $82,647, respectively.
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13. Derivative and Other Financial Instruments
Duke has executed derivative financial instruments in the normal course of its business, but does not use them for trading purposes. Duke has

five interest rate swap agreements that are designed to synthetically increase or decrease the variable rate exposure associated with its portfolio of
debt. In addition, Duke has one basis swap agreement designed as a hedging technique to reduce the interest rate risk on variable rate indebtedness
by utilizing the spread between the yield curves for taxable debt securities and tax-exempt municipal debt securities. 

The following summarizes the general terms for each of Duke’s swap agreements:

August 1993 November 2004 March 2005 October 2005 November 2005 July 2001
Interest Rate Swap Interest Rate Swap Interest Rate Swap3 Interest Rate Swap Interest Rate Swap Basis Swap

Effective date August 5, 1993 November 18, 2004 May 19, 2005 December 1, 2006 November 15, 2005 July 6, 2001

Associated variable Series 1993A Portfolio Series 2005 N/A N/A N/A
rate debt

Term 30 year 3 year 23 year 7 year 8 year 20 year

Notional amount $28,650 $25,000 $322,140 $7,000 $ 25,0005 $400,000 

Rate Duke receives BMA1 3.435% 61.52% of one-month One-month LIBOR One-month LIBOR 72.125% of one-
LIBOR plus 0.28% plus 0.60% plus 0.60% month LIBOR

Rate Duke pays 5.09% One-month LIBOR2 3.601% 5.63% 5.10% BMA1

Collateral Provisions 100% of liability Combined4 Combined4 N/A N/A Combined4

if >$500
1BMA represents the Bond Market Association Municipal Swap Index.  BMA is the interest rate index used as a basis for repricing the Series 1993A variable rate bonds.
2LIBOR represents the London Interbank Offered Rate.
3Forward–starting floating-to-fixed interest rate swap. 
4Duke and the Counterparty are required to post collateral for combined fair value liability amounts in excess of $40,000 with regard to the November 2004, March 2005, and July 2001 swaps.
5Original swap's effective date was June 2003, and had a notional value at June 30, 2005 of $15,000.  This swap was revised effective November 15, 2005 with the terms outlined above.

The fair value of each swap is the estimated amount Duke would receive or pay to terminate the swap agreement at the reporting date,
taking into account current interest rates and the current creditworthiness of the swap counterparties. The fair value is included in other liabilities
on the consolidated balance sheet, while the change in fair value is included as a gain or loss in other nonoperating activities on the consolidated
statement of activities. The net settlement amount incurred on the swaps is included in operating income on the consolidated statement of
activities. The collateral to support the swaps is included in investments on the consolidated balance sheet.

The related financial information on each of these instruments is as follows:

Gain Collateral Gain Collateral
Fair Value (Loss) Deposit Fair Value (Loss) Deposit

August 1993 
Interest Rate Swap $   (2,134) $   2,475 $   3,036 $ (4,609) $ (1,957) $   3,214

November 2004 
Interest Rate Swap (742) (438) … (304) (304) …

March 2005 
Interest Rate Swap 6,984 28,390 … (21,406) (21,406) …

October 2005
Interest Rate Swap 195 195 … … … …

November 2005
Interest Rate Swap 1,525 961 … 564 (129) …

July 2001 
Basis Swap (6,807) 12,028 … (18,835) (3,655) …

Total $  (979) $   43,611 $   3,036 $   (44,590) $   (27,451) $   3,214

Duke is exposed to credit loss in the event of nonperformance by the counterparty to its swaps and to interest rate risk driven by factors
influencing the spread between the taxable and tax-exempt market interest rates on its basis swap. Duke monitors the credit standing of its
counterparties. 

In addition, investment strategies employed by DUMAC incorporate the use of various derivative financial instruments with off balance sheet
risk. These include exchange contracts, futures, options, and swap agreements, representing the following exposures:

Notional Fair Value Notional Fair Value

Domestic Fixed Income $ 628,343 $     (7,965) $ 344,000 $ 9,550
Domestic Equity 476,996 3,465 459,794 8,583
International Equity 150,456 9,107 36,693 856
Commodities 42,000 2,500 55,064 (934)

Total $1,297,795 $ 7,107 $ 895,551 $ 18,055

2006 2005

2006 2005
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DUMAC uses these instruments for a number of investment
purposes, including hedging or altering exposure to certain asset classes
and cost-effectively adding exposures as required under DUMAC policy
to portions of the portfolio. Positions are expected to create gains or
losses that, when combined with the applicable portion of the total
investment portfolio, provide an expected result. The portfolio is
exposed to certain counterparty credit risks associated with these
instruments. DUMAC controls this counterparty credit risk by
considering the credit rating, business risk, and reputation of any
counterparty before entering into a transaction, monitoring for any
change in the credit standing of its counterparty during the life of the
transaction, and requiring collateral to the maximum extent possible
under normal trading practices.  

In addition, DUMAC employs investment managers that enter
Duke into derivative transactions including futures, options, swaps, and
exchange contracts to obtain positions in a variety of domestic and
international markets including equity, fixed income, commodities,
currencies, interest rates, and indices. Such financial instruments as of
June 30, 2006 and 2005 had a fair value of $6,523 and $47,201 and a
notional value of $402,779 and $1,380,854, respectively.   

14. Goodwill Impairment
In connection with management’s assessment of the recoverability

of goodwill, DUHS recorded a charge of $102,565 for the write-off of
the remaining balance at June 30, 2006 of goodwill related to the
acquisition of DHRH due to poor current and projected operating
results. The amount of the charge was determined by the excess of the
carrying value of the assets over the fair value of the underlying
business as determined by discounting expected future cash flows and
prices for comparable hospitals.

15. Commitments and Contingencies
A. CONSTRUCTION AND PURCHASE COMMITMENTS 

At June 30, 2006 and 2005, open contracts for the construction
of physical properties amounted to $65,580 and $164,210,
respectively, and outstanding purchase orders for normal operating
supplies and equipment amounted to $47,419 and $79,960,
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 2006 and 2005 for all
operating leases was $44,694 and $39,317, respectively.

Future minimun lease payments under noncancelable operating
leases as of June 30, 2005 are as follows:

Year
2007 $    46,701
2008 33,804
2009 29,567
2010 24,522
2011 17,801
Thereafter 87,105

Total minimum operating lease payments $  239,500

C. INVESTMENT COMMITMENTS
Duke is obligated under certain investment fund agreements to

periodically advance additional funding up to specified levels. At June
30, 2006, Duke had future commitments of $1,868,482, which are
likely to be called through 2011.

D. MEDICAL MALPRACTICE COVERAGE
Durham Casualty Company, Ltd. (see Note 2) insures a portion of

the medical malpractice risks and patient general liability 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 Duke. DCC issued policies of insurance to its
insureds with policy limits of $67,000. DCC reinsures with various
commercial carriers amounts in excess of $7,000 per claim, subject to
a $3,000 deductible. Professional liability risk of DUHS entities for time
periods not included in the DCC program is generally covered by
commercial policies.

E. 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.

F. 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.

G. GOVERNMENT BILLING
In May 2006, DUHS voluntarily identified to the federal

government concerns about compliance related to billing for services
rendered to participants in clinical trials. DUHS has commenced an
analysis of this matter, and will pursue that analysis with input from
the government. Management believes that the resolution of this
liability will not result in a material impact on the consolidated
financial statements.

The Albert Eye Research Institute
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DUKE UNIVERSITY 

Notes to Schedule of Expenditures of Federal and State Awards 

Year ended June 30, 2006 
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Duke is responsible only for the performance of certain administrative duties with respect to the Federal 
Family Education Loan Programs and, accordingly, these loans are not included in its consolidated 
financial statements. It is not practical to determine the balance of loans outstanding to students and former 
students of Duke under these programs as of June 30, 2006. 

(5) Subrecipients 

Of the federal expenditures presented in the schedule, Duke provided federal awards to subrecipients as 
follows: 

Amount
provided to

Federal grant agency subrecipients

Department of Health and Human Services $ 40,529,278   
Department of Defense 3,664,712   
Department of Energy 648,036   
National Science Foundation 4,362,297   
Others 1,506,759   

$ 50,711,082   
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Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance and 
Other Matters Based on an Audit of Financial Statements Performed in Accordance with 

Government Auditing Standards 

The Board of Trustees of Duke University: 

We have audited the consolidated financial statements of Duke University as of and for the year ended 
June 30, 2006, and have issued our report thereon dated September 5, 2006.  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. 

Internal Control over Financial Reporting 

In planning and performing our audit, we considered Duke University’s internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the 
consolidated financial statements and not to provide an opinion on the internal control over financial 
reporting. Our consideration of the internal control over financial reporting would not necessarily disclose 
all matters in the internal control that might be material weaknesses. A material weakness is a reportable 
condition in which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that would 
be material in relation to the consolidated financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. We noted 
no matters involving internal control over financial reporting and its operation that we consider to be 
material weaknesses. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether Duke University’s consolidated financial 
statements are free of material misstatement, we performed tests of its compliance with certain provisions 
of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of consolidated financial statement amounts. However, providing an 
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not 
express such an opinion. The results of our tests disclosed no instances of noncompliance or other matters 
that are required to be reported under Government Auditing Standards. 

We noted certain matters that we reported to management of Duke University in a separate letter dated 
September 5, 2006. 
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This report is intended solely for the information and use of the Board of Trustees, management and 
federal and state awarding agencies and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 

 

 

 

 

 

September 5, 2006 
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Independent Auditors’ Report on Compliance with Requirements Applicable 
to Each Major Program and on Internal Control over Compliance in 

Accordance with OMB Circular A-133 

The Board of Trustees of Duke University: 

Compliance 

We have audited the compliance of Duke University with the types of compliance requirements described 
in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are 
applicable to each of its major federal programs for the year ended June 30, 2006. Duke University’s major 
federal programs are identified in the summary of auditors’ results section of the accompanying schedule 
of findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and 
grants applicable to each of its major federal programs is the responsibility of Duke University’s 
management. Our responsibility is to express an opinion on Duke University’s compliance based on our 
audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect on 
a major federal program occurred. An audit includes examining, on a test basis, evidence about Duke 
University’s compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. Our 
audit does not provide a legal determination of Duke University’s compliance with those requirements. 

In our opinion, Duke University complied, in all material respects, with the requirements referred to above 
that are applicable to each of its major federal programs for the year ended June 30, 2006. However, the 
results of our auditing procedures disclosed instances of noncompliance with those requirements, which are 
required to be reported in accordance with OMB Circular A-133 and which are described in the 
accompanying schedule of findings and questioned costs as items 06-1 and 06-2. 

Internal Control over Compliance 

The management of Duke University is responsible for establishing and maintaining effective internal 
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal 
programs. In planning and performing our audit, we considered Duke University’s internal control over 
compliance with requirements that could have a direct and material effect on a major federal program in 
order to determine our auditing procedures for the purpose of expressing our opinion on compliance and to 
test and report on internal control over compliance in accordance with OMB Circular A-133. 
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Our consideration of internal control over compliance would not necessarily disclose all matters in the 
internal control that might be material weaknesses. A material weakness is a reportable condition in which 
the design or operation of one or more of the internal control components does not reduce to a relatively 
low level the risk that noncompliance with applicable requirements of laws, regulations, contracts and 
grants caused by error or fraud that would be material in relation to a major federal program being audited 
may occur and not be detected within a timely period by employees in the normal course of performing 
their assigned functions. We noted no matters involving the internal control over compliance and its 
operation that we consider to be material weaknesses. 

This report is intended solely for the information and use of the Board of Trustees, management, and 
federal and state awarding agencies and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 

 

 

 

September 5, 2006 



DUKE UNIVERSITY 

Schedule of Findings and Questioned Costs 

Year ended June 30, 2006 
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(1) Summary of Auditors’ Results: 

(a) The type of report issued on the financial statements: unqualified opinion 

(b) Reportable conditions in internal control were disclosed by the audit of the financial statements: 
none reported Material weaknesses: none 

(c) Noncompliance which is material to the financial statements: none 

(d) Reportable conditions in internal control over major programs: none reported 
Material weaknesses: none 

(e) The type of report issued on compliance for major programs: unqualified opinion 

(f) Any audit findings which are required to be reported under Section .510(a) of OMB Circular A-133: 
see findings 06-1 and 06-2  

(g) Major programs: Research and Development Cluster; Microbiology and Infectious Disease 
Research (CFDA 93.856); and Cancer Research Manpower (CFDA 93.398) 

(h) Dollar threshold used to distinguish between Type A and Type B programs: $3,000,000 

(i) Auditee qualified as a low-risk auditee under Section .530 of OMB Circular A-133: yes 



DUKE UNIVERSITY 

Schedule of Findings and Questioned Costs 

Year ended June 30, 2006 
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(2) Findings Relating to the Financial Statements Reported in Accordance with Government Auditing 
Standards: none 

(3) Findings and Questioned Costs Relating to Federal Awards: 

   Finding No. 06-1:  Cost-Sharing Expenditures 

Federal agency: Department of Energy 

Program:  Studies of Nuclear Structure Using Neutrons 

CFDA #: 81.RD 

Grant number:  OE-FG02-97ER41033 

Project period:  April 1, 1997 – February 28, 2009 

Cluster:  Research and Development Cluster 

Criteria: 
OMB Circular A-21 (A-21) establishes principles for determining the costs applicable to research and 
development, training, and other sponsored work performed by educational institutions under grants, 
contracts, and other agreements with the Federal Government.  These agreements are referred to as 
sponsored agreements.  These principles shall be used in determining the allowable direct and indirect 
costs under those agreements. 

Condition: 
Of the 142 expenditures tested by KPMG, it was determined that one expenditure was unallowable.  This 
entry related to a manual cost-sharing entry that was booked by a department within Duke and was 
improperly recorded backwards, thus increasing rather than reducing the charges to the grant.  The error 
resulted in an overstatement of grant expenditures.   

Cause: 
Isolated incident caused by administrative oversight. 

Questioned Costs: 
The entire population of manual cost sharing entries was considered resulting in a total questioned cost 
of $19,100 for that entire population. 

Recommendation: 
We recommend that Duke monitor all cost-sharing transactions booked by departments to ensure that the 
entries are being booked properly. 

Management Response: 
The Office of Sponsored Programs (OSP) has mitigating controls in place to identify these types of 
errors during the project closeout process, as the final report is prepared.  During project closeout, OSP 
recalculates the required cost sharing amount, and would have detected the noted error when comparing 
that amount to the actual amounts recorded on the general ledger.  



DUKE UNIVERSITY 

Schedule of Findings and Questioned Costs 

Year ended June 30, 2006 

 33 

To strengthen controls over this process, Financial Services intends to implement procedures to sample 
and test transactions related to grants, including cost sharing entries, on a routine basis.  In addition, OSP 
will request a new SAP report to more effectively identify cost-sharing transfer errors.   

Finding No. 06-2:  Federal Cash Transaction Reports 

Federal agency: National Institutes of Health, Department of Health and Human Services 

Programs: Clinico-Genomics for Improved Ovarian Cancer Treatment  
 Pre-replication Complex Assembly in Mammalian Cells 

 
CFDA #: 93.398 

Grant numbers:   1 K25 CA111636-01 
 1 F32  CA113177-01  

Project Periods:   August 1, 2005– June 30, 2010 
 September 1, 2005 – August 31, 2008 

Criteria: 
Report PSC 272, known as the Federal Cash Transactions Report or FCTR, provides a total 
accountability to each granting agency of all federal cash received by the recipient and is prepared by 
Duke on a quarterly basis.  The report details prior reported cumulative expenditures, current quarter 
expenditures, and current cumulative expenditures for all open grants.  The FCTR is completed and 
certified by Duke. 
 
Condition: 
Of the 25 reports tested by KPMG, 2 of the reports were improperly completed.  Both of the reports 
containing errors were related to September 30, 2005 FCTRs. The report improperly documented current 
month expenditures rather than total cumulative expenditures, as required by the report.  The FCTR for 
the subsequent period was correctly completed, which corrected the reporting on a cumulative basis.  
KPMG noted that Duke’s request for federal funds appeared to be correct for the period in which the 
FCTR errors were noted.  

Cause: 
Administrative oversight. 

Questioned Costs: 
None. 

Recommendation: 
We recommend that Duke implement more stringent monitoring and review procedures to ensure that all 
Federal Cash Transaction Reports are completed accurately. 

Management Response: 
Currently, FCTRs are generated manually in OSP. Duke plans to automate the process for quarterly 
FCTR generation, which will significantly reduce the required level of manual entry and the potential for 
errors. 
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