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1. BC Post-Secondary Financial Context

The publicly funded BC Post-Secondary sector must report its financial statements using Public Sector Accounting
Standards (“PSAS”) and any supplemental guidance provided by Section 23.1 of the BC Budget Transparency
and Accountability Act.

Additionally, the sector is subject to the Balanced Budget legislation. This legislation requires that, in any given
fiscal period, there cannot be an operating deficit, as reported under the PSAS accounting framework and the
Province’s reporting mandate. This contributes to a complex operating environment, especially in times of
economic uncertainty. Longer term planning is required to ensure the University is in a balanced financial
position each year, regardless of historical surpluses, deficits or cash flows. Due to the COVID 19 pandemic, the
Ministry of Advanced Education and Skills Development (the Ministry) may provide the University, upon request,
the opportunity to present a deficit budget for fiscal years 2023 and 2024. Kwantlen Polytechnic University
(KPU) did not request to present a deficit budget as KPU’s Board of Governors has approved a balanced budget
for FY 2023.

There are limited opportunities to increase tuition revenue as the provincial government has mandated a
maximum 2% per year limit on domestic tuition increases. While international tuition rate increases are not
currently limited by government, discretion must be used when setting rates to ensure that they are competitive
within the international student market.

Governmentoperating grants have also been relatively static over the past several years. For many organizations,
including KPU, government grants are provided in parallel to government student full-time equivalent (FTE)
targets, meaning that changes in student delivery FTE’s do not necessarily result in changes to financial support.



2. Financial Highlights

KPU concluded FY 2022 with a surplus of $0.6M compared to $4.2M for FY 2021. What was initially anticipated to
be a deficit year early in FY 2022 transitioned to a surplus due to stronger than anticipated international tuition
revenue.

Strong international student enrolment also supported a deferred tuition increase of $31.6M in FY 2022. In
addition to strong enrolment, international students often prepay for future semesters. These prepayments are
deferred and reported as revenue when the corresponding services are provided.

A combined year over year increase of $10.2M in deferred contributions and deferred capital contributions was
also realized in FY 2022. This is largely attributable to a $12.4M operating grant deferral that was approved by
the Ministry for both operating and capital purposes.

The increases in deferred revenue, deferred contributions and deferred capital contributions are the main
drivers of a $46.9M year over year increase in the University’s cash and cash equivalents position.
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Total Revenue $163,726 $188,253 $214,731 $210,273 $214,022 $230,807

Figure 1 — Provincial Operating Grant Revenue vs. Total Revenue

Operating grant funding from the Province remained relatively stable in FY 2022 however the amount reported
decreased by $12.4M as a result of this amount being deferred for specific operating and capital purposes.
When taking the deferral into consideration, the proportion of KPU’s total revenue funded by provincial grants
has remained relatively consistent in recent years (see Figure 1 above). This means that the University is
increasingly reliant on other revenues sources to fund ongoing obligations, including inflationary pressures
and amortization.



Revenue By Source Vs Total
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Figure 2 — Revenue by Source as compared to Total Revenue

KPU continues to rely heavily on international student revenues to be the main driver of revenue growth. In
FY 2017 international student tuition and fees were the third largest source of revenue at $30.7M (see Figure
2 above). By FY 2019 international student tuition and fees became the top revenue generator for KPU. While
the University did see a decrease in international student tuition in FY 2020 and FY 2021 due to the COVID-19
pandemic, FY 2022 once again saw international student tuition and fees become the leading source of revenue
at $99.8M of $230.8M total revenue. Over the same time frame, domestic student tuition fee revenues decreased
from $40.2M in FY 2017 to $37.2M in FY 2022. Tuition for international students is higher than that of domestic
students because there is no government grant associated with international student FTE’s.




Tuition and Student Fee Revenue by Student Type
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Figure 3 — Tuition and Student Fee Revenue by Student Type

In FY 2017 domestic student tuition and fees accounted for 57% of tuition revenue, and international only 43%
(see Figure 3 above). The following year saw the opposite to be true, with international tuition revenue and
fees accounting for 56% of total tuition, and domestic tuition revenue at 44%. International student revenue
remains the higher contributor in FY 2022 with international tuition representing 73% of tuition revenues and
domestic representing 27% of tuition revenues.

International tuition is discussed further in the Risks and Uncertainties section below.




Salaries and Benefits

Salary Expenses by Employee Group
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Figure 4 — Salary Expenses by Employee Group over Time

Salaries and benefits are KPU’s single largest expenditure. In FY 2022 there was an increase in salaries and
benefits of approximately $4.1 million or 3% year-over-year (FY 2021 had a $2.4 million increase, or 2% year-
over-year). This growth reflects bargained increases, step increases for administrative staff and increases in
staffing levels. There was also a year over year increase in the employee benefit rate from 21.7% of salaries
in FY 2021 to 22.4% of salaries in FY2022. The proportion of salary expense by employee group has remained
relatively stable over time with growth noted in the Administration group over the last two years. Figure 4 above
shows the salary expenses by group over a six-year period.




Amortization Expense
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Figure 5 — Amortization Expense Trend by Year

Amortization expense reflects the ongoing operational cost of capital assets that have a useful life beyond one
fiscal year. The intent of amortization expense is to distribute the one-time cost of an asset over the lifespan of
the asset’s useful life. The above graph also includes amortization related to third party funded capital and is
the primary reason for the continued increase from the prior year. Due to the completion of several significant
capital projects, including the Wilson School of Design, Civic Plaza, and the Spruce building renovation, KPU’s
amortization expense has grown by 71% over a six-year period (see Figure 5 Above). To manage KPU’s self-
funded amortization, organizational refreshes and high-priority facility and teaching assets will be prioritized
for approval.

Non-salary Expenses

Non-salary expenditures, including amortization expenses, further increased in FY 2022, by approximately
26% or $16.2M (FY 2021 - 3%, or $1.9M). In FY 2022 international agent commission fees were $4.0M higher
than prior year, due to an increase in international student enrolments. During the year KPU also recognized
a $4.0M expense to cover deficiencies identified at one of its campuses and incurred upfront costs to prepare
for the new Entertainment Arts program commencing in Summer 2022. Additional increases were the result
of increased activity on campus offset by transfers to the Kwantlen Polytechnic University Foundation. KPU
transferred $7.0M to the Kwantlen Polytechnic University Foundation in FY 2022 to support students through
both a Financial Aid Endowment and a Financial Barrier Reduction Fund.
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Accumulated Operating Surplus

Accumulated Operating Surplus Trend
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Figure 6 — Accumulated Operating Surplus Trend Over Time

Accumulated Operating Surplus (see Figure 6 above) represents the University’s remaining interest in its net
assets (assets minus liabilities). This balance is largely unavailable to fund KPU operations, as it has either
already been invested in capital assets, or has been internally or externally restricted. While some of this
balance does reflect cash available for use, however unless preapproved by the Ministry, these funds cannot be
spent without violating the Balanced Budget legislation noted above. Investment returns from these funds can
be, and are, used for operating activities. The year over year change of $0.6M represents the annual operating
surplus from FY 2021 to FY 2022.
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3. Risks and Uncertainties

KPU is operating in an increasingly complex environment—from a competitive, financial, regulatory, research
andscholarship,andinnovation perspective—and utilizes an Enterprise Risk Management (“ERM”) methodology
to manage the significant risks associated with University operations.

KPU’s largest financial risk is related to international student tuition and the University’s overall reliance on this
revenue stream. As KPU’s tuition revenues have grown, as a result of increasing international student demand,
so have the physicalinfrastructure and number of employees, representing an increased reliance on the current
levels of international student tuition for long-term sustainability. Of the three primary revenue drivers—
government grants, domestic tuition, and international tuition—international tuition is the most volatile. A
number of factors, including geo-political and immigration policy changes, and now the COVID-19 pandemic,
can substantially impact this revenue stream with little notice.

Any significant decrease in international student enrolment and tuition revenue would have a substantial effect
on KPU’s bottom line and would be compounded by the difficulty in being able to reduce operating expenses in
atimely manner. Salaries and benefits are KPU’s largest expense and personnel changes cannot be made swiftly
due to the Collective Agreements governing KPU. In addition, it would be difficult to significantly reduce the
costs related to maintain KPU’s five campuses as they are largely fixed.
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Figure 7 — Stable Revenue As Percentage of Total Revenue

Figure 7 above shows KPU’s stable revenues, which comprises of domestic tuition and fees plus the operating
grant from the Province, as a percentage of KPU’s total reveues. In FY 2017 stable revenues made up 64% of
KPU'’s total revenues, however, this has decreased to 44% in FY 2022 as KPU saw a decrease in stable revenues
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with the increase in international student tuition revenues. Increasing total revenues over time have allowed
for growth in faculty, staff and infrastructure, however, the reduced proporation of stable revenues represents a
signficant financial risk as KPU must ensure a balanced budget regardless of any decline in international student
tuition revenue.
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Figure 8 — Six year Enrolment FTE Trend

Figure 8 above shows the enrolment trend of international and domestic student FTE’s over the past six years.
The graph shows an overall increase in the total proportion of international student enrolments from FY 2017 to
FY 2022. Domestic student enrolments have declined overall since FY 2017 with FY 2022 being the lowest of the
past 6 years. FY 2022 saw an increase in total students which can be attributed to more international students
who have embraced the online delivery of courses.

4, Current Operating Environment

The financial context for the BC post-secondary sector is one that is tightly constrained by the provincial
government and institutions continue to face increasing cost pressures. Of particular concern for KPU is
inflation, which continues to put significant pressure on operating costs due to the nature and geographical
location of KPU’s multi-campus, asset-rich, environment. In addition, expenditures are increasing as a result of
new activities largely driven by the success of KPU’s scholarship and research programs, as well as from faculty
and student innovation.
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5. Looking Ahead

The current fiscal year continued to be unprecedented and challenging for the global economy. While KPU
continued to face cost pressures, there was a positive financial impact due to the University’s ability to offer
online courses combined with strong student enrolments. On January 24,2022 KPU moved to a phased return to
campus for the Spring term and expects to continue to offer both in class and online course offerings in FY 2023.
As of the time of writing, management is optimistic of the effects of the COVID-19 pandemic on KPU’s finances
for FY 2023. Enrolment for the summer 2022 semester is stronger than summer 2021, but as the summer is
traditionally KPU’s semester with the smallest student enrolment, it is not generally indicative of enrolment for
the fall and spring semesters, which are traditionally the larger student enrolment semesters.

As KPU continues to manage cost pressures, effective strategic enrolment management will be essential
element in moving forward into the post-pandemic state. KPU is cautiously optimistic that student numbers
will continue to increase moving forward out of the pandemic.

13



Financial Statements




