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Independent Auditors’ Report

Board of Regents and Audit Committee
Murray State University
Murray, Kentucky

Report On The Financial Statements

We have audited the accompanying financial statements of the business-type activities and
discretely presented component unit of Murray State University, (the University), a component
unit of the State of Kentucky, as of and for the years ended June 30, 2013 and 2012, and the
related notes to the financial statements, which collectively comprise the University’s basic
financial statements as listed in the table of contents.

Management’s Responsibility For The Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We
conducted our audits 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
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.
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Statements of Net Position

The Statement of Net Position present a financial picture of the University’s financial
condition at the end of the 2013 and 2012 fiscal years by reporting assets (current and
noncurrent), liabilities (current and noncurrent) and net position. Net position, the difference
between total assets/deferred outflows and total liabilities/deferred inflows, are an important
indicator of the current financial condition, while the change in net position is an indicator of
whether the overall financial position has improved or declined during the year. The
University had no deferred outflows or inflows at June 30, 2013.

Assets

Total assets at the end of the fiscal year 2013 were $324.3 million, of which capital assets, net
of depreciation, represented the largest portion. Capital assets totaled approximately $169.8
million or 52 percent of total assets and were primarily comprised of University-owned land,
buildings, equipment, and library holdings. Cash and cash equivalents amounted to $113.6
million or 35 percent of total assets. Total assets increased by $22.6 million during the 2013
fiscal year. This increase in gross total assets is due primarily to the following items:

�x $19.6 million - Increase in cash and cash equivalents. Primarily driven by a $15.6
million increase due to the sale of the 2013 Series A general receipt bonds for
renovations to Hester Hall, College Courts, and various other projects costing less than
$600,000 each.

�x $1.9 million - Increase in endowment investments, including a $1.3 million increase in
the stock investments and a $0.5 million increase in unrealized gains on investment.

�x $1.1 million - Unexpended web tuition revenue due to departmental online incentive
program for each semester, which started in the summer 2011. These funds were
distributed to academic departments in 2013; with the expectation the departments may
spend these funds in future years.

Total assets increased by $8 million during the 2012 fiscal year due to the following:

�x $1.7 million - Increase in accounts payable for numerous construction projects, which
deferred cash distributions to the next fiscal year.

�x $2.1 million - Unexpended web tuition revenue due to departmental online incentive
program for each semester, which started in the summer 2011. These funds were
distributed to academic departments in 2012; with the expectation the departments may
spend these funds in future years.

�x $1.2 million - Increase in overall cash for auxiliary units. The majority of these savings
are planned to be utilized on construction/renovation.
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STATEMENTS OF NET POSITION
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June 30,
2013 2012

Liabilities
Current Liabilities

Accounts payable 6,898,679$ 7,091,726$
Accrued payroll 5,978,398 6,031,810
Self-insured health liability 590,137 588,477
Interest payable 603,369 623,037
Unearned revenue 2,646,052 2,787,667
Deposits - current portion 322,812 317,704
Long-term debt - current portion 3,532,079 3,439,656

Total Current Liabilities 20,571,526 20,880,077

Noncurrent Liabilities
Deposits 380,711 374,730
Long-term debt 66,597,294 54,372,542

Total Noncurrent Liabilities 66,978,005 54,747,272

Total Liabilities 87,549,531 75,627,349

Net Position
Net investment in capital assets 118,495,387 116,715,432
Restricted for:

Nonexpendable:
Endowment 19,793,944 18,873,003

Expendable:
Scholarships, research, instruction and other 6,107,393 4,101,374
Loans 4,832,714 4,767,193
Capital projects 17,555,987 19,558,531
Debt service 1,671,296 2,240,995

Unrestricted 68,313,199 59,762,862

Total Net Position 236,769,920$ 226,019,390$
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STATEMENTS OF FINANCIAL POSITION
Page 1 of 2

June 30,
2013 2012

Cash and cash equivalents 3,830,567$ 1,797,133$
Accounts receivable 349,048 420,726
Investments 84,300,085 73,939,496
Real estate held for investment 87,086 139,520
Prepaid and other current assets 51,554 55,447
Contributions receivable, net 2,056,968 2,836,890
Property and equipment 4,388,381 4,531,641

Total Assets 95,063,689$ 83,720,853$

Assets
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STATEMENTS OF FINANCIAL POSITION
Page 2 of 2

June 30,
2013 2012

Liabilities
Accounts payable 90,723$ 75,342$
Amount due to related parties 379,545 368,254
Accrued expenses 47,877 48,998
Deferred revenue 54,395 49,536
Assets held for others 23,784,727 21,734,952
Capital lease obligation 100,671 159,266
Annuities payable 4,937,459 3,952,842
Refundable advances 419,657 402,319

Total Liabilities 29,815,054 26,791,509

Net Assets
Unrestricted 11,150,712 9,443,805
Temporarily restricted 18,448,960 13,615,732
Permanently restricted 35,648,963 33,869,807

Total Net Assets 65,248,635 56,929,344

Total Liabilities And Net Assets 95,063,689$ 83,720,853$

Liabilities And Net Assets
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STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION

Page 1 of 2

For The Years
Ended June 30,

2013 2012
Operating Revenues

Tuition and fees 101,421,417$ 93,343,856$
Less: Discounts and allowances (37,195,308) (33,538,186)

Net tuition and fees 64,226,109 59,805,670

Federal grants and contracts 4,847,457 5,978,398
State grants and contracts 1,283,670 1,626,992
Private grants and contracts 199,209 303,809

Total grants and contracts 6,330,336 7,909,199

Sales and services of educational activities 3,288,936 3,298,098
Other operating revenues 2,301,230 2,982,940

Total sales, services, and other revenues 5,590,166 6,281,038

Auxiliary enterprises revenue 31,394,405 28,911,467
Less: Discounts and allowances (692,727) (663,146)

Net auxiliary revenue 30,701,678 28,248,321

Total Operating Revenues 106,848,289 102,244,228

Operating Expenses
Instruction 58,527,594 57,431,018
Research 1,649,914 2,592,831
Public service 8,342,617 8,409,323
Libraries 3,216,670 3,132,627
Academic support 7,249,726 6,976,471
Student services 14,623,199 14,791,333
Institutional support 18,888,657 18,782,552
Operation and maintenance of plant 16,151,452 15,561,619
Student financial aid 11,280,915 12,665,288
Depreciation 8,431,901 7,870,697
Auxiliary enterprises 21,477,661 20,688,688
Auxiliary depreciation 1,264,334 1,238,711

Total Operating Expenses 171,104,640 170,141,158

Operating Loss (64,256,351) (67,896,930)
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Capital Assets

All capital assets, as defined by University policy, are recorded at cost at the date of
acquisition or, if donated, at fair value at the date of donation. Depreciation is
computed using the straight-line method over the estimated useful life of the asset and
is not allocated to functional expense categories. Assets under capital leases are
amortized over the estimated useful life of the asset or the lease term, whichever is
shorter. Routine repairs and maintenance are charged to operating expense in the year
in which the expense was incurred.

The following estimated useful lives are being used by the University:

Estimated
Asset Life

Buildings 40 years
Nonbuilding improvements 8-20 years
Equipment 5-15 years
Library holdings 10 years
Livestock 12 years
Software 8 years

The University capitalizes interest costs as a component of construction in progress,
based on interest costs of borrowing specifically for the project, net of interest earned on
investments acquired with the proceeds of borrowing. Total interest capitalized was
$531,788 and $287,402 for the years ended June 30, 2013 and 2012, respectively.

The University owns historical collections housed throughout the campus that it does
not capitalize, including artifacts in Wrather Museum. These collections adhere to the
University’s policy to (a) maintain them for public exhibition, education or research; (b)
protect, keep unencumbered, care for and preserve them and (c) require proceeds from
their sale to be used to acquire other collection items. Generally accepted accounting
principles permit collections maintained in this manner to be charged to operations at
time of acquisition rather than capitalized.

Debt Issuance Costs

Debt issuance costs incurred have been capitalized and are being amortized over the life
of the related debt using the straight-line method. Total amortization expense was
$46,375 and $43,003 for the years ended June 30, 2013 and 2012, respectively.



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

Page 31

Compensated Absences

For employees participating in the Kentucky Teachers Retirement System (KTRS),
vacation pay is accrued at year end for financial statement purposes. The liability and
expense incurred are included at year end with accrued payroll, and as a component of
compensation and benefit expense. Sick leave benefits are expected to be realized as
paid time off or used to purchase service credits upon retirement. These are recognized
as expense when the time off occurs or when service credit payments are incurred. No
liability is accrued for such benefits employees have earned while participating in the
KTRS plan, but not yet realized. For employees participating in optional retirement
plans (ORP), sick time is accrued as it is earned.

Unearned Revenue

Unearned revenue includes amounts for tuition and fees, international program fees
and certain auxiliary activities received prior to the end of the fiscal year but related to
the subsequent accounting period. Unearned revenues also include amounts received
from state capital appropriations and grant and contract sponsors for which eligibility
requirements have not been fully satisfied or that have not yet been earned. Such
amounts are recognized in the period to which the service relates or the grant/contract
requirements have been met.

Net Position

The University’s net position is classified as follows:

Net investment in capital assets: This represents the University’s total investment in
capital assets, net of outstanding debt obligations related to those capital assets. To the
extent debt has been incurred but not yet expended for capital assets, such amounts are
not included as a component of net investment in capital assets.

Restricted net position - expendable: Restricted expendable net position include
resources in which the University is legally or contractually obligated to spend in
accordance with time or purpose restrictions imposed by external third parties.

Restricted net position - nonexpendable: Nonexpendable restricted net position consist of
endowment and similar type funds in which donors or other outside sources have
stipulated, as a condition of the gift instrument, that the principal is to be maintained
inviolate and in perpetuity and invested for the purpose of producing present and future
income, which may either be expended or added to principal.
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Unrestricted net position: Unrestricted net position represent resources derived from
student tuition and fees, state appropriations, sales and services of educational
departments, auxiliary enterprises and other sources. These resources are used for
transactions relating to the educational and general operations of the University, and
may be used at the discretion of the Board of Regents to meet current expenses or for
any purpose. These resources also include auxiliary enterprises, which are
substantially self-supporting activities that provide services for students, faculty and
staff.

Release of Restricted Net Position

When an expense is incurred for which both restricted and unrestricted net position are
available, the University’s policy is to allow each departmental unit the flexibility to
determine whether to first apply restricted or unrestricted resources based on the most
advantageous application of resources in the particular circumstances.

Classification of Revenues

The University has classified its revenues as either operating or nonoperating revenues
according to the following criteria:

Operating revenues: Operating revenues include activities that have the characteristics
of exchange transactions, such as (1) student tuition and fees, net of discounts and
allowances, (2) federal, state and local grants and contracts (excluding Pell and similarly
funded federal and state grants for student financial aid) and (3) sales and services of
auxiliary enterprises, net of discounts and allowances.

Nonoperating revenues: Nonoperating revenues include activities that have the
characteristics of nonexchange transactions. In a nonexchange transaction, the
University receives value without directly giving equal value back, such as a gift or
grant for which there is no return requirement. Additionally, certain significant
revenues relied upon for operations, such as state appropriations, Pell and similarly
funded federal and state grants for student financial aid, investment income and
endowment income, are recorded as nonoperating revenues, in accordance with GASB
No. 35, Basic Financial Statements and Management’s Discussion and Analysis for
Public Colleges and Universities – an Amendment of GASB Statement 34 .
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3. Inventories

Inventories as of June 30 consisted of:

2013 2012

University bookstore - resale 1,644,137$ 1,488,590$
Physical plant - supplies 353,138 342,397
Food services - resale and supplies 215,061 135,348
Art 41,172 42,367
CFSB concessions 13,499 14,282
Central stores - supplies 2,095 22,533

Total inventories 2,269,102$ 2,045,517$

4. Loans Receivable

Student loans made through the Federal Perkins Loan Program (Program) comprise
substantially all of the loans receivable at June 30, 2013 and 2012. The Program
provides for service cancellation of a loan at rates of 12.5% to 30% per year up to a
maximum of 100% if the participant complies with certain provisions. The federal
government reimburses the University for amounts cancelled under these provisions.

As the University determines that loans are uncollectible and not eligible for
reimbursement by the federal government, the loans are written off and assigned to the
U.S. Department of Education. The University has provided an allowance for
uncollectible loans which, in management’s opinion, is sufficient to absorb loans that
will ultimately be written off. The allowance for uncollectible loans at June 30, 2013
and 2012 was $230,911 and $227,206, respectively.

Loans receivable as of June 30 consisted of:

2013 2012
Current loans receivable:

University loan programs 50,303$ 66,682$
Federal nursing program 80,657 81,164
Federal Perkins program 620,331 653,718
Total current loans receivable, net 751,291 801,564

Noncurrent loans receivable:
Federal nursing program 333,254 290,414
Federal Perkins program 3,151,076 3,096,284
Total noncurrent loans receivable, net 3,484,330 3,386,698

Total loans receivable, net 4,235,621$ 4,188,262$
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Capital asset activity for the year ended June 30, 2012, was as follows:

Balance Deletions/ Balance
June 30, 2011 Retirements June 30, 2012

Land 9,825,663$ —$ 72,617$ —$ 9,898,280$
Construction in progress 7,661,423 11,395,523 (4,298,058) (232,940) 14,525,948
Museum and collectibles 561,577 10,558 — — 572,135

Total capital assets not being
depreciated 18,048,663 11,406,081 (4,225,441) (232,940) 24,996,363

Buildings 247,271,737 — 1,550,618 (14,962) 248,807,393
Nonbuilding improvements 11,627,126 — 2,530,182 — 14,157,308
Equipment 27,621,306 1,383,811 144,641 (1,805,438) 27,344,320
Library holdings 30,253,988 354,193 — (401,645) 30,206,536
Livestock 511,750 — — (115,000) 396,750
Software 1,932,019 — — — 1,932,019

Total other capital assets 319,217,926 1,738,004 4,225,441 (2,337,045) 322,844,326

Total capital assets before
depreciation 337,266,589 13,144,085 — (2,569,985) 347,840,689

Less accumulated depreciation:
Buildings 116,663,148 5,655,432 — (13,840) 122,304,740
Improvements other than

buildings 7,209,749 661,013 — — 7,870,762
Equipment 20,754,089 1,664,248 — (1,748,375) 20,669,962
Library holdings 25,074,073 851,651 — (381,562) 25,544,162
Livestock 178,559 35,562 — (39,167) 174,954
Software 708,420 241,502 — — 949,922

Total accumulated depreciation 170,588,038 9,109,408 — (2,182,944) 177,514,502

Capital assets, net 166,678,551$ 170,326,187$

Additions Transfers

8. Accounts Payable

Accounts payable at June 30 consisted of:
2013 2012

Current accounts payable:
Vendors 4,976,279$ 5,401,788$
Payroll benefits and withholdings 1,836,540 1,551,367
MSU Foundation 83,119 128,160
Loans 2,741 10,411

Total accounts payable 6,898,679$ 7,091,726$
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15. Risk Management

The University is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; error and omission; employee injuries and illnesses; natural
disasters and employee health and accident benefits. Commercial insurance coverage is
purchased for claims arising from such matters other than those related to workers’
compensation, natural disasters and employee health benefits. Settled claims have not
exceeded this commercial coverage in any of the three preceding years. The
Commonwealth of Kentucky self insures workers’ compensation benefits for all state
employees, including University employees. Claims are administered by the Risk
Management Services Corporation.

Claims and Litigation

The University is a defendant in various lawsuits. It is the opinion of management and
its legal counsel, based in part on the doctrine of sovereign immunity and other
statutory provisions, that the ultimate outcome of litigation will not have a material
effect on the future operations or financial position of the University.

Commitments

The University has outstanding commitments under construction contracts of
approximately $2,386,499 and $6,157,700 as of June 30, 2013 and 2012, respectively.

Government Grants

The University is currently participating in numerous grants from various departments
and agencies of the federal and state governments. The expenditures of grant proceeds
must be for allowable and eligible purposes. Single Audits and audits by the granting
department or agency may result in requests for reimbursement of unused grant
proceeds or disallowed expenditures. Upon notification of final approval by the granting
department or agency, the grants are considered closed.










