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Independent Auditor’s Report

To the Board of Trustees
Ohio University
Athens, Ohio

We have audited the accompanying statements of net assets of Ohio University (the
“University”), a component unit of the State of Ohio, and its component unit as of June 30, 2010
and 2009 and the related statements of revenues, expenses, and changes in net assets and cash
flows for the years then ended. These financial statements are the responsibility of the
University’s management. Our responsibility is to express an opinion 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. In addition, the basic financial statements were audited in accordance with
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. 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 audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Ohio University and its component unit as of June 30, 2010 and 2009
and the results of its operations and cash flows, where 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
I5, 2010 on our consideration of Ohio 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, 2010. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results
of our audit.

MEMBER «*

Praxity"


patricia.austin
Columbus

patricia.austin
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To the Board of Trustees
Ohio University
Athens, Ohio

The management’s discussion and analysis presented on pages 3 through 14 is not a required
part of the basic financial statements, but is supplemental information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management, regarding the methods of measurement and
presentation of the supplemental information. However, we did not audit the information and
express no opinion on it.

The accompanying schedule of expenditures of federal awards is presented for the purpose of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.

As further explained in Note 2 and Note 21, the financial statements include investments that
are not listed on national exchanges nor for which quoted market prices are available. These
investments include limited partnerships, hedge funds, funds-of-funds, and commingled funds
that are not mutual funds. Such investments totaled $30,050,000 (4.8 percent of net assets) and
$25,397,000 (4.5 percent of net assets) for the University and $102,763,000 (31.6 percent of net
assets) and $89,524,000 (33.6 percent of net assets) for The Ohio University Foundation at

June 30, 2010 and 2009, respectively.
ﬁaﬁ/ f 77&44«/, PLLL

October 15, 2010
Columbus, Ohio
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Management’s Discussion and Analysis

Management’s discussion and analysis (“MD&A”) provides an overview of the financial position
and activities of Ohio University for the year ended June 30, 2010, with selected comparative
information for the years ended June 30, 2009 and 2008. The University’s annual report consists
of this discussion and analysis, the statement of net assets, the statement of revenues, expenses,
and changes in net assets, the statement of cash flows, and the notes to the financial statements.
The financial statements are prepared on the accrual basis of accounting, whereby revenues are
recognized when earned and expenses are recorded when the related liability is incurred. As the
MD&A presentation includes highly summarized information, it should be read in conjunction
with the accompanying financial statements and related notes to the financial statements. The
financial statements, footnotes, and this discussion are the responsibility of University
management.

Under the provision of GASB Statement No. 39, Determining Whether Certain Organizations
Are Component Units, the Ohio University Foundation (the “Foundation”) has been determined
to be a component unit of the University. Accordingly, the Foundation is discretely presented in
the University’s financial statements. The Foundation’s primary function is fund-raising to
supplement resources that are available to the University in support of its programs. The
Foundation is governed by a separate board of trustees and consists of graduates and friends of
the University. Nearly all the assets of the Foundation are restricted by donors to activities of
the University. Ohio University provides both support for advancement operations as well as
administrative support to the Foundation for critical business functions.

Financial Highlights

e The University’s financial position remained relatively strong, with assets of $918.6 million
and liabilities of $289.0 million at June 30, 2010, compared to assets of $872.1 million and
liabilities of $308.6 million at June 30, 2009. Net assets, which represent the residual interest
in the University’s assets after liabilities are deducted, totaled $629.6 million at June 30, 2010
as compared to $563.5 million at June 30, 2009. Changes in net assets represent the
University’s results of operations and are summarized for the years ended June 30, 2010,
2009, and 2008 as follows:

(in millions) 2010 2009 2008
Operating revenues and state appropriations $ 531.1 $ 5252 $ 491.0
Total Expenses 574.8 563.6 531.7

(43.7) (38.4) (40.7)
Net investment (loss) income 12.2 (15.4) 0.6
Gifts and other nonoperating revenues, net 97.6 74.6 56.0
Increase in net assets $ 66.1 $ 208 $ 159

e Net assets for the University increased by $66.1 million over fiscal year 2009 mainly as a
result of increases in Federal grants of $14.9 million and $27.7 million in investment income.
In addition, the creation of an enrollment reserve, a reserve established
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Management’s Discussion and Analysis (Continued)

to improve the University’s financial position, and conservative revenue assumptions related
to tuition resulting in planned over attainment of revenue targets, contributed to the positive
change in net assets and increased the University’s Senate Bill 6 composite score to a 3.9.
This shows that prudent budget assumptions and a reserve strategy can impact the financial
health of the institution in a relatively short period of time.

e Investment income experienced a significant increase from a negative $15.4 million in fiscal
year 2009 to a positive $12.2 million in fiscal year 2010. Investment income includes earnings
in the form of interest and dividends as well as both realized and unrealized gains and losses.
The majority of this gain was related to investments within the University’s diversified
investment pool which includes public and private equities, fixed income, real estate, and
commodities. The gain is reflective of the continued recovery in the global financial markets.
Management has eliminated a source of volatility by eliminating the reliance on investment
income to support unrestricted budgeted operations. Investment income will be used to
build strategic cash reserves to enhance the strength of the University’s balance sheet and
provide funding for strategic priorities.

e  Ohio University benefited from government stimulus funds through the American Recovery
and Reinvestment Act (“ARRA”), primarily from the Department of Education, National
Institutes of Health and the National Science Foundation. These funds supported federal
work study programs for students as well as research activities and the acquisition of
research related equipment. As of June 30, 2010, the University received 26 awards, with
combined budgets in excess of $8.9 million. Revenue and expenditures of these funds in fiscal
year 2010 total approximately $2.3 million.

e The University was also a recipient of State Fiscal Stabilization Funds (“SFSF”) which were
appropriated under the ARRA to the U. S. Department of Education. These funds were
awarded to States in exchange for a commitment to advance education reforms. The funds
were intended to help ensure that public institutions of higher education had the resources
to avert budget reductions and retain teachers and professors. Ohio University received
$20.5 million in SFSF funding from the State of Ohio in fiscal year 2010.

e Student tuition and fees increased by $16.0 million in fiscal year 2010 primarily from
enrollment growth and bolstered by increases in both tuition and student fees.

e Non-Operating Federal Grants increased by $15.0 million in fiscal year 2010 due to increases
in Pell grants. These increases resulted from changes to the Federal funding model that
expanded eligibility and increased the maximum award amount.

e The University experienced decreases in State Grant funding. Specifically the Ohio College
Opportunity Grant Program and the Ohio Instructional Grant Program for a total of $4.4
million in fiscal year 2010.

e The University continues to view debt as a strategic resource and expects to consider the
issuance of additional debt within the next several years for purposes such as academic
facilities, student housing and infrastructure improvements. In fiscal year 2010, the University
retired $14.4 million in bonds payable and is scheduled to retire $12.2 million in fiscal year
2011. As of June 30, 2010, the University’s outstanding bonds payable stands at $176.8
million.



Ohio Universitx

Management’s Discussion and Analysis (Continued)

Statement of Net Assets

The Statement of Net Assets is the University’s balance sheet. It reflects the total assets,
liabilities, and net assets (equity) of the University as of the end of the fiscal year. The difference
between total assets and total liabilities, or net assets, is one indicator of the current financial
condition of the institution. Over time, the increase or decrease in total net assets denotes
whether the overall financial condition of the University has improved or worsened during the
year. Except for capital assets, all other assets and liabilities are measured at a point in time using
current values. Capital assets are recorded at historical costs less an allowance for depreciation.

The following table depicts a summary of the composition of the Statement of Net Assets for
the three years ended June 30, 2010:

2010 2009 2008
Assets
Current assets $ 251,112,781 $ 211,568,684 $ 222,328,302
Noncurrent assets 667,524,002 660,537,808 596,897,150
Total assets $ 918,636,783 $ 872,106,492 $ 819,225,452
Liabilities
Current liabilities $ 94,695,895 $ 100,143,943 $ 96,239,417
Noncurrent liabilities 194,310,585 208,458,350 180,253,680

Total liabilities

Total Net Assets

$ 289,006,480

$ 308,602,293

$ 276,493,097

$ 629,630,303

$ 563,504,199

$ 542,732,355
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Management’s Discussion and Analysis (Continued)

Assets - Total assets grew by $46.5 million as a result of the following changes:

(0]

Cash and Cash Equivalents increased by $38.6 million as a result of an increase in
cash from investing activities related to a change in the asset allocation of the
institution’s working capital and the performance of the assets themselves.
Operational changes including more frequent appropriations of funds attributable to
federally sponsored research also contributed to the growth.

Investments & Endowment Investments decreased $3.2 million due to additions to
the aforementioned asset allocation change and was offset by the appreciation of
existing investments and endowment investments.

Accounts Receivable increased by $5.1 million due to an increase in tuition rates and
increased summer enrollment.

Restricted Cash and Cash Equivalents decreased $1 1.2 million related to the spending
of bond proceeds for the new Student Information System (“SIS”) project and the
NextGen Network Upgrade.

Capital Assets increased by $14.4 million due to capitalized costs associated with the
new SIS project and renovations to the Lausche heating plant.

Liabilities - Total liabilities decreased by $19.6 million as a result of the following
changes:

(0]

o
o

Accounts Payable decreased $3.5 million primarily due to timing of payments related
to the completion of large capital construction projects.

Capital Lease Obligations decreased in total (current and noncurrent) by $1.2 million.
Bonds and Notes Payable decreased for both the current and noncurrent liabilities by
a total of $14.4 million. See note 7 for more information on debt payments.

Net Assets - Net assets are classified into three major categories:

(0]

(0}

Invested in capital assets net of related debt is the net equity in property, plant, and
equipment owned by the University.

Restricted net assets are owned by the University, but the use or purpose of the
funds is restricted by an external source or entity. The restricted net assets category
is subdivided further into expendable and nonexpendable.

e Restricted expendable net assets may be spent by the institution, but only for
the purpose specified by the donor, grantor, or other external entity. This
category includes the unspent balance in grant and loan funds.

e Restricted nonexpendable net assets are endowment funds whose principal
may be invested, however, only interest, dividends and capital gains may be
spent.

Unrestricted net assets are resources derived primarily from student tuition, fees,
State appropriations, and auxiliary enterprises. These assets are used for general
obligations of the University. They may be used at the discretion of the Board of
Trustees for any purpose furthering the University’s mission.
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Management’s Discussion and Analysis (Continued)

Net assets for the three years ended June 30, 2010 are displayed in the table below:

2010 2009 2008
Invested in capital assets - Net of
related debt $ 453,048,557 $ 433,324,410 $ 393,337,530
Restricted:
Nonexpendable 17,567,164 13,912,057 16,237,286
Expendable 52,678,930 38,368,587 46,085,751
Unrestricted 106,335,652 77,899,145 87,071,788
Total Net Assets $ 629,630,303 $ 563,504,199 $ 542,732,355

The University continues to solidify its financial position as represented by an increase in
Unrestricted Net Assets of $28.4 million for fiscal year 2010. This is a result of prudent resource
planning and utilization including:

¢ Implementation of cost controls including a hiring freeze

e Employment of planning unit savings targets to address a structural deficit

¢ Elimination of dependence upon investment income for base budgeted operations
e Adherence to budget plans

e Management of debt in a conservative and strategic manner

Statement of Revenues, Expenses, and Changes in Net Assets

The Statement of Revenues, Expenses, and Changes in Net Assets is the University’s income
statement and presents the results of operations. It should be noted that the required subtotal
for net operating income or loss will generally reflect a loss for state-supported colleges and
universities. This is primarily due to the way GASB Statement No. 9 defines operating and non-
operating items.

In accordance with GASB reporting principles, the revenues and expenses are primarily reported
as either operating or non-operating. Operating revenues are generated by providing goods and
services to customers, predominately students. Non-operating revenues include the
instructional subsidy from the State of Ohio which Ohio University relies upon for current
operations. Other revenues include state capital appropriations. Operating expenses include all
expenses except for interest on capital asset-related debt and disposal and write-offs of plant
facilities which are reported as non-operating expenses.
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Management’s Discussion and Analysis (Continued)

Following is a summary of the Statement of Revenues, Expenses, and Changes in Net Assets for
the three years ended June 30, 2010:

2010 2009 2008
Operating revenues $ 399,897,519 $ 370,076,144 $ 346,043,392
Operating expenses 566,860,227 554,793,537 524,121,780
Net operating loss (166,962,708) (184,717,393) (178,078,388)
Net non-operating revenues 205,465,203 169,772,336 172,571,893
Income (loss) - before other revenues 38,502,495 (14,945,057) (5,506,495)
Other revenues 27,623,609 35,716,901 21,445,068
Increase in net assets 66,126,104 20,771,844 15,938,573
Net assets - Beginning of year 563,504,199 542,732,355 526,793,782
Net assets - End of year $ 629,630,303 $ 563,504,199 $ 542,732,355

Highlights from the Statement of Revenues, Expenses, and Changes in Net Assets include:

e Student tuition and fee revenue increased $16.0 million for fiscal year 2010. This increase
was partially due to growth in enrollments primarily on regional campuses and for
summer quarter on the main campus. Additionally, implementation of a 3.5% tuition and
other student fee increases for the winter and spring quarters as well as implementation
of new fees for the SIS project added to this revenue growth.

e The largest of the auxiliary enterprises is comprised of University dining services and
residence halls. Consistent with the capital plan to renovate dining services and residence
halls, a portion of the increased student fee revenue added to growth in total auxiliary
revenue for fiscal year 2010. Total board plan revenues have grown approximately $3.0
million as a result of fee increases and higher student participation as additional meal plan
options have been offered. Increases in room rates, available beds, and higher occupancy
have resulted in auxiliary revenue growth of approximately $4.0 million related to
operation of the residence halls.

e Total other revenues consists of funding received for construction projects from the
State of Ohio and private gifts. The amount recognized as revenues is related to capital
projects in progress primarily on the main campus.

e Instruction and departmental research is the largest contributor to total operating
expenses. This functional category increased by $4.8 million for fiscal year 2010.
Expenditures for expanded educational offerings for on-line programs contributed to this
increase.
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Management’s Discussion and Analysis (Continued)

e |Institutional support decreased by $3.5 million. Due to budget constraints there were
decreases in spending for compensation, supplies, and professional fees.

One of the University’s operational strengths is the diverse streams of revenue that supplement
its student tuition and fees. This includes private support from individuals, foundations and
corporations, along with government and other sponsored programs, state appropriations and
investment income. Consistent with its mission, the University continues to seek funding from all
possible sources to supplement student tuition and to responsibly manage financial resources
used to fund operating activities.

Revenues by source are presented in the following chart:

Total Revenue ($ in millions)

(25) 25 75 125 175 225 275
o d 2459
Student tuition and fees - net i 229.6
i 216.0
o i 1.2
State appropriations 4 155.1
i 145.0

Federalfiscal stabilization funds -

d 994
Gifts, grants and contracts i 90.4
i 78.2
i 82.4
Auxiliary enterprises - net i 75.1
el 69.2
=4 199
Other sources = 143
=i 115
_ o = 195
State capital appropriations = 249
bd  17.6
. = 122
Investment income - net &l(15.4) 2010
0.6
2009
Salesand servi = 103
alesand services .
— 96 12008

Student tuition and fees, the largest of the revenue streams, comprises 38.4% of total revenues,
while state appropriations are 20.5% and Federal fiscal stabilization funds are 3.2%. Gifts, grants
and contracts, derived from federal, state, local, and private sources, comprise 15.5% and
auxiliary enterprises such as residence halls, dining services and intercollegiate athletics adds
12.9% to total revenues.
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Management’s Discussion and Analysis (Continued)

The University continues to make cost containment a priority. This is critical as the University
continues to face significant financial pressures, mainly in the areas of compensation and benefits.
These expenses amount to 70% of total expenses. In addition to a functional classification of
operating expenses below the University has prepared operating expenses by natural (object)
classification in Note 10 to the financial statements.

A comparison of operating and non-operating expenses for the three years ended June 30, 2010
is as follows:

Percent
of Total 2010 2009 2008

38.25 $ 219,814,915 $ 214,971,589 $ 202,895,906

Instruction and departmental research

Separately budgeted research 6.03 34,674,036 33,495,239 32,995,537
Public service 4.00 23,014,975 23,453,952 21,917,621
Academic support 11.20 64,367,388 59,343,563 58,703,123
Student services 4.53 26,031,516 28,533,312 26,912,492
Institutional support 5.13 29,460,207 32,947,738 28,522,321
Operation and maintenance of plant 9.33 53,636,623 53,571,017 41,675,475
Student aid 2.61 14,976,745 10,878,749 9,344,798
Depreciation 6.00 34,502,716 33,075,444 32,308,560
Aucxiliary enterprises 11.55 66,381,106 64,522,934 68,845,947
Interest on capital asset-related debt 1.36 7,797,543 8,492,106 7,447,97 |
Disposal and write-offs of plant facilities 0.01 58,409 283,266 174,000

Total 100.00 $ 574,716,179 $ 563,568,909 $ 531,743,751

Statement of Cash Flows

The statement of cash flows provides additional information about the University’s financial
results and presents detailed information about the major sources and uses of cash for the
institution for the fiscal year. The cash flow analysis is divided into four sections: |) operating
activities, 2) noncapital financing activities (which includes state appropriations as well as gift
revenues), 3) capital and related financing activities (which includes debt activity), and 4)
investing activities.
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Management’s Discussion and Analysis (Continued)

A comparative summary of the statement of cash flows for the three years ended June 30, 2010
is as follows:

2010 2009 2008
Cash Provided by (Used in)
Operating activities $ (146,855,749) $ (149,568,997) $ (144,836,252)
Noncapital financing activities 208,388,214 192,984,955 180,685,286
Capital and related financing activities (49,682,882) (24,964,642) (37,460,436)
Investing activities 15,541,549 (604,323) 767,042
Net Increase (Decrease) in Cash 27,391,132 17,846,993 (844,360)
Cash - Beginning of year 68,783,706 50,936,713 51,781,073
Cash - End of year $ 96,174,838 $ 68,783,706 $ 50,936,713

Capital Assets

The University made significant additions to capital during fiscal year 2010. These capital asset
additions were financed with University funds, state capital appropriations, gifts, and grants.
Major capital projects completed during the fiscal year ended June 30, 2010 include completion
of the Academic and Research Center which is occupied by the Russ College of Engineering and
the College of Osteopathic Medicine. This 100,000 square foot state-of-the art research space
features an open design that encourages collaboration and exchange of ideas. Other major
projects include renovation of Shively Hall on the Athens Campus and renovation of Elson and
Brasee Halls on the Zanesville Campus.

Cumulative costs associated with capital projects continuing after the fiscal year ended June 30,
2010 total approximately $24.8 million, of which $8.1 million is slated for the SIS project.

More detailed information about the University’s capital assets is presented in Note 5 to the
financial statements.

Debt Administration

As of June 30, 2010, the University had $176.8 million in bonds and notes outstanding, compared
to $191.2 million at the end of 2009. Detailed information exists in Note 7 related to borrowings
and retirements for fiscal years 2010-2009.

In October 2009, Standard and Poor’s Ratings Services affirmed its ‘A+’ long-term rating and
underlying ratings on Ohio University’s general and subordinated general receipts bonds with a
‘stable’ outlook. Earlier in the year, Moody’s Investors Service affirmed its ‘Al’ rating on
outstanding debt including a ‘stable’ outlook.
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Senate Bill 6 Ratios

Management’s Discussion and Analysis (Continued)

Senate Bill 6 ratios, enacted into law in 1997 by the Ohio General Assembly, are used to assist
the State in monitoring the financial accountability of state colleges and universities by using a
standard set of measures with which to monitor the fiscal health of campuses. In order to meet
the legislative intent there are three ratios from which four scores are generated. The data and
methodology used to compute the ratios are as follows:

Expendable net assets — the sum of unrestricted net assets and restricted expendable net
assets.

Plant debt — total debt, including bonds payable, notes payable, and capital lease
obligations.

Total revenues — total operating revenues, plus non-operating revenues, plus capital
appropriations, capital grants and gifts, and additions to permanent endowments.

Total operating expenses — total operating expenses, plus interest on long-term debt.
Total non-operating expenses — all expenses reported as non-operating with the
exception of interest expense.

Change in total net assets — total revenues less total expenses (operating and non-

operating).

The methodology for calculating the three ratios is as follows:

e Viability Ratio = Expendable Net Assets/Plant Debt
O This ratio measures the availability of expendable net assets to cover debt should
the institution need to settle its obligations as of the balance sheet date.

e Primary Reserve Ratio = Expendable Net Assets/Total Operating Expenses

0 This ratio provides a snapshot of financial strength and flexibility by indicating how
long the institution could function using its expendable reserves without relying
on additional net assets generated by operations.

e Net Income Ratio = Change in Total Net Assets/Total Revenues

O This ratio offers a measure of profitability as a percentage of all institutional
revenues including revenues received for capital needs.

Based on the calculations, each ratio is assigned a score ranging from zero to five according to
the table below. A score of 5 indicates the highest degree of fiscal strength in each category.

0 [ 2 3 4 5
Viability Ratio less than O 0to .29 30t0.59 | 6t0.99 | 1.0to2.5 |greaterthan2.5
Primary Reserve Ratio| lessthan-.| [ -.1t0.049 | .05t0.099 | .10t0.249 | .25t0 .49 | .5 or greater
Net Income Ratio less than-05 | -05t00 | 0t0.009 [ .0l t0.029 [ .03t0.049 [ .05 or greater
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Management’s Discussion and Analysis (Continued)

Based on these scores, a summary score termed the composite score is determined, which is
the primary indicator of fiscal health. The composite score equals the sum of the assigned
viability score multiplied by 30%, the assigned primary reserve score multiplied by 50%, and the
assigned net income score multiplied by 20%. A composite score of or below .75 for two
consecutive years would result in an institution being placed on fiscal watch.

Ohio University’s composite score increased to 3.9 in FY 2010 from a score of 3.2 in FY 2009.
The increase was primarily the result of an increase by 1.0 in the Primary Reserve Ratio which is
given a weighting of 50% of the composite. Recovery of the University investments as made up
by its working capital and endowments had a significant impact on expendable net assets, the
numerator of this ratio. The increase of 1.0 in the Net Income Ratio resulted from conservative
budgeting efforts and improvement of investment markets. The Viability Ratio remained the
same.

Economic Outlook

The University continues to face significant financial challenges to its academic mission, stemming
from the State’s financial situation. Fiscal year 201 | and beyond is expected to be a continuation
of the difficult economic environment. In an effort to focus planning and used of resources there
have been six strategic goals identified for the next planning cycle:

|. Enhance the quality of the undergraduate curriculum and the graduate curriculum through
continuing assessment and the quarters to semesters transition.

2. Bolster graduate education and associated efforts of faculty in research and creative activity.

3. Establish effective strategic short-term and long-term enrollment planning to ensure
recruitment goals (quality and mix of students) and revenue projections are met.

4. Institute effective compensation policies and practices to ensure that talented faculty,
administrative staff, and classified staff are rewarded and retained.

5. Launch a $450 million dollar capital campaign focused on supporting core academic
initiatives.

6. Improve the institution’s financial strength so that fiscal and capital resources are stable and
permit ongoing strategic investment.

In light of the existing economic challenges the University continues to be committed to the
financial health of the institution and demonstrates this commitment through the following
efforts:

e The University continues to focus resources on the enhancement of student recruitment,
through targeted marketing initiatives and providing additional scholarship dollars.
Management remains cautiously optimistic that enrollment figures will remain strong.

¢ Implemented strategies to reduce the structural budget deficit through savings and freeze
targets which planning units must meet in the FY 201 | budget. Continuation of the hiring
freeze and travel restrictions remain in place to curb the growth of expenses.
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Management’s Discussion and Analysis (Continued)

e To protect the University’s academic mission, realize operating cost efficiencies and
effectively manage the financial health of the institution, a multi-year budget model is being
developed to allow for longer planning horizons. This is expected to facilitate the pace of
change needed to react to variables in enrollment, state appropriations and opportunities for
cost control as well create sufficient timelines to implement change efforts that will be
required to react to changing economic factors.

Approximately $22.4 million or 14.7% of total State Share of Instruction (SSI) appropriated in FY
2011 is funded by one-time State Fiscal Stabilization Funds from the federal government. If the
state economy does not sufficiently recover to replace those funds in FY 2012, the University
will be faced with significant reductions in SSI.

The Board of Regents has notified state supported universities that the June 201 | SSI payment
will be withheld for cash-management purposes. The expressed intent is that these funds will be
made up as part of the institution’s 2012 SSI appropriations. The lapsed payment amount is $7.7
million for the Athens main campus and $1.6 million for the regional campuses. The loss of funds
has been somewhat mitigated by contingency actions the University took in preparing the FY
201 | budget. Management will still need to consider other alternatives, including cost reduction
strategies, to address the shortfall within the fiscal year.

The University will continue to utilize its long-term investment strategy to maximize total
returns, at an appropriate level of risk, while employing a spending rate policy to preserve
endowment principal and minimize the impact of market volatility on operations.

While it is not possible to predict the results, management believes that prudent planning and
aligning resources to strategic priorities will allow the University to maintain the current financial
position in light of difficult economic times.

Requests for Information

This MD&A is intended to provide additional information for the reader of the audited financial
statements which follow. Further questions may be addressed to: Julie Allison, Controller’s
Office, 204 HDL Center, Athens, Ohio 45701.
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Statement of Net Assets

June 30,2010 June 30, 2009
The Ohio The Ohio
University University
Primary Institution Foundation Primary Institution Foundation
Assets
Current Assets
Cash and cash equivalents $ 77,620,668 $ 20,307,677 $ 39,033,891 $ 10,544,532
Investments 92,890,232 121,634,825 99,709,943 80,607,782
Accounts and pledges receivable - Net 57,522,330 4512,292 52,379,198 9,623,480
Interest and dividends receivable 225,617 193,561 372,275 344,243
Notes receivable - Net 1,985,430 - 2,581,708 -
Prepaid expenses and deferred charges 18,992,561 1,465,130 15,429,271 1,632,340
Inventories 1,875,943 35,669 2,062,398 24,533
Total current assets 251,112,781 148,149,154 211,568,684 102,776,910
Noncurrent Assets
Restricted cash and cash equivalents 18,554,170 3,335,751 29,749,815 3,474,439
Pledges receivable - Net - 8,274,918 - 10,326,220
Bequests receivable - 949,252 - 551,853
Cash surrender value - Life insurance policies - 1,856,346 - 1,834,656
Charitable trusts - 16,715,185 - 2,580,840
Charitable gift annuities - 2,131,740 - 2,017,306
Endowment investments 17,567,164 149,205,873 13,912,057 145,022,370
Notes receivable - Net 11,989,725 - 11,912,171 -
Capital assets - Net 619,412,943 36,011,632 604,963,765 37,301,348
Total noncurrent assets 667,524,002 218,480,697 660,537,808 203,109,032
TOTAL ASSETS $ 918,636,783 $ 366,629,851 $ 872,106,492 $ 305,885,942
The accompanying Notes are an 15

integral part of these Financial Statements.



Ohio Universitx

Statement of Net Assets (Continued)

Liabilities and Net Assets

Current Liabilities
Accounts payable and accrued liabilities
Deferred revenue
Refunds and other liabilities
Capital lease obligations
Bonds and notes payable

Deposits held in custody for others

Total current liabilities

Noncurrent Liabilities
Compensated absences
Capital lease obligations
Other long-term liabilities
Bonds and notes payable
Bonds premium - Net

Refundable advances for federal student loans
Total noncurrent liabilities
Total liabilities
Net Assets
Invested in capital assets - Net of related debt
Restricted:
Nonexpendable
Expendable

Unrestricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

The accompanying Notes are an

June 30,2010 June 30, 2009
The Ohio The Ohio
University University
Primary Institution Foundation Primary Institution Foundation
$ 43,803,583 $ 3,756,041 $ 47,307,506 $ 3,461,301
33,785,765 - 32,520,439 -
3,557,594 6,021,805 4,249,469 2,859,657
90,247 - 383,390 -
12,195,000 988,800 14,445,000 941,000
1,263,706 306,060 1,238,139 278,836
94,695,895 11,072,706 100,143,943 7,540,794
12,791,625 - 12,857,622 -
161,839 - 1,114,875 -
3,005,571 - 3,089,962 -
164,580,000 30,751,800 176,775,000 31,740,600
5,453,857 - 6,094,501 -
8,317,693 - 8,526,390 -
194,310,585 30,751,800 208,458,350 31,740,600
289,006,480 41,824,506 308,602,293 39,281,394
453,048,557 7,606,783 433,324,410 8,094,187
17,567,164 149,205,873 13,912,057 145,022,370
52,678,930 163,607,791 38,368,587 129,156,457
106,335,652 4,384,898 77,899,145 (15,668,466)
629,630,303 324,805,345 563,504,199 266,604,548
$ 918,636,783 $  366,629851 $ 872,106492 $ 305,885,942

integral part of these Financial Statements.



Ohio Universitx

Statements of Revenues, Expenses, and Changes in Net Assets
For the Years Ended June 30, 2010 and 2009

2010 2009
The Ohio The Ohio
University University
Primary Institution Foundation Primary Institution Foundation
OPERATING REVENUES:
Student tuition and fees - Net of scholarship allowances
of $57,466,229 and $47,959,272in2010
and 2009, respectively $ 245886316 $ - $ 229594649 $
Federal grants and contracts 28,419,119 - 24,674,768
State grants and contracts 6,917,500 - 7,355,636
Local grants and contracts 491,308 - 471,422
Private grants and contracts 8,639,234 - 8,262,336
Sales and services 9,715,185 - 10,331,376
Auxiliary enterprises - Net of scholarship allowances
of $11,090,650 and $9,531,422in2010
and 2009, respectively 82,392,704 - 75,094,902
Other sources 17,436,153 9,507,086 14,291,055 9,827,693
Total operating revenues 399,897,519 9,507,086 370,076,144 9,827,693
OPERATING EXPENSES:
Educational and general:
Instruction and departmental research 219,814,915 6,181,073 214,971,589 7,555,533
Separately budgeted research 34,674,036 344,032 33,495,239 368,567
Public service 23,014,975 10,547 23,453,952 167,112
Academic support 64,367,388 1,029,150 59,343,563 1,153,812
Student services 26,031,516 982,136 28,533,312 805,126
Institutional support 29,460,207 8,719,080 32,947,738 8,933,472
Operation and maintenance of plant 53,636,623 338,647 53,571,017 730,148
Student aid 14,976,745 2,716,335 10,878,749 3,502,746
Depreciation 34,502,716 1,640,139 33,075,444 1,494,160
Auxiliary enterprises 66,381,106 - 64,522,934 -
Operating expenses - related entities - 6,743,025 - 7,017,486
Total operating expenses 566,860,227 28,704,164 554,793,537 31,728,162
OPERATING LOSS $ (166,962,708) $  (19,197,078) $ (184,717,393) $  (21,900,469)

The accompanying Notes are an 17
integral part of these Financial Statements.



Ohio Universitx

Statements of Revenues, Expenses, and Changes in Net Assets
(Continued)
Years Ended June 30, 2010 and 2009

2010 2009
The Ohio The Ohio
University University
Primary Institution Foundation Primary Institution Foundation

NON-OPERATING REVENUES (EXPENSES):

State appropriations $ 131,194970 $ $ 155105565 $

Federal fiscal stabilization funds 20,539,400 -

Federal grants 41,991,993 27,068,204

State grants 3,187,954 7924417

Local grants 1,949 - 2,301 -

Private gifts 4,160,631 13,952,247 3,879,535 18,759,455

University support - 4,659,164 5,031,373

Investment income (loss) - Net of investment expense 12,244,258 58,106,542 (15,432,314) (52,212,106)

Interest on capital asset - Related debt (7,797,543) - (8,492,106) -

Disposal and write-offs of plant facilities (58,409) (283,266)

Net non-operating revenues (expenses) 205,465,203 76,717,953 169,772,336 (28,421,278)

INCOME (LOSS) BEFORE OTHER REVENUES, EXPENSES,

GAINS, OR LOSSES 38,502,495 57,520,875 (14,945,057) (50,321,747)

OTHER REVENUES, EXPENSES, GAINS, OR LOSSES:

State capital appropriations 19,547,635 24,900,161

Capital grants and gifts 5,565,274 - 10,810,781 -

Additions to permanent endowments 2,510,700 679,922 5,959 4,685,253

Total other revenues 27,623,609 679,922 35,716,901 4,685,253

INCREASE (DECREASE) IN NET ASSETS 66,126,104 58,200,797 20,771,844 (45,636,494)
NET ASSETS:

Beginning of year 563,504,199 266,604,548 542,732,355 312,241,042

End of year $ 629630303 $ 324805345 $ 563,504,199 $ 266,604,548
The accompanying Notes are an 18

integral part of these Financial Statements.



Ohio Universitx

Statements of Cash Flows
Years Ended June 30, 2010 and 2009

Primary Institution

2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES:
Student tuition and fees $ 245,879,405 $ 227,540,652
Grants and contracts 41,064,769 42,221,132
Payments to suppliers (125,731,252) (105,121,205)
Payments to or on behalf of employees (366,053,179) (370,883,449)
Payments for scholarships and fellowships (51,440,573) (40,636,088)
Loans issued to students (1,925,016) (2,037,326)
Collection of loans to students 2,070,247 1,760,239
Auxiliary enterprise sales 83,180,901 74,864,725
Sales and services 9,219,139 9,715,328
Other receipts (payments) 16,879,810 13,006,995
Net cash used in operating activities (146,855,749) (149,568,997)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
State appropriations 131,194,970 155,105,565
Federal fiscal stabilization funds 20,539,400 -
Gifts and grants for other than capital purposes 51,853,227 38,880,416
Federal direct student loan programs receipts 166,503,975 131,924,494
Federal direct student loan programs disbursements (161,753,076) (133,355,506)
Student organization agency transactions 49,718 429,986
Net cash provided by noncapital financing activities 208,388,214 192,984,955
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES:
Proceeds from capital debt - 41,995,000
State capital appropriations 18,795,200 25,146,737
Capital grants and gifts received 4,304,974 7,213,026
Purchases of capital assets (49,260,932) (72,663,394)
Principal paid on capital debt and leases (15,724,581) (18,163,905)
Interest paid on capital debt and leases (7,797,543) (8,492,106)
Net cash used in capital financing activities (49,682,882) (24,964,642)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments 89,515,304 9,269,842
Investment income 77,799 4,170,297
Purchase of investments (74,051,554) (14,044,462)
Net cash provided by (used in) investing activities 15,541,549 (604,323)
NET INCREASE IN CASH 27,391,132 17,846,993
CASH AND CASH EQUIVALENTS - Beginning of year 68,783,706 50,936,713
CASH AND CASH EQUIVALENTS - End of year $ 96,174,838 $ 68,783,706

The accompanying Notes are an 19
integral part of these Financial Statements.




Ohio Universitx

Statements of Cash Flows (Continued)
Years Ended June 30, 2010 and 2009

RECONCILIATION OF OPERATING LOSS TO NET
CASH USED IN OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss to net
cash used in operating activities:
Depreciation expense
Changes in assets and liabilities:
Accounts receivable - Net
Notes receivable - Net
Prepaid expenses and deferred charges
Inventories
Accounts payable and accrued liabilities
Deferred revenue
Refunds and other liabilities

NET CASH USED IN OPERATING ACTIVITIES

The accompanying Notes are an 20
integral part of these Financial Statements.

2010 2009

(166,962,708) (184,717,393)
34,502,716 33,075,444
(4,965,363) (6,078,996)
518,724 245,137
(3,563,290) (2,129,006)
186,455 201,084
(3.631,774) 3,073,479
(2,248,633) 5,965,043

(691,876) 796,211

(146,855,749)

(149,568,997)




Ohio Universitx

Notes to Financial Statements
June 30, 2010 and 2009

Note | - Organization, Basis of Presentation and Significant Accounting
Policies

Organization - Ohio University (“University”) is a public institution established by the
State of Ohio (“State”) in 1804 under Chapter 3337 of the Ohio Revised Code (“ORC”).
As such, it is a component unit of the State and is included as a discretely presented entity
in the State’s Comprehensive Annual Financial Report. The University is the oldest of the
State-assisted universities in Ohio. It is defined by statute to be a body politic and
corporate and an instrumentality of the State.

The University is governed by a Board of Trustees comprised of nine voting members,
two non-voting National Trustees, two non-voting Student Trustees, and a non-voting
representative of the Alumni Association Board. The governor, with the advice and
consent of the State Senate, appoints the nine voting members for staggered nine-year
nonrenewable terms. In addition, the student members are appointed for staggered two-
year terms. For the National Trustee positions, distinguished out-of-state University
alumni are invited by the Board to sit and participate in its deliberations. Of these national
positions, one term is two years and the other is three years.

Basis of Presentation - The financial statements of the University have been prepared in
accordance with generally accepted accounting principles as prescribed by the
Governmental Accounting Standards Board (“GASB”), including Statement No. 34, Basic
Financial Statements - and Management’s Discussion and Analysis - for State and Local
Governments, and Statement No. 35, Basic Financial Statements - and Management’s
Discussion and Analysis - for Public Colleges and Universities (an amendment of Statement No.
34). The presentation required by GASB Statement No. 34 and GASB Statement No. 35
provides a comprehensive, entity-wide perspective of the University’s assets, liabilities,
net assets, revenues, expenses, and changes in net assets and cash flows. It replaces fund
groups with net asset groups, and requires the direct method of cash flow presentation.
The University follows all GASB pronouncements as well as 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 Statements and Interpretations issued after November 30, 1989.
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Ohio Universitx

Notes to Financial Statements (Continued)
June 30, 2010 and 2009

Note | - Organization, Basis of Presentation and Significant Accounting
Policies (Continued)

GASB Statement No. 39, Determining Whether Certain Organizations Are Component Units
- an amendment of GASB Statement No. |4, was implemented by the University effective
July I, 2003. It further clarifies that certain organizations warrant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with
the primary government, including their ongoing financial support of the primary

government. The University has determined that The Ohio University Foundation
(“Foundation”) meets this definition and is therefore included as a discretely presented
component unit in the University’s financial statements. The Foundation’s financial
statements have been prepared on the accrual basis of accounting in accordance with
generally accepted accounting principles as prescribed by the FASB. A separate financial
report for the Foundation is available by contacting The Ohio University Foundation, 166
HDL Center, Athens, Ohio 45701, or by calling 740-593-1901. See Note 2| for additional
disclosures regarding the Foundation.

Basis of Accounting - The University is a special-purpose government engaged only in
business-type activities as defined by GASB Statements No. 34 and No. 35. Accordingly,
the financial statements are presented using an economic resources measurement focus
and are presented on the accrual basis of accounting. Under the accrual basis, revenues
are recognized when earned and expenses are recorded when incurred. All significant
interfund transactions have been eliminated. The financial statements of its component
unit are also presented under the accrual basis of accounting.

Cash and Cash Equivalents - Cash consists primarily of petty cash, cash in banks, and
money market accounts. Cash equivalents are short-term highly liquid investments readily
convertible to cash with original maturities of three months or less.

Investments - All investments are carried at fair value in accordance with GASB
Statement No. 31, Accounting and Financial Reporting for Certain Investments and for
External Investment Pools. 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. Changes in unrealized gain (loss) on the carrying value of investments are
reported as a component of investment income (loss) in the Statement of Revenues,
Expenses, and Changes in Net Assets.
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Ohio Universitx

Notes to Financial Statements (Continued)
June 30, 2010 and 2009

Note | - Organization, Basis of Presentation and Significant Accounting
Policies (Continued)

Accounts Receivable - Accounts receivable consists of amounts due for tuition and fees,
grants and contracts, and auxiliary enterprise services. Grants and contracts receivables
include amounts due from the federal government, state and local governments, or
private sources, as reimbursement for certain expenditures made in accordance with
agreements. Uncollectible amounts have been reserved.

Inventories - Inventories are stated at lower of weighted-average cost or net realizable
value.

Restricted Cash and Cash Equivalents - Restricted cash and cash equivalents are funds
restricted for capital expenditures subject to bond and note agreements held by bond
trustees. In addition, it includes funds held in escrow based on terms and conditions of
various agreements.

Capital Assets - Purchased or constructed capital assets are recorded at cost. Donated
capital assets are recorded at their estimated fair market value as of the date received.
Depreciation is calculated using the straight-line method over the estimated useful life of
the asset.

Following are the capitalization levels and estimated useful lives of the University asset

classes:
Estimated
Asset Class Capitalize At Useful Life
Land Any amount N/A
Land improvements $100,000 N/A
Works of art and historical treasures $2,500 N/A
Infrastructure $100,000 10-50 years
Buildings Any amount 40 years
Machinery and equipment $2,500 5-25 years
Library books and publications Any amount 10 years
Transportation equipment $2,500 5-10 years
Purchased software $500,000 10 years
Internally developed software $1,000,000 10 years
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Ohio Universitx

Notes to Financial Statements (Continued)
June 30, 2010 and 2009

Note | - Organization, Basis of Presentation and Significant Accounting
Policies (Continued)

Building renovations that materially increase the value or extend the useful life of the
structure are also capitalized. The costs of normal maintenance and repairs are not
capitalized. Interest incurred during the construction of capital assets is included in the
cost of the asset when capitalized. Land, land improvements, and works of art and
historical treasures are not depreciated. Any impairment of capital assets and insurance
recoveries are disclosed in accordance with GASB Statement No. 42, Accounting and
Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries.

Deferred Revenue - Deferred revenue includes amounts for tuition and fees, grants and
contracts, and certain auxiliary activities received prior to the end of the fiscal year,
related to the subsequent accounting period.

Compensated Absences - University employees earn vacation and sick leave benefits
based, in part, on length of service. Upon separation from service, employees are paid
their accumulated vacation and sick pay based upon the nature of separation (termination,
retirement, or death). Certain limits are placed on the hours of vacation and sick leave
that employees may accumulate and carry over for payment at termination, retirement,
or death. Unused hours exceeding the limits are forfeited. The estimated and accrued
liability is recorded at year end in the Statements of Net Assets, and the net change from
the prior year is recorded as a component of operating expense in the Statements of
Revenues, Expenses, and Changes in Net Assets.

Net Assets - Net assets are classified into three major categories:

e Invested in capital assets net of related debt is the net equity in property, plant,
and equipment owned by the University.

e  Restricted net assets are owned by the University, but the use or purpose of the
funds is restricted by an external source or entity. The restricted net assets
category is subdivided further into expendable and nonexpendable.

O Restricted expendable net assets may be spent by the institution, but only for
the purpose specified by the donor, grantor, or other external entity. This
category includes the unspent balance in grant and loan funds.

O Restricted nonexpendable net assets are endowment funds whose principal
may be invested, however, only interest, dividends and capital gains may be
spent.
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Ohio Universitx

Notes to Financial Statements (Continued)
June 30, 2010 and 2009

Note | - Organization, Basis of Presentation and Significant Accounting
Policies (Continued)

e Unrestricted net assets are resources derived primarily from student tuition, fees,
State appropriations, and auxiliary enterprises. These assets are used for general
obligations of the University. They may be used at the discretion of the Board of
Trustees for any purpose furthering the University’s mission.

Restricted vs. Unrestricted Resources - When an expense is incurred that can be paid
using either restricted or unrestricted resources, the University’s policy is to apply the
expense at the discretion of University management.

Income Taxes - The University is an organization described in Section | 15 of the Internal
Revenue Code (“Code”) and has further been classified as an organization that is not a
private foundation in accordance with Sections 509(a)(1) and 170(b)(1)(A)(ii) of the Code.
However, certain revenues are considered unrelated business income and are taxable
under Internal Revenue Code Sections 51 | through 513.

Classification of Revenues - Revenues are classified as either operating or non-
operating.

e Operating revenues include revenues from activities that have characteristics
similar to exchange transactions. These include student tuition and fees (net of
scholarship discounts and allowances), sales and services of auxiliary enterprises
(net of scholarship discounts and allowances), and certain federal, state, local and
private grants, and contracts. The presumption is that there is a fair exchange of
value between all parties to the transaction.

e Non-operating revenues include revenues from activities that have the
characteristics of non-exchange transactions, such as state appropriations, and
certain federal, state, local and private gifts, and grants. The implication is that
such revenues are derived from more passive efforts related to the acquisition of
the revenue, rather than the earning of it.
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Notes to Financial Statements (Continued)
June 30, 2010 and 2009

Note | - Organiza