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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 statem ents of the business-type activities and
discretely presented component unit of Murray St ate University, (the University), a component
unit of the State of Kentucky, as of and for the years ended June 30, 2014 and 2013, and the
related notes to the financial statements, which collectively comprise the University’s basic
financial statements as listed in the table of contents.

MgEdFES)

Management is responsible for the preparatio n 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 presentati  on of financial statements that are free from
material misstatement, whether due to fraud or error.

AR

Our responsibility is to express opinions on thes e financial statements based on our audits. We
conducted our audits in accordance with auditing  standards generally accepted in the United



Board of Regents and Audit Committee
Murray State University

P

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the business- type activities and the discretely presented
component unit of Murray State University as of June 30, 2014 and 2013, and the respective

changes in financial position and, where applicable, cash flows thereof for the years then ended, in
accordance with accounting principles generally  accepted in the United States of America.

CHMAR

As discussed in Note 1 to the financial statements, in 2014, the University implemented the
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Financial Highlights

Y

Y

Y

Y

Y

The University’s financial position remained stro  ng as of the end of the year, with assets
of $327.9 million, deferred outflows of $2.5 million and liabilities of $89.8 million. Net
position, which represent the University’s residual interest in assets and deferred
outflows after liabilities are deducted, were  $240.6 million or 73 percent of total assets
and deferred outflows. Net position increas ed by $4.8 million from fiscal year 2013 to
2014.

Fiscal operations were in accordance with the annual operating budget of approximately
$157.2 million. The University continued to  be a strong employer for the region and
employed 4,391 individuals, including 584 faculty and 1,156 staff members and 2,651
students. These totals include 1,393 regular and full time faculty and staff.

Total operating state appropriations for fiscal  year 2014 remained the same as for fiscal
year 2013 at approximately $48 million.

The University secured funding from gene ral receipts bonds in June 2013 totaling $15.6
million for the renovation of Hester Hall and various projects under $600,000. This
residence hall was closed for fiscal year 2014. The majority of renovations were
conducted in 2014 totaling $6.8 million to date. Hester Hall opened for occupancy for the
fall 2014 semester.

The University invests approximately 96 pe rcent of its endowment funds with the
Murray State University Foundation, Inc. (Fo  undation). The value of these funds is as
follows:

Historical Value $17.4 million
Market Value $20.6 million

These funds experienced an unrealized gain of $1,647,227 in fiscal year 2014. This
allowed for most program spending to remain  constant during the fiscal year 2014. The
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Ya The University conducted a campus wide bud get review during 2013 to reallocate $4.2
million for the fiscal year 2014 operating bud get and conducted another review during
2014 to reallocate an additional $2.1 million to  be used in the fiscal year 2015 operating
budget. Although these reallocations put addi tional strains on University operations, a
balanced budget was adopted for fiscal year 2015.

Using the Financial Statements

The University’s financial statements consist of Statements of Net Position, Statements of
Revenues, Expenses and Changes in Net Position , Statements of Cash Flows and Notes to the
Financial Statements. These financial statemen ts and accompanying notes are prepared in
accordance with the appropriate Governme ntal Accounting Standards Board (GASB)
pronouncements.

These financial statements provide an entity-w ide perspective and focus on the financial
condition, results of operations and cash flows of the University as a whole.

Financial statements have also been included for the MSU Foundation, a component unit, in
accordance with the requirements of GASB St atement No. 39, Determining Whether Certain
Organizations are Component Units. Financial statements for this entity consist of
Statements of Financial Position and Statements
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

AB

Total assets at the end of the fiscal year 2014 were $327.9 million, of which capital assets, net
of depreciation, represented the largest portion . Capital assets totaled approximately $174.5
million or 53 percent of total assets and were primarily comprised of University-owned land,
buildings, equipment, and library holdings. Cash and cash equivalents amounted to $111.8
million or 34 percent of total assets. Total assets increased by $4.6 million during the 2014
fiscal year. This increase in gross total asse ts is due primarily to the following items:

X $4.8 million - Increase in net capital assets. Primarily driven by a $14.6 million increase
in construction-in-progress projects includin g $7.3 million in Hester Hall renovations,
and $1.3 million for the new Breathitt Vete rinary Center; less $9.5 million in current
year depreciation.

x $2.0 million - Increase in restricted investments. $1.7 million of this increase was due to
the increase in market value of endowments, with an additional $225,000 increase in
restricted reserve and spendable receiv ables related to these endowments.

X ($1.8 million) - Decrease in cash. This decrease in cash was the result of $3.6 million
increase in cash spent on capital purchases funded in prior years. This was offset by an
increase of $1.6 million in Auxiliary cash.

Total assets increased by $22.3 million during  the 2013 fiscal year due to the following:

X $19.6 million - Increase in cash and cash equivalents. Primarily driven by a $15.6
million increase due to the sale of the series 2013A general receipt bonds for renovations
to Hester Hall, College Courts , and various other projects.

X $1.9 million - Increase in endowment investments, including a $1.3 million increase in
the stock investments and a $0.5 million incre  ase 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 2012;  with the expectation the departments may
spend these funds in future years.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

DHiR

A new section of the Statement of Net Position a dded this fiscal year in compliance with GASB
statement 65 - Items Previously Reported as Assets and Liabilities . This statement requires
that the deferred bond refunding loss, previous ly reported as part of the “Long-term debt”
lines, be reported instead as a deferred outflo w of resources in fiscal year 2014. GASB
statement 65 also requires that we restate this  deferred outflow for a Il prior years reported
within these financial statements. Deferred outf lows consisted solely of bond refunding loss
from the refunding of housing and dining bond series M, N, O, P, and Q. These deferred
outflows were $2.5 million for 2014 and restated as $2.7 million for 2013, and $2.9 million for
2012.

Lb

Total liabilities at the end of the 2014 fiscal year were $89.8 million, a decrease of $500,000.
This change was due to the following:

X ($3.6) million - Decrease in debt payable for cu rrent year payments on bonds, notes, and
capital leases.

x $1.9 million - Increase in accounts payable attributed primarily to the increase in
payables for construction and renovation of $1.3 million.

X $725,000 - Increase in unearned revenues. $172,000 in current unrestricted funds and
$553,000 in restricted funds primarily due to a new $450,000 grant award for internship
and professional programs.

X $398,000 - Increase in accrued payroll due mainly to timing differences in payroll
payments.

Total liabilities at the end of the 2013 fiscal year were $90.3 million as restated, an increase of
$11.7 million. This change was due to the following:

x $15.6 million - Increase in bonds payable for the issuance of 2013 Series A general
receipt bonds.

X ($3.9) million - Decrease in debt payable for cu rrent year payments on bonds, notes, and
capital leases.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Net Position

Net position, which represent total equity, of  the University were divided into three major
categories, defined as follows:

(0]

Invested in capital assets, net of related debt - This category represents the institution’s
equity in property, buildings, equipment, lib  rary holdings and other plant assets owned
by the University, less related depreciation  and outstanding balances of borrowings used
to finance the purchase or construction of those assets.

Restricted - This category represents those a ssets which are subject to externally
imposed restrictions governing their use and includes classifications of nonexpendable
and expendable.

f Restricted nonexpendable net position - Restricted nonexpendable net position
consist solely of permanent endowments owned by the University. The corpus,
as specified by the donor, is invested in perpetuity and may not be expended.

f Restricted expendable net position - Restricted expendable net position consist of
those assets that may be expended by the University, but must be spent for
purposes as defined by the donors and/or external entities that have placed time
or purpose restrictions on the use of the assets.

Unrestricted - This category represents the net posi tion held by the University that have
no formal restrictions. Although unrestricted net position are not subject to externally
imposed stipulations, substantially all of the unrestricted net position have been
designated for various programs and initiati ves, capital projects and working capital
requirements.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

June 30, 2014

Current assets $ 85,004,479
Noncurrent assets 68,357,845
Capital assets 174,526,454

June 30, 2013
(Restated)

$ 84,448,484
69,100,899
169,768,630

June 30, 2012

$

(Restated)

75,357,134
55,242,435
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

The allocation of net position between these three categories is provided in the following
chart:

University Net Position at June 30, 2014
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

During 2014, operating revenues increased by $3.4 million. This increase is comprised
primarily of an increase of $1.8 million from ne t student tuition and fees, $979,000 from sales,
services, and other revenues, and $837,000 incre ase from auxiliary services, with a $213,000
decrease in operating grants and contracts revenue.

The University received $48 million in state ap  propriations for operations, for both 2014 and
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Operating expenses increased for the year ended June 30, 2014, by $7.5 million. The primary
reasons for increases in operating expenses are as follows:

x  $2.7 million - Increase in operation and maintenance of plant. This increase was caused
by an increase in expenses related to capita | projects including $1.1 million for fan coil
replacement in White and Hart Halls, $741,000 for furnishings in the new Crisp Center,
$453,000 for accounting suite renovations in the business building, and a $309,000 net
increase in smaller campus wide renovation projects.

X $2.5 million - Increase in instructional expenses including a $1.7 million increase in
educational and general fund salaries and benefits. $946,000 of this increase was for
salaries and wages, $315,000 for health contributions, and $309,000 for retirement
contributions.

X $910,000 - Increase in institutional support expenses including $715,000 increase in bad
debt expense due to one large target ed receivable deemed uncollectible.

Operating expenses by type are re flected in the following chart:

University Operating Expenses
Year Ended June 30, 2014

Academic
StudentAffairi\ Affairs41%

28% [

Other31%
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

The net loss from operations for the year ended June 30, 2014, was $68.4 million. Nonoperating
revenues, net of expenses, of $73.1 million, insurance reimbursements of $40,000, capital gifts
of $36,000 and additions to endowments of $5,600 resulted in an increase in net position of $4.8
million for the year ended June 30, 2014. This increase in net position is the result of an

increase in operating revenues of $3.4 million and an increase in investment income of $1.3
million.

The net loss from operations for the year ended June 30, 2013, was $64.3 million. Nonoperating
revenues, net of expenses, of $71.7 million, state capital appropriations of $2 million, insurance
reimbursements of $41,000, and capital gifts of $977,000 resulted in an increase in net position
of $10.5 million for the year ended June 30, 2013. This increase in net position is attributable
to an increase in net student tuition and fees of $4.5 million, an increase in unrealized gains on
investment of $1.2 million, auxiliary reserves  for construction/renovation of $1.1 million, and
unspent web tuition revenues of $1.1 million.

2013 2012
2014 (Restated) (Restated)

Operating revenues
Student tuition and fees, net $ 65,988,011 $ 64,226,109 59,805,670
Grants and contracts 6,117,059 6,330,336 7,909,199
Other 6,569,393 5,590,166 6,281,038
Auxiliary, net 31,538,445 30,701,678 28,248,321
Total operating revenues 110,212,908 106,848,289 102,244,228

Operating expenses
Instruction 61,028,117 58,527,594 57,431,018
Other educational and general 86,079,615 81,403,150 82,912,044
Depreciation 8,244,719 8,431,901 7,870,697
Auxiliary enterprises 21,947,340 21,477,661 20,688,688

A
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A Component Unit of the Commonwealth of Kentucky



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

The cash flows from noncapital financing activi ties, decreased by ($3.1 million) during 2013.
This change was primarily due to a decrease in  State appropriations of ($2.3 million), and a
decrease in Comprehensive University Endowm ent Trust Fund (CUETF) gifts transferred to
the MSU Foundation of ($1.0 million) not received from the state in 2013.

The net cash flows provided by/(used in) capita | and related financing activities represent cash
used for the acquisition, construction and renova tion of capital assets, changed from ($10.8
million) used in 2012 to $4.7 million provided du ring 2013, a $15.5 million change. This change
is due to the overall changes in debt due to new 2013 Series A general receipt bonds issued for
Hester Hall renovations, Campus Courts Sprink lers, and several other projects costing less
than $600,000 each.

The cash flows provided by investing activities represent the cash activities of investments,
which decreased by $6.3 million for 2013. This change was primarily due the refinancing of
housing and dining bonds in 2012. Due to this
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Capital Assets and Debt Administration

The University had a $12.1 million increase in capi tal assets, before accumulated depreciation,
during the fiscal year ended June 30, 2014. Th is change is primarily due to $6.5 million spent
in 2014 for renovations to Hester Hall, $1.3 m illion in planning and development for the new
Breathitt Veterinary Center (BVC), and an additional $1.1 million for Elizabeth Hall
renovations.

Construction in progress increased $5.4 million in 2014. This increase was the result of
renovating Hester Hall with 2014 costs of $7.3  million and new BVC costs of $1.3 million, offset
by placing the basketball practice facility in se rvice with a cost of $4.2 million, and Heritage
Hall renovations in service at $1.3 million.

Buildings increased $6.8 million in 2014, primarily due to placing the basketball practice
facility in service at $4.2 million and the Heritage Hall 1 st and 2nd
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Debt as of June 30, 2014, and changes during the year are as follows:

Balance Net Change

June 30, 2014 2013-14

General Receipts Bonds $ 56,800,000 $ (2,480,000)
Bond discount (230,399) 17,012
Bond premium 280,163 (18,674)
City of Murray 8,789,999 (305,001)
Master lease payable 2,969,670 (812,851)
Capital leases 629,000 —
Total $ 69,238,433 $ (3,599,514)

Infrastructure Assets

Infrastructure assets are defined by GASB No. 34 as long-lived assets that are normally
stationary in nature and normally can be preser ved for a significantly greater number of years
than most capital assets. These types of a ssets will typically be permanent nonbuilding
additions that service the entire campus. The Un iversity has adopted the modified approach of
accounting for its infrastructure assets. This  approach requires that an asset management
system be established and maintained. Such a system would assess and disclose that all
eligible infrastructure assets are being preserve d approximately at (or above) a condition level
established. To date, the University has not iden tified any assets that should be classified as
infrastructure.

Additional information for Capital Assets and Debt can be found in Notes 7 and 11,

Page 17



MURRAY STATE UNIVERSITY



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Management’s Discussion And Analysis (Continued)

Y

Y

The University anticipates the issuance of ~ $28.5 million of general receipts bonds in
late winter 2015 for the construction of a new Franklin Hall. This facility will be
used solely as a residence hall and will house approximately 330 students.
Franklin Hall is expected to open for occupancy in August 2016.

Although the University expects to reach  a historical enrollment of 11,000 students
for the 2015 fiscal year, enrollment management will continue to be a primary
focus for the University. During the upcoming year the University will be
reviewing tuition rate structures, di  scounting and scholarship models, and
recruitment initiatives. This work will be done in tandem with the development of
an overall strategic plan.

Contacting the University’s Financial Management

This financial report is designed to provid e a general overview of the University’s
finances and to show the University’s account ability for the money it receives. Questions
about this report and requests for additional  financial information should be directed to

the Vice President for Finance and Adminis trative Services, 322 Sparks Hall, Murray,

KY 42071.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

STATEMENTS OF NET POSITION

Page 1 of 2

June 30,
2013
2014 (Restated)
Assets
Current Assets

Cash and cash equivalents $ 73,091,123 72,096,758
Accounts receivable, net 6,927,627 7,127,771
Inventories 2,190,429 2,269,102
Loans to students, net 759,587 751,291
Prepaid expenses 2,035,713 2,203,562
Total Current Assets 85,004,479 84,448,484

Noncurrent Assets
Restricted cash and cash equivalents 38,749,819 41,534,591
Restricted investments 26,063,588 24,081,978
Loans to students, net 3,544,438 3,484,330
Capital assets 366,662,443 354,592,673
Accumulated depreciation (192,135,989) (184,824,043)
Total Noncurrent Assets 242,884,299 238,869,529
Total Assets 327,888,778 323,318,013

Deferred Outflows of Resources

Bond refunding loss 2,515,426 2,708,574
Total Deferred Outflows of Resources 2,515,426 2,708,574

See the accompanying notes to financial statements.
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A Component Unit of the Commonwealth of Kentucky




MURRAY STATE UNIVERSITY FOUNDATION, INC.

STATEMENTS OF FINANCIAL POSITION

Page 1 of 2
June 30,
2014 2013
Cash and cash equivalents $ 4,845,590 $ 3,830,567
Accounts receivable 422,068 349,048
Investments 95,136,425 84,300,085
Real estate held for investment 1,269,086 87,086
Prepaid and other current assets 55,598 51,554
Contributions receivable, net 1,684,176 2,056,968

See the accompanying notes to financial statements.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION

Page 1 of 2
For The Years
Ended June 30,
2013
2014 (Restated)
Operating Revenues
Tuition and fees $ 106,385,210 $ 101,421,417
Less: Discounts and allowances (40,397,199) (37,195,308)
Net tuition and fees 65,988,011 64,226,109
Federal grants and contracts 4,377,944 4,847,457
State grants and contracts 1,422,318 1,283,670
Private grants and contracts 316,797 199,209
Total grants and contracts 6,117,059 6,330,336
Sales and services of educational activities 3,789,277 3,288,936
Other operating revenues 2,780,116 2,301,230
Total sales, services, and other revenues 6,569,393 5,590,166
Auxiliary enterprises revenue 32,299,250 31,394,405
Less: Discounts and allowances (760,805) (692,727)
Net auxiliary revenue 31,538,445 30,701,678
Total Operating Revenues 110,212,908 106,848,289
Operating Expenses
Instruction 61,028,117 58,527,594
Research 1,769,162 1,649,914
Public service 8,297,342 8,342,617
Libraries 3,330,269 3,216,670
Academic support 7,218,512 7,249,726
Student services 15,345,898 14,623,199
Institutional support 19,798,424 18,888,657
Operation and maintenance of plant 18,880,515 16,151,452
Student financial aid 11,439,493 11,280,915
Depreciation 8,244,719 8,431,901
Auxiliary enterprises 21,947,340 21,477,661
Auxiliary depreciation 1,277,967 1,264,334

See the accompanying notes to financial statements. Page 24



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION

Page 2 of 2

For The Years

Ended June 30,
2013
2014 (Restated)

Nonoperating Revenues (Expenses)
State appropriations $ 48,005,800 $ 48,005,800
Restricted student fees (revenues are pledged as

security for the City of Murray debt agreement) 687,292 685,186
Federal grants and contracts 13,493,170 13,926,020
State grants and contracts 7,382,767 6,284,166
Local and private grants and contracts 506,299 545,269
Gifts 1,295,049 2,012,853
Investment income 3,802,141 2,551,311
Interest on capital asset-related debt (1,679,830) (1,483,275)

See the accompanying notes to financial statements. Page 25



MURRAY STATE UNIVERSITY FOUNDATION, INC.

STATEMENTS OF ACTIVITIES
For The Year Ended June 30, 2014

Temporarily

Permanently

Unrestricted Restricted Restricted Totals
Revenues, Gains And Other Support
Contributions $ 121,098 $ 2,356,651 $ 2,011,885 $ 4,489,634
Revenues from operations of the
Frances E. Miller Memorial Golf Course 394,189 — — 394,189
Fees 424,624 66,007 — 490,631
Investment return, net 3,515,104 6,399,006 16,713 9,930,823
Other — 257,083 233,894 490,977
Change in value of annuities payable — — (181,196) (181,196)
Net assets released from restrictions 2,651,227 (2,651,227) — —
Total Revenues, Gains And Other Support 7,106,242 6,427,520 2,081,296 15,615,058
Expenses And Losses
Payments made on behalf of Murray State University 2,651,227 — — 2,651,227
Frances E. Miller Memorial Golf Course 456,688 — — 456,688
General and administrative 1,541,554 — — 1,541,554
Total Expenses And Losses 4,649,469 — — 4,649,469
Change in Net Assets 2,456,773 6,427,520 2,081,296 10,965,589
Change in Donor Restrictions — (52,540) 52,540 —
Net Assets - Beginning of Year 11,150,712 18,448,960 35,648,963 65,248,635
Net Assets - End of Year $ 13,607,485 $ 24,823,940 $ 37,782,799 $ 76,214,224

See the accompanying notes to financial statements.
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MURRAY STATE UNIVERSITY FOUNDATION, INC.

STATEMENTS OF ACTIVITIES
For The Year Ended June 30, 2013

Revenues, Gains And Other Support
Contributions
Revenues from operations of the
Frances E. Miller Memorial Golf Course
Fees
Investment return, net
Other

Unrestricted

$ 19,647

454,778
385,422
2,710,091
5,869

Temporarily
Restricted

$ 2,793,223

30,601

5,222,179
267,991

Permanently
Restricted

$ 1,036,570 $

30,133
30,158

Totals

3,849,440

485,379
385,422
7,962,403
304,018

See the accompanying notes to financial statements.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

STATEMENTS OF CASH FLOWS

Page 1 of 2
For The Years
Ended June 30,
2014 2013
Cash Flows From Operating Activities
Tuition and fees $ 65,587,942 63,391,901

See the accompanying notes to financial statements. Page 28






MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

Summary of Significant Accounting Policies

N&p

Murray State University (University) is a st  ate-supported institution of higher education
located in Murray, Kentucky, and is accredite d by the Southern Association of Colleges
and Schools. The University awards gr aduate and undergraduate degrees from five
colleges and two schools and serves a student population of approximately 10,900. The
University is a component unit of the Commonwealth of Kentucky and is included in the
general purpose financial statements of the Commonwealth.

B

In accordance with the provisions of Gove rnmental Accounting Standards Board (GASB),
certain organizations are to be reported as component units of a primary government
based on the nature and significance of that organization’s relationship to the primary
government. Application of this statement  results in including Murray State University
Foundation, Inc. (the Foundation) as a di scretely presented component unit of the
University. The Foundation is a private no nprofit organization that reports under
generally accepted accounting principles set forth by Financial Accounting Standards
Board (FASB) standards. As such, certain re venue recognition criteria and presentation
features are different from GASB revenue reco gnition criteria and presentation features.
No modifications have been made to the Foundation’s financial information in the
University’s financial report for these differences.

BiAGFHR

The University prepares its financial stat ements as a business type activity in
conformity with applicable pronouncements of the GASB.

For financial reporting purposes, the Univer sity is considered a special purpose
government engaged only in business type a ctivities. Accordingly, the University's
financial statements have been presented using the economic resources measurement
focus and the accrual basis of accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded when an obligation has been
incurred. All significant intra-agency transactions have been eliminated.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

CHCH=R

The University considers all highly liquid in  vestments that are immediately available to
the University to be cash equivalents. F unds held by the Commonwealth of Kentucky
are considered cash equivalents.

ERCEH !

Cash, cash equivalents and investments that are externally restricted are classified as
restricted assets. These assets are used to make debt service payments, maintain
sinking or reserve funds, purchase or construct capital or other noncurrent assets or for
other restricted purposes.

1))

The University accounts for its investments at fa  ir value. Fair value is determined using
qguoted market prices. Changes in unrealized gain (loss) on the carrying value of
investments are reported as a component of investment income in the statements of
revenues, expenses and changes in net position.

Assets held by the Foundation represent thos e gifts and donations made directly to the
University, which are held by the Foundat ion for investment purposes. The net
appreciation and income of donor restricted endowments are available to the University
for expenditure to the extent permitted by  Kentucky law and the spending policy of the
Foundation. The recognition of gifts, do nations and endowment pledges are accounted
for by the University in accordance with GASB Statement No. 33, Accounting and
Financial Reporting for Non-exchange Transactions and are recognized when all
applicable eligibility requirements are met.

AR

Accounts receivable consists of tuition and f ee charges, other operational activities and
auxiliary enterprise services and amount s due from component units. Accounts
receivable also include amounts due from the federal government, state and local
governments or private sources, for nonexc hange type agreements defined in accordance
with GASB No. 33 or in connection with reim  bursement of allowable expenditures made
pursuant to the University’s grants and con tracts. Accounts receivable are recorded net
of estimated uncollectible amounts.

la

Inventories are stated at the lower of co st (first-in, first-out method) or market.
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ChAB

All capital assets, as defined by University po licy, 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.
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CHA\b

For employees participating in the Kentuc Kky 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 leav e benefits are expected to be realized as
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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 instrume  nt, 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.

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 restricti  ons imposed by external third parties.

Page 34



MURRAY STATE UNIVERSITY



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

DAl

Student tuition and fee revenues, and certain  other revenues from students, are reported
net of discounts and allowances. Discount s and allowances are the difference between
the stated charge for goods and services prov ided by the University and the amount that
is payable by students. Certain grants, in cluding federal, state or nongovernmental
programs, are recorded as either operating or nonoperating revenues, while Pell grants
are recorded as nonoperating revenues in th e University’s financial statements. To the
extent that revenues from such programs are used to satisfy tuition and fees and other
student charges, the University has recorded a discount and allowance. Financial aid
expense represents payments made to students.

1::1

The University is a component of the Commonw ealth of Kentucky and is not subject to
federal income tax as described in section 115 of the Internal Revenue Code. However,
the University is subject to federal income tax on any unrelated business taxable income.

dEm

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to use
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3. Inventories

Inventories as of June 30 consisted of:

University bookstore - resale
Physical plant - supplies

Food services - resale and supplies
Art

CFSB concessions

Central stores - supplies

Total inventories

4. Loans Receivable

2014 2013

$ 1,567,270 $ 1,644,137
351,489 353,138
181,342 215,061
43,085 41,172
14,267 13,499
32,976 2,095

$ 2,190,429 $ 2,269,102

Student loans made through the Federal Perkins Loan Program (Program) comprise
substantially all of the loans receivabl e at June 30, 2014 and 2013. 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
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Loans receivable as of June 30 consisted of:

2014 2013
Current loans receivable:

University loan programs $ 66,682 $ 50,303
Federal nursing program 85,761 80,657
Federal Perkins program 607,144 620,331
Total current loans receivable, net 759,587 751,291

Noncurrent loans receivable:
Federal nursing program 369,864 333,254
Federal Perkins program 3,174,574 3,151,076
Total noncurrent loans receivable, net 3,544,438 3,484,330
Total loans receivable, net $ 4,304,025 $ 4,235,621

5. Deposits, Investments and Investment Income

Db

At June 30, 2014 and 2013, the carrying amount s of the University’s bank balances and
deposits were $111,840,942 and $113,631,349, respectively.

Currently the University maintains its de  posits, outside of those held by the
Commonwealth of Kentucky, in noninter est-bearing accounts at FDIC-insured
institutions. All accounts are insured up to $250,000.

The University also maintains cash deposits  with the Commonwealth of Kentucky, as
overseen by the State Investment Commi ssion (Commission). The Commission is
charged with the oversight of the Commonw ealth’s investment programs pursuant to
KRS 42.500. The Commonwealth’'s investme nts are categorized into two distinct
classifications or “pools.” The Short-Term P ool consists primarily of General Fund cash
balances and provides liquidity for the rema ining pools. The Intermediate-Term Pool
represents Agency fund investments, stat e held component unit and fiduciary fund
accounts held for the benefit of others by th e state. Shares of each pool represent a
divisible interest in the underlying secu rities and are not federally insured or
guaranteed by the U.S. Government, Federa | Deposit Insurance Corporation or any
federal agency. However, all such investment s in excess of FDIC are required to be fully
collateralized by the U.S. Treasury and/or U.S. agency securities or other similar
investments as provided by KRS 41.240. The pools have not been approved by the
Securities and Exchange Commission. The University’s shares within the pools may
indirectly expose it to risks associated with  fixed income investments; however, specific
information about any such transactions is not available to the University.
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

University investments held by the Found ation are comprised of private donations
received directly by the University and stat e endowment matching funds. These consist
of endowment funds, as well as expendable restricted funds. Assets held by the

Foundation are invested primarily in an in  vestment pool managed by the Foundation
and are carried at fair value.

The assets in the Foundation investment pool are invested as of June 30 as follows:

2014 2013
Percentage of pool invested in:
Certificates of deposit and
money market mutual funds 9% 5%
Mutual funds 21% 31%
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Investment Income
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7. Capital Assets

Capital asset activity for the year ended June 30, 2014 was as follows:

Balance Deletions/ Balance
June 30, 2013 Retirements June 30, 2014

Land $ 9,913,707 $ 21,465 % 35,000 $ (3,557) % 9,966,615
Construction in progress 9,198,858 13,971,977 (7,288,753) (1,246,507) 14,635,575
Museum and collectibles 657,485 — — — 657,485
Total capital assets not being

depreciated 19,770,050 13,993,442 (7,253,753) (1,250,064) 25,259,675
Buildings 260,468,360 223,815 7,006,115 (392,022) 267,306,268
Nonbuilding improvements 14,619,792 — 79,329 — 14,699,121
Equipment 27,258,659 1,278,475 168,309 (949,303) 288.0-.0035,140
Library holdings 30,378,043 202,476 — (2,037,049) 298.0-.00543,470
Livestock 165,750 — — — 165,750
Software 1,932,019 — — — 1,932,019
Total other capital assets 334,822,623 1,704,766 7,253,753 (2,378,374) 341,402,768
Total capital assets before

depreciation 354,592,673 15,698,208 — (3,628,438) 366,662,443
Less accumulated depreciation:
Buildings 128,631,472 6,318,377 — (352,753) 134,597,096
Improvements other than

buildings 8,578,121 666,752 — — 9,244,873
Equipment 20,339,880 1,588,355 — (872,801) 218.0-.00055,434
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Capital asset activity for the year ended June 30, 2013 was as follows:

Balance Deletions/ Balance
June 30, 2012 Retirements June 30, 2013
Land $ 9,898,280
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MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

For all employees patrticipating in the pl an effective January 1, 2014, KERS provides a
cash balance (hybrid plan) which determines retirement benefits for each participant
based on individual accounts. The assets of the plan remain in a single investment pool
like a traditional defined benefit plan. A cash  balance plan is a defined plan since it uses
a specific formula to determine benefits.

The KERS issues a publicly available financia | report that includes financial statements
and required supplementary information. That report is obtainable by writing to
Kentucky Employees Retirement System, 1260 Louisville Road, Perimeter Park West,
Frankfort, Kentucky 40601 or by calling (502) 696-8800.
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Changes in the liability for self-insurance for the years ended June 30 are as follows:

Liability, beginning of year
Accruals for current year claims and changes
in estimate (includes employee and
employer contributions)
Administrative and stop-loss fees
Claims paid

Liability, end of year

10. Unearned Revenue

Unearned revenue as of June 30 consisted of:

Current unearned revenue:
Prepaid tuition and fees
Grants and contracts
Auxiliary enterprises

Total current unearned revenue

2014 2013
$ 590,137 $ 588,477
11,313,184 10,668,147
(1,333,416) (1,197,541)
(9,909,905) (9,468,946)
$ 660000 $ 590,137
2014 2013
$2,288,148 $ 2,125,698
1,030,397 477,726
52,838 42,628
$3,371,383 $ 2,646,052
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11.

Revenue Bonds, Notes Payable and Capital Leases

The following is a summary of long-term ob ligation transactions for the University for
the year ended June 30, 2014:

Amounts
Beginning Ending Due Within Long-Term
Balance Additions Deductions Balance One Year Portion

Bonds payable $ 59,280,000 $ — $ (2,480,000) $ 56,800,000 $ 3,150,000 $ 53,650,000
Less bond discounts (247,411) — 17,012 (230,399) (17,012) (213,387)
Plus bond premiums 298,837 — (18,674) 280,163 18,674 261,489
Bonds payable, net of discounts

premiums 57,004,549 — (2,481,662) 56,849,764 3,151,662 53,698,102
City of Murray

payable 9,095,000 — (305,001) 8,789,999 325,000 8,464,999
Bonds payable, net

of discounts 8,713,303 — (305,001) 8,789,999 325,000 8,464,999
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Maturity Information

A schedule of the mandatory principal and inte

Page 48



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

Long-term liability activity for the ye  ar ended June 30, 2014 was as follows:

Interest Bonds/Notes/
Original Balance Due Expense, Leases Maturing
Issue June 30, 2014 Current Year 2014-2015

General Receipts Bonds Payable
Series A 2007 bonds dated July 31,
2007, with an interest rate of
4.00% to 4.50%; final principal
payment date September 1, 2027;
Richmond Hall $ 14,550,000 $ 11,390,000 $ 498,108 $ 605,000

Series A 2009 bonds dated April 22,
2009, with an interest rate of
2.50% to 4.20%; final principal
payment date September 1, 2028;
completion of Richmond Hall and
various projects under $600,000 7,665,000 6,435,000 242,266 330,000

Series A 2011 bonds dated July 12,
2011, with an interest rate of
2.00% to 4.50%; final principal
payment date September 1, 2031;
renovation of Elizabeth Hall 7,645,000 7,070,000 280,255 295,000

Series B 2011 refunding bonds dated
July 26, 2011, with an interest rate
of 2.00% to 3.75%,; final principal
payment date September 1, 2021;
refunding of Housing and Dining
bonds series M, N, & O 4,670,000 3,195,000 84,481 495,000

Series C 2011 refunding bonds dated
July 12, 2011, with an interest rate
of 2.00% to 4.00%; final principal
payment date September 1, 2027;
refunding of Housing and Dining
bonds series P & Q 15,620,000 13,075,000 439,656 810,000

Series A 2013 bonds dated
May 29, 2013, with an interest rate
of 2.00% to 4.00%; final principal
payment date September 1, 2033;
renovation of Hester Hall, College
Courts sprinklers, and various

projects under $600,000 15,635,000 15,635,000 438,776 615,000
Total general receipts bonds payable $ 65,785,000 $ 56,800,000 $ 1,983,542 $ 3,150,000
Bonds payable before discount $ 65,785,000 $ 56,800,000 $ 1,983,542 $ 3,150,000
Less bond discount — (230,399) — (17,012)
Plus bond premium — 280,163 — 18,674
Total bonds payable $ 65,785,000 $ 56,849,764 $ 1,983,542 $ 3,151,662
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Interest Bonds/Notes/
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CH.e

The University leases certain equipment and  facilities, under capital lease agreements.
The recorded cost of these assets and accumula ted depreciation thereon were as follows:

2014 2013

Capital lease assets, at cost $ 2,200,000 $ 2,200,000
Less accumulated depreciation (1,870,000) (1,815,000)
Net book value $ 330,000 $ 385,000

The above represents a single capital lease for Murray State University. The lessor was
notified in April 2014 that the University wish ed to no longer lease this property. Per
the lease agreement the leased assets remained in possession of Murray State
University through June 30, 2014 with the lesso r taking possession on July 1, 2014. No
future payments will be made on this lease by Murray State University.

12. Deposits

The deposits held as of June 30 consisted of:

2014 2013
Current:

Horse stall rentals $ 16,850 $ 14,080
Racer card declining balances 38,166 55,299
Housing deposits 149,273 139,026
Agency account balances 114,390 114,407
Total current deposits 318,679 322,812

Noncurrent:
Housing deposits 368,275 380,711
Total deposits $ 686,954 $ 703,523

Noncurrent housing deposit additions were $154,950 and $336,970 for the years ended
June 30, 2014 and 2013, respectively. Noncu rrent housing deposit deductions were
$169,350 and $329,025 for the years ended June 30, 2014 and 2013, respectively.
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13. Unrestricted Net Position

The University’s designations of unrestri  cted net position at June 30 consisted of:

2013
2014 (Restated)
Unrestricted net position
A
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Significant notes to the Foundation’s financial statements are as follows:
2 lHR

Investments at June 30 consisted of:

2014 2013
Money market mutual funds $ 4,597,389 $ 4,107,658
Certificates of deposit 4,028,672 33,200
Equity securities 48,238,839 41,471,580
Cash value of life insurance policies 207,071 194,758
Mutual funds 20,047,816 25,912,095
Asset-backed bonds 200,250 —
Mortgage-backed bonds 1,371,708 3,179,363
Government bonds 10,021,623 5,126,702
Municipal bonds 434,790 596,246
Corporate bonds 5,470,351 3,071,315
Annuities 517,916 607,168

$ 95,136,425 $ 84,300,085

Total investment return is comprised of the following:

2014 2013
Interest and dividend income $ 1,386,047 $ 1,669,120
Realized gains on investments
reported at fair value 2,605,991 3,180,839
Unrealized gains on investments
reported at fair value 5,938,785 3,112,444

$ 9,930,823 $ 7,962,403

The Foundation’s temporarily and permane ntly restricted net position include
various endowment funds established by donors.
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b AEHHD

Assets held for others represent resource s in the possession of, but not under the
control of, the Foundation. Assets held for others as of June 30 were as follows:

2014 2013
Murray State University $24,592,501 $ 22,622,668
Murray State University Alumni Association 1,297,960 1,151,280
Others 45,884 10,779

$ 25,936,345 $ 23,784,727

y Al

The Foundation has been the recipient of se veral gift annuities which require future
payments to the donor or their named benefici aries. The assets received from donors
are recorded at fair value on the date of the gift. The Foundation has recorded a
liability at June 30, 2014 and 2013 of $1,040,876 and $1,079,638, respectively, which
represents the present value of the future gift annuity obligations. The liability has
been determined using discount rates ranging from 1.2% to 7.0%.

The Foundation administers several ¢ haritable remainder unitrusts and annuity
trusts. A charitable remainder trust provides  for the payment of distributions to the
grantor or other designated beneficiarie s over the trust's term (usually the
designated beneficiary’s lifetime), either in  the form of a percentage of the fair value
of the trust’s assets (unitrust) or in the form of a specified dollar amount (annuity
trust). At the end of the trust's term, the remaining assets are available for the
Foundation’s use. The portion of the trust attributable to the future interest of the
Foundation is recorded in the statement
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) Nea

Temporarily Restricted Net Position

Temporarily restricted net position at June

30 are available

for the following

purposes:
2014 2013
Scholarships $ 14,560,634 $ 9,748,381
Instruction and institutional support 9,732,155 8,239,678
Chairs and professorships 531,151 460,901
$ 24,823,940 $ 18,448,960
Permanently restricted net positi  on at June 30 are restricted to:

2014 2013

Investment in perpetuity, the income of

which is expendable to support:

Scholarships $ 27,694,545 $ 26,505,911
Instruction and institutional support 7,372,831 6,532,695
Chairs and professorships 2,137,703 2,048,139
Operations of the Golf Course 191,733 191,603
Operating activities of the Foundation 385,987 370,615
$ 37,782,799 $ 35,648,963

Net position were released from dono r restrictions by incurring expenses
satisfying the restricted purposes or by occurrence of other events specified by

donors.

2014 2013

Scholarships $ 1,446,813 $ 1,194,933
Instruction and institutional support 1,204,414 1,365,464
$ 2,651,227 $ 2,560,397

Page 55



MURRAY STATE UNIVERSITY
A Component Unit of the Commonwealth of Kentucky

Notes To Financial Statements (Continued)

15.

Mg h H#Hlo

Murray State University Athletic Foundation, Inc. (Racer Foundation) was a Kentucky
nonprofit corporation formed to enhance the academic and athletic experience of the
University student-athlete. The Racer Fo undation had a Board of Directors separate
from that of the University. The University did not control the timing or amount of
receipts from the Racer Foundation, the majori ty of resources or income thereon that the
Racer Foundation held and invested. The re sources held by the Racer Foundation can
only be used by, or for the benefit of, the University. The Racer Foundation was
considered a component unit of the University. The Racer Foundation financial
statements are not presented in the Universi ty's financial statements since they were
not material to the University’s financial statements.

In June 2014, the Murray State University At hletic Foundation, Inc. was dissolved.
Assets, consisting of cash and real estate he Id for sale, were gifted to the Murray State
University Foundation. Liabilities, consisti  ng of payables to Murray State University,
were written off as bad debt expense.

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 be nefits. Commercial insurance coverage is
purchased for claims arising from such ma tters 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 work ers’ compensation benefits for all state
employees, including University employees. Claims are administered by the Risk
Management Services Corporation.

CHLp
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16.

GHsa

The University is currently participating

must be for allowable and eligible purposes

in numerous grants from various departments
and agencies of the federal and state govern ments. The expenditures of grant proceeds

Single Audits and audits by the granting

department or agency may result in re quests for reimbursement of unused grant
proceeds or disallowed expenditures. Upon noti fication of final approval by the granting
department or agency, the grants are considered closed.

Natural Expense Classifications with Functional Classifications

The University’'s operating expenses by fun ctional classification for the years ended
June 30 were as follows:

Fund
Classification

Instruction
Research
Public service
Libraries
Academic
support
Student
services
Institutional
support
Operations and
maintenance
Financial aid
Depreciation
Auxiliary
Auxiliary
depreciation

Total expenses

Year Ended June 30, 2014

Natural Classification

Compensation

Noncapitalized

and Benefits Operations Utilities Equipment Scholarships Total
$ 53,722,084 $ 5,891,460 $ 201,995 $ 1,212,578 $ — $ 61,028,117
1,295,451 404,893 — 68,818 — 1,769,162
5,673,020 2,298,314 226,173 99,835 — 8,297,342
1,916,065 1,339,653 96 74,455 — 3,330,269
4,434,612 2,464,007 50,735 269,158 — 7,218,512
9,501,562 5,502,578 73,754 252,004 16,000 15,345,898
17,795,980 1,809,969 84,195 108,280 — 19,798,424
7,158,150 6,024,036 5,682,214 16,115 — 18,880,515

— — — — 11,439,493 11,439,493

— 8,244,719 — — — 8,244,719

7,459,358 11,362,496 2,732,754 129,152 263,580 21,947,340

— 1,277,967 — — — 1,277,967

$ 108,956,282 $ 46,620,092 $ 9,051,916 $ 2,230,395 $ 11,719,073 $ 178,577,758
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Fund Compensation Noncapitalized
Classification and Benefits Operations Utilities Equipment Scholarships Total
Instruction $ 51,990,426 $ 5,646,398 $ 149,556 $ 741,214 $ — $ 58,527,594
Research 1,316,923 309,536 — 23,455 — 1,649,914
Public service 5,945,310 2,039,033 220,548 137,726 — 8,342,617
Libraries 1,704,200 1,353,307 87 159,076 — 3,216,670
Academic

support 4,414,547 2,503,479 158,162 173,038 500 7,249,726
Student

services 9,257,896 5,059,022 77,789 208,147 20,345 14,623,199
Institutional

support 17,435,632 1,172,420 98,639 181,966 — 18,888,657
Operations and

maintenance 6,697,346 4,062,565 5,342,716 48,825 — 16,151,452

Financial aid — — — — 11,280,915 11,280,915

Depr84 53509.58 1BT 6.9509.58 1.92 7.68 re W n BTmi1918 49.86 7.68 re m,v.6T(, a)0(i5.58 1.92 7.68 re W n BTmi1918 49.86 7.68 re(cSs 509.58 Ae68 re W 1
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Condensed financial information as of and for the years ended June 30 of the
University’s Wellness Center segment is as follows:

HZe CaNtR
2013
2014 (Restated)
Assets
Current assets $ 534,758 $ 327,545
Noncurrent assets 1,753,477
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e CHECH-&

Cash flows from
Operating activities
Noncapital financing activities
Capital and related financing activities
Investing activities
Net increase in cash
Cash, b80otu9]m40 0 -5.8776 0 TD .0024 Tc [(

)05

$

2014

(460,688)
573,638
224,611
6,055
343,616

$

2013

(386,658)
539,441
93,604
614
247,001
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