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MEMORANDUM

To: Trustee Audit Committee

From: Fred L. Poston /-

Subject: Acceptance of the audited financial statements for the year ended
June 30, 2012

RECOMMENDATION

BE IT RESOLVED that the Audit Committee recommends that the Board of
Trustees accept the audited financial statements for the year ended
June 30, 2012.

BACKGROUND

The University’s financial staff has completed preparation of the annual
financial statements and the Board’s auditors, Plante & Moran, PLLC, have
completed their annual audit work related to those statements. Members
of the Audit Committee have reviewed the financial results and the work of
the auditors with the finance staff and with the auditors. This action is
now recommended to make official the financial statements of the
University. Following this recommended action, the financial statements, if
accepted, will be included in the publication of the annual financial report,
which is required by law to be made available to the Legislature, the
Auditor General, and the public each year.

Copies of the draft statements, together with a comprehensive letter of
transmittal, are on file in the Office of the Vice President for Finance and

Operations.

cc:  G. Deppong, M. Haas, G. Klein, T. Luccock, J. Thelen, S. Waltersdorf
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October 17, 2012

TO:

FROM:

SUBJECT:

Board of Trustees Audit Committee, Lou Anna Simon,
Fred Poston, Kim Wilcox, Bob Noto, Bill Beekman,
Mark Haas, David Byelich, Kathy Lindahl, Bill Latta
Greg Deppong

DRAFT 2012 FINANCIAL STATEMENTS

In preparation for the upcoming Trustee Audit Committee meeting set for
October 25, 2012 (9:00am, 450 Administration Building), attached for your

review are:

1)

3)

Enclosures

MSU'’s draft financial statements, including:

a) Management’s Discussion and Analysis (pp. 1-10)

b) Independent Auditor’'s Report (page 11)

c) MSU and MSU Foundation financial statements (pp. 12-17)

d) Footnotes to the financial statements (pp. 18-36)

e) Auditor’'s Report on Compliance and on Internal Control Over
Financial Reporting (pp. 37-38)

Explanatory memorandum titled “Review of MSU Draft Financial

Statements as of June 30, 2012” (pp. 39-56). This is a detailed

analysis of the financial statements prepared to assist with your

review.

CC: Dan Evon
Glen Klein
John Thelen
Sue Waltersdorf
Tom Luccock
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Michigan State University

Introduction

The following discussion provides an overview of the financial position of Michigan State University (the
“University”) for the years ended June 30, 2012 and 2011. Itincludes an analysis of the University’s
Statement of Net Assets, which presents the assets, liabilities, and net assets as of the end of the fiscal year,
and Statement of Revenues, Expenses, and Changes in Net Assets, which reflects revenues and expenses
recognized during the fiscal year. These financial statements are prepared in accordance with
Governmental Accounting Standards Board (GASB) principles.

The Michigan State University Foundation (the “Foundation”) is a legally separate entity which meets the
criteria set forth for component units under GASB regulations. The Foundation provides financial support for
the objectives, purposes, and programs of the University. Although the University does not control the
timing, purpose, or amount of its receipts from the Foundation, the resources (and income thereon) the
Foundation holds and invests are dedicated to benefit the University. Because these resources held by the
Foundation can only be used by, or for the benefit of, the University, the Foundation is considered a
component unit of the University and is discretely presented in the University's financial statements. The
Foundation is a private organization that reports under Financial Accounting Standards Board (FASB)
standards. As such, certain revenue recognition criteria and presentation features are different from GASB.
No modifications have been made to the Foundation financial information included in the University’s
financial report to account for these differences.

The University’s financial statements, related footnote disclosures, and discussion and analysis (which
excludes the Foundation), have been prepared by management. The discussion and analysis should be
read in conjunction with the financial statements and footnotes.

Statement of Net Assets

The Statement of Net Assets includes all assets and liabilities. It is prepared under the accrual basis of
accounting, whereby revenues and assets are recognized when services are provided and expenses and
liabilities are recognized when others provide the services, regardless of when cash is exchanged. Assets
and liabilities are generally measured using current values. One exception is capital assets, which are stated
at historical cost less an allowance for depreciation.
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Michigan State University

A summarized comparison of the University’s assets, liabilities and net assets at June 30, 2012, 2011, and
2010 follows:

2012 2011 2010
(in millions)
Current assets $ 444 $ 428 $ 420
Noncurrent assets:
Restricted cash and cash equivalents
and restricted investments - 111 203
Endowment and other investments 1,771 1,773 1,465
Capital assets, net 1,819 1,703 1,622
Other 135 120 134
Total assets 4,169 4,135 3,844
Current liabilities 436 408 387
Noncurrent liabilities 1,057 1,003 989
Total liabilities 1,493 1,411 1,376
Total net assets $ 2,676 $ 2,724 $ 2,468

Current assets:

Current assets consist of cash and cash equivalents, collateral from securities lending, investments, net
accounts and interest receivable, and other assets. The net increase in current assets in 2012 is due in part
to a net $3 million increase in pledges receivable expected to be received in 2013 and $37 million increase in
cash and cash equivalents and investments (primarily a function of the University’s operating, financing, and
investing activities as reported in the Statement of Cash Flows). This increase is partially offset with a $9
million decrease in State appropriation accounts receivable and $20 million decrease in federal, state, and
local sponsored program accounts receivable. Although total awards increased $63 million to $502 million in
2012, receivable balances vary from year to year due in part to timing differences between amounts
expended in accordance with grant or contract guidelines and actual cash draws from the grantor.

The net increase in current assets in 2011 is due in part to a net $15 million increase in federal, state, and
local sponsored program accounts receivable, partially offset with $10 million decrease in collateral from the
securities lending program. The decrease in securities lending is due primarily to a change in the makeup of
the underlying investment holdings under the securities lending program as of June 30, 2011 and their
related propensity for lending.

Noncurrent assets:

Restricted cash and cash equivalents and restricted investments

All balances represent unspent bond proceeds which are externally restricted for the construction or
purchase of capital assets. The decreases in 2012 and 2011 represent the spending of Series 2010A bond
proceeds consistent with their restricted purpose.
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Michigan State University

Endowment and other investments

At June 30, 2012 and June 30, 2011, the University’s endowment investments totaled $1,369 million (a
decrease of $26 million) and $1,395 million (an increase of $259 million), respectively. Market value
(realized and unrealized) changes within the investment portfolio accounted for a $106 million decrease and
a $182 million increase in 2012 and 2011, respectively, while the spending policy draw on the endowment’s
accumulated net capital gains (net of reinvested funds) totaled $24 million in 2012 and $2 million in 2011.
Offsetting these decreases were endowment gifts and University-designated additions to Endowment
investments of $40 million in 2012 and $21 million in 2011. In addition, during 2012 and 2011, $60 million of
investments were reallocated to designated endowment investments, consistent with the University’s Board
approved cash management and investment plan.

Other investments consist primarily of the Liquidity Reserve Pool component of the University’s Operating
Cash Pool, which totaled $257 million and $244 million at June 30, 2012 and 2011, respectively. Funded
retirement and postemployment benefit reserves ($78 million in 2012 and $86 million in 2011) are also
included in other investments.

For the years ended June 30, 2012, 2011, and 2010, the total returns on investments were as follows:

2012 2011 2010

Operating Cash Pool:
Liquidity Pool 1.0% 1.4% 3.9%
Liquidity Reserve Pool 5.1% 5.0% 12.2%
Common Investment Fund (2.8)% 20.6% 11.4%
Other Separately Invested Investments (16.1)% 35.9% (38.2)%

Capital assets

The University continues to implement its long-range plan to modernize and renew its teaching, research and
residential life facilities in support of its missions. At June 30, 2012, 2011, and 2010, the University's
investment in capital assets was as follows:

2012 2011 2010
(in millions)

Land $ 35 $ 32 $ 32
Buildings and site improvements 2,309 2,156 2,125
Construction in progress 227 205 163
Software and other intangibles 91 87 -
Equipment and other 672 626 597
Museum collections 10 9 9
Less: accumulated depreciation (1,525) (1,412 (1,304)

$ 1,819 $1,703 $ 1,622

Major additions to buildings and site improvements during 2012 include $48 million for the Brody Hall
renovation, $44 million for Plant Science Building expansion, $19 million for Case Hall First Floor
Renovations of Dining Hall, and $15 million for the Cyclotron Building Office Additions. Major additions to
buildings and site improvements during 2011 include $9 million for the Secchia Center, $6 million for the
Facility for Rare Isotope Beams Ultility Relocation, and $4 million for Hubbard Hall First Floor Commons
Renovation.
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Michigan State University

During 2012, the University added $4 million of software and other intangibles through the implementation of
various system enhancements to MSU’s Enterprise Business Systems Project, which went live during 2011.

This was a multi-year information system development project that updated and integrated the financial and

human resource/payroll systems across the University.

Construction in progress reflects multi-year projects which, once completed and placed into service, are
generally categorized as buildings and site improvements. The 2012 balance includes $39 million for the Eli
and Edythe Broad Art Museum, $33 million for Wells Hall addition and Old Horticulture Building renovation,
$27 million for Bailey and Rather Hall renovations, $24 million for the Facility for Rare Isotope Beams, $16
million for T.B. Simon Power Plant Coal Handling Improvements, and $14 million for the Bott Building for
Nursing Education and Research. The 2011 balance includes $45 million for the Brody Hall renovation, $26
million for Plant Science Building expansion, $24 million for the Eli and Edythe Broad Art Museum, and $17
million for Wells Hall addition and Old Horticulture Building renovation.

As of June 30, 2012, the University had initiated plans and incurred certain contractual commitments related
to the construction and renovation of various facilities. The costs to complete the projects are estimated to
be $115 million and are to be funded from debt proceeds, capital grants, private gifts, and other University
funds.

Current liabilities:

Current liabilities consist primarily of trade accounts and interest payable, accrued compensation and other
personnel costs, obligations under securities lending, deferred revenues, and other liabilities payable within
one year or less. The net increase in 2012 is due in part to a $67 million increase in the current portion of
long-term debt and other obligations, offset with decreases of $25 million in trade accounts payable and $15
million in balances held from employee payroll tax withholdings and benefit deductions. The net increase in
the current portion of long-term debt and other obligations is due in part to a net issuance of $43 million of
General Revenue Commercial Paper (short term financing), Series B, which was used to finance or
reimburse all or part of the costs of capital projects ($34 million), and refund outstanding General Revenue
Bonds, Series 2003C ($9 million). In addition, a net issuance of $8 million of General Revenue Commercial
Paper, Series C and $15 million of General Revenue Commercial Paper, Series D was used to finance or
reimburse all or part of the costs of capital projects. Trade accounts payable balances vary from year to year
due in part to timing of University initiatives and payments of related programmatic costs. Likewise, balances
held for employee payroll tax withholdings and benefit deductions vary from year to year due in part to timing
of remitting amounts to appropriate agencies.

The net increase in current liabilities in 2011 is due in part to a $22 million increase in trade accounts
payable and $7 million increase in debt interest payable. In addition, the current portion of long-term debt
and other obligations increased $23 million due in part to the issuance of $14 million of General Revenue
Commercial Paper, Series B, which was used to finance or reimburse all or part of the costs of capital
projects ($9 million) and refund outstanding General Revenue Bonds, Series 2002B ($5 million). In addition,
a net issuance of $43 million of General Revenue Commercial Paper, Series C proceeds were used to
refund outstanding General Revenue Commercial Paper, Series A ($35 million) and finance or reimburse all
or part of the costs of eligible capital projects ($8 million). Partially offsetting these increases, is a decrease
of $24 million in accrued compensation and other personnel costs primarily due to realigning the timing of
academic employee compensation payments to correspond with the nine month academic duty period
(September — May annually), resulting in no accrual at June 30, 2011. In addition, obligations under



DRAFT
MANAGEMENT’'S DISCUSSION AND ANALYSIS (continued)

Michigan State University

securities lending decreased $11 million due primarily to a change in the make-up of the underlying
investment holdings under the securities lending program as of June 30, 2011 and their related propensity
for lending.

Noncurrent liabilities, primarily debt:

At June 30, 2012, the University had noncurrent debt and other obligations outstanding of $734 million
compared with $758 million at June 30, 2011. This balance is comprised primarily of outstanding General
Revenue Bonds of $689 million and $713 million in 2012 and 2011, respectively. The decrease in
noncurrent debt and other obligations is due to scheduled principal debt payments of $15 million on
outstanding General Revenue Bonds and the current refunding of General Revenue Bonds, Series 2003C
(%9 million) with General Revenue Commercial Paper, Series B. The University periodically reviews its debt
capacity and related capital asset needs to optimize the use of its long-term resources. The University's
outstanding General Revenue debt carry an investment grade credit rating from Moody’s and Standard &
Poor’s of Aal and AA, respectively.

The University faces the continuing challenge of funding its increasing health care and dental benefits costs.
This includes the cost of providing postemployment health and dental benefits to eligible employees (other
postemployment benefits, or OPEB) through a closed single employer defined benefit plan administered by
the University. For the year ended June 30, 2012, the University has estimated the cost (annual expense) of
providing OPEB through an actuarial valuation as of January 1, 2012. The actuarial valuation computes an
annual required contribution, which represents a level of funding that, if paid on an ongoing basis, is
projected to cover current year costs and amortize any unfunded actuarial liabilities over a period of thirty
years. The University’s total unfunded OPEB obligation in 2012 and 2011 is estimated at $851 million and
$792 million, respectively. Of these amounts, the University has recorded a noncurrent liability of $217
million and $170 million for 2012 and 2011, respectively, representing the net OPEB obligation (the
cumulative difference between the annual required contribution less actual retiree health and dental
payments made during the respective fiscal years). This increase of $47 million represents the continued
amortization (over thirty years) of the total unfunded OPEB obligation.

Net assets:

Net assets represent residual University assets after liabilities are deducted. The University’s net assets at
June 30, 2012, 2011, and 2010 are summarized as follows:

2012 2011 2010
(in millions)

Invested in capital assets, net of

related debt $ 967 $ 991 $ 987
Restricted:

Nonexpendable 390 353 447
Expendable 547 591 396
Total restricted 937 944 843
Unrestricted 772 789 638
Total net assets $ 2,676 $ 2,724 $ 2,468
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The following is a breakdown of net assets at June 30, 2012. See footnote 15 for further information
(amounts are presented in millions of dollars):

Restricted -
expendable
20.5% [$547] .
Unrestricted
28.8% [$772]
Restricted - Designated/Committed:
nonexpendable Capital and infrastructure 12.5% $335

14.6% [$390]

Programmatic commitments  10.8% $289
Departmental working capital  8.6% $232
Quasi-endowments 1.4%  $36
Retirement and insurance (4.9%)

($132)
Total Designated/Committed  28.4% $760
Uncommitted _0.4% _$12

$772

28.8%

Invested in capital assets,
net of related debt
36.1% [$967]

TOTAL NET ASSETS $2.7 BILLION

Net assets invested in capital assets, net of related debt, represent the University’s land, buildings, software
and equipment net of accumulated depreciation and outstanding principal balances of debt attributable to the
acquisition, construction or improvement of those assets.

Restricted honexpendable net assets are subject to externally imposed stipulations that they be maintained
permanently. Such net assets include the corpus portion (historical value) of gifts to the University’s
permanent endowment funds and certain investment earnings stipulated by the donor to be reinvested
permanently.

Restricted expendable net assets are subject to externally imposed restrictions governing their use. Such
net assets include the net appreciation of the University’s permanent endowment funds that have not been
stipulated by the donor to be reinvested permanently, restricted quasi-endowments, restricted gifts, and
federal and state sponsored programs.

Although unrestricted net assets are not subject to externally imposed restrictions, virtually all of the
University’s unrestricted net assets are subject to internal designation to meet various specific commitments.
These commitments include funding the completion of the 2012 summer semester and the first quarter of
fiscal year 2013, maintaining reserves for capital projects, the continued recognition of the OPEB obligation,
working capital for self-supporting departmental activities, and unrestricted quasi and term endowments.
The uncommitted balance is $12 million.

The University’s ongoing review of its infrastructure indicates a need for approximately $850 million over the
next 10 years to modernize and renovate aging teaching, research, housing and other support facilities,
utility systems, and roads, consistent with its just-in-time maintenance strategy, and to upgrade
administrative and other campus-wide technology systems. The University intends to address these
maintenance and technology needs through the use of capital and infrastructure reserves, appropriate use of
additional borrowing, and efforts to obtain gifts, grants, and capital appropriations.

DRAFT
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Statement of Revenues, Expenses, and Changes in Net Assets

The Statement of Revenues, Expenses, and Changes in Net Assets presents the operating results of the
University, as well as the nonoperating revenues and expenses. Operating revenues primarily include net
student tuition and fees, grants and contracts, and auxiliary activities. Given a public university’s
dependency on revenues such as state appropriations, gifts, and investment income, which are prescribed
by GASB as nonoperating revenues, operating expenses will exceed operating revenues, resulting in an
operating loss. Net nonoperating revenues or expenses are an integral component in determining the
increase or decrease in net assets.
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Michigan State University

A summarized comparison of the University's revenues, expenses, and changes in net assets for the years

ended June 30, 2012, 2011, and 2010 follows:

Operating revenues:
Student tuition and fees, net of allowances
Grants and contracts
Auxiliary activities
Other operating revenues
Total operating revenues

Operating expenses:
Instruction and departmental research
Research
Public services
Academic support
Student services
Scholarships and fellowships
Institutional support
Operation and maintenance of plant
Auxiliary enterprises
Depreciation
Other operating expenses, net
Total operating expenses

Operating loss

Nonoperating revenues (expenses):
State operating appropriation
State agricultural experiment station appropriation
State cooperative extension service appropriation
State appropriated federal fiscal stabilization funds
Federal Pell grant revenue
Gifts
Net investment income (loss)
Interest expense on capital asset related debt
Other nonoperating revenues, net
Net nonoperating revenues

Income (loss) before other revenues

State capital appropriations

Capital grants and gifts

Additions to permanent endowments
Increase (decrease) in net assets

Net assets, beginning of year
Net assets, end of year

2012

$ 640
404
293
166

1,503

575
319
210

82

32

55
103
149
275
128

1,931

(428)

241
28
24

39
52
(22)
(35)

334

(94)

15
30

(48)

2,724

$ 2,676

2011

(in millions)

$ 568
373
280
168

1,389

561
294
220
78
32
53
94
138
269
116

1,858

(469)

284
33
29

43
46

289
(39)

690

221

18
17

256

2,468

$ 2,724

2010

$ 542
373
276
148

1,339

556
277
228
75
32
50
91
143
256
98

1,810

(471)

284
18
18
36
39
53

164

(20)

594

123

28
25

177

2,291

$ 2,468

DRAFT
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Total net revenue by source for the year ended June 30, 2012 is presented in millions of dollars:

OPERATING i Vit NET NONOPERATING
Aucxiliary activities
REVENUES 15.6% [$293] Other operating revenues AND OTHER REVENUES
79.8% [$1,503] 8.8% [$166] 20.2% [$380]

Grants and contracts
21.4% [$404] State/capital appropriations  15.6% $294

Gifts and other net revenues 3.7% $69

Federal Pell grant revenue 21% $39
Net investment loss 1.2%) ($22

20.2% $380

Student tuition and fees
34.0% [$640]

TOTAL REVENUE $1.9 BILLION

The University is supported by a diverse stream of revenue which supplements its student tuition and fees,
including state appropriations, federal and state sponsored programs, private gifts and grants, and
investment income. The University continues to seek revenue from all possible sources consistent with its
mission and to manage the financial resources realized from these efforts to fund its operations.

Operating revenues: The most significant source of operating revenue for the University is tuition and fees
(net of scholarship allowances), totaling $640 million and $568 million in 2012 and 2011, respectively. Gross
tuition and fees revenue increased 11.8% in 2012, due in part to increases in student credit hours and rates,
and changes in the student blend. The 4.7% increase in 2011 reflected an increase in tuition and fees,
increase from additional student credit hours taken, and changes in the student blend. Other major revenue
sources in 2012 include federal grants and contracts of $330 million (an increase of $33 million), including
$310 million for sponsored programs, and auxiliary activities of $293 million (an increase of $13 million).

Net nonoperating and other revenues: The primary source of this net revenue is State appropriations, which
totaled $294 million in 2012, a decrease of $52 million (15.0%), in line with State of Michigan legislative
reductions. In 2012, the University received $241 million in funding for general operations, compared to
$284 million in 2011. Michigan State University Extension and MSU AgBioResearch appropriations totaled
$52 million, compared to $62 million in 2011. In addition, the University received $1 million in State capital
appropriations in 2012, compared to no capital appropriations in 2011. Other significant components of net
nonoperating revenues in 2012 include gift revenue (increased $6 million), and net investment income
(decreased $311 million due to financial market conditions). In 2011, gift revenue decreased $7 million, and
net investment income increased $125 million.



MANAGEMENT’'S DISCUSSION AND ANALYSIS (continued)
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Operating expenses by source for the year ended June 30, 2012 are presented in millions of dollars:

Student services,

scholarships and
fellowships, and

other expenses

Depreciation 4.7% [$90]
6.6% [$128]
Instruction and
. departmental
Au><|l|§\ry research
enterprises 29.8% [$575]

14.3% [$275]

Operation and
maintenance of

plant
7.7% [$149]
Institutional
support Research
5.3% [$103] 16.5% [$319]
Academic support

Public services
4.2%[382] 10.9% [$210]

TOTAL OPERATING EXPENSES $1.9 BILLION

During 2012, $1,104 million was expended for the core missions of the University - instruction and
departmental research, research, and public services, an increase of $29 million (2.7%) over 2011.
Instruction and departmental research expenses increased $14 million (2.5%), due primarily to salary
increases (1.4%) and increases in faculty/staff levels (0.6%). Research and public service expenses
increased $15 million (2.9%) due mostly to growth in sponsored programs ($10 million). Auxiliary enterprises
(activities which provide services to students, faculty, staff, and the public) increased $6 million (2.2%), while
expenses for the operation and maintenance of plant increased $11 million (8.0%).

Economic Outlook

There is a direct relationship between the level of State appropriation support and the University’s ability to
mitigate tuition increases. Over the past decade, the continued economic pressures affecting the State have
resulted in a decrease of approximately $81 million in state appropriations. The University has worked to
minimize the impact to students and other stakeholders by successfully focusing on creating operating
efficiencies and controlling costs, while preserving existing programmatic strengths.

In accordance with prevailing legislative formulas for fiscal year 2012-13, the University approved a 3.5%
increase in resident undergraduate tuition. Under the University’s continued commitment to preserve access
for all students, a 6.5% increase in student financial aid for fiscal year 2012-13 was approved. In response,
the State approved a 1.6% increase in appropriations for fiscal year 2012-13. Regardless of economic
circumstances, the University is committed to sustaining its land-grant mission and values, and making a
significant positive impact in Michigan and around the world.

DRAFT
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Independent Auditor's Report

To the Board of Trustees
Michigan State University

We have audited the accompanying financial statements of Michigan State University (the “University”) as
of and for the years ended June 30, 2012 and 2011. We did not audit the financial statements of the
Michigan State University Foundation (the “Foundation”), which present all the balances and activity
reported in the discretely presented component unit. Those financial statements were audited by other
auditors whose report thereon has been furnished to us and our opinion, insofar as it relates to the
amounts included for the Foundation, is based on the report of the other auditors. The University and the
discretely presented component unit collectively comprise the basic financial statements. These financial
statements are the responsibility of the University’'s management. 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 Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The financial statements of the
Michigan State University Foundation were not audited in accordance with Government Auditing
Standards. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provide a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the financial position of Michigan State University and its
component unit as of June 30, 2012 and 2011 and the results of their operations and cash flows, if
applicable, for the years then ended, in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated October 25,
2012 on our consideration of Michigan State University’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and
other matters for the year ended June 30, 2012. 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 opinions 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 audits.

Accounting principles generally accepted in the United States of America require that management's
discussion and analysis, as identified on pages 1 through 10, be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted
of inquires of management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquires, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Kalamazoo, Michigan
October 25, 2012
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STATEMENTS OF NET ASSETS

Michigan State University

ASSETS

Current assets:
Cash and cash equivalents
Investments
Collateral from securities lending
Accounts and interest receivable, net
Student loans receivable, net
Pledges receivable, net
Inventories and other assets

Total current assets

Noncurrent assets:

Restricted cash and cash equivalents
Restricted investments
Endowment investments
Other investments
Student loans receivable, net
Pledges receivable, net
Investments in joint ventures
Deferred outflows from hedging derivative instruments
Unamortized bond origination costs
Capital assets, net

Total noncurrent assets

LIABILITIES AND NET ASSETS
Current liabilities:
Accounts and interest payable
Accrued personnel costs
Obligations under securities lending
Accrued self-insurance liabilities
Payroll taxes and other payroll deductions
Deposits held for others
Deferred revenues
Current portion of long term debt and other obligations
Total current liabilities

Noncurrent liabilities:

Accrued personnel costs
Accrued self-insurance liabilities
Hedging derivative instruments
Net other postemployment benefit obligation
Long term debt and other obligations

Total noncurrent liabilities

Total liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted:
Nonexpendable
Expendable
Unrestricted
Total net assets

June 30,
2012 2011
(in thousands)

$ 13,787 $ 18,954
217,327 174,752
15,357 12,880
142,871 170,114
9,409 8,566
27,568 24,109
18,119 18,305
444,438 427,680
- 23,219
- 87,360
1,368,659 1,395,282
402,072 378,127
36,055 36,312
21,664 36,893
6,719 6,676
66,434 35,770
4,639 4,706
1,818,707 1,703,365
3,724,949 3,707,710
TOTAL ASSETS $ 4,169,387 $ 4,135,390
$ 66,649 $ 87,913
40,887 49,256
15,357 20,317
13,619 15,073
7,500 22,188
27,619 31,754
101,949 86,155
162,270 95,702
435,850 408,358
32,742 31,937
7,249 6,881
66,434 35,770
216,981 169,608
733,604 758,304
1,057,010 1,002,500
1,492,860 1,410,858
966,908 991,459
389,884 352,696
547,789 590,891
771,946 789,486
2,676,527 2,724,532
$ 4,135,390

TOTAL LIABILITIES AND NET ASSETS $ 4,169,387

See accompanying notes
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STATEMENTS OF FINANCIAL POSITION

Michigan State University Foundation

ASSETS

Cash equivalents

Interest and dividends receivable

Grants and contracts receivable, net

Other receivables, net

Investments:
Marketable securities
Investments in limited partnerships
Venture capital

Cash value of life insurance

Land held for investment

Other investments

Investment in Research Park

Prepaid expenses

Property and equipment, net

Intangible assets, net

Other assets

LIABILITIES AND NET ASSETS

Liabilities:
Accrued expenses and other payables
Deferred compensation
Note payable - deferred compensation
Notes payable
Trusts and annuities payable
Deferred gifts
Deposit held for Michigan State University
Obligations under life estate agreements

Total liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

June 30,
2012 2011

(in thousands)
$ 3,972 $ 1,926
172 212
221 400
763 1,665
189,454 209,297
115,878 100,683
37,702 43,560
2,576 2,142
4,269 3,944
1,624 1,180
5,908 5,920
107 119
12,508 10,055
1,007 846
44 4
TOTAL ASSETS $ 376,205 $ 381,953
$ 3,445 $ 3,809
177 177
196 196
4,549 4,228
9,374 9,501
433 433
15,775 9,596
141 9
34,090 27,949
296,935 309,392
30,397 30,313
14,783 14,299
342,115 354,004
$ 381,953

TOTAL LIABILITIES AND NET ASSETS $ 376,205

See accompanying notes

DRAFT
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DRAFT
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Michigan State University

Year ended June 30,

OPERATING REVENUES 2012 2011
(in thousands)
Student tuition and fees $ 739,335 $ 661,110
Less: scholarship allowances 98,845 92,665
Net student tuition and fees 640,490 568,445
State of Michigan grants and contracts 9,617 10,356
Federal grants and contracts 330,094 296,874
Local and private sponsored programs 64,592 65,816
Interest and fees on student loans 907 940
Departmental activities (net of scholarship allowances of
$4,617 in 2012 and $4,476 in 2011) 164,972 166,897
Auxiliary activities (net of room and board allowances of
$19,862 in 2012 and $16,460 in 2011) 292,752 280,227
TOTAL OPERATING REVENUES 1,503,424 1,389,555

OPERATING EXPENSES

Instruction and departmental research 574,818 560,794
Research 318,952 293,705
Public services 210,245 220,549
Academic support 81,814 78,197
Student services 31,992 31,840
Scholarships and fellowships 54,755 53,357
Institutional support 102,733 93,646
Operation and maintenance of plant 148,968 137,919
Auxiliary enterprises 275,391 269,466
Depreciation 128,079 116,183
Other operating expenses, net 3,260 2,520
TOTAL OPERATING EXPENSES 1,931,007 1,858,176

Operating loss (427,583) (468,621)

NONOPERATING REVENUES (EXPENSES)

State operating appropriation 241,121 283,685
State agricultural experiment station appropriation 28,260 33,243
State cooperative extension service appropriation 24,366 28,673
Federal Pell grant revenue 38,724 43,424
Gifts 52,040 46,196
Net investment income (loss) (21,895) 288,510
Interest expense on capital asset related debt (35,264) (38,878)
Other nonoperating revenues, net 6,191 5,552
Net nonoperating revenues 333,543 690,405
INCOME (LOSS) BEFORE OTHER REVENUES (94,040) 221,784

State capital appropriations 1,200 -
Capital grants and gifts 14,979 17,743
Additions to permanent endowments 29,856 17,227
Increase (decrease) in net assets (48,005) 256,754

Net assets, beginning of year 2,724,532 2,467,778

NET ASSETS, END OF YEAR $ 2,676,527 $ 2,724,532

See accompanying notes
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DRAFT
STATEMENTS OF ACTIVITIES AND CHANGES IN NET ASSETS

Michigan State University Foundation

Year ended June 30, 2012

Unrestricted Temporarily Permanently
Funds Restricted Restricted Total
REVENUE, GAINS AND OTHER SUPPORT: (in thousands)
Contributions $ 48 $ 6,925 $ 624 $ 7,597
Equity earnings - subsidiaries 111 111
Income from investments 5,563 234 516 6,313
Royalty income 1,369 1,369
Rental income 1,246 1,246
Rental expenses (3,070) (3,070)
Net realized and unrealized loss on securities (1,279) (690) (237) (2,206)
Grants and contracts 2,714 2,714
Other income 68 68
Net assets released from restrictions:
Satisfaction of program restrictions 299 (289) (20) -
Current year transfers 6,505 (6,096) (409) -
TOTAL REVENUE, GAINS AND OTHER SUPPORT 13,574 84 484 14,142
EXPENSES:
Contributions to the University 15,135 15,135
Patent expense 965 965
Investment management fees 1,885 1,885
Investment consulting fees 383 383
Adjustments to value of annuities payable 81 81
Management and general 4,023 4,023
Postretirement benefits
Net periodic benefit cost 67 67
Provision for uncollectible receivables 500 500
MBI program expenses 2,992 2,992
TOTAL EXPENSES 26,031 - - 26,031
Change in net assets (12,457) 84 484 (11,889)
Net assets, beginning of year 309,392 30,313 14,299 354,004

NET ASSETS, END OF YEAR  $ 296,935 $ 30,397 $ 14,783 $ 342,115

Year ended June 30, 2011

Unrestricted Temporarily Permanently
Funds Restricted Restricted Total
REVENUE, GAINS AND OTHER SUPPORT: (in thousands)
Contributions $ 67 $ 4,871 $ 152 $ 5,090
Equity losses - subsidiaries (143) (143)
Income from investments 8,026 455 634 9,115
Royalty income 1,133 1,133
Rental income 1,076 1,076
Rental expenses (3,234) (3,234)
Net realized and unrealized gain on securities 37,483 2,689 1,124 41,296
Grants and contracts 2,523 2,523
Other income 62 62
Net assets released from restrictions:
Satisfaction of program restrictions 22 (10) (12) -
Current year transfers 4,383 (4,036) (347) -
TOTAL REVENUE, GAINS AND OTHER SUPPORT 51,398 3,969 1,551 56,918
EXPENSES:
Contributions to the University 11,418 11,418
Patent expense 908 908
Investment management fees 2,382 2,382
Investment consulting fees 460 460
Adjustments to value of annuities payable (119) (119)
Management and general 3,837 3,837
Postretirement benefits
Net periodic benefit cost 67 67
Changes other than net periodic benefit costs (929) (929)
MBI program expenses 2,409 2,409
TOTAL EXPENSES 20,433 - - 20,433
Change in net assets 30,965 3,969 1,551 36,485
Net assets, beginning of year 278,427 26,344 12,748 317,519

NET ASSETS, END OF YEAR  $ 309,392 $ 30,313 $ 14,299 $ 354,004

See accompanying notes
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DRAFT
STATEMENTS OF CASH FLOWS
Michigan State University

Year ended June 30,

2012 2011
Cash flows from operating activities (in thousands)
Tuition and fees $ 644,138 $ 571,968
Research grants and contracts 427,297 358,069
Auxiliary activities 294,918 285,989
Departmental activities 157,997 181,977
Interest and fees on student loans 907 940
Loans issued to students (10,095) (8,550)
Collection of loans from students 9,509 9,894
Scholarships and fellowships (76,923) (73,520)
Payments to suppliers (446,169) (447,204)
Payments to employees (1,246,182) (1,192,321)
Other payments (23,951) (18,574)
Net cash used by operating activities (268,554) (331,332)
Cash flows from noncapital financing activities
State appropriations 303,175 340,919
Federal Pell grant revenue 38,724 43,424
Gifts 49,802 46,472
Endowment gifts 29,787 17,268
William D. Ford Direct Lending receipts 365,317 348,242
William D. Ford Direct Lending disbursements (365,608) (348,764)
Net cash provided by noncapital financing activities 421,197 447,561
Cash flows from capital and related financing activities
Capital appropriations 1,200 -
Capital gifts and grants 29,056 29,250
Proceeds from issuance of debt and other long term obligations 102,875 65,809
Purchase of capital assets (239,153) (194,351)
Proceeds from sale of capital assets 424 367
Principal paid on capital debt (61,484) (63,559)
Interest paid (39,260) (34,384)
Other receipts (payments) 7,873 6,822
Net cash used by capital and related financing activities (198,469) (190,046)
Cash flows from investing activities
Investment income, net 68,865 107,717
Proceeds from sales and maturities of investments 1,763,973 1,741,967
Purchase of investments (1,815,398) (1,797,615)
Net cash provided by investing activities 17,440 52,069
Net decrease in cash (28,386) (21,748)
Cash and cash equivalents, beginning of year 42,173 63,921
Cash and cash equivalents, end of year $ 13,787 $ 42,173

See accompanying notes
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STATEMENTS OF CASH FLOWS (Continued)

Michigan State University

Reconciliation of net operating loss to

cash flows from operating activities:
Operating loss
Adjustments to reconcile net loss to

net cash used by operating activities:
Depreciation expense
Change in assets and liabilities:
Accounts receivable
Student loans receivable
Inventories and other assets
Investments in joint ventures
Unamortized bond origination costs
Accounts payable
Accrued personnel costs
Payroll taxes and other payroll deductions
Deposits held for others
Deferred revenues
Accrued self-insurance liabilities
Net other postemployment benefit obligation
Net cash used by operating activities

See accompanying notes

Year ended June 30,

2012 2011
(in thousands)
(427,583) $ (468,621)
128,079 116,183
17,986 (14,838)
(586) 1,344
186 (4,121)
(43) (347)
67 154
(22,354) 18,061
(7,564) (22,871)
(14,688) (4,653)
(4,135) 2,101
15,794 4,650
(1,086) 252
47,373 41,374
(268,554) $ (331,332)

DRAFT
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DRAFT
NOTES TO THE FINANCIAL STATEMENTS (All dollar figures stated in these Notes are in thousands)

Michigan State University
1. Organization, basis of presentation, reporting entity, and summary of significant accounting policies
Organization:

Michigan State University (the “University”) was founded in 1855 as the Agricultural College of the State of Michigan. It was the
first institution of higher learning in the nation to teach scientific agriculture and in 1863 became a pioneer land grant college
under the Morrill Act. The University has grown into a comprehensive research university providing undergraduate, graduate,
and professional degree programs. The University is not a component unit of the State of Michigan as defined by the
Governmental Accounting Standards Board (GASB).

Basis of presentation:

The University follows all applicable GASB pronouncements. In addition, the University applies all applicable Financial
Accounting Standards Board (FASB) Statements and Interpretations, Accounting Principles Board (APB) Opinions and
Accounting Research Bulletins of the Committee on Accounting Procedures issued on or before November 30, 1989 unless
those pronouncements conflict with or contradict GASB pronouncements. The University has elected not to apply FASB
pronouncements issued after November 30, 1989.

The accompanying financial statements have been prepared using the economic resource measurement focus and the accrual
basis of accounting in accordance with accounting principles generally accepted in the United States of America for publicly
owned colleges and universities and is presented in accordance with the reporting model as prescribed in Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements-and Management’s Discussion and
Analysis-for State and Local Governments, and GASB Statement No. 35, Basic Financial Statements-and Management's
Discussion and Analysis-for Public Colleges and Universities, as amended by GASB Statements No. 37 and No. 38. The
University follows the “business-type” activities requirements of GASB Statement No. 34. This approach requires the following
components of the University’s financial statements:

e Management's Discussion and Analysis.
. Basic Financial Statements: Statement of Net Assets; Statement of Revenues, Expenses, and Changes in Net Assets;
Statement of Cash Flows; and Notes to the Financial Statements.

GASB Statement No. 34 establishes standards for external financial reporting for public colleges and universities and requires
that resources be classified for accounting and reporting purposes into the following four net asset categories:

e Invested in capital assets, net of related debt: Capital assets, net of accumulated depreciation and outstanding
principal balances of debt attributable to the acquisition, construction, or improvement of those assets.

e Restricted:
Nonexpendable — Net assets subject to externally imposed constraints that they be maintained permanently by the
University. Nonexpendable net assets include the corpus portion (historical value) of gifts to the University’s
permanent endowment funds and certain investment earnings stipulated by the donor to be reinvested permanently.

Expendable — Net assets whose use by the University is subject to externally imposed constraints that can be
fulfilled by actions of the University pursuant to those constraints or that expire by the passage of time. Expendable
net assets include net appreciation of the University’s permanent endowment funds that have not been stipulated by
the donor to be reinvested permanently.

e Unrestricted: Net assets that are not subject to externally imposed constraints. Unrestricted net assets may be
designated for specific purposes by action of management or the Board of Trustees (the “Board”) or may otherwise be
limited by contractual agreements with outside parties. Substantially all unrestricted net assets are designated for
academic, research, and outreach programs and initiatives, postemployment benefits, and capital asset renewals and
replacements.

Reporting entity:

The Michigan State University Foundation (the “Foundation”) is a legally separate, tax-exempt entity which meets the criteria set
forth for component units under GASB Statement No. 39, Determining Whether Certain Organizations are Component Units.
The Foundation provides financial support for the objectives, purposes, and programs of the University. Although the University
does not control the timing, purpose, or amount of its receipts from the Foundation, the resources (and income thereon) which
the Foundation holds and invests are dedicated to benefit the University. Because the resources held by the Foundation can
only be used by, or for the benefit of, the University, the Foundation is considered a component unit of the University and its
Statements of Financial Position and Statements of Activities and Changes in Net Assets are discretely presented in the
University’s financial statements. In addition, the Foundation’s significant notes are summarized in Footnote 4.

The Foundation is a private organization that reports under FASB standards. As such, certain revenue recognition criteria and

presentation features are different from those under GASB. No modifications have been made to the Foundation financial
information included in the University’s financial report to account for these differences.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

Michigan State University

Complete financial statements for the Foundation can be obtained by a written request to: Michigan State University Foundation,
2727 Alliance Drive, Suite C, Lansing, Michigan 48910-3338.

Summary of significant accounting policies:

Cash and cash equivalents — For purposes of the Statement of Cash Flows, the University defines cash and cash equivalents
as highly liquid, short-term (90 days or less) investments that bear little or no market risk. Cash equivalents held in the Liquidity
Reserve Pool (LRP), Common Investment Fund (CIF), and other investment funds are included in investments because the
intent of these funds is long-term appreciation. Any cash balances held in these funds at the date of the financial statements are
due to timing of reinvesting the proceeds within the fund.

Restricted cash and cash equivalents and restricted investments — Restricted cash and cash equivalents and restricted
investments represent unspent bond proceeds that are externally restricted for the construction or purchase of capital assets.

Pledges — Financial support in the form of pledges is received from business enterprises, foundations and individuals. Revenue
from gift pledges is recorded only when there is an unconditional promise to pay and all eligibility requirements, including time
requirements, have been met. Contributions to permanent and term endowments are not recognized as assets until actually
received.

Inventories — Inventories are recorded using various methods, including last in first out (LIFO) and first in first out (FIFO).

Investments — All investments are stated at fair value. Investments in publicly traded securities are stated at fair value as
established by major securities markets. Non-publicly traded investments are valued based on independent appraisals and
estimates considering market prices of similar investments.

Capital assets — Capital assets are stated at cost or, when donated, at fair market value at date of gift. Depreciation is
computed using the straight-line method, with a full-year expense in the year of acquisition and none in the year of disposal.
Assets are depreciated over the estimated useful lives ranging from four to forty years for the respective assets. When assets
are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from the accounts. The
University does not capitalize certain works of art or historical treasures (except for certain museum collections) that are held for
exhibition, education, research, or public service. These collections are neither disposed of for financial gain nor encumbered in
any way. Accordingly, such collections are not recognized or capitalized for financial statement purposes.

Compensated absences — University employees earn vacation and sick leave benefits based, in part, on length of service.
Vacation pay is fully vested when earned. Upon separation from service, employees are paid accumulated vacation and sick pay
based upon the nature of separation (death, retirement, or termination). Certain limitations have been placed on the hours of
vacation and sick leave that employees may accumulate and carry over for payment at death, retirement, or termination. Unused
hours exceeding these limitations are forfeited.

Deferred revenue — Deferred revenue consists primarily of advance ticket sales for athletic events, summer school tuition not
earned during the current year, and contract and sponsored program advances.

Derivative instruments — Derivative instruments consist of interest rate swap agreements and are stated at fair value based on
the zero coupon valuation method.

Bond issuance costs — Bond issuance costs are capitalized and amortized over the life of the bond issue.

Operating and Nonoperating Revenues — Operating activities as reported on the Statements of Revenues, Expenses, and
Changes in Net Assets are those activities that generally result from exchange transactions, such as payments received for
providing services and payments made for services or goods received. Nearly all of the University’'s expenses are from
exchange transactions. Certain significant revenue streams relied upon for operations are recorded as nonoperating revenues,
as defined by GASB Statement No. 34, including state appropriations, federal Pell grant revenue, gifts, and investment income.
Restricted and unrestricted resources are spent and tracked at the discretion of the recipient University department within the
guidelines of donor restrictions, if any.

Student tuition and fees — Student tuition and fee revenues are reported net of scholarship allowances in the Statements of
Revenues, Expenses, and Changes in Net Assets. Scholarship allowances represent the difference between the stated charge
for goods and services provided by the University and the amount that is paid by the students or third parties on behalf of the
students, where the University has discretion over such expenses.

Auxiliary activities — Auxiliary activities primarily represent revenues generated from University Residential and Hospitality
Services, Intercollegiate Athletics, and various other departmental activities that provide services to the student body, faculty,
staff, and general public.

Donor restricted endowments — Under Michigan law set forth in the Uniform Prudent Management of Institutional Funds Act,
as adopted in Michigan in 2009 (“UPMIFA."), the Board acts in a fiduciary capacity as trustee of its endowment funds. UPMIFA
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Michigan State University

requires that the Board exercise its fiduciary duties prudently and consider both the charitable purposes and needs of the
University and the purposes of the specific endowment regarding current expenditures and preservation of the purchasing power
of the funds. Under the programmatic spending policy established by the Board, 5.00% of the average market value of
endowment investments for the twenty quarters of the five calendar years prior to the beginning of the fiscal year has been
authorized for expenditure.

Eliminations — In preparing the financial statements, the University eliminates inter-fund assets and liabilities that would
otherwise be reflected twice in the Statements of Net Assets. Similarly, revenues and expenses related to internal service
activities are also eliminated from the Statement of Revenues, Expenses, and Changes in Net Assets. Student tuition and
residence fees are presented net of scholarships and fellowships applied to student accounts where the University has discretion
over such expenses, while stipends and other payments made directly to students are presented as scholarship and fellowship
expenses.

Use of estimates — The preparation of the financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect amounts reported in the financial
statements and the accompanying notes. Actual results could differ from those estimates.

Income taxes — The University is a part of the State of Michigan for purposes of Internal Revenue Code Section 115, and is an
organization as described in Internal Revenue Code Section 501(c)(3). The University’'s income generally is exempt from federal
income taxes, although income from certain activities may be subject to taxation as unrelated business income.

Reclassifications — Certain amounts from the prior year have been reclassified to conform to the current year’s presentation.

2. Cash and cash equivalents

The University’s cash and cash equivalents as of June 30, 2012 and 2011 were as follows:

2012 2011
Cash and cash equivalents, current $ 13,787 $ 18,954
Restricted cash and cash equivalents, noncurrent - 23,219
Total cash and cash equivalents $ 13,787 $ 42,173

Of bank balances for cash, no amounts or balances in 2012, and $250 of the total $27,154 in 2011 were covered by federal
depository insurance. Any remaining amounts were uninsured and uncollateralized, as bank holding deposits of the University
are legally prohibited from collateralizing these deposits.
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Michigan State University

3. Investments

The University manages investments in accordance with the policy approved by the Board. The investment policy distinguishes
guidelines for the Liquidity Pool (LP), Liquidity Reserve Pool (LRP), and Common Investment Fund (CIF). In addition, the
University has other investments that are restricted by external agreements or by special donor limitations (Other).

Securities Lending Transactions: The University participates in a Board-authorized securities lending program whereby
University securities are contractually loaned to approved borrowers in exchange for the receipt of collateral which is invested.
The University had loaned securities with a market value of approximately $14,912 and $19,848 at June 30, 2012 and 2011,
respectively. One of the University’s custodians is an agent in lending the University’s domestic securities for cash collateral of
102% and international securities for cash collateral of 105%. At June 30, 2012 and 2011, the University had no credit risk
exposure to borrowers because the amounts the University owed the borrowers exceed the amounts the borrowers owed the
University. The contract with the lending agent requires it to indemnify the University if the borrowers fail to return the securities
(and if the collateral is inadequate to replace the securities lent). All securities loans can be terminated on demand by either the
University or the borrower. As a means of managing the University’s interest rate risk, the securities lending agreement limits the
difference between the average weighted maturity of securities loans and the average weighted maturity of the cash collateral
investment portfolio to a maximum of 90 days. At June 30, 2012 and 2011, the difference was less than 90 days.

As of June 30, 2012 and 2011, the University had the following investments:

June 30, 2012

Securities

Investment type LP LRP CIF Lending Other Total
Investment pools $ 10,600 $ 256,964 $ 1,162,341 $ 9,157 $ 44,667 $ 1,483,729
U.S. Treasury bonds 35,225 - 24,663 - 19,625 79,513
U.S. Government agencies 21,449 - 36,811 - - 58,260
Municipal bonds - - 1,067 - - 1,067
Corporate bonds 99,870 - 22,140 - 2,425 124,435
Asset-backed securities 50,183 - 14,220 6,200 - 70,603
U.S. Equities - - 180,146 - - 180,146
International equities - - 9,859 - - 9,859
International governmental bonds - - 245 - - 245
Investment derivatives - - - - (4,442) (4,442)

Total $ 217327 $ 256964 $1451492 $ 15357 $ 62275 $ 2,003.415

June 30, 2011
Securities

Investment type LP LRP CIF Lending Other Total
Investment pools $ 10,390 $ 244,425 $1,194613 $ 4118 $ 29,237 $1,482,783
U.S. Treasury bonds 36,508 - 9,583 - 3,885 49,976
U.S. Government agencies 61,206 - 40,326 - - 101,532
Municipal bonds - - 1,037 - - 1,037
Corporate bonds 115,321 - 19,144 2,562 - 137,027
Asset-backed securities 35,891 - 14,884 6,200 - 56,975
U.S. Equities - - 195,881 - - 195,881
International equities - - 10,526 - - 10,526
International governmental bonds 2,796 - 816 - - 3,612
Investment derivatives - - - - 9,052 9,052

Total $ 262112 $ 244425 $1486810 $ 12880 $ 42174 $ 2.048.401

Interest Rate Risk: As a means of managing its exposure to fair value losses arising from increasing interest rates, University
investment policy limits the average duration of the LP portfolio to three years and the LRP and CIF portfolios to six years. At
June 30, 2012 and 2011, the University was in compliance with its investment policy with regard to average duration. University
policy does not address average duration of investments by investment type.
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The maturities of fixed income investments as of June 30, 2012 and 2011 are as follows:

June 30, 2012
Fixed Income Investment Maturities

Less than 1 More than 10

Investment type year 1-5years 6-10 years years Total
Investment pools $ 9,157 $ 130,606 $ 190,371 $ 20,392 % 350,526
U.S. Treasury bonds 3,501 67,476 4,898 3,638 79,513
U.S. Government agencies - 10,383 5,174 42,703 58,260
Municipal bonds - 71 128 868 1,067
Corporate bonds 17,795 92,819 6,161 7,660 124,435
International governmental bonds - - 101 144 245
Asset-backed securities 6,379 25,833 21,865 16,526 70,603

Total $ 36,832 $ 327,188 $ 228,698 $ 91931 $ 684,649

June 30, 2011
Fixed Income Investment Maturities

Less than 1 More than 10

Investment type year 1-5years 6-10 years years Total
Investment pools $ 31,602 $ 126,612 $ 170,103 $ 30,874 $ 359,191
U.S. Treasury bonds 3,802 42,717 464 2,993 49,976
U.S. Government agencies 36,632 14,933 4,735 45,232 101,532
Municipal bonds - - 248 789 1,037
Corporate bonds 20,961 103,995 9,061 3,010 137,027
International governmental bonds 1,013 2,029 438 132 3,612
Asset-backed securities 10,809 13,546 17,004 15,616 56,975

Total $ 104,819 $ 303,832 $ 202,053 $ 98,646 $ 709,350

The University invests in asset-backed securities such as mortgage pass-through securities issued by U.S. Government
agencies. These securities are based on cash flows from interest payments on underlying mortgages. Therefore, they are
sensitive to prepayments by mortgagees, which may result from a decline in interest rates.
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At June 30, 2012 and 2011, the University is invested in six separate investment derivative instruments five of which are pay-

variable, receive-variable interest rate swaps and one of which is a pay-fixed, receive-variable rate swap.

2012 Counterparty/
Notional Effective Termination Counterparty Credit 2012 2011
Amount Rate Paid Rate Received Date Date Rating Fair Value Fair Value
67% USD-LIBOR- 67% USD-ISDA Sw ap Rate Deutsche Bank
$ 270,270 BBA one month ten year less .407% 8/15/2009 2/15/2034 AGIA2 $ 16,160 $ 16,481
USD-LIBOR-BBA one USD-LIBOR-BBA ten year Deutsche Bank
14,365 month less .575% 5/26/2006 2/15/2033 AG/A2 1,269 1,359
SIFMA Municipal 67% USD-LIBOR-BBA one Bank of New York
69,240 Sw ap Index month plus .44% 5/17/2010 8/15/2032 Mellon/Aal 352 (71)
SIFMA Municipal 67% USD-LIBOR-BBA one Deutsche Bank
46,155 Sw ap Index month plus .44% 5/17/2010 8/15/2032 AG/A2 235 (47)
67% USD-LIBOR-BBA three JP Morgan Chase
71,685 4.226% month plus .63% 5/17/2007 2/15/2037 Bank/Aa3 (26,856) (11,751)
SIFMA Municipal 67% USD-ISDA Sw ap Rate JP Morgan Chase
115,565 Sw ap Index ten year plus .0063% 6/8/2007 2/15/2037 Bank/Aa3 4,398 3,081
$ 587,280 $ (4442) $ 9,052

During the year ended June 30, 2012, amendments to three of the University’s pay-variable, receive-variable interest rate swaps
became effective per the terms listed in the table below. After the amendment period, these interest rate swaps revert back to
the original terms as outlined in the table above.

2012 Amendment Amendment Counterparty/
Notional Effective Termination Counterparty
Amount Rate Paid Rate Received Date Date Credit Rating

Deutsche Bank
$ 270,270 0% 1.407% 8/15/2011 8/14/2014 AGIA2

Deutsche Bank

$ 14,365 0% 2.1725% 8/15/2011 8/14/2014 AGIA2
JP Morgan

SIFMA Municipal 67% USD-LIBOR-BBA one Chase
$ 115,565 Sw ap Index month plus 1.8653% 8/1/2011 7/31/2014 Bank/Aa3

Credit Risk: The University is exposed to credit risk on investment derivative instruments that are in asset positions. To minimize
its exposure to loss related to credit risk, it is the University’s policy to require counterparty collateral posting provisions; refer to
Footnote 14 for thresholds and minimum transfers. The University has never failed to access collateral when required. The
aggregate fair value of investment derivative instruments in asset positions at June 30, 2012 was $22,414. This represents the
maximum loss that would be recognized at the reporting date if the counterparty failed to perform as contracted. This maximum
exposure is reduced by $22,062 of negative hedging and investment derivative fair values included in netting arrangements with
the counterparties and $370 of collateral posted with the University, resulting in no significant net exposure to credit risk with any
individual counterparty.

As a means of managing credit risk on its fixed income investments, University investment policy limits investments at time of
purchase to the following ratings issued by nationally recognized statistical rating organizations: LP portfolio — short-term A1/P1,
long-term BBB; LRP portfolio — short-term A2/P2, long-term B; CIF portfolio — short-term A2/P2, long-term BB. Thereafter, the
minimum quality for separately managed funds in all three portfolios is limited to AA. At June 30, 2012 and 2011, the University
was in compliance with its credit risk policy for each portfolio. University policy does not address credit risk by investment type.
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The Standard & Poor’s credit ratings for fixed income investments at June 30, 2012 and 2011 are as follows:
As of June 30, 2012

uU.s. u.S. International Asset-
Investment  Treasury  Government  Municipal Corporate  governmental backed
Rating pools bonds agencies bonds bonds bonds securities Total
AAA $ 9,157 $ - % 2,066 $ - $ 13,092 $ - $ 28068 $ 52,383
AA - - 8,760 414 27,670 101 4,942 41,887
A - - 834 653 47,419 - 1,274 50,180
BBB - - - - 30,454 144 4,984 35,582
BB - - - - 1,460 - 4 1,464
Below BB - - - - - - 3,488 3,488
Not rated 341,369 79,513 46,600 - 4,340 - 27,843 499,665
Total $ 350526 $ 79513 $ 58,260 $ 1067 $ 124435 $ 245 $ 70603 $ 684,649
As of June 30, 2011
uU.s. u.S. International Asset-
Investment  Treasury  Government  Municipal Corporate  governmental backed
Rating pools bonds agencies bonds bonds bonds securities Total

AAA $ 4117 % - $ 17,774  $ - $ 14568 $ 1,013 $ 34,036 $ 71,508
AA - - - 363 27,320 2,029 1,965 31,677
A - - - 674 60,787 176 1,870 63,507
BBB - - - - 27,838 394 26 28,258
BB - - - - 2,042 - 40 2,082
Below BB - - - - - - 4,045 4,045
Not rated 355,074 49,976 83,758 - 4,472 - 14,993 508,273
Total $ 359,191 $ 49976 $ 101532 $ 1037 $ 137027 $ 3612 $ 56975 $ 709,350

Concentration of Credit Risk: As a means of managing the concentration of credit risk, University investment policy limits the
concentration of investments as follows: LP portfolio — No more than 15% of the portfolio’s market value may be invested in
dollar denominated foreign securities of developed countries (i.e., no emerging markets). No more than 10% of the portfolio's
market value will be invested in securities of any single issuer, except those which are obligations of, or fully guaranteed as to
both principal and interest by, the U.S. Government or its agencies. LRP portfolio — No more than 10% of the portfolio’s market
value may be invested in securities below BBB. No more than 10% of the portfolio's market value may be invested in securities
of any single issuer, except those which are obligations of, or fully guaranteed as to both principal and interest by, the U.S.
Government or its agencies. CIF portfolio — Investments are managed in accordance with asset allocation guidelines and
manager guidelines established at time of manager appointment and consist of U.S. equities, inflation hedge funds, limited
partnerships, absolute return funds, and fixed income assets.

As of June 30, 2012 and 2011, not more than 5% of the University’s total investments were invested in any one issuer except
those which are obligations of, or fully guaranteed as to both principal and interest by, the U.S. Government or its agencies.

Custodial Credit Risk: For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the
University will not be able to recover the value of its investments or collateral securities that are in the possession of an outside
party. University investment policy does not limit the value of investments that may be held by an outside party. Of the
University’s investments $59,887 of the U.S. Treasury bonds, $53,262 of the U.S. Government agencies, $1,067 of the Municipal
bonds, $121,346 of the Corporate bonds, $245 of the International governmental bonds, $64,403 of the Asset-backed securities,
$173,608 of the U.S. Equities, $9,573 of the International equities, and $21,629 of the external investment pools are held by the
University’s counterparty, not in the name of the University. Consistent with the University’s securities lending agreement,
$15,357 was held by the counterparty that was acting as the University’s agent in securities lending transactions.

Foreign Currency Risk: University investment policy limits foreign currency risk on its LRP portfolio to 30% of the portfolio’s
market value.
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4. Foundation investments

Investments in equity securities with readily determinable fair values and all investments in debt securities are measured at fair
value in the Statements of Financial Position.

The Foundation has entered into various limited partnerships and managed accounts with investment managers. These
investments are secured by the underlying value of the securities composing the portfolios.

Foundation investments at June 30, 2012 and 2011 are summarized as follows:

2012 2011
Short-term investments $ 530 $ 1,096
Domestic equities 74,480 49,628
Foreign equities 28,596 21,961
Other equities 726 17,890
Fixed income 48,348 81,497
Mutual funds — Equities 17,410 17,666
Mutual funds — Fixed 19,364 19,559
Limited partnerships 115,878 100,683
Venture capital 37,702 43,560

$ 343,034 % 353,540

Certain 2011 amounts have been restated to conform with 2012 presentation.

Marketable securities: The fair values for marketable debt and equity securities are based on quoted market prices. Securities
traded on national securities exchanges are valued at the reported sales price on the last business day of the year. Investments
traded over the counter on the over-the-counter market and listed securities for which no sale was reported on that date are
valued at the average of the last reported bid and asked prices.

Limited partnership investments: The carrying amount reported in the Statements of Financial Position is stated at market value
or estimated market value.

Venture capital investments: The carrying amount reported in the Statement of Financial Position is stated at market value or
estimated market value. Management, external consultants, and the Board of Directors evaluate these investments for
impairments on a quarterly basis. As of June 30, 2012, the Foundation has an outstanding commitment to fund limited
partnership and venture capital investments in the amount of $28,602.

In determining the fair value of investments, the Foundation utilizes a fair value hierarchy that ranks the quality and reliability of
the information used to determine fair values and is based on certain assumptions that market participants would use in pricing
the asset, including assumptions about risk and/or the risks inherent in the inputs to the valuation techniques. The Foundation’s
total investment fair value measurement is categorized by the following valuation techniques: (1) Valuations from quoted prices in
active markets that are traded by dealers and brokers ($150,584); (2) Valuations obtained from third party pricing services for
identical or similar assets ($38,870); (3) Valuations from other techniques including option pricing models, discounted cash flow
models, and other similar techniques, and not based on market exchange transactions ($153,580).

Research park investment (not included in the above summary): The Foundation is also invested in a research park
development, which consists of land transferred at historical cost from the University plus costs incurred to develop the
infrastructure of the research park.
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5. Accounts and interest receivable

The composition of accounts and interest receivable at June 30, 2012 and 2011 is summarized as follows:

State appropriations

Research and sponsored programs
Departmental activities

Interest receivable

Other

Less: allowance for doubtful accounts
Net accounts and interest receivable

6. Student loans receivable

2012 2011
53,408 $ 62,837
59,273 83,231
20,670 21,181

1,626 1,454
23,072 19,528
158,049 188,231
15,178 18,117
142,871 $ 170,114

Student loans receivable at June 30, 2012 and 2011 are summarized as follows:

Current

Description 2011 Distributed Collected 2012 Portion
Federal Family Education Loan Program  $ 2,497 $ - $ 405 $ 2,092 $ 324
Perkins Federal Loan Program 37,090 5,403 4,492 38,001 4,537
Other 10,180 4,692 4,344 10,528 4,719
49,767 $ 10,095 $ 9,241 50,621 9,580
Allowance for uncollectible loans (4,889) (5,157) (171)
Net student loan receivable $ 44,878 $ 45,464 $ 9,409

Current

Description 2010 Distributed Collected 2011 Portion
Federal Family Education Loan Program  $ 2,870 $ - $ 373 $ 2,497 $ 183
Perkins Federal Loan Program 37,580 4,316 4,806 37,090 4,544
Other 10,444 4,234 4,498 10,180 4,022
50,894 $ 8,550 $ 9,677 49,767 8,749
Allowance for uncollectible loans (4,672) (4,889) (183)
Net student loan receivable $ 46,222 $ 44,878 $ 8,566

Principal repayment and interest rate terms of federal and University loans vary considerably. Campus-based federal loan
programs are funded principally with federal and institutional contributions to the University under the Perkins and various health

professions loan programs.

The University holds and services student loans related to the discontinued U.S. Department of Education Federal Family
Education Loan Program. As of June 30, 2012, the University held a non-revolving line of credit, used to facilitate the servicing of

the loans (see Footnote 13).

For the year ended June 30, 2012 and 2011, the University distributed $364,921 and $347,760, respectively, for student loans
through the U.S. Department of Education William D. Ford Direct Loan Program. These distributions and related funding sources
are not included as expenses and revenues in the accompanying financial statements.
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7. Pledges receivable

Payments on pledges receivable at June 30, 2012, expected to be received in the following fiscal years ended June 30, are
summarized below. The allowance for uncollectible pledges receivable is made based on prior collection experience and
management judgment. Gift pledges expected to be collected in the future years are reported at the net present value of the
related cash flows discounted at 5%.

2013 $ 31,170
2014 7,982
2015 5,536
2016 3,938
2017 2,701
2018 and beyond 4,317
Total discounted pledges receivable 55,644
Less: allowance for uncollectible pledges 6,412
Net pledges receivable, June 30, 2012 49,232
Less: current portion 27,568
Noncurrent portion $ 21,664

8. Investments in joint ventures

The University is a member of several incorporated nonprofit joint ventures, most of which are accounted for under the equity
method. The University and Sparrow Health System are members of Mid-Michigan MR, Inc., which provides high technology
cross-sectional diagnostic imaging services. University Rehabilitation Alliance, Inc. has the University and Peckham Vocational
Industries of Lansing as members and is an enterprise for the treatment of persons with brain injury. Alliance Corporation is an
enterprise formed with Spectrum Health System to support and direct the collaboration of physicians and researchers to enhance
patient treatments and increase the investigation of leading-edge medical research. The University is a 50% member in each of
the foregoing nonprofit corporations. Additionally, the University is a one-third member in Radiation Oncology Alliance, a
nonprofit corporation formed with McLaren Greater Lansing and the University of Michigan to provide radiation oncology
services. Copies of financial statements for these entities can be obtained by a written request to: Office of the Controller,
Michigan State University, 426 Auditorium Rd., John A. Hannah Administration Building Room 305, East Lansing, Michigan
48824-1046.
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9. Capital assets and collections

Capital asset and collection activity for the years ended June 30, 2012 and 2011 follows:

Additions
2011 (Deductions) Disposals 2012

Non-depreciated capital assets:

Land $ 32,143 $ 2,678 $ - 34,821

Construction in progress 205,028 21,610 - 226,638

Museum collections 8,871 889 - 9,760
Total non-depreciated capital assets 246,042 25,177 - 271,219
Depreciated capital assets:

Buildings and site improvements 2,155,955 157,912 (4,741) 2,309,126

Software and other intangibles 87,264 3,920 - 91,184

Equipment and other 625,836 57,169 (11,103) 671,902
Less: accumulated depreciation

Buildings and site improvements (909,712) (68,056) 4,508 (973,260)

Software and other intangibles (17,453) (18,237) - (35,690)

Equipment and other (484,567) (41,785) 10,578 (515,774)
Total depreciated capital assets 1,457,323 90,923 (758) 1,547,488
Total capital assets $ 1,703,365 $ 116,100 $ (758) 1,818,707

Additions
2010 (Deductions) Disposals 2011

Non-depreciated capital assets:

Land $ 32,143 $ - $ - 32,143

Construction in progress 162,670 42,358 - 205,028

Museum Collections 8,805 66 - 8,871
Total non-depreciated capital assets 203,618 42,424 - 246,042
Depreciated capital assets:

Buildings and site improvements 2,125,025 31,799 (869) 2,155,955

Software and other intangibles - 87,264 - 87,264

Equipment and other 597,401 37,959 (9,524) 625,836
Less: accumulated depreciation

Buildings and site improvements (849,582) (60,996) 866 (909,712)

Software and other intangibles - (17,453) - (17,453)

Equipment and other (454,931) (37,734) 8,098 (484,567)
Total depreciated capital assets 1,417,913 40,839 (1,429) 1,457,323
Total capital assets $ 1,621,531 $ 83,263 $ (1,429) 1,703,365

10. Contingencies and risk management

The University is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors and
omissions; and natural disasters. To manage these risks, the University uses commercial insurance with various self-insured

retentions. Self-insured amounts are computed based on historical claim experience.

The University’s liability for various medical professional liability claims is funded based on actuarial valuations. The University
carries excess commercial medical professional liability insurance to manage the liability. The liability is reported at its present

value of $5,260 as of June 30, 2012. The discount rate used was 2%.

The University is also self-insured for various employee benefits which include health care and dental insurance, workers
compensation, and unemployment compensation. Claims expenditures and liabilities are reported when it is probable that a loss
has occurred and the amount of the loss can be reasonably estimated. Those losses include an estimate of claims that have
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been incurred but not reported. The workers compensation liability, which will be settled by fixed payments over an extended
period of time, is reported at its present value of $4,438 as of June 30, 2012. The discount rate used was 6%.

Changes in the total reported general, professional, and self-insured employee benefit liabilities during 2012, 2011, and 2010
were as follows:

2012 2011 2010
Balance, beginning of year $ 21,954 $ 21,702 $ 24,253
Claims incurred and changes in estimates 90,052 100,822 103,170
Claim payments (91,138) (100,570) (105,721)
Balance, end of year 20,868 21,954 21,702
Less: current portion 13,619 15,073 13,770
Noncurrent portion $ 7,249 $ 6,881 $ 7,932

For those risks that the University has purchased commercial insurance, settled claims have not exceeded the commercial
coverage in any of the past three years.

In the normal course of its activities, the University has been a party in various legal actions. Historically, the University has not
experienced significant losses from such actions. After taking into consideration legal counsel’s evaluation of pending actions,
the University is of the opinion that the outcome thereof will not have a material effect on the financial statements.

11. Retirement benefits

The University has a defined contribution base retirement program administered through TIAA-CREF and Fidelity Investments for
all qualified employees. All regular employees are eligible to participate based on the service requirements specific to their
employee group. Participants maintain individual accounts with the base retirement vendors and are fully vested.

Participating employees contribute 5% of their base salary or wages and the University contributes 10% of the employee’s base
salary or wages subject to applicable Internal Revenue Service limits. Participants may elect to contribute additional amounts to
a supplemental program and/or a deferred compensation plan, within specified limits, which are not matched by University
contributions. Plan provisions and contribution requirements of plan members and the University are established and may be
amended in accordance with University policies, union contracts, or plan provisions. Contributions under the base program,
excluding the participants’ supplemental contributions, for the years ended June 30, 2012 and 2011 were as follows:

2012 2011
University contributions  $ 67,386 $ 68,254
Employee contributions 33,693 34,127

In addition, the University has a single-employer, defined benefit plan covering 590 employees hired prior to January 1, 1973.
The plan is closed to new entrants and monies have been internally reserved by the University to fully fund program costs. The
benefits are based on the employee’s compensation during the last three years of employment and/or years of service. There
were no required annual contributions and no pension costs for each of the three preceding years ended June 30, 2012.

12. Other postemployment benefits (OPEB)

Plan Description: The University provides retiree health and dental care benefits, including prescription drug coverage, to eligible
retired employees and qualified spouses/beneficiaries. This is a closed single employer defined benefit plan administered by the
University. Benefits are provided to eligible faculty, academic staff and support staff who meet normal retirement requirements
while still working for the University. Currently, the plan has approximately 17,600 members. The plan does not issue a separate
stand-alone financial statement. Effective for new employees hired on or after July 1, 2010, the University discontinued providing
retiree health and dental care benefits.

Funding Policy: The University's medical plans are self-funded and each plan’s premiums are updated annually based on actual
claims. The University contributes to the lowest cost health plan’s single rate cost for which retirees are eligible. No payment is
required by retirees who select the lowest cost health plan for coverage. In the event a retiree selects an alternative health plan,
the retiree is responsible for payment of the difference in premium costs. Retirees are responsible for various co-payments. The
University funds OPEB on a pay-as-you-go basis, and there is no obligation to make contributions in advance of when the
insurance premiums or claims are due for payment.
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Funding Progress: For the year ended June 30, 2012, the University has estimated the cost (annual expense) of providing
retiree health and dental care benefits through an actuarial valuation as of January 1, 2012. In accordance with GASB Statement
No. 45, the valuation computes an annual required contribution, which represents a level of funding that, if paid on an ongoing
basis, is projected to cover normal cost each year and amortize any unfunded actuarial liabilities over a period not to exceed
thirty years. This valuation’s computed contribution and actual funding are summarized as follows:

2012 2011 2010
Annual required contribution $ 73,935 $ 66,616 $ 66,970
Interest on the prior year's net OPEB obligation 11,873 8,976 6,167
Less adjustment to the annual required contribution (9,413) (6,939) (4,654)
Annual OPEB cost 76,395 68,653 68,483
Amounts contributed:
Payments of current premiums and claims (29,022) (27,279) (28,354)
Advance funding - - -
Increase in net OPEB obligation 47,373 41,374 40,129
OPERB obligation - beginning of year 169,608 128,234 88,105
OPEB obligation - end of year $ 216,981 $ 169,608 $ 128,234

The annual OPEB cost, the percentage contributed to the plan, and the net OPEB obligation for the current and two preceding
years are as follows:

Fiscal Year Ended June 30,

2012 2011 2010
Annual OPEB cost $ 76,395 $ 68,653 $ 68,483
Percentage contributed 38.0% 39.7% 41.4%
Net OPEB obligation $ 216,981 $ 169,608 $ 128,234

The funding progress of the plan as of the most recent and two preceding valuation dates are as follows:

2012 2011 2010

Actuarial value of assets $ - $ - $ -
Actuarial accrued liability (AAL) 850,695 791,921 782,796
Unfunded AAL (UAAL) $ 850,695 $ 791,921 $ 782,796
Funded ratio 0.0% 0.0% 0.0%
Annual covered payroll (annual payroll

of active employees covered by the plan) $ 802,106 $ 783,187 $ 753,757
UAAL as a percentage of covered payroll 106.1% 101.1% 103.9%

Actuarial methods and assumptions: Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts
and assumptions about the probability of occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the health care cost trend. Amounts are determined regarding the funded status of the plan and the
annual required contributions of the employer are subject to continual revision as actual results are compared with past
expectations and new estimates are made about the future.

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as understood by the
employer and the plan members) and include the types of benefits provided at the time of each valuation and the historical
pattern of sharing of benefit costs between the employer and plan members to that point. The actuarial methods and
assumptions used include techniques that are designed to reduce the effects of short-term volatility in actuarial accrued liabilities
and the actuarial value of assets, consistent with the long-term perspective of the calculations.

In the January 1, 2012 actuarial valuation, the projected unit credit actuarial cost method was used. The actuarial assumptions
include a 7% investment rate of return (net of administrative expenses), which is a blended rate of the expected long-term and
short-term investment returns on the University’s own assets to be used for funding the current liability, and an annual health
care cost trend rate of 5% which includes a 4% inflation assumption. The UAAL is being amortized over 30 years as a level
percentage of projected payroll on a closed basis, with 25 years remaining.
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13. Long term debt and other obligations

Long term debt and other obligations for the years ended June 30, 2012 and 2011 are summarized as follows:

Current
2011 Borrow ed Retired 2012 Portion
General Revenue Bonds:

Series 2010A $ 205,000 $ - $ - $ 205,000 $ -
Series 2010C 284,155 - 11,530 272,625 11,795
Series 2007A 24,970 - 3,090 21,880 3,220
Series 2007B 25,000 - - 25,000 -
Series 2005 54,140 - - 54,140 -
Series 2003A 48,205 - - 48,205 -
Series 2003C 9,620 - 9,620 - -
Series 2000A 77,140 - 5 77,135 -
728,230 - 24,245 703,985 15,015

General Revenue Commercial Paper:
Series B taxable 33,880 72,875 30,000 76,755 76,755
Series C tax-exempt 47,475 15,000 7,000 55,475 55,475
Series D tax-exempt - 15,000 - 15,000 15,000
81,355 102,875 37,000 147,230 147,230
Federal student loan deposits 37,298 396 - 37,694 -
Line of credit 2,428 - 686 1,742 -
Lease obligations and other 4,695 - (528) 5,223 25

$ 854,006 $ 103,271 $ 61,403 $ 895,874 $ 162,270

Current
2010 Borrow ed Retired 2011 Portion
General Revenue Bonds:
Series 2010A $ 205,000 $ - $ - $ 205,000 $ -
Series 2010C 289,230 - 5,075 284,155 11,530
Series 2007A 27,955 - 2,985 24,970 3,090
Series 2007B 25,000 - - 25,000 -
Series 2005 54,140 - - 54,140 -
Series 2003A 48,205 - - 48,205 -
Series 2003C 9,850 - 230 9,620 245
Series 2002A 1,490 - 1,490 - -
Series 2002B 5,710 - 5,710 - -
Series 2000A 78,700 - 1,560 77,140 -
Series 1998A-2 2,815 - 2,815 - -
748,095 - 19,865 728,230 14,865
General Revenue Commercial Paper:
Series A tax-exempt 34,929 - 34,929 - -
Series B taxable 20,000 13,880 - 33,880 33,880
Series C tax-exempt 4,071 51,929 8,525 47,475 47,475
59,000 65,809 43,454 81,355 81,355
Federal student loan deposits 36,838 460 - 37,298 -
Line of credit 3,410 - 982 2,428 -
Lease obligations and other 3,863 - (832) 4,695 (518)

$ 851,206 $ 66,269 $ 63,469 $ 854,006 $ 95,702
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All bonds are secured by General Revenues and certain variable rate issues bear interest based on weekly or quarterly rates
determined by the trustee or remarketing agent and are amortized through mandatory redemptions as follows:

e Series 2007B: from fiscal 2020 through 2037

e  Series 2005: from 2021 through 2034

e  Series 2003A: from 2021 through 2033

e  Series 2000A: from 2022 through 2031

With the exception of the Series 2007B bonds, the foregoing bonds may be converted to a permanent fixed rate provided certain
conditions are met.

The Series 2010A bonds bear interest at 6.17% and are subject to mandatory redemption from fiscal 2044 through 2050. In
accordance with the Build America Bonds program, the University will receive semi-annual federal credit payments equal to
35.00% of actual interest expense incurred on the outstanding principal balance of the bonds.

The Series 2010C bonds bear interest at fixed rates from 2.00% to 5.13% and mature either serially through fiscal 2029 or are
subject to mandatory redemption from 2030 through 2044.

The Series 2007A bonds bear interest at 5.00% and mature serially through fiscal 2019.

The University utilizes variable-rate commercial paper to provide interim financing. The Board has authorized the issuance of up
to $250,000 in commercial paper secured by General Revenues and allows for tax-exempt and taxable issuances. Outstanding
commercial paper debt is converted to long-term financing, as appropriate, within the normal course of business. Outstanding
tax-exempt balances bear interest at rates from 0.14% to 0.20% and taxable balances bear interest at rates from 0.13% to
0.18%, with principal and accrued interest payments due within a maximum of 270 days from the date of issuance.

During the year ended June 30, 2012, the University used $9,375 par value of Commercial Paper Series B to refund $9,375 par
value of Series 2003C bonds.

Hedging derivative instrument payments and hedged debt: Using rates as of June 30, 2012, scheduled fiscal year maturities of
bonds payable and related interest expense are as follows. These amounts assume that current interest rates on variable-rate
bonds and the current reference rates of hedging derivative instruments will remain the same for their term. As these rates vary,
interest payments on variable-rate bonds and net receipts/payments on the hedging derivative instruments will vary. See
Footnote 14 for information on derivative instruments.

Fiscal Year Fixed-Rate Bonds Variable-Rate Bonds Hedging
Ending June 30, Principal Interest Principal Interest Derivatives, Net Total

2013 $ 15,015 $ 26,670 $ - 512 $ 7,743 49,940
2014 15,595 25,914 - 512 7,714 49,735
2015 16,235 25,116 - 512 7,683 49,546
2016 16,915 24,285 - 512 7,651 49,363
2017 17,610 23,421 - 512 7,618 49,161
2018-2022 66,560 105,344 20,850 2,465 36,767 231,986
2023-2027 18,445 95,886 81,095 1,662 25,660 222,748
2028-2032 7,225 93,773 85,115 639 9,068 195,820
2033-2037 29,775 90,029 17,420 133 488 137,845
2038-2042 51,165 80,354 - - - 131,519
2043-2047 142,200 55,393 - - - 197,593
2048-2052 102,765 10,515 - - - 113,280

Total $ 499,505 $ 656,700 $ 204,480 7,459 $ 110,392 1,478,536

Interest expense was $35,264 (net of $3,795 capitalized interest) and $38,878 (net of $2,291 capitalized interest) for 2012 and

2011, respectively.

Federal student loan deposits represent funds from the federal government related to various federal student loan programs.

At June 30, 2012, the University owed $1,741 on a $4,100 non-revolving line of credit related to the University's servicing of
unsold graduate and professional degree student loans under the Federal Family Education Loan Program (see Footnote 6).
This line of credit bears interest equal to the British Bankers Association (BBA) London Interbank Offering Rate (LIBOR) Daily
Floating Rate plus 1.00%. Payments of accrued interest are due monthly, with all unpaid accrued interest and principal due in

October 2013.
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Lease obligations and other includes lease obligations of $1,828 ($216 current) and deferred bond premium of $20,156 ($943
current), net of deferred debt refunding costs of $16,761 ($1,134 current). Deferred amounts will be amortized over the
applicable bond issue life.

Accrued personnel costs include vacation and sick leave days earned but unused, including the University’s share of payroll
taxes, valued at the current rate of pay. Changes in the balances of accrued personnel costs during 2012 and 2011 were as
follows:

2012 2011
Balance, beginning of year $ 81,193 $ 104,064
Additions 2,910 4,465
Reductions (10,474) (27,336)
Balance, end of year 73,629 81,193
Less: current portion 40,887 49,256
Noncurrent portion $ 32,742 $ 31,937

14. Derivative instruments

The fair value and notional amounts of derivative instruments outstanding at June 30, 2012 and 2011, classified by type, and the
changes in fair value of such derivative instruments are as follows:

June 30, 2012

Changes in Fair Value Fair Value Notional
Classification Amount Classification Amount Amount
Hedging derivatives:
Cash flow hedges:
Pay-fixed interest rate sw aps Deferred charges $ (30,664) Debt $ (66,434) $ 210,245
Investment derivatives:
Pay-variable interest rate sw aps Net investment income (loss) $ 1611 Investment $ 22414 $ 515,595
Pay-fixed interest rate sw aps Net investment income (loss) (15,106)  Investment (26,856) 71,685
Total investment derivatives $ (13,495) $ (4442) $ 587,280

June 30, 2011

Changes in Fair Value Fair Value Notional
Classification Amount Classification Amount Amount
Hedging derivatives:
Cash flow hedges:
Pay-fixed interest rate sw aps Deferred charges $ 7,115 Debt $ (35,770) $ 210,855
Investment derivatives:
Pay-variable interest rate sw aps Net investment income (loss) $ 7331 Investment $ 20,803 $ 535,005
Pay-fixed interest rate sw aps Net investment income (loss) 3,064 Investment (11,751) 71,685
Total investment derivatives “$ 10,395 $ 9052 $ 606,690

Fair Value: The fair values of the interest rate swaps were estimated using the zero-coupon method. This method calculates the
future net settlement payments required by the swaps, assuming that the current forward rates implied by the yield curve
correctly anticipate future spot interest rates. The payments are then discounted using the spot rates implied by the current yield
curve for hypothetical zero-coupon bonds due on the dates of each future net settlement on the swaps.

Objective: The University is party to eight separate derivative instruments which are pay-fixed, receive-variable interest rate
swaps that hedge the changes in cash flows on various variable-rate debt series. In order to protect against the potential of rising
interest rates, the University entered into these derivative instruments at a cost less than what the University would have paid to
issue fixed-rate debt. In order to benefit from both expected changes in the relationship of short and long-term interest rates and
the relationships between the SIFMA Municipal Swap Index and both the ten-year USD-ISDA Index and the one-month USD-
LIBOR-BBA Index, the University also entered into five separate derivative instruments which are pay-variable, receive-variable
interest rate swaps which relate to various debt series. See Footnote 3 for more information on investment derivative
instruments.

Terms, Fair Values, and Credit Risk: The following table displays the terms and fair values of the University’s hedging derivative
instruments outstanding at June 30, 2012 and 2011, along with the notional amounts and credit rating of the associated
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counterparty as of June 30, 2012. As disclosed in Footnote 13, the University retired $9,375 of its Series 2003C debt with

proceeds from its Commercial Paper (CP) Series B. The related hedging derivative instrument was assigned to the portion of the
University’s CP Series B that was used to retire the Series 2003C debt.

Cash Flow 2012 Counterparty/
Hedge for Notional Effective Termination Counterparty 2012 2011
Type Debt Series Amount Date Date Rate Paid Rate Received  Credit Rating Fair Value Fair Value
Pay-fixed 67% USD-
interest rate LIBOR-BBA Deutsche Bank
swap 2000A $ 71535 11/3/2008 8/15/2029 4.074% one month AG/A2 $ (24,742) $ (14,465)
Pay-fixed USD-LIBOR-
interest rate BBA one Deutsche Bank
swap CP Series B 2,950 10/17/2002 8/15/2018 4.330% month AG/A2 (382) (339)
Pay-fixed USD-LIBOR-
interest rate BBA one Deutsche Bank
swap CP Series B 2,040 10/17/2002  8/15/2022 5.280% month AG/A2 (664) (404)
Pay-fixed 67% USD-
interest rate LIBOR-BBA Barclays Bank
swap 2003A 48,205 11/3/2008  2/15/2033 3.618%  one month PLC/A2 (14,672) (7,225)
Pay-fixed USD-LIBOR-
interest rate BBA one Barclays Bank
swap CP Series B 9,375 11/3/2008  2/15/2033 5.330% month PLC/A2 (3,545) (1,913)
Pay-fixed 67% USD-
interest rate LIBOR-BBA Barclays Bank
swap 2005 54,140 11/3/2008  2/15/2034 3.647%  one month PLC/A2 (16,715) (8,318)
67% USD-
Pay-fixed LIBOR-BBA JP Morgan
interest rate 2007B & CP three month Chase
swap Series C 22,000 5/17/2007  2/15/2028 4.139% plus .58% Bank/Aa3 (5,714) (3,106)
$ 210,245 $ (66,434) $ (35,770)

Credit Risk: The University is exposed to credit risk on hedging derivative instruments that are in asset positions. The aggregate
fair value of hedging derivative instruments in asset positions at June 30, 2012 was zero and the University was not exposed to
credit risk related to these swaps. Refer to Footnote 3 for information on credit risk of investment derivative instruments.

To mitigate credit risk, the University executes interest rate swaps with various counterparties and it is the University’s policy to
require collateralization. The following table demonstrates the thresholds and minimum transfers for collateralization:

JP Morgan Chase Bank

Bank of New York

Deutsche Bank AG N.A. Mellon Barclays Bank PLC
Minimum Minimum Minimum Minimum

Credit Rating  Threshold Transfer Threshold Transfer Threshold Transfer Threshold Transfer
Aaa/AAA $ 40,000 $ 1,000 $ 40,000 $ 1,000 $ 40,000 $ 1,000 $ 40,000 $ 1,000
Aa3/AA- to
Aal/AA+ 6,000* 1,000 20,000 1,000 6,000* 1,000 6,000 1,000
A3/A- to
Al/A+ 1,500 500 5,000 500 1,500 500 1,500 500
Baal/BBB+ 500 250 500 250 500 250 500 250
Below
Baal/BBB+ - 250 - 250 - 250 - -

*Threshold for the University is $20,000

Interest rate risk: The University is not exposed to interest rate risk on its derivative instruments.
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Basis Risk: The University is exposed to basis risk on its pay-fixed, receive-variable interest rate swap hedging derivative
instruments because the variable-rate payments received by the University on these hedging derivative instruments are based on
a rate or index other than interest rates the University pays on its variable-rate debt, which bear interest based on periodic rates
determined by the trustee or remarketing agent. These pay-fixed, receive-variable swaps expose the University to basis risk
should the rates resulting from the 67% of USD-LIBOR-BBA swaps not equal the rate the University pays on the 2000A, 2003A,
2005, 2007B, and CP Series C debt, and should the rates resulting from the USD-LIBOR-BBA swaps not equal the rate the
University pays on the CP Series B debt.

Termination Risk: The University or any of the involved counterparties may terminate a derivative instrument if the other party
fails to perform under the terms of the contract. If at the time of termination, a hedging derivative instrument is in a liability
position, the University would be liable to the appropriate counterparty for a payment equal to the liability, subject to any netting
arrangement.

Rollover Risk: The University is not exposed to rollover risk on its derivative instruments.

Contingencies: All of the University’s derivative instruments include provisions that require the University to post collateral at
certain thresholds depending on the University’'s credit rating. See the table under “Credit Risk” for thresholds and minimum
transfers for collateralization. As of June 30, 2012, the University’s credit ratings were Aal as assigned by Moody’s and AA as
assigned by Standard & Poor’s. The aggregate fair value of all derivative instruments with these collateral posting provisions as
of June 30, 2012 was ($70,876). The related collateral postings totaled $37,574 posted by the University to its counterparties and
$370 held by the University posted by its counterparties.

15. Net assets

Restricted and unrestricted net assets for the years ended June 30, 2012 and 2011 are as follows:

2012 2011
Restricted - nonexpendable:
Permanent endowments $ 389,884 $ 352,696
Restricted - expendable:
Gifts, endowment income and sponsored programs $ 328,363 $ 351,085
Quasi and term endowments 159,941 166,101
Capital projects 51,259 65,539
Student loans 8,226 8,166
Total Restricted - expendable $ 547,789 $ 590,891
Total Restricted Net Assets $ 937,673 $ 943,587
Unrestricted:
Designated/Committed $ 760,418 $ 779,390
Uncommitted 11,528 10,096
Total Unrestricted Net Assets $ 771,946 $ 789,486

Restricted — Net assets are restricted when they are subject to externally imposed constraints.

Unrestricted — Unrestricted net assets are not subject to externally imposed constraints. However, these net assets are subject
to internal designations. Unrestricted net assets include amounts designated for specific purposes by action of the Board or
management or may otherwise be subject to pending contractual commitments with external parties. Substantially all
unrestricted net assets are internally designated for programmatic initiatives or capital asset renewals.

16. Grants and contracts

The University receives grants and contracts from certain federal, state, and local agencies to fund research and other activities.
Revenues from government grants and contracts are recognized when all eligibility requirements have been met. The University
records indirect costs related to such grants and contracts at predetermined rates that are negotiated with the University’s federal
cognizant agency. Both direct and indirect costs charged to the grants or contracts are subject to audit and approval by the
granting agencies. University management believes adjustments of costs, if any, resulting from such examination by the granting
agency would not be material.
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17. Commitments

At June 30, 2012, the University had initiated plans and incurred certain contractual commitments related to the construction or
capital improvement of various facilities. The costs to complete the projects are estimated to be $115,233 and are to be funded
from debt proceeds, capital grants, private gifts, and other University funds. Certain University facilities have been, or are
scheduled to be, financed in whole or in part by SBA bond issues secured by a pledge of rentals to be received from the State of
Michigan pursuant to lease agreements between the SBA, the State of Michigan, and the University. During the lease terms, the
SBA will hold title to the respective buildings, the State of Michigan will make all lease payments to the SBA, and the University
will pay certain operating and maintenance costs. The SBA will be obligated to sell each building to the University for one dollar,
after full payment of all rentals due under the related lease.

At June 30, 2012, the University had entered into various limited partnerships with investment managers of oil and gas, real
estate, venture capital, private equity, and restructuring funds. As of June 30, 2012, $165,656 of the initial $483,230 investment
commitment remains outstanding.

18. New accounting pronouncements

The University will be required to implement the provisions of GASB Statement No. 60, Accounting and Financial Reporting for
Service Concession Arrangements (SCAs), effective with the fiscal year ending June 30, 2013. The University will be required to
address financial reporting related to service concession agreements which are a type of public-private or public-public
partnership. The University has not yet determined the full impact of this standard on its financial statements.

The University will be required to implement the provisions of GASB Statement No. 61, The Financial Reporting Entity Omnibus,
effective with the fiscal year ending June 30, 2013. The University will be required to address modifications to certain
requirements for inclusion of component units in the financial reporting entity. The University has not yet determined the full
impact of this standard on its financial statements.

The University will be required to implement the provisions of GASB Statement No. 62, Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, effective with the fiscal year
ending June 30, 2013. The University will be required to address certain FASB Statements and Interpretations, APB Opinions,
and Accounting Research Bulletins of the AICPA Committee on Accounting Procedure that this standard incorporates into GASB
literature. The University has not yet determined the full impact of this standard on its financial statements.

The University will be required to implement the provisions of GASB Statement No. 63, Financial Reporting of Deferred Outflows
of Resources, Deferred Inflows of Resources, and Net Position, effective with the fiscal year ending June 30, 2013. This
Statement defines deferred outflows and inflows of resources as elements of consuming or acquiring net assets by the University
that is applicable to a future reporting period. The standard also incorporates deferred outflows or inflows of resources into the
definition of the required components of the residual measure and by renaming that measure as net position, rather than net
assets. The University has not yet determined the full impact of this standard on its financial statements.

The University will be required to implement the provisions of GASB Statement No. 65, ltems Previously Reported as Assets and
Liabilities, effective with the fiscal year ending June 30, 2014. The University will be required to address financial reporting
related to the reclassification, as deferred outflows of resources or deferred inflows of resources, certain items that are currently
reported as assets and liabilities and recognize, as outflows of resources or inflows of resources, certain items that are currently
reported as assets and liabilities. The University has not yet determined the full impact of this standard on its financial
statements.

The University will be required to implement the provisions of GASB Statement No. 66, Technical Corrections-2012-an
amendment of GASB Statement No. 10 and No. 62, effective with the fiscal year ending June 30, 2014. The University will be
required to review changes to the financial reporting of risk financing and related insurance affecting GASB Statement No. 10
and changes to the financial reporting of loans and leases affecting GASB Statement No. 62. The University has not yet
determined the full impact of this standard on its financial statements.

The University will be required to implement the provisions of GASB Statement No. 68, Accounting and Financial Reporting for
Pensions-an amendment of GASB Statement No. 27, effective with the fiscal year ending June 30, 2015. The University will be
required to address modifications to certain requirements for financial reporting of pension plans. The University has not yet
determined the full impact of this standard on its financial statements.

Financial report prepared under the direction of Fred L. Poston, Vice President for
Finance and Operations and Treasurer; Mark P. Haas, Associate Vice President for
Finance and Chief Financial Officer; Glen J. Klein, Director of Investments and Financial
Management; Gregory J. Deppong, Controller; and John L. Thelen, Manager of
Financial and Cost Analysis.

Michigan State University is an affirmative-action, equal-opportunity employer.
The Michigan State University IDEA is Institutional Diversity: Excellence in Action
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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

To the Board of Trustees
Michigan State University

We have audited the financial statements of Michigan State University and its discretely presented
component unit (the Michigan State University Foundation) as of and for the years ended June 30, 2012
and 2011, which collectively comprise Michigan State University's basic financial statements, and have
issued our report thereon dated October 25, 2012. 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. The financial statements of the Michigan State University Foundation were audited by other
auditors, which did not perform that audit in accordance with Government Auditing Standards;
accordingly, this report does not include reporting on internal control over financial reporting or instances
of reportable noncompliance associated with the Foundation.

Internal Control Over Financial Reporting

Management of Michigan State University is responsible for establishing and maintaining an effective
internal control over financial reporting. In planning and performing our audits, we considered Michigan
State University’s internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of Michigan State University’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of Michigan State University’'s
internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the University's financial statements will not be prevented or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Michigan State University’s 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 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.

DRAFT

37



DRAFT

To the Board of Trustees
Michigan State University

This report is intended solely for the information and use of the finance and audit committee, the board of
trustees, and management and is not intended to be and should not be used by anyone other than these
specified parties.

Kalamazoo, Michigan
October 25, 2012

38



MICHIGAN STATE
UNIVERSITY

October 5, 2012

TO: Fred Poston, Mark Haas
FROM: Greg Deppong
John Thelen

SUBJECT: REVIEW OF MSU DRAFT FINANCIAL STATEMENTS
AS OF JUNE 30, 2012

The following information has been prepared to assist the Board of Trustees (the
“Board”) and the executive staff in their review of Michigan State University’'s draft
consolidated financial statements for the year ended June 30, 2012. It has been
organized to follow the sequence of the statements presented in the 2011-12 draft
financial statements. Bolded captions reference the corresponding line item in the
draft financial statements. Unless otherwise indicated, (1) balances are as of June
30, 2012 or for the year ended June 30, 2012, (2) increases and decreases are
referenced from prior year balances, and (3) dollar and percentage amounts are
rounded.

The Michigan State University Foundation (the “Foundation”) is a legally separate

entity which meets the criteria set forth for component units under Government

Accounting Standards Board (GASB) regulations. The Foundation provides financial

support for the objectives, purposes, and programs of the University. Although the

University does not control the timing, purpose, or amount of its receipts from the

OFFICE OF THE Foundation, the resources (and income thereon) which the Foundation holds and
CONTROLLER invests are dedicated to benefit the University. Because these resources held by the

Foundation can only be used by, or for the benefit of, the University, the Foundation
Financial & Cost is considered a component unit of the University and is discretely presented in the
Analysis  University's financial statements.

Michigan State University
426 Auditorium Rd, Rm 394 FINANCIAL STATEMENT HIGHLIGHTS

East Lansing, Ml
48824-1046

517/355-5029 REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

FAX: 517/353-1706
http:/ictirmsu.edw/  In its “Independent Auditor’'s Report”, the firm of Plante & Moran, PLLC expresses its

opinion as to whether the University’s financial statements as of June 30, 2012 are
fairly presented. The University has again received an unqualified opinion. Plante &
Moran states that, in all material respects, the Statement of Net Assets as of June 30,
2012 and the related Statement of Revenues, Expenses and Changes in Net Assets,
and the Statement of Cash Flows for the year ended June 30, 2012 are presented
fairly and in conformity with generally accepted accounting principles. Following
required auditing procedures, Plante & Moran’s opinion refers to the fact that the
Foundation financial statements are audited by a different firm. This reference does
not adversely impact the status of the University’s financial statements.

MSU is an affirmative-action,
equal-opportunity employer.
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Plante & Moran also provides a “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”. In this report, Plante & Moran indicates that it
took the University’s system of internal control into consideration when planning its audit and
performed certain compliance tests on this system. Although Plante & Moran does not express
an opinion on the University’s system of internal control, it does indicate that the results of its
tests disclosed no instances of noncompliance or matters they consider to be material
weaknesses in the system of internal control for the year ended June 30, 2012.

STATEMENT OF NET ASSETS

The Statement of Net Assets includes all the University’s financial assets and liabilities. It is
prepared under the accrual basis of accounting, whereby revenues and assets are recognized
when the service is provided and expenses and liabilities are recognized when others provide the
service, regardless of when cash is exchanged. Assets and liabilities are generally measured
using current values. One exception is capital assets, which are stated at historical costs less an
allowance for depreciation.

Current assets - Current assets represent cash and short-term investments and the portion of
assets as of June 30, 2012 expected to be received or service provided during the next fiscal
year:

1. Cash and cash equivalents totaled $13,787,000 at June 30, 2012, a net decrease of
$5,167,000 from the amount at June 30, 2011. This net decrease is a function of the
University’s operating, financing and investing activities as reported in the Statement of Cash
Flows.

2. Investments totaled $217,327,000, an increase of $42,575,000. This net increase is a
function of the University’s operating, financing, and investing activities as reported in the
Statement of Cash Flows and reflects investments within the liquidity pool with maturities of
90 days or greater (maturities of less than 90 days are included in cash and cash
equivalents).

3. Collateral from securities lending — During 2012, the University participated in a Board-
authorized securities lending program whereby University securities are contractually loaned
to approved borrowers in exchange for the receipt of collateral which is invested. At June 30,
2012, securities lending collateral totaled $15,357,000 and is recorded as a current asset and
offsetting current liability (see item 3 in the current liabilities section). This is an increase of
$2,477,000 due primarily to cash flows to the reinvestment pool and the makeup of the
underlying investment holdings as of June 30, 2012 and their related propensity for lending.

Subsequent to June 30, 2012, the University has terminated its securities lending program in
response to notification by the University’s bank (Bank of America) that their securities
lending agent was exiting the business effective August 24, 2012. The University is currently
evaluating alternative opportunities for replacing the securities lending program.

4. Accounts and interest receivable totaled $142,871,000, a decrease of $27,243,000. The
accounts receivable balance is mainly comprised of:
e $43,840,000 due from the State of Michigan for the July and August 2012 installments of
the 2011-12 appropriation for general operations, which decreased $7,739,000 (see item
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1 of the nonoperating revenues and expenses section for further discussion of the overall
2011-12 State appropriation).

o $54,162,000, a decrease of $18,623,000, due from federal, state, and local sponsored
programs. The sponsored program accounts receivable balance generally represents
billings for amounts expended for reimbursable grants and contracts, as well as amounts
expended but not yet drawn on letter of credit grants and contracts. Revenues for
sponsored programs are generally recognized only to the extent of expenditures and
transfers incurred in accordance with the terms of the grantor. Fluctuations in this
receivable are primarily due to timing differences of cash draws from the grantor.

o Departmental activities receivables total $13,719,000, a decrease of $832,000. These
amounts include $5,567,000 due for the College of Human Medicine (CHM) and College
of Osteopathic Medicine (COM) Medical Service Plan operations, an increase of
$1,231,000 due in part to increased patient volume and changes in patient mix. In
addition, amounts due for the Diagnostic Center for Population and Animal Health
(DCPAH) totaled $1,238,000, which was consistent with 2011 levels. Amounts due for the
West Michigan Faculty Practice Plan decreased $1,075,000 to $119,000 at June 30,
2012, and amounts due for the MSU HealthTeam Surgery department related to a
contract with Sparrow Health Systems to recruit surgeons to the mid-Michigan area
decreased $742,000 to $0 at June 30, 2012. These decreases are both due in part to
improved timing of billings and related cash receipts prior to 2012 year end.

e Appropriations for Michigan State University AgBioResearch totaled $5,138,000 and
amounts due for Michigan State University Extension (MSUE) totaled $4,430,000. These
represent amounts due from the State of Michigan for the July and August 2012
installments of the 2011-12 appropriation. These receivables decreased $906,000 and
$783,000, respectively, from the prior year (see items 2 and 3 of the nonoperating
revenues and expenses section for further discussion of the overall 2011-12 State
appropriation).

e $1,639,000 due from the federal government for an interest subsidy credit as part of the
American Recovery and Reinvestment Act of 2009 (ARRA) Build America Bonds
program. MSU patrticipates in this program through the issuance of General Revenue
Bonds, Series 2010A (issued in April 2010). The amount due is consistent with 2011
levels.

5. Student loans receivable (less allowance for doubtful loans of $171,000) totaled
$9,409,000, an increase of $843,000. The current portion of Perkins loans receivable totaled
$4,537,000 (a decrease of $7,000), while various other federal and institutional loans totaled
$4,719,000 (an increase of $697,000). The University continues to direct students to the
Federal Direct Loan Program as the best choice to provide a flow of federal loan dollars.
Overall, total student loans receivable (current and noncurrent) remained consistent with 2011
(see item 4 in the noncurrent assets section).

6. Pledges receivable totaled $27,568,000, a net increase of $3,459,000. This amount
represents unconditional pledges for cash gifts to the University that are expected to be
received during fiscal year 2013 and is presented net of a reserve of $3,602,000 for possible
uncollectible pledges. The net increase is due primarily to the expected receipt of $2,550,000
from Eli and Edythe Broad for the acquisition of art for the Broad Art Museum. See item 5 in
the noncurrent assets section for further discussion on the accounting treatment of future
cash flows in subsequent years.

7. Inventories and other assets totaled $18,119,000, a net decrease of $186,000. Major
inventories include: Power Plant coal and natural gas inventory, $4,887,000 (an increase of
$164,000); HealthTeam Pharmacy, $2,144,000 (an increase of $785,000 due primarily to
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timing of pharmacy shipment received on June 29, 2012); MSU Press, $1,094,000 (a
decrease of $798,000 due in part to a reduction in overall printing needs); Computer Center
Store, $602,000 (a decrease of $602,000 due in part to aligning timing of inventory shipments
to better match timing of demand); Physical Plant Maintenance Stock, $1,509,000;
Telecommunications, $1,369,000; and Food Stores, $1,015,000.

Noncurrent assets:

1. Restricted cash and cash equivalents and Restricted investments — Represent unspent
bond proceeds that are externally restricted for the construction or purchase of capital assets.
As of June 30, 2012, there were no restricted cash and cash equivalents or restricted
investments, a decrease of $23,219,000 and $87,360,000, respectively. The decreases are
due to spending Series 2010A bond proceeds and no new bond issuances in 2012.

2. Endowment investments totaled $1,368,659,000, a decrease of $26,623,000. This net
decrease is due primarily to market value decreases (realized and unrealized) of
$105,520,000 and withdrawals for endowment spending policy distributions of $34,323,000.
Amounts partially offsetting these decreases include: a) the transfer of $60,000,000 from the
Liquidity Pool to Endowment Trusts consistent with MSU’s Board approved Investment
Policy’s Statement of Investment Objectives for its Pooled Cash Fund; b) $31,759,000 of gifts
to endowment investments (including gifts to permanent endowments of $29,856,000); c)
$9,695,000 in unspent spending policy distributions that were reinvested in the respective
endowments, consistent with the underlying endowment agreements; d) contributions to
funds functioning as endowments and fulfillment of various endowment matching
commitments totaled $8,337,000; and e) funding of “Just-In-Time" capital losses of
$3,429,000.

3. Other investments totaled $402,072,000, a net increase of $23,945,000. This balance is
comprised primarily of the $256,964,000 Liquidity Reserve Pool component of the Operating
Cash Pool consistent with the University’s Board approved Investment Policy (a net increase
of $12,539,000 resulting primarily from market appreciation). Also, $78,127,000 is invested in
the Common Investment Fund for funding pension and other postemployment benefit
reserves, including the University’s Noncontributory Retirement Plan (a decrease of
$7,396,000 resulting from 2012 investment earnings/losses net of withdrawals for related
benefit payments). Also included is $37,204,000 (an increase of $25,631,000) of investments
on deposit with certain MSU swap counterparties for collateralization purposes. The increase
is due in part to changes in the market value of various swaps to a less favorable position for
the University, requiring the deposit of collateral with the counterparty. Investments held at
the Michigan State University Foundation represent restricted gifts received for the College of
Human Medicine Grand Rapids Medical School and totaled $15,775,000, an increase of
$6,179,000 due primarily to new gifts received during the fiscal year. In addition, the market
value of investment derivative instruments decreased $13,494,000 to a net negative
investment position of $4,442,000 (see item 7 of the noncurrent asset section for more
information). Lastly, investments on deposit from the MSU College of Law Foundation
($13,583,000), also invested in the Common Investment Fund, decreased $1,361,000 due to
market value declines.

4. Student loans receivable (less allowance for doubtful loans of $4,986,000) totaled
$36,055,000, a net decrease of $257,000. Perkins loans receivable totaled $33,464,000
(before allowance), an increase of $918,000. Additionally, Federal Family Education Loan
Program (FFELP) loans receivable that the University continues to hold and service totaled
$1,768,000, a decrease of $546,000. The federal portion of the allowance for doubtful loans
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is $4,485,000. This allowance is based upon historical data and is allocated to all loan
categories.

5. Pledges receivable totaled $21,664,000, a decrease of $15,229,000. This amount
represents unconditional pledges of cash gifts to the University that are expected to be
received after fiscal year 2013. Additionally, it reflects discounting for future cash flows and is
presented net of a reserve of $2,810,000 for possible uncollectible pledges. The net
decrease is primarily due to the cash receipt in 2012 of $4,900,000 from Eli and Edythe Broad
($25,500,000 gross pledge) for the Broad Art Museum, $2,200,000 from Spectrum Health
($55,000,000 gross commitment) for Secchia Center debt service, and $2,000,000 from The
Timothy and Bernadette Marquez Foundation ($7,000,000 gross pledge) for the Bott Building
for Nursing Education and Research. In addition, $2,550,000 of the Eli and Edythe Broad
pledge designated for the acquisition of art has been reclassified to the current portion of
pledges receivable (see item 6 in the current assets section) due to the expected receipt in
2013. Per accounting standards, pledges to permanent endowments of $16,603,000 (an
increase of $3,701,000) are not included in pledges receivable since these pledges are not
unconditional.

6. Investment in joint ventures totaled $6,719,000, an increase of $43,000. These
incorporated nonprofit joint ventures are accounted for using the equity method and consist of
the following:

e Mid-Michigan MRI (3MRI), a joint venture with Sparrow Health System, provides high
technology cross-sectional diagnostic imaging services to the mid-Michigan area. The
University shares a 50% equity interest in the net income or loss. The University’s equity
share of cumulative 3MRI net income totaled $3,451,000, an increase of $122,000 based
on results of 2012 operations and distributions. Distributions to MSU from 3MRI were
$2,268,000 in 2012, an increase of $80,000.

e University Rehabilitation Alliance, Inc. (URA), a joint venture with Peckham Vocational
Industries of Lansing, is an enterprise for the treatment of persons with brain injuries. The
University shares a 50% interest in the net income or loss. The $2,339,000 net
investment (an increase of $78,000) consists of a $928,000 note receivable for the
construction of an inpatient facility and cumulative net income from operations of
$1,411,000.

¢ Radiation Oncology Alliance (ROA) is a joint venture with McLaren Greater Lansing
(formerly Ingham Regional Medical Center) and the University of Michigan. The
University has a one-third share of the net income or loss, resulting in a $929,000
investment at June 30, 2012 (a decrease of $158,000).

Additionally, the University and Spectrum Health System are engaged in another incorporated
nonprofit joint venture, Alliance Corporation, to support and direct the collaboration of
physicians and researchers to enhance patient treatments and increase the investigation of
leading-edge medical research. The University shares an ongoing 50% financial
responsibility in this joint venture, but not an equity interest. As such, no assets are recorded
and any revenues or expenses are recognized in current operations. As of June 30, 2012,
the University has made cumulative contributions of $1,622,000 ($395,000 of which were
made in 2012).

7. Deferred outflows from hedging derivative instruments totaled $66,434,000, an increase
of $30,664,000 due to market value changes. This amount represents the net unrealized
negative market value of the University’s hedging interest rate swaps as of June 30, 2012.
Annually, the University is required to analyze and report the market value of all interest rate
swaps held at June 30. Additionally, the University is required to annually analyze the
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effectiveness (as defined by GASB) of the interest rate swaps to determine if, over time, the
swap agreements continue to provide effective cash flow hedges against the variable rate
debt interest payments paid by the University. To the extent the swaps continue to be
effective hedges, the net market value position at June 30 is recorded as either an asset or
liability within the financial statements. This impacts only the Statement of Net Assets. For
2012, a liability was recognized representing a net negative market value position (see item 3
in the noncurrent liabilities section). In instances where a swap ceases to be an effective
hedge (ineffective hedge), the swap is recorded as an investment (see item 3 in the
noncurrent assets section), with annual increases or decreases in market value recorded as
Net investment income (loss) (see item 6 in the nonoperating revenues and expenses
section). This impacts both the Statement of Net Assets and the Statement of Revenues,
Expenses, and Changes in Net Assets. Please refer to footnote #14 in the notes to the
financial statements for additional disclosures.

8. The Unamortized bond origination costs balance of $4,639,000 represents the
unamortized net bond discount and issuance costs for certain bonds. This amount will be
amortized over the remaining life of the related bonds.

9. Capital assets totaled $1,818,707,000, an increase of $115,342,000. This amount includes:
Land ($34,821,000, an increase of $2,678,000).

Buildings and site improvements ($2,309,126,000, an increase of $153,171,000).
Software and other intangibles ($91,184,000, an increase of $3,920,000)

Equipment and other ($681,662,000, an increase of $46,955,000).

Construction in progress ($226,638,000, an increase of $21,610,000).

Net of accumulated depreciation ($1,524,724,000, an increase of $112,992,000).

Additions to buildings and site improvements during the year include the Brody Hall
renovation ($47,570,000), Plant Science Building expansion ($43,810,000), Case Hall First
Floor Renovation of Dining Hall ($19,215,000), and the Cyclotron Building Office Additions
($14,653,000).

Software and other intangibles represent cumulative costs associated with implementing
MSU’s Enterprise Business Systems (EBS), which went live January 1, 2011. Fiscal year
2012 additions represent costs incurred for system enhancements implemented in 2012 that
increased the overall functionality of the Kuali Financial and SAP Human Resource/Payroll
systems. Costs incurred for general maintenance and ongoing training of the systems are
expensed as incurred. Costs associated with the development of the research administration
systems continue to be recorded as construction in process.

Construction in progress reflects unfinished multiple-year projects which, once completed and
placed into service, are categorized in their applicable capital asset designation. Major
projects at June 30, 2012 include the Eli and Edythe Broad Art Museum ($39,342,000), Wells
Hall addition and OId Horticulture Building renovation ($33,112,000), Bailey and Rather Hall
renovations ($27,342,000), the Facility for Rare Isotope Beams ($24,007,000), T.B. Simon
Power Plant Coal Handling Improvements ($15,983,000), and the Bott Building for Nursing
Education and Research ($13,626,000).

Current liabilities - Current liabilities are the portion of liabilities as of June 30, 2012, expected to
be paid or deferred revenues earned during the next fiscal year:
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1. Accounts and interest payable totaled $66,649,000, a net decrease of $21,264,000. This
balance represents various trade accounts and interest payable due that are incurred in
general business operations. Payable balances generally vary from year to year due in part
to timing of University initiatives and payments of related programmatic costs. Invoices and
trade accounts payable totaled $28,615,000, a decrease of $24,667,000. The decrease is
due in part to enhanced knowledge and familiarity across campus of the new financial
system, which allowed for more efficient processing of year end disbursement requests and
improved year end cutoff timing. In addition, another major component of this liability is Plant
construction and interest payable of $33,884,000, an increase of $3,922,000 due in part to an
increase in number of construction projects in process at June 30, 2012.

2. Accrued personnel costs totaled $40,887,000, a net decrease of $8,369,000. The balance
consists primarily of accrued vacation pay liability ($24,075,000) and accrued salaries and
other payroll ($13,831,000).

3. Obligations under securities lending totaled $15,357,000 at June 30, 2012, a net decrease
of $4,960,000 due primarily to the makeup of the underlying investment holdings as of June
30, 2012 and their related propensity for lending. See item 3 in the current assets section for
further explanation of this line item.

4. Accrued self-insurance liabilities totaled $13,619,000, a net decrease of $1,454,000.
Pending unemployment compensation claims decreased $1,854,000 to $775,000 due
primarily to the expiration of the federal government’s extended unemployment benefits
program on December 31, 2011. Other major components include self-insurance reserves for
employee health care totaling $9,236,000 and reserves for pending worker's compensation
claims totaling $2,410,000.

5. Payroll taxes and other payroll deductions totaled $7,500,000, a net decrease of
$14,688,000. These balances include employee payroll tax withholdings and benefit
deductions that have yet to be remitted to the appropriate agencies. In 2012, $14,805,000
was remitted to appropriate agencies prior to June 30, 2012, compared to 2011, when
amounts were remitted after June 30 (July 2011).

6. As of June 30, 2012, the University held $27,619,000 of Deposits held for others, a
decrease of $4,135,000. The largest portion of this balance is comprised of $11,659,000 of
MSU College of Law Foundation investments. The market value of these investments is
$13,583,000 (a $1,361,000 decrease due to market value decreases). In addition, sponsored
program contract and grant funding received in advance of a final award agreement being
executed are recorded as deposits held for others until finalization of the grant or contract is
complete. This amount totaled $1,881,000 in 2012, a net decrease of $6,304,000 due in part
to more efficient processing of contract and grant requests and related cash receipts. Other
noteworthy accounts held for others include: intellectual property ($3,324,000, an increase of
$1,018,000), MSU Radio-FM student group ($944,000, an increase of $225,000), and funds
pending escheating to the State of Michigan ($860,000, an increase of $244,000).

7. Deferred revenues totaled $101,949,000, an increase of $15,794,000. Deferred summer
tuition revenue totaled $38,979,000, an increase of $3,850,000 consistent with credit hour
and tuition increases. In addition, deferred revenue from sponsored programs (federal, state,
local and private) totaled $35,536,000 (a net increase of $7,064,000), which represents
sponsor funding received but not yet expended. Fluctuations in sponsored program deferred
amounts are primarily due to timing differences of cash draws from the grantor. Other
noteworthy deferred revenue amounts include: athletic ticket revenue ($18,470,000, an
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increase of $4,735,000 due primarily to an increased number of advance football ticket sales
and increased rates), Wharton Center performances ($3,028,000, an increase of $32,000),
and study abroad tuition ($2,569,000, a decrease of $249,000).

8. Current portion of long term debt and other obligations totaled $162,270,000, a net
increase of $66,568,000. The balance includes $147,230,000 of outstanding General
Revenue Commercial Paper (short-term interim financing), a net increase of $65,875,000.
The net increase is comprised of a net issuance of $42,875,000 of Series B Commercial
Paper used to finance or reimburse all or part of the costs of capital projects ($33,500,000)
and refund outstanding General Revenue Bonds, Series 2003C ($9,375,000). In addition,
there was a net issuance of $8,000,000 of Series C Commercial Paper and $15,000,000 of
Series D Commercial Paper that was used to finance or reimburse all or part of the costs of
capital projects. Also included in this line item is $15,015,000 in General Revenue bonds
principal payable in 2013. Please refer to footnote #13 in the notes to the financial
statements for additional disclosures.

Noncurrent liabilities:

1. Accrued personnel costs totaled $32,742,000, an increase of $805,000. This balance is
primarily comprised of accrued employee sick leave of $32,063,000.

2. Accrued self-insurance liabilities totaled $7,249,000, an increase of $368,000. $5,221,000
of the total represents the University’s professional liability reserves (an increase of
$1,133,000 reflecting actuarial calculation of required funding, case reserves, settlements,
and administrative costs). In addition, pending worker’'s compensation claims totaled
$2,028,000, a decrease of $765,000.

3. Hedging derivative instruments totaled $66,434,000 (an increase of $30,664,000)
representing a net negative market value position for the University’s hedging interest rate
swaps. See item 7 in the noncurrent assets section for corresponding amounts and more
information.

4. Net other postemployment benefit (OPEB) obligation totaled $216,981,000, an increase
of $47,373,000. For the year ended June 30, 2012, the University has estimated the cost
(annual expense) of providing retiree health and dental care benefits through an actuarial
valuation as of January 1, 2012. The actuarial valuation computes an annual required
contribution, which represents a level of funding that, if paid on an ongoing basis, is projected
to cover current year costs and amortize any unfunded actuarial liabilities over a period of
thirty years. MSU'’s total unfunded OPEB obligation is estimated at $851,000,000. Fiscal
year 2012 represents year five of the thirty year amortization of the liability resulting in a
current year annual required contribution of $73,935,000. Actual retiree health and dental
payments made in 2012 were $29,022,000, resulting in the 2012 increment increase in the
liability of $47,373,000. Effective for new employees hired on or after July 1, 2010, the
University discontinued providing retiree health and dental benefits, thus closing this
obligation to additional participants. MSU will continue to amortize the unfunded liability
attributable to eligible employees/beneficiaries over the remaining twenty-five years.

5. Long term debt and other obligations totaled $733,604,000, a net decrease of
$24,700,000. Bonds payable totaled $688,970,000, a decrease of $24,395,000. The net
decrease is due in part to scheduled fiscal year 2013 principal debt payments of $15,015,000,
which are reclassified to the current portion of long term debt. In addition, General Revenue
Bonds, Series 2003C of $9,375,000 was refunded with Series B Commercial Paper. See

46



REVIEW OF 2011-12 MSU DRAFT FINANCIAL STATEMENTS

Page 9

item 8 in the current liabilities section for more details. Also, please refer to footnote #13 in
the notes to the financial statements for additional disclosures.

Net assets:

1.

Invested in capital assets, net of related debt totaled $966,908,000 (a decrease of
$24,551,000) and includes capital assets, net of accumulated depreciation ($1,818,707,000 —
see item 9 in the noncurrent asset section), and unamortized bond origination costs
($4,639,000 — see item 8 in the noncurrent asset section). Offset with outstanding principal
balances of debt attributable to the acquisition, construction or improvement of those assets
($856,438,000 — see item 8 of the current liabilities section and item 5 of the noncurrent
liabilities section).

Restricted, nonexpendable represents the corpus portion (historical value) of the
University's permanent endowment funds and certain investment earnings stipulated by the
donor to be reinvested permanently. Such net assets totaled $389,884,000, an increase of
$37,188,000. The increase is due primarily to $29,839,000 of gifts, including $10,355,000 in
gifts for new endowments. Further, $4,367,000 in unspent spending policy distributions were
reinvested in the respective endowments, consistent with the underlying endowment
agreements. Major gifts include: $3,276,000 for the Professor Rudolf Hugh Endowed Chair,
$2,550,000 for the William C. Stenquist and Kathryn Burgess Stenquist Landscape
Architecture Scholarship, $1,251,000 for the Dr. Delia Koo Global Faculty Endowment,
$1,000,000 for the John and Marnie Demmer Endowment for Business Transformation, and
$1,000,000 for the Matilda R. Wilson Scholars Endowment.

Restricted, expendable includes net assets whose use by the University is subject to
externally imposed constraints that can be fulfilled by actions of the University pursuant to
those constraints or that expire by the passage of time. These net assets totaled
$547,789,000, a net decrease of $43,102,000, and include:

e Net undistributed permanent endowment fund investment income totaled $141,764,000, a
decrease of $39,639,000 due primarily to market value declines.

¢ Funds Functioning as Endowment (FFE) totaled $159,303,000, a net decrease of
$6,106,000. FFE accounts are those in which the donors have restricted the use of funds
for a particular purpose and the Board has determined that the principal will not be
expended. The decrease in FFE is due in part to a decrease in undistributed investment
income (net of spending policy distributions) of $11,799,000 due to market value declines,
offset with FFE gifts ($935,000) and University-designated additions to FFE’s
($4,752,000). Major University-designated additions to FFE’s include: $1,753,000
addition to the Robert L. Gustafson, Carol Christine Gustafson, and Mary M. Gustafson
Scholarship and $1,333,000 for the College of Human Medicine Student Scholarship
Fund.

e Gift account balances of $106,932,000, an increase of $6,527,000, due in part to an
increase of $2,747,000 in the Spartan Fund (which accounts for $10,611,000 of total
restricted expendable net assets), and $1,000,000 in the Essential Edge — Central
Support (which accounts for $4,000,000 of total restricted expendable net assets). Other
large accounts recorded in net assets include: Discretionary — University Advancement
($8,326,000), Broad — College of Business Administration - Accounting ($2,808,000),
Spartan Stadium Club and Suites ($2,363,000), Broad — Business MBA Program
($1,906,000), Capital Campaign ($1,739,000), Discretionary — College of Natural Science
($1,561,000), and Discretionary — College of Veterinary Medicine ($1,443,000).
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e Restricted pledges for future cash gifts of $48,713,000, a decrease of $11,675,000 (see
item 6 in the current and item 5 in the noncurrent assets sections for details).

¢ Endowment income account fund balances totaled $32,004,000, an increase of
$2,564,000.

e MSU AgBioResearch and MSUE fund balances, $7,308,000 and $5,605,000,
respectively, decreased $4,575,000 due in part to decreases in federal and state funding
in 2012.

e Sponsored programs fund balances totaled $25,018,000, an increase of $10,577,000 due
to the cyclical nature of grant funding, revenue recognition and spending.

e Undistributed investment income attributable to expendable restricted funds totaled
$9,042,000, an increase of $1,135,000. The increase is due in part to increases in the
underlying investments held at June 30, 2012 attributable to expendable restricted funds.

4. Unrestricted totaled $771,946,000, a net decrease of $17,540,000. The balance consists of
the following (amounts listed in millions of dollars):

June 30, 2012 June 30, 2011

Capital and infrastructure reserves $ 334.8 $ 295.6
Retirement and insurance (net of OPEB) (131.7) (79.9)
Programmatic commitments 289.2 270.3
Quasi/Term endowments (net of endow. trusts) 36.5 80.6
Departmental working capital 231.6 212.8
Uncommitted 11.5 10.1

Total unrestricted net assets $ 771.9 $ 789.5

o Capital and infrastructure reserves: Includes reserves being accumulated to address
various University building, infrastructure and programmatic needs relating to alterations,
new construction, renovations and technology changes. Estimates indicate that projected
“Just-In-Time” maintenance expenses plus costs to upgrade and improve campus-wide
administrative technology systems will be approximately $850,000,000 over the next ten
years.

e Retirement and insurance: Includes reserves for postemployment benefits and the
University’s Noncontributory Retirement Program (UNCRP). In accordance with current
GASB pronouncements, the financial statements do not reflect the $6,781,000 liability due
to current and retired University employees covered under the closed UNCRP retirement
plan. In addition, as discussed in item 4 of the noncurrent liabilities section, the University
continues to record an annual portion of its $851,000,000 OPEB obligation. In 2012, the
total recorded liability increased $47,373,000, consequently reducing net assets. MSU
will continue to amortize this obligation for eligible employees/ beneficiaries over the
remaining twenty-five years, and the net asset balance will continue to decrease
accordingly.

e Programmatic commitments: Represents funds provided for commitments and projects
which generally will be completed within the subsequent fiscal year. Examples include
summer semester expenses that occur after the close of the fiscal year, student financial
aid and loan funds, research funds, reserves held to backstop budgeted investment
income, special projects, and the balance allocated for the subsequent year budget. This
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e Quasi/Term endowments: Quasi endowments represent expendable funds which retain
their original purpose and intent that by Board designation, the principal may not be
expended without Board approval. In addition, included in this section is the unrealized
market value adjustment for MSU’s Term Endowments. At June 30, 2012, net assets
decreased $44,108,000 due primarily to market value declines.

o Departmental working capital: Represents balances designed to ensure the stable,
efficient operations of University departments. Examples include: the annual General
Fund carryforward program (4.0% in 2012), plus balances for residential/hospitality
services, athletics, clinical operations, study abroad, parking, and numerous other self-
supporting operations. This balance also includes a portion of the $43,840,000 due from
the State of Michigan for the July and August 2012 installments of the 2011-12
appropriation for current operations (discussed in item 4 of the current assets section) and
represents department working capital necessary to maintain operations during July,
August and September 2012. State appropriations for the 2012-13 fiscal year will be paid
October 2012 — August 2013.

e Uncommitted: Comprised entirely of General Fund balances and totaled $11,528,000.
Uncommitted net assets represent funds not specifically designated for a specific purpose
or commitment, but are available in instances where nonrecurring funds are required to
continue an activity for a fixed period of time to fulfill academic commitments to students
or contractual commitments to employees.

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS

The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues
earned and expenses incurred during the year. Revenues are reported as either operating or
nonoperating. Operating revenues primarily include net student tuition and fees, grants and
contracts, and auxiliary activities. Given a public university’s dependence on revenues such as
state appropriations, gifts and investment income which are prescribed by GASB as nonoperating
revenues, operating expenses will always exceed operating revenues, resulting in operating
deficits. The utilization of long-lived capital assets is reflected in the financial statements as
depreciation, which amortizes the cost of an asset over its expected useful life.

Operating revenues:

1. Student tuition and fees totaled $739,335,000, a net increase of $78,225,000 (11.8%), due
to a combination of increases in credit hours per student, total enrollment, enroliment mix, and
tuition rates approved by the Board in June 2011. Scholarship allowances applied to
student accounts where the University has discretion over such expenses are shown as a
reduction of student tuition and fee revenues, while stipends and other payments made
directly to students are presented as Scholarships and fellowships expenses (see item 6 in
the operating expenses section). Scholarship allowances totaled $98,845,000, an increase
of $6,180,000 (6.7%). Recurring financial aid increased $10,881,000 (11.8%), in line with the
University’s commitment to keep recurring increases in financial aid consistent with tuition and
fee increases. Offsetting this increase is a reduction of $4,700,000 (5.1%) in Federal Pell
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grant revenue awarded to students during 2012, which is treated as scholarship allowances
by MSU. See item 4 in the nonoperating revenues and expenses section for more
information.

2. State of Michigan grants and contracts, totaled $9,617,000, a net decrease of $739,000
(7.1%). This net decrease is due primarily to programs ending in 2012 and decreases in
overall state funding initiatives due to continued economic pressures affecting the State.

3. Federal grants and contracts totaled $330,094,000, a net increase of $33,220,000 (11.2%).
Sponsored programs comprise $309,616,000 (an increase of $23,961,000) of this balance.
Sponsored programs revenue increases were generally consistent with overall related
expenses and transfers to other accounts as noted in items 2 and 3 of the operating expense
section of this memo. In addition, federal funding for MSU AgBioResearch and MSU
Extension totaled $20,542,000, an increase of $9,401,000 due in part to timing of fiscal year
2011 fourth quarter authorization and receipt of federal funds not being completed until fiscal
year 2012. The following are the major sources of sponsored program revenue: (a) National
Science Foundation, $83,201,000, an increase of $5,352,000 due in part to new funding for
BEACON, an NSF Science and Technology Center for the Study of Evolution in Action, and
the National Superconducting Cyclotron Laboratory; (b) Public Health Service, $73,944,000,
an increase of $9,115,000 due in part to various increases in funding for multi-year grant
projects, including $1,672,000 increase for studying cancer in women under the age of 50; (c)
Department of Energy, $43,510,000, an increase of $4,939,000 due primarily to funding for
the Facility for Rare Isotope Beams; (d) U.S. Department of Agriculture, $34,235,000, a
decrease of $214,000; and (e) Agency for International Development, $17,607,000, an
increase of $5,913,000 due in part to increased funding for the Foreign Assistance Overseas
program that supports economic growth, agriculture and trade, global health and democracy,
and conflict prevention and humanitarian assistance.

4. Local and private sponsored programs totaled $64,592,000, a decrease of $1,224,000
(1.9%) due mainly to the cyclical nature of funding for various unique projects. These
revenues come from a variety of sources including foundations, industry, and other
universities.

5. Interest and fees on student loans totaled $907,000, a decrease of $33,000 (3.5%).
Interest and fees related to Perkins loans totaled $571,000 (a decrease of $12,000), while
interest and fees related to various other federal and institutional loans totaled $254,000 (a
decrease of $21,000).

6. Departmental activities totaled $164,972,000 (net of $4,617,000 of scholarship allowances),
a net decrease of $1,925,000 (1.2%). The major sources of revenue in this category include:
e College of Human Medicine (CHM) and College of Osteopathic Medicine (COM) Medical
Service Plan operations, $79,215,000, an increase of $6,979,000 due in part to increased
radiology services provided through the acquisition of the Breast Center of Lansing
practice, which became part of MSU on July 1, 2011.

¢ West Michigan Faculty Practice Plan totaled $12,690,000, a decrease of $8,381,000, and
COM Faculty Affiliation Fees and Medicaid Enhanced Reimbursement totaled $5,510,000,
a decrease of $2,920,000. The decreases are due in part to overall reduced federal
medicaid reimbursement rates and reductions in federal funding for the Medicaid
Enhanced Reimbursement Program because of the expiration of ARRA funds.

¢ Diagnostic Center for Population and Animal Health, $11,221,000, consistent with 2011.

e Study Abroad Program, $9,174,000, consistent with 2011.
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¢ MSU began integrating various student groups into the overall University financial records.
Accordingly, $317,000 of revenue attributable to activities of the Associated Students of
MSU (ASMSU) student group was recognized in 2012.

Auxiliary activities totaled $292,752,000 (net of $228,670,000 of internal service rebillings
and $19,862,000 of scholarship allowances), an increase of $12,525,000 (4.5%). Significant
activities include:

¢ Residence hall, apartment, and related activities revenue totaled $147,373,000, a net
increase of $10,257,000 (7.5%). Rates for the traditional double occupancy plan
increased 5.0%, while occupancy increased approximately 5.8%. Apartment rates
remained consistent with 2011 rates, while occupancy decreased 14.7% primarily due to
the demolition of Cherry Lane and Faculty Brick apartments.

¢ Intercollegiate Athletics revenue totaled $51,211,000, a net increase of $2,731,000
(5.6%). The revenue sports, football ($14,839,000), hockey ($1,013,000), and women’s
basketball ($122,000) all remained consistent with 2011. Men’s basketball totaled
$4,797,000, an increase of $494,000. Further, Sports broadcasting revenue totaled
$18,913,000, an increase of $1,239,000 due in part to an increase in revenue from the Big
Ten Football Championship game. Athletic post season revenue totaled $6,616,000, an
increase of $638,000.

e MSU Health Team operations, including Olin Pharmacy, totaled $37,293,000, consistent
with 2011.

e Veterinary Teaching Hospital revenue totaled $14,575,000, an increase of $1,042,000.
Computer Center Store revenue totaled $14,091,000, a decrease of $3,072,000 due in
part to reductions in sales of large server/storage hardware as units begin to shift more to
virtual networks/data storage. In addition, a large quantity of computer hardware and
software was sold in 2011 to grant funded departments using one-time federal ARRA
funding.

Operating expenses:

1.

Instruction and departmental research totaled $574,818,000, a net increase of
$14,024,000 (2.5%). General Fund salary and labor expenses, and related fringe benefit
costs totaled $448,187,000, an increase of $13,203,000 (3.0%) primarily due to faculty/staff
salary and fringe benefit rate increases averaging 1.9% and faculty/staff employee FTE
increases of 0.6%.

Research totaled $318,952,000, a net increase of $25,247,000 (8.6%). $273,560,000 of
these expenses (an increase of $15,621,000) relates to federal, state, and local sponsored
programs and contracts (including MSU AgBioResearch). Sponsored programs research
expenses (plus transfers out to other accounts and indirect costs), when considered in
conjunction with Public Service expenses related to sponsored programs (see item 3 below),
correlate with the related net increase in sponsored program revenues discussed in items 2,
3, and 4 of the operating revenues section. In addition, the National Superconducting
Cyclotron Laboratory increased $2,478,000 due in part to its close relationship to the Facility
for Rare Isotope Beams and the increasing development costs associated with this facility.

Public services totaled $210,245,000, a net decrease of $10,304,000 (4.7%). Within this
category, sponsored programs and MSUE expenses comprised $79,264,000 (a decrease of
$10,207,000) of the total expenses. The decrease is due in part to a reclassification of NSF
funded expenditures to the research function in accordance with updated financial reporting
guidance provided by the federal agency. Further, reductions in state funding for MSUE
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caused reductions in expenses. Expenses for the College of Human Medicine (CHM) and
College of Osteopathic Medicine (COM) Medical Service Plan operations totaled
$76,258,000, a decrease of $1,951,000. In addition, CHM and COM Medicaid Enhanced
Reimbursement Program expenses totaled $16,751,000, a decrease of $3,497,000 due in
part to reduced federal medicaid reimbursement rates and reductions in federal funding for
the Medicaid Enhanced Reimbursement Program. Offsetting these decreases is an increase
of $2,484,000 in self-insured medical professional liability expenses, which reflect expected
settlement payments, and administrative costs incurred during 2012, as well as changes in
the actuarial determined case reserves. Further, the Diagnostic Center for Population and
Animal Health increased $530,000 to a total of $9,734,000.

4. Academic support totaled $81,814,000, a net increase of $3,617,000 (4.6%). The net
increase is due in part to Technology, Teaching and Learning Funds, an increase of
$2,156,000 to $8,730,000. These expenses vary from year to year and are dependent on the
number of initiatives, availability of resources, and timing of funding. In addition, Libraries
totaled $11,666,000, an increase of $505,000, and the Broad Art Museum totaled $1,162,000,
an increase of $631,000, primarily due to pre-opening expenses incurred for public relations
and marketing in anticipation of opening the museum in the fall 2012. Other major
components in this category include expenses for: Computing Support ($14,763,000),
employee fringe benefit costs ($14,747,000), and net OPEB obligation ($2,860,000), all
generally consistent with 2011 levels.

5. Student services totaled $31,992,000, a net increase of $152,000 (0.5%). Among the
largest such expenses are Student Admissions and Records ($6,910,000), Counseling and
Career Guidance ($4,508,000), Student Services Administration ($2,794,000), Financial Aid
Administration ($2,452,000), and Social and Cultural Development ($2,352,000). In addition,
$1,279,000 was charged for the net OPEB obligation. All amounts were generally consistent
with 2011 levels.

6. Scholarships and fellowships totaled $54,755,000, a net increase of $1,398,000 (2.6%).
This balance represents scholarship and fellowship expenses over which the University does
not have discretion, or to the extent they were not applied to student tuition and fees. For
example, stipends and other payments made directly to students are presented as
scholarships and fellowships expenses. Allowances over which the University has discretion,
and those that are applied against tuition and fees, are reported as a reduction of tuition and
fee revenues. As such, it is necessary to analyze scholarship and fellowship expenses in
conjunction with the tuition reductions reported in relation to item 1 in the operating revenues
section. Scholarship allowances reported as reductions to tuition revenue increased
$6,180,000 (6.7%) compared to 2011 (see item 1 in operating revenues section).

7. Institutional support totaled $102,733,000, a net increase of $9,087,000 (9.7%). University
Advancement totaled $22,911,000, an increase of $4,948,000. This increase is due primarily
to costs associated with MSU’s next capital campaign. Costs include FTE increases,
consulting services, and marketing as the University continues to plan for the campaign’s
rollout. In addition, due to reorganizations within their respective departments, Information
Technology Services (formerly AlS) increased $1,409,000 to a total $13,414,000, and the
Vice President for Research and Graduate Studies (including the Office of Sponsored
Programs) increased $399,000 to a total $4,392,000. Other major components of this
category include: Human Resources ($5,085,000), Police and Public Safety ($4,459,000),
and Business Operations ($3,233,000). In addition, $3,885,000 was charged for the net
OPEB obligation.
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8. Operation and maintenance of plant totaled $148,968,000, a net increase of $11,049,000

(8.0%). Major components include:

e Power Plant fuel, $29,242,000, consistent with 2011.

e Repair and maintenance projects not capitalized, $58,265,000, an increase of $9,551,000.
This amount includes: noncapitalized costs (e.g. rent, training, system maintenance)
associated with Enterprise Business Systems implemented in 2011 ($16,013,000), costs
incurred for Cherry Lane and Faculty Brick apartment demolition ($4,107,000), various
environmental abatement projects ($2,776,000), Residential and Hospitality Services
furniture and technology upgrades ($1,801,000), various retro-commissioning projects
($1,198,000), and numerous smaller-scope maintenance projects, including: Diagnostic
Center for Population and Animal Health equipment maintenance ($1,079,000), Radio
systems and telecommunication maintenance ($855,000), Library and Computing
Technology computer upgrades and maintenance ($789,000), various parking lot
restorations ($502,000), Auditorium window replacement ($489,000), Library elevator
replacement ($476,000), and Hubbard Hall roof maintenance ($414,000).

e Custodial services, $10,357,000, an increase of $13,000.

e Employee fringe benefit costs, $12,269,000, an increase of $679,000.

9. Auxiliary enterprises totaled $275,391,000 (net of $228,670,000 internal service rebillings),
an increase of $5,925,000 (2.2%). Generally, increases or decreases in expenses are
consistent with increases or decreases in revenue. The balance is comprised primarily of:

e Residence hall, apartment, and related activities expenses totaled $120,893,000, an
increase of $8,816,000 (7.9%), consistent with revenue increases.

¢ Intercollegiate Athletics, $54,993,000, an increase of $1,934,000, consistent with revenue
increases.

e Computer Center Store, $13,709,000, a decrease of $3,828,000, consistent with
reductions in revenue (see item 7 in operating revenues section).

e Breslin Student Events Center, $915,000, a decrease of $690,000, consistent with
revenue decreases.

¢ Other major components that remained consistent with 2011 levels include MSU Health
Team operations, including Olin Pharmacy ($38,401,000), Kellogg Center ($12,967,000),
and Veterinary Teaching Hospital ($12,138,000).

10. Depreciation totaled $128,079,000, an increase of $11,896,000 (10.2%) due in part to the
first year depreciation for various large construction projects placed into service during 2012
(see item 9 in the noncurrent assets section). All depreciation is calculated using the straight
line method over the estimated useful life of the capital asset with the exception of new
buildings, which are depreciated over 40 years. When assets are retired or otherwise
disposed of, the cost and related accumulated depreciation are removed from the University’s
accounts.

11. Other operating expenses, net totaled $3,260,000, a net increase of $740,000 (29.4%), and
is primarily the result of the timing of deferred compensation payments and retirement
contributions per certain employment contracts from year to year.

Nonoperating revenues and expenses:

1. State operating appropriation from the State of Michigan totaled $241,121,000, a decrease
of $42,564,000 (15.0%), in line with State of Michigan legislative reductions.
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2. State agricultural experiment station appropriation (MSU AgBioResearch) totaled
$28,260,000, a decrease of $4,983,000 (15.0%), in line with State of Michigan legislative
reductions.

3. State cooperative extension service appropriation totaled $24,366,000, a decrease of
$4,307,000 (15.0%), in line with State of Michigan legislative reductions.

4. Federal Pell grant revenue totaled $38,724,000, a decrease of $4,700,000 (10.8%), and
represents direct federal funding awarded to students based on financial need to be used for
educational expenses (and treated as scholarship allowances by MSU). The decrease is due
primarily to the Federal government eliminating a second award distribution to eligible
students that was available in 2011, but not available to students in 2012.

5. Gifts totaled $52,040,000, an increase of $5,844,000 (12.7%). This balance represents cash
and non-cash gifts received by the University (except for those relating to capital projects and
additions to permanent endowments, which are reported separately). Notable new gifts
received during the year include: $11,965,000 to the Spartan Fund, $6,064,000 for the
Spartan Stadium Club and Suites, $2,599,000 for WKAR Radio and TV, and $1,515,000 for
The Eli Broad College of Business Administration.

6. Net investment income (loss) totaled a loss of $21,895,000, a decrease in investment
income from 2011 of $310,405,000 (107.6%), and represents the net income/loss incurred on
the University’s Operating Cash Pool, Common Investment Fund and other separately
invested investments. Total returns for the Operating Cash Pool, Common Investment Fund,
and separately invested portfolios in 2012 with comparative returns for 2011 were as follows:

2012 2011
Operating Cash Pool:
Liquidity Pool 1.0% 1.4%
Liquidity Reserve Pool 5.1% 5.0%
Common Investment Fund (2.8)% 20.6%
Other Separately Invested Investments (16.1)% 35.9%

The University's 2012 Liquidity Pool return outperformed its applicable benchmark, but the
Liquidity Reserve Pool and Common Investment Fund did not. Performance of these
investments is reviewed regularly with MSU'’s Investment Advisory Subcommittee, Cambridge
Associates and/or the investment managers. The investment return for the Common
Investment Fund decreased due to overall market value declines. Further, the Other
Separately Invested Investments decreased due primarily to investment derivative
instruments. Derivative instruments (interest rate swaps) that do not meet specific GASB
guidelines are required to be classified as investments, with annual changes in market value
reflected as net investment income or loss. For 2012, the market value of these interest rate
swaps decreased, causing an otherwise paositive return to be negative. Although market
value may vary from year to year, interest rate swaps are implemented for the life of the
related debt and over the long-term, these swaps have and are expected to continue to
reduce overall debt service costs.

7. Interest expense on capital asset related debt totaled $35,264,000, a decrease of

$3,614,000 (9.3%). Please refer to footnote #13 in the notes to the financial statements for
additional disclosures regarding interest rates and maturities on MSU’s bonded debt.
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8. Other nonoperating revenues, net totaled $6,191,000, a net increase of $639,000 (11.5%).
The nature of this line is, by definition, for nonoperating revenue and expense items that do
not relate to any of the other defined categories in the Statement of Revenues, Expenses and
Changes in Net Assets. As such, many items included are non-recurring and do not lend
themselves to year to year comparisons. In 2012, $4,429,000 of the total represents federal
interest subsidy credits received from the federal government related to the University’s
participation in the Build America Bonds program (see item 4 in the current asset section).

9. State capital appropriations represent revenue amounts awarded from the State of
Michigan for specific capital initiatives. In 2012, $1,200,000 was awarded to the University for
the Facility for Rare Isotope Beams. No amounts were awarded in 2011. Revenue amounts
vary from year to year and are dependent on the availability of State resources and timing of
funding for non-recurring initiatives.

10. Capital grants and gifts totaled $14,979,000, a decrease of $2,764,000 (15.6%). This line
reflects all cash or non-cash grants or gifts relating to the acquisition of capital assets.
Significant capital grants include a Public Health Service capital grant ($5,454,000 revenue
recognized in 2012) for the Bott Building for Nursing Education and a Department of Energy
capital grant ($1,901,000 revenue recognized in 2012) for the Facility for Rare Isotope Beams
construction. Significant capital gifts include a pledge from Eli and Edythe Broad ($2,550,000
gross pledge) for the acquisition of art for the Broad Art Museum.

11. Additions to permanent endowments totaled $29,856,000, an increase of $12,629,000
(73.3%). Major endowment gifts include: $3,276,000 for the Professor Rudolf Hugh Endowed
Chair, $2,550,000 for the William C. Stenquist and Kathryn Burgess Stenquist Landscape
Architecture Scholarship, $1,251,000 for the Dr. Delia Koo Global Faculty Endowment,
$1,000,000 for the John and Marnie Demmer Endowment for Business Transformation, and
$1,000,000 for the Matilda R. Wilson Scholars Endowment.

STATEMENT OF CASH FLOWS

The Statement of Cash Flows provides additional information about the University’s financial
results by reporting the major sources and uses of cash. This statement assists in evaluating the
University’s ability to generate future net cash flows to meet its obligations as they become due
and aids in determining the need for external financing and investing. The measurement focus of
the Statement of Cash Flows is receipts and disbursements as opposed to revenues and
expenses in the Statement of Revenues, Expenses and Changes in Net Assets.

Net cash used by operating activities (e.g., payments to employees, students and suppliers
net of tuition and fees received, research grants and contracts received, and receipts from self-
supporting activities) totaled $268,554,000.

Net cash provided by noncapital financing activities (e.g., State of Michigan appropriations,
gifts, and net receipts from Federal Direct Lending activity) totaled $421,197,000.

Net cash used by capital and related financing activities (e.g., the purchase of capital assets
and debt service net of capital appropriations received and proceeds from the issuance of debt)
totaled $198,469,000.

Net cash provided by investing activities (e.g., the purchase of investments net of proceeds
from sales and maturities of investments) totaled $17,440,000.
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For the 2011-12 year, the University’s decrease in cash and cash equivalents (see item 1 in the

current assets section) and restricted cash and cash equivalents (see item 1 in the noncurrent
assets section) totaled $28,386,000.

NOTES TO FINANCIAL STATEMENTS

Included as an integral part of the report are notes to the financial statements. They contain
additional information regarding accounting policies and other required disclosures.
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