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Independent Auditors’ Report

Board of Regents
Murray State College
Tishomingo, Okiahoma

Report on the Financial Statements

We have audited the accompanying financial statemenis of the Murray State College as of
and for the year ended June 30, 2014, the related notes to the financial statements, which

collectively, comprise the Murray State College's basic financial statements as listed in the
table of contents.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and Government Audifing Standards issued by the Comptroller General of
the United States. Those siandards require that we plan and perform the audit to obtain
reasonabie assurance about whether the financial statemenis are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors
judgment, including the assessment of the risks of material misstatement of the financial
staternents, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant fo the entity’s preparation and fair presentation of the
financial statemenis in order o design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internail control. Accordingly, we express no such opinion,

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion,

Opinion

In our opinion, the financial statement referred to above present fairly, in all material respects,
the financiai position of the Murray State College as of June 30, 2014, and the changes in
financial position and its cash flows for the year then ended, in accordance with accounting
principtes generally accepted in the United States of America.
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Required Supplementary Information

Accounting principies generally accepted in the United States of America require that the management's
discussion and analysis on pages i through v 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 repotting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplemental information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about
the methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the 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.

Other Information

Our audit was performed for the purpose of forming an opinion on the financial statements of the Murray
State College taken as a whole. The schedule of expenditures of federal awards, as required by Office of
Management and Budget Circular A-133, Audifs of States, Local Governments, and Non-Profit
Organizations and is also not a required part of the financial statements.

The schedule of expenditures of federal awards is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United Siates of America. In our opinion, the schedule of
expenditures is fairly stated in all material respects in relation to the financial statements taken as a
whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 10,
2014 on our consideration of the Murray State College’s internal conirol over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements, and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the result of that testing and not to provide an opinion on the
internal control over financial reporting or 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.

VA b ¥ Conponpes

Tulsa, Oklahoma
October 10, 2014



Management’s Discussion and Analysis

Murray State College
For Year Ended June 30, 2014

OVERVIEW

The discussion and analysis of Murray State College's financial statements
provides an overview of the financial activities for the year ended June 30, 2014.
Since the management's discussion and analysis is designed to focus on current
activities, resulting change and current known fact, it should be read in
conjunction with the transmittal letters, the basic financial statements and the
notes to the financial statements from the annual independent auditor's report.
FY2013 financial data is provided in some cases along with FY2014 for
comparison purposes.

As a whole, the financial position for Murray State College has remained stable
for fiscal year ended June 2014 due to the continuation of aggressive cost control
measures, conservative spending, increased tuition rates and increased student
enroliment.

USING THIS REPORT

In June 1999, the Government Accounting Standards Board (GASB) released
statement No. 34 "Basic Financial Statements and Management’'s Discussion
and Analysis for State and Local Governments”. Changes in statement No. 34
require a comprehensive one-line look at the entity as a whole and capitalization
of assets and depreciation. In November 1999, GASB issued statement No. 35
‘Basic Financial Statements and Management's Discussion and Analysis for
Public Colleges and Universities” which applies these standards to public
colleges and universities. The State of Oklahoma and its agencies adopted
these standards early in preparation for the actual required date of fiscal year
ending 2003. The GASB standards require several changes to the basic
financial statements as well as the requirement for the recording of depreciation
expense for fixed assets.

Report statements include all assets, deferred outflows, liabilities and deferred
inflows using the accrual basis of accounting, which is consistent with the
accounting used by private sector institutions. All of the current year's revenues
and expenses are recognized when earned or incurred, regardless of when cash
is received or paid.



FINANCIAL HIGHLIGHTS
The report that follows consists mainly of three basic financial statements:

1. Statement of Net Position
2. Statement of Revenues, Expenses, and Changes in Net Position
3. Statement of Cash Flows

The Statement of Net Position, and, the Statement of Revenues, Expenses
and Changes in Net Position report information on the College as a whole and
will reflect whether the institution is better off or worse off as a result of the year's
activiies. When revenues and other support exceed expenses, the result is an
increase in net position. When the reverse occurs, the result is a decrease in net
position. The relationship between revenues and expenses reflect the College’s
operating results. These two statements report the College’s net position and
changes in it.

Current assets represent resources that are available to meet current operational
needs. Non-current assets represent resources that are not available to meet
current obligations. Cash and investments designated for construction or other
capital projects are included in this category. The major component of this
category is the College’s investment in property, buildings and equipment. The
financial statements contain a summary of capital asset activity.

Liabilities are also separated into current and non-current classifications. Current
liabilities are those obligations that are due within the current year and will be
paid from current resources. Non-current liabilities are primarily made up of long-
term debt. The financial statements provide detail related to Long-term liabilities.

Net Position — the difference between assets, deferred outflows, liabilities and
deferred inflows — reflect one way to measure the institution’s financial health, or
financial position. Over time, increases or decreases in the net position is one
indicator of whether financial health is improving or deteriorating. Other non-
financial factors including freshman class size, student retention, programmatic
offerings, etc. must be considered as well to assess the overall health of the
institution.

The Statement of Cash Flows is another way to assess the financial heaith of
an institution. The primary purpose of the statement is to provide relevant
information about the cash receipts and cash payments of an entity during a
period. The Statement of Cash Flows also helps users assess an entity’s ability
to generate future net cash flow, its ability to meet obligations as they come due
and its need for external financing.



Statement of Net Position

Schedule A is prepared from the College's Statement of Net Position and
summarizes the assets, deferred outflows, liabilities, deferred inflows and net
position as of June 30. Comparative data for preceding years is provided.

Schedule A
Condensed Statement of Net Position
As of June 30, 2014 and 2013

2014 2013

Current Assets 27,244,325 19,275,089
Non Current Assets

Capital Assets, Net of Depreciation 20,275,769 17,709,731

Other 224,375 93,149
Total Assets 47,744,469 37,077,969
Deferred Qutflows 364,803 547,205
Current Liabilities 3,227,976 1,254,765
Noncurrent Liabilities

Compensated Absences 23,523 23,523

Lease Payable 19,132,949 8,547,159
Total Liabilities 22,384,448 9,825,447
Deferred Qutflows 156,574 -
Net Position

Net Investment in Capital Assets 11,507,886 9,449,645

Restricted 3,749,479 2,502,454

Unrestricted 10,310,885 15,847,628
Total Net Position 25,568,250 27,799,727

Current Assets increased 41% due primarily to the receivable from ODFA for
capital lease funds not yet expended. Capital Assets increased 14% due to the
addition of CIP for the new Nursing Building. Current Liabilities increased by
157% as a result of increased accounts payable due the Nursing buiiding CiP.
Restricted net position increased by 50% due to increased grants receivabie in
FY14.



The following graph indicates that the bulk of the College’s net position is
unrestricted.

Analysis of Net Position

Unrestricted
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Statement of Revenues, Expenses and Changes in Net Position

The Statement of Revenues, Expenses and Changes in Net Position presents
the College’s results of operations for the year and the effect on net position.
Operating revenues and expenses are generated from exchange transactions
that arise in the course of normal activity for the organization. Tuition and fees,
sales of services and merchandise, and similar transactions are considered
operating revenues and all of the expenses required to provide these services
are considered operating expenses. Nonoperating revenue and expenses are
characterized as non-exchange and include such items as gifts and
contributions, investment income or expense, Federal Pell grants, and most
significantly, state appropriations.



Schedule B is prepared from the College’'s Statement of Revenues, Expenses

and Changes in Net Position.

Schedule B

Condensed Statement of Revenues, Expenses and Changes in Net Position
As of June 30, 2014 and 2013

Operating Revenue 2014 2013
Tuition and Fees 2,753,886 4,593,724
Sales, service, and other revenue 1,248,159 2,648,501
QOperating gifts, grants and contract 2,989,962 2,928,385

Total 6,992,007 10,170,610

Less Operating Expense

(22,776,857)

(24,562,207)

Net Operating Loss (15,784,850) (14,391,597)
Non Operating Revenue & Expense
Governmental appropriations 6,499,026 6,368,770
On-behalf payment for OCIA Debt 800,069 122,299
On-behalf payment for OTRS 619,000 564,000
Interest Income 88,038 214,562
Interest Expense (918,730) (398,801
Non Operating Grants 6,465,970 7.035,790
Total 13,553,373 13,906,620
Change in Net Assets (2,231,477) (484,977
Net Assets, Beginning of Year 27,799,727 28,284,704
Net Assets, End of Year 25,568,250 27,799,727

Tuition and fees and sales and service revenue decreased during FY14 due to a
decrease in overall enrollment. On-behalf payments for OCIA debt increased
554% or $677,770 and interest expense increased by 130% due to OCIA
refinancing the 2005F with the issuance of the 2014A, along with additional
principal and interest payments made on the College’s behalf in FY14.



Schedule C is prepared from the College’s Statement of Revenues, Expenses

and Changes in Net Position.

Schedule C

Operating Expenses Detail
As of June 30, 2014 and 2013

Operating Expense 2014 2013
Salaries 9,056,289 8,492,709
Fringe Benefits 2,912,681 2,691,815
Professional Services 338,869 437,806
Contractual Services 1,008,361 1,132,067
Supplies & Materials 2,414,673 3,142,619
Travel 294,645 308,024
Miscellaneous 1,207,759 097,489
Communication 121,752 85,576
Scholarships & Student Aid 4,043,514 5,984,816
Utilities 347,855 365,224
Depreciation 1,030,459 924,062

Total 22,776,857 24,562,207

Depreciation expense increased by 12% in FY14 due to having a full year of
depreciation for the Administration Building renovations that were put into service
mid-year during FY13. Supplies and materials decreased by 23% due mainly to
the purchase of furniture for the Administration building in FY 13 that was not over
the capitalization threshold and was not purchased in FY14.

Revenues and Expenses

Revenues and Expenses impact total Net Position. Operating revenue which
includes Tuition/Fees, Auxiliary operations, Gifts/Grants/Other Contracts plus
non-operating revenue which includes state appropriations, on-behalf payments
and interest less expenses will result in a change to total net position. As a result
of decreased operating revenue, Net Position at the end of the year decreased
by 7.5% when compared to the previous year.



The following graph represents sources and percentages of revenue during the
year.

Total Revenue 2014
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The following graph represents sources and percentages of expenses during the
year.

Total Expenses 2014
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Statement of Cash Flows

The primary purpose of the Statement of Cash Flows is to provide information
about the cash receipts and distributions of an entity during a period. This
statement also aids in the assessment of an entity's ability to generate future net
cash flows, ability to meet obligations as they come due, and needs for external
financing.

Schedule D is a summary of the cash flows for the year compared fo the
previous year and is prepared from the Statement of Cash Flows.



Schedule D

Statement of Cash Flows
As of June 30, 2014 and 2013

Cash provided (used) by

Operating Activities

Non Capital Financing Activities
Capital and Related Financing
Investing Activities

Net Increase (Decrease) in Cash

Cash, Beginning of Year

Cash, End of Year

2014 2013
(14,587,853)  (13.842,024)
12,528,055 12,967.619
(1,963,713) (1,021,040

92,350 219,815
(3,931,161) (1.675,630)
15,247,504 16,923,134
11,316,343 15,247,504

Capital Assets

At year end, the College had approximately $34.9 million invested in capital
assets, net of accumulated depreciation of more than $14.6 million. Details of

balances of capital assets are shown below in Schedule E.

Schedule E

Capital Assets, Net
As of June 30, 2014 and 2013

Capital Assets 2014 2013
Land 99,860 58,154
Land Improvements 59,541 22,800
Building 20,914,919 20,489,870
Equipment 8,085,466 7,775,478
Library Materials 249,673 311,414
Livestock 264 600 188,200
Infrastructure 1,353,959 1,353,959
Construction In Progress 3,836,641 1,008,560

Total 34,894,659 31,298,435

Less Accumulated Depreciation

(14,618,890)

(13,588.704)

Net Capital Assets

20,275,769

17,709,731




COMPONENT UNIT

The Murray State College Foundation is a nonprofit organization incorporated in
the State of Oklahoma in 1979 to promote the education, scientific and
benevolent purposes of Murray State College. Ht is considered a component unit
of Murray State College and the financials are presented discreetly in the audit of
the college. The Murray State College Foundation Student Housing LLC is a
nonprofit limited liability organization organized in 2003. The sole member of the
LLC is the Murray State College Foundation. The LLC was formed for the
purpose of constructing student housing on property owned by Murray State
College. The LLC financials are also presently discreetly as a component unit in
the audit of the college.

ECONOMIC OUTLOOK

Even though the current financial position of Murray State College is positive, the
economic position of all state agencies is closely tied to that of the State of
Oklahoma. State appropriated funds make up a large portion of the Murray State
College operating budget. Appropriation cuts in FY2003 fotaled almost 10%;
FY2004 cuts totaled 3%; FY2005 budget included the first increase in several
years and allowed us to make some much overdue salary adjustments as well as
fili a few critical positions that had been frozen for a period of time. The FY 2008
appropriation included an increase of 8% including a base increase of over
$300,000 as a result of being in the lower percentile of budget needs funded. FY
2007 budget appropriations provided funding necessary to cover anticipated
mandatory cost increases. FY 2008 and FY 2009 funding increased only slightly
with differences in revenue and expense offset by increases in tuition and fees.
Mid-year reductions were made to state appropriations with the expectation
funds would be replaced in the next fiscal year.

FY 2010 funding decreased statewide by approximately 6% and was ofiset by
allocation of federal stimulus funds. Stimulus funds allocated for FY 2010 totaled
$462,132. No tuition and fee increases were implemented for FY 2010 as a
compromise between the legislative and state regents staff to hold budget
reductions to a minimum so that tuition would not have o be increased for the
year. As a result of this decision and appropriation of stimulus funds, Murray
State received a net increase of 4.47% for operational expenses.

FY 2011 funding was reduced 2% which was less than other state agencies
budgets were cut. Along with decreases in funding, federal stimulus monies
were no longer available. FY 2012, 2013, 2014 & 2015 funding remained
virtually unchanged. Projections for FY 2016 and beyond are guarded as the
State’s economy has seen some positive changes but experienced negative
ones as well. Recovery will continue o be slow and extended over a period of
several years.



ECONOMIC OUTLOOK - Continued

Projections for enroliment during the same period remain uncertain. Historically,
as the economy improves and the job market expands, community colleges
suffer decreases in enrollment. The College continues to use all resources
available to ensure those changes are minimalized.

Mandatory costs including utility costs and insurance for property, tort and
medical are escalating dramatically and will continue to have a big impact on
current budgets and in the years to come. In addition, unfunded mandates such
as Title IX requirements continue to place pressure on the College budget.

The current budgetary climate is challenging and the College is relying on the
experience of our management team and our team approach to problem solving
to meet these challenges. We believe that many of the actions that have been
taken in the recent past and those planned for the future will help us weather the
current crisis and result in a stronger more efficient and effective organization.
We realize that serving our students and maintaining quality academic programs
is dependent on receiving an adequate level of state and federal appropriations
in the future and we plan to work diligently toward that objective.

10



Murray State College
Statements of Net Position

June 30, 2014

Assets
Current Assets

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful
accounts

Federal and state grants receivable

Other asset

Receivable frorn ODFA

Investments

Inventories
Total Current Assets

Noncurrent Assets
Restricted cash and cash equivalents
Restricted investments
Capital assets, net of accumuiated depreciation
Total Noncurrent Assets

Total Assets

Deferred Outfiows
Deferred cost on lease restructuring

Liabilities
Current Liabilities
Accounts payable and accrued liabilities
Accrued compensated absences
Unearnad revenue
Room deposits payable
Current portion of long-term debt
Total Current Liabilities

Noncurrent Liabilities, net of current portion
Accrued compensated absences
Long-term debt
Total Noncurrent Liabilities

Total Liabilities

Deferred Quiflows
Deferred gain on lease restructuring

Net Position
Net, investments in capital assefs
Nonexpendable for Scholarships
Restricted expendable for
Scholarships
Capital projects
Unrestricted

Total Net Position

See Notes to Financial Statements

Murray State

College

Murray State Development

College Foundation
$ 11,117,110 $ 213,282
505,213 1,600,000
3,480,014 -
117,792 8585
11,397,393 —
— 3,844,767
616,803 —
27,244 325 5,558,894
199,233 —
25,142 —
20,275,769 9,044
.20,500.144 __ oou
47.744,469 5.567.938
364,803 o
1,194,512 —_
361,213 —
431,695 —
— 1,175
1,240,556 —
3,227,978 1,178
23,523 —
-19.132.949 —
19,156,472 —
22,384,448 1175
156,574 —
11,507,886 —
— 1,721,383
3,550,246 3,541,593
199,233 —
10,310,885 303.807
$.25,568,250 5..5.566.763
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Murray State College
Statements of Revenues, Expenses, and Changes in Net Position

June 30, 2014

Murray State

College
Murray State Development
College Foundafion
Operating Revenues
Tuition and fees, net $ 2,753,886 —
Federal grants and contracts 1,470,186 —
State and private grants and contracts 768,663 -
Sales and services of auxiliary enterprise, net 1,248,159 —
Other operating revenues 751,113 685,232
Total Operating Revenues 6,992,007 65,232
Operating Expenses
Compensation and benefits 11,868,970 —
Contractual services 1,347,230 —
Supplies and materials 2,414 673 —
Scholarships and fellowships 4.043,514 342,792
Communications 121,752 s
Bepreciation 1,030,459 4,725
Utilities 347 855 -
Travel 294,645 —
Other 1,207,759 56,188
Total Operating kxpenses 22.776.857 403,705
Operating Loss {15,784.850) (338473)
Non-operating Revenues (Expenses)
State appropriations 6,062,085 —
Federal grants 4 B56,385 —
State grants 1,609,585 —
Contributions & other receipts 619,000 244 740
OTRS on-behalf contributions — —
investment income 88,038 349,070
Receipts from College 20,000
Interest on capital asset-retated debt {918.730) e
Net Non-cperating Revenues 12,313,363 613.810
Income Before Other Revenues, Expenses, : '
Gains, Losses and Transfers {3,468 487) 275,337
State appropriations restricted for capital purposes 436,941 -
OCIA on-behalf state appropriations 800.069 —
Net Decrease in Net Position (2,231,477) 275,337
Net Position, Beginning of Year 27799727 5,291428
Net Position, at End of Year $.25.568,250 55566763

See Notes to Financial Statements



Murray State Coliege
Statements of Cash Flows
Year Ended June 30, 2014

Cash Flows from Operating Activities
Tuition and fees
Grants and contracts
Auxiliary enterprises sales and services
Payments to suppliers
Payments to employees
Other operating receipts
Net Cash Used in Operating Activities

Cash Flows from Non-capital Financing Activities
State appropriations
Non-operating grants
Contributions & other receipts
Net Cash Provided by Noncapital
Financing Activities

Cash Flows from Capital and Related Financing

Activities
Purchases of capital assets
Receipts from OCIA & ODFA for capital purchases
Principal paid on capital leases and bonds
interest paid on capital leases and bonds
Purchase of investmenis
Proceeds from sale of investments
Receipts from College
Capital appropriations - state

Net Cash used in capital and related

financing activities

Cash Flows from Investing Activities
Interest received on investments
Net Cash Provided by Investing Activities
Net Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

See Notes to Financial Statements

Murray State

College

Murray State Development
College Foundation

$ 2,617,310 _—
1,052,171 —
1,540,531 —_
(9,715,509) (378,880)
(11,240,623) —
1,158,267 65,232
{14,587,853) (313,748)
6,062,085 e
6,465,970 —
— 244 740
12.528.055 244 740
(2,789,791) —
870,687 —
(180,038) —
(301,512) —
— (378,190)

—_ 402,022

436,941 —
(1,963,713) 23832
92,350 110.986
92.350 110,986
(3,931,161) 65,810
15,247,504 147 452
$11.316. 343 $ 213262



Murray State College
Statements of Cash Flows
Year Ended June 30, 2014

(Continued)
Murray State
College
Murray State Development
College Foundation

Reconciliation of Operating Loss to Net Cash Used in
Operating Activities
Operating loss $ (15,784,850) $  (338,473)
Adjustments to reconcile operating loss to net
cash used in operating activities

Depreciation expense 1,030,459 4725
Net loss on disposal of fixed assets 69,958
Contribution in-kind — 20,000
State of Oklahoma on-behalf contributions to
teachers’ retirement system 619,000 —
Changes in net assets and liabilities
Student accounts receivables 47,776 —
Other receivables (778,870) —
Other assets (2,654) —
inventories (106,323) —
Accounts payable and other accrued liabilities 94,673 —
Deferred revenue 140,204 -
Room deposits payable (32,184) —
Compensated absences _ 112958 —
Net Cash Used in Operating Activities $.(14.587,853) $.(313.748)

Noncash investing, Noncapital Financing and Capital
and Related Financing Activities
Principal and interest on capital debt paid by

state agency on behalf of the College $.__800,069 $ —

Reconciliation of Cash and Cash Equivalents to the
Statement of Net Assets
Current Assets
Cash and cash equivalents $ 11,117,110 3 213,262
Restricted cash and cash equivalents .
Noncurrent assets
Restricted cash and cash equivalents 199,233

VPO VRPN 0o Al s el

$.11.316343  § 213262

See Noles to Financial Statements 6



Murray State College
Notes to Financial Statements
June 30, 2014

Note 1: Summary of Significant Accounting Policies

Nature of Operations

Murray State College (the “College”) is a two-year, state supported college operating under the
jurisdiction of the Board of Regents of Murray State College (the Board of Regents) and the
Oklahoma State Regents for Higher Education. The College is a component unit of the State of
Oklahoma and is included in the general-purpose financial statements of the State of Oklahoma.
The College has two campuses located in Tishomingo and in Ardmore at the Ardmore Higher
Education Center.

Reporting Entity

The financial reporting entity, as defined by Governmental Accounting Standards Board
("GASB") Statement No. 14, The Financial Reporting Entity, and as amended by GASB
Statement No. 39, Determining Whether Certain Organizations Are Component Units, consists
of the primary government, organizations for which the primary government is financially
accountable, and other organizations for which the nature and significance of their relationship
with the primary government are such that exclusion could cause the financial statements to be
misleading or incomplete. The accompanying financial statements include the accounts and
funds of the College.

The Murray State College Foundation, Inc. (the *Foundation™ and Murray State College
Foundation Student Housing, LLC {the “LLC") are reported as legally separate, {ax-exempt
component units of the College. The Foundation is organized for the purpose of receiving and
administering gifts intended for the Coliege. Although the Coliege does not control the timing or
amount of receipts from the Foundation, the majority of resources, or income thereon, which the
Foundation holds and invests, is restricted to the activites of the College by the donors.
Because these restricted resources held by the Foundation can only be used by, or for the
benefit of, the College, the Foundation is considered a component unit of the College and is
discretely presented in the College’s financial statements. The LLC is organized for the purpose
of constructing and financing housing facilities for the benefit of the College. The sole member
of the LLC is the Foundation. Separate financial statements of the Foundation and the LLC are
presented at the end of this report.

The Foundation and the LLC are private nonprofit organizations that report under the Financial
Accounting Standards Board {(“FASB”) standards over accounting for Not-for-Profit
Organizations. As such, certain revenue recognition criteria and presentation features are
different from GASB revenue recognition criteria and presentation features. No modifications
have been made to the Foundation’s financial information in the College’s financial reporting
entity for these differences.



Murray State College
Notes to Financial Statements
June 30, 2014

Note1:  Summary of Significant Accounting Policies (Continued)

Basis of Accounting

For financial reporting purposes, the College is considered a special-purpose government
engaged only in business-type activities. Accordingly, the College’s financial statements have
been presented using the economic resources measurement focus and the accrual basis of
accounting. Under the accrual basis, revenues are recognized when earned, and expenses are
recorded when an obligation has been incurred. Al significant intra-agency transactions have
been eliminated.

The College has the option to apply all Financial Accounting Standards Board (‘FASB")
pronouncements issued after November 30, 1989, unless FASB conflicts with GASB. The
College has elected to not apply FASB pronouncements issued after the applicable date.

Cash Equivalents

For purposes of the statements of cash flows, the College considers all highly liquid investments
with an original maturity of three months or less to be cash equivalents. Funds invested through
the State Treasurer's Cash Management Program are considered cash equivalents.

Deposits and Investments

The College accounts for its investments at fair value, as determined by quoted market prices,
in accordance with GASB Statement No. 31, Accounting and Financial Reporting for Certain
investments and for External investment Pools. In accordance with GASB Statement No. 40,
Deposit and Investment Risk Disciosures, the College has disclosed its deposit and investment
policies relaied io the risks identified in GASB Statement No. 40. Changes in unrealized gain
(loss) on the carrying value of the investments are reported as a component of investment
income in the statement of revenues, expenses, and changes in net assets.

Inventories
Inventories consist of books and supplies held for resale at the bookstore, which are valued at
the lower of cost (first-in, first-out basis) or market.

Accounts Receivable and Other Receivables _

Accounts receivable consists of tuition and fee charges to students and to auxiliary enterprise
services provided to students, faculty and staff, the majority of each residing in the State of
Oklahoma. Student accounts receivable are carried at the unpaid balance of the original amount
billed to students and student loans receivable are carried at the amount of unpaid principal. Both
receivables are less an estimate made for doubtful accounts based on a review of all outstanding
amounts. Management determines the allowance for doubtful accounts by identifying troubled
accounts and by using historical experience applied to an aging of accounts. Student accounts are
written off for financial reporting purposes when deemed uncollectible. Recoveries of student
accounts receivable previously written off are recorded when received.
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Note 1: Summary of Significant Accounting Policies (Continued)

Accounts Receivable and Other Receivables (Continued)
A student account receivable and student loan receivable is considered to be past due if any
portion of the receivable balance is outstanding after the end of the semester. Interest and late

charges are not generally assessed and, if they are assessed, are not included in income until
received.

Other receivables include amounts due from federal, state and local governments, or private
sources, in connection with reimbursement of aliowable expenditures made pursuant to the
College's grants and contracts. Other accounts receivable also include amounts due from the
Oklahoma Development Finance Authority ("ODFA”) and Oklahoma Capital Improvement
Authority ("OCIA™) for proceeds from the capital bond improvement program allocated to the
College. No allowance for doubtful accounts has been provided for other receivables.

Restricted Cash and Investments

Cash and investments that are externally restricted to make debt service payments, to maintain
sinking or reserve funds, or to purchase capital or other noncurrent assets, are classified as
restricted assets in the statement of net assets.

Capital assets

Capital assets are stated at cost, or fair value if acquired by gift, less accumulated depreciation.
For equipment, the College’s capitalization policy includes all tems with a unit cost of $5,000 or
more and an estimated useful life of greater than one year. Renovations to buildings,
infrastructure, and land improvements that significantly increase the value or extend the useful
life of the structure are capitalized. Routine repairs and maintenance are charged to operating
expense in the year in which the expense occurs. Livestock is stated at fair market value.
Library books and livestock are not depreciated.

Depreciation is computed using the straight-line method over the estimated useful lives of the
assets, generally 40 years for buildings, infrastructure and improvements, 4 to 10 years for
equipment.

Costs incurred during construction of long-lived assets are recorded as construction in progress
and are not depreciated until placed in service.

Deferred Revenues
Deferred revenues include amounts received for tuition and fees and certain auxifiary activities
prior to the end of the fiscal year but related to the subsequent accounting period.

Compensated Absences

Employee vacation pay is accrued at year-end for financial statement purposes. The liability and
expense incurred are recorded at year-end as accrued compensated absences in the statement of
net assets, and as a component of compensation and henefit expense in the statement of
revenues, expenses and changes in net position.




Murray State College
Notes to Financial Statements
June 30, 2014

Note 1: Summary of Significant Accounting Policies (Continued)

Noncurrent Liabilities

Noncurrent Fabilities include (1) principal amounts of revenue bonds payable, notes payable, and
capital lease obligations with contractual maturities greater than one year, and (2) estimated
amounts for accrued compensated absences and other Habilities that will not be paid within the
next fiscal year.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that
affect certain reported amounts and disclosures; accordingly, actual results could differ from those
estimates,

Net Assets
The College’s net position is classified as follows:

Invested in capital assets, net of related debt

This represents the College's total investment in capital assets, net of outstanding debt
obligations related to those capital assets. To the extent debt has been incurred but not yet
expended for capital assets, such amounts are not included as a compenent of invested in
capital assets, net of related debt.

Restricted net position — expendable

Restricted expendable net asseis include resources in which the College is legally or
contractually obligated to spend resources in accordance with restrictions imposed by
external third parties.

Restricted net position — nonexpendable

Nonexpendable restricted net position consist of endowment and similar type funds in which
donors or other outside sources have stipulated, as a condition of the gift instrument, that the
principal is to be maintained inviolate and in perpetuity, and invested for the purpose of
producing present and future income, which may either be expended or added to principal.

Unrestricted net position

Unrestricted net position represent resources derived from student tuition and fees, state
appropriations, and sales and services of educational departments and auxiliary enterprises.
These resources are used for transactions relating {o the educational and general operations
of the College, and may be used at the discretion of the governing board to meet current
expenses for any purpose. These resources also include auxiliary enterprises, which are
substantially self-supporting activities that provide services for students, faculty and staff.

When an expense is incurred that can be paid using either restricted or unvestricted resources, the

College's policy is to first apply the expense towards unrestricted resources, and then towards
restricted resources.
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Note 1: Summary of Significant Accounting Policies (Continued)

income Taxes

The College, as a political subdivision of the State of Oklahoma, is exempt from all federal
income taxes under Section 115(1) of the Internal Revenue Code, as amended. However, the
College may be subject to income taxes on unrelated business income under internal Revenue
Code Section 511(a)(2)(B).

Classification of Revenues: The College has classified its revenues as either operating or non
operating revenues according to the following criteria:

Operating revenues. Operating revenuas include activities that have the characteristics of
exchange transactions, such as (1) student tuition and fees, net of scholarship discounts
and allowances, (2) sales and services of auxiliary enterprises, net of scholarship discounts
and allowances, (3) federal, state and local grants and contracts, and (4) interest on
institutional student loans.

Non operating revenues. Non operating revenues include activities that have the
characteristics of non exchange transactions, such as gifts and contributions, student aid
revenues, and other revenue sources that are defined as non operating revenues by GASB
Statement No. 9, Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and
Governmental Entities That Use Proprietary Fund Accounting, and GASB Statement No. 34,
such as state appropriations and investment income.

Scholarship Discounts and Allowances: Student tuition and fee revenues, and certain other
revenues from students, are reported net of scholarship discounts and allowances in the statement
of revenues, expenses and changes in net assets. Scholarship discounts and allowances are the
difference between the stated charge for goods and services provided by the College, and the
amount that is paid by students and/or third parties making payments on the students' behalf.
Certain governmental grants, such as Pell grants, and other federal, state or nongovernmental
programs, are recorded as either operating or non operating revenues in the College’s financial
statements. To the extent that revenues from such programs are used to satisfy tuition and fees
and other student charges, the Ccllege has recorded a scholarship discount and allowance.

Subsequent Events
Subsequent events have been evaluated through October 10, 2014, which is the date the
financial statements were issued.

11
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Note 2: Deposits and Investments

Custodial Credit Risk — Deposits
Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may

not be returned to it. The College’'s deposit policy for custodial credit risk is described as
foliows:

Oklahoma Statutes require the State Treasurer to ensure that all state funds either be insured
by Federal Deposit Insurance, collateralized by securities held by the cognizant Federal
Reserve Bank, or invested in U.S. government obligations. The College’s deposits with the
State Treasurer are pooled with the funds of other State Agencies and then, in accordance with
statufory limitations, placed in financial institutions or invested as the Treasurer may determine,
in the State's name. :

The College requires that balances on deposit with financial institutions be insured by Federal
Deposit Insurance or collateralized by securities held by the cognizant Federal Reserve Bank,
or invested in U.S. Government obligations, in the College’s name.

The carrying amount and related bank balances of the College’s deposits was $11,316,343 at
June 30, 2014.

Some deposits with the State Treasurer are placed in the State Treasurer’s internal investment
pool OK INVEST. OK INVEST pools the resources of all state funds and agencies and invests
them in (a) U.S. treasury securities which are explicitly backed by the full faith and credit of the
U.8. government; (b) U.S. agency securities which carry an implicit guarantee of the full faith
and credit of the U.S. government; (¢) money market mutual funds which participates in
investments, either directly or indirectly, in securities issued by the U.S. freasury and/or agency
and repurchase agreements relating to such securities; and (d) investments related to tri-party
repurchase agreements which are collateralized at 102% and, whereby, the collateral is held by
a third party in the name of the State Treasurer.

Of funds on depaosit with the State Treasurer, amounts invested in OK INVEST total $2,804,892
at June 30, 2014,

For financial reporting purposes, deposits with the State Treasurer that are invested in OK
INVEST are classified as cash equivalents. At June 30, 2014, the distribution of deposits in OK
INVEST was as follows:

OK INVEST Porticlio Cost Market Value
U.S. Agency securities $ 1,332,774 $ 1,330,183
Money market mutual funds 140,253 140,253
Certificates of deposit 61,131 61,131
Tri-party repurchase agreements 75,407 75,407
Mortgage backed agency securities 1,193,357 1,217,981
Municipal bonds 44 566 49,356
Foreign bonds 22,820 22,820
LJ.S. Treasury Obligations 34 584 42,813

TOTAL $ 2904892 § 29399844

i,
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Note 2: Deposits and Investments (Continued)

Custodial Credit Risk — Deposits (Continued)

Agencies and funds that are considered to be part of the State’s reporting entity in the State's
Comprehensive Annual Financial Report are allowed to participate in OK INVEST. Oklahoma
statutes and the State Treasurer establish the primary objectives and guidelines governing the
investment of funds in OK INVEST. Safety, liquidity, and return on investment are the
objectives which establish the framework for the day to day OK INVEST management with an
emphasis on safety of the capital and the probable income {o be derived and meeting the State
and its funds and agencies’ daily cash flow requirements. Guidelines in the Investment Policy
address credit quality requirements, diversification percentages and specify the types and
maturities of allowable investments, and the specifics regarding these policies can be found on
the State Treasurer's website at hitp./www freasurer.state ok.us/. The State Treasurer, at his
discretion, may further limit or restrict such investments on a day o day basis. OK INVEST
includes a substantial investment in securities with an overnight maturity as well as in U.S.
government securities with a maturity of up to three years. OK INVEST maintains an overall
weighted average maturity of less than 270 days.

Participants in OK INVEST maintain an interest in its underlying investments and, accordingly,
may be exposed to certain risks. As stated in the State Treasurer information statement, the
main risks are interest rate risk, credit/default risk, liquidity risk, and U.8. government securities
risk. Interest rate risk is the risk that during periods of rising interest rates, the yield and market
value of the securities will tend to be lower than prevailing market rates; in periods of falling
interest rates, the yield will tend to be higher. Credit/default risk is the risk that an issuer or
guarantor of a security, or a bank or other financial institution that has entered into a repurchase
agreement, may default on its payment obligations. Liquidity risk is the risk that OK INVEST will
be unable to pay redemption proceeds within the stated time period because of unusual market
conditions, an unusually high volume of redemption requests, or other reasons. U.S.
Government securities risk is the risk that the U.S. government will not provide financial support
to U.S. government agencies, instrumentalities or sponsored enterprises if it is not obligated to
do so by law. Various investment restrictions and limitations are enumerated in the State
Treasurer's Investment Policy to mitigate those risks; however, any interest in OK INVEST is not
insured or guaranteed by the State, the FDIC or any other government agency.

Investmenis
Investments are recorded at fair value, as determined by quoted market prices. At June 30,
2014, the College had recorded a restricted investment of $25,142 on the statement of net

assets. This investment is a nonnegotiable certificate of deposit for an endowment fund on
deposit at a local bank.

Investments in the State Treasurer’s Internal Investment Pool are classified as cash equivalents
in the accompanying statement of net assets. The underlying collateral for amounts invested
with the State Treasurer's internal investment pool are: U.S. Treasury obligations, U.S. Agency
obligations, and Tri-Party repurchase agreements.
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Note 2: Deposits and Investments (Continued)

inferest Rate Risk: The College does not have a formal policy that limits investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates.

Concentration of Credit Risk: The College places no limit on the amount the College may invest
in any one issuer. However, the majority of the investments are in mutual funds and
investments guaranteed by the U.S. Government,

Note 3: Accounts Receivable

Accounts receivable consist of the following at June 30, 2014:

Student tuition and fees $ 2,927,566
Auxiliary enterprises and other operating activities 1,306,708
Total accounts receivable 4,234,274
Less: Allowance for doubtful accounts i (3,729,061)
Net accounts receivable 3 505,213

Note 4:  Other Assets
Other assets consist of the following at June 30, 2014:

Cash value of life insurance policy 3 117,792
Total other assets 3 117,792
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Note 5: Capital Assets

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

Beginning Ending
Balance Additions Retirements Transfers BHalance
Capital Assets not being depreciated: .
L.and $ 58,154 48706 $ (3,000) § - $ 89 860
Livestock 188,200 108,400 - - 284 600
Library Books 311,414 6,558 {68,299} - 249,673
Construciion in progress 1,088,560 2,738,081 - - 3,836,641
Total Capital Assets not being depreciated 1,656,328 2,897,745 (73,299) - 4,480,774
Capital Assets being depreciated:
Land Improvements 22,800 36,741 - - 59,541
Equipment 7775478 309,888 - - 8,085,466
Builings & mprovements 20,489,870 490,280 {656,231) - 20,814,919
Infrasture 1,363,959 - - - 1,353,959
Total Captial Assets being depreciated 29 642 107 837,009 (65,231} - 30,413 885
Less: Accumuliated Depreciation for:
Land improvemeants (3,885) (3,218) - - (7.101)
Equiprment (5,767,584) (561,208) - 327 (6,328,475)
Builings & Improvements (7.266,827) {399,804) 273 - (7,666,448)
infrasture (550,308) (66,141) - (327} (616,866}
Total Accumulaited Depreciation {13,588,704) (1,030,459) 273 - (14,618,890}
Total Capital Assets being depreciation, net 16,063,403 {193,450) (64,958} - 15,794,995
Totai Capital Assets 17,709,731 2,704,265 {138,257) - 20,275,769
Capital Asset Summary
Capital Assets not being depreciated 1,656,328 2,897,745 (73,299) - 4,480,774
Capital Assets being depreciated 29,642 167 837,009 {55,231) - 30,413,885
Total Capital Assets 31,288,435 3,734,754 (138,530) - 34,894,859
L.ess: Accumulated Depreciation ¥ (13588704)" (1,030.459)" 273 7 -7 (14,618,890}
Total Capital Assets, net $ 17,709,731 § 2,704,285 §$ (13B,257) 9 - $ 20,275,769
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Note 6: Long-Term Liabilities

Long-term fiability activity for the year ended June 30, 2014, was as follows:

Beginning Ending Current
Balance Additions  Reductions Balance Portion
Capital Lease Obligations:
OCIA Series 1999A/2004A 3 206659 § - $ {20552y § 177107 $ 30,980
OCIA Series 2005F 4,088,531 - (3,355,892} 712,638 347,024
CCIA Series 2010A 1,499,120 - - 1,489,120 -
OCHA Series 2010B 972,606 - - 972,806 565,484
QCHA Series 2014A - 2,865,466 - 2,865,466 -
ODFA Master Lease 2010A 2,238,333 - {106,500} 2,131,833 100,000
ODFA Master Lease 2014A - 5,985,000 {50,600} 5,935,600 104,833
ODFA Master Lease 2014C - 6,030,600 (23,538) 5,006,462 83,128
8,985,249 14,880,466 (3,565,482) 20,300,233 1,237,449
Other Liabilities
Premium on Bonds
QDFA Master Lease 2010A 21,871 - (1.278) 20,295 1,275
ODFA Master Lease 2014A - 47,163 (537} 46,626 1,612
ODFA Master Lease 2014C - 6,388 {37} 6,351 220
Compensated absences 271,778 361,218 (248,255) 384,736 361,213
283,349 414,764 {250,105) 488,008 364,320
Total Long-term Liabilities 8,278,598 15,295,230 (3,815,587) 20,758,241 1,601,769

Capital Lease Obfigations

Oklahoma Capital Improvement Authority L ease Obligations

In 1999, the OCIA issued its OCIA Bond 1999 Series A, B and C. Of the total bond
indebtedness, the State Regents allocated $600,000 to the College. Concurrently with the
allocation, the College entered into a lease agreement with OCIA for capital improvements
being funded by the OCIA bonds. The lease agreement provides for the College to make
specified monthly payments to OCIA over the respective terms of the agreement, which is for
approximately 20 years. Lease principal and interest payments to OCIA totaling $39,856 during
the year ended June 30, 2014, were made by the State of Oklahoma on behalf of the College.
These on-behalf payments have been recorded as OCIA on-behalf state appropriations in the
statement of revenues, expenses and changes in net assets.
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Note 6: L.ong-Term Liabilities (Continued)
Capital Lease Obligations (Continued)

Oklahoma Capital Improvement Authority Lease Obligations (Continued)

in 2004, the OCIA issued bond series 2004A that refunded a significant portion of the 1958A
bonds. Consequently, the amortization of the 1998A bond issue ended in 2010. The lease
agreement will no fonger secure the 1999A bond issue but will now act as security for the 2004A
bond issue over the term of the lease through the year 2020.

In 2005, the OCIA issued its State Facilities Revenue Bonds (Higher Education Project) Series
2005F. Of the total bond indebtedness, the State Regents allocated approximately $6,800,000
to the College. Concurrently with the allocation, the College entered into a lease agreement
with OCIA for capital improvements being funded by the OCIA bonds. The iease agreement
provides for the College to make specified monthly payments to OCIA over the respective terms
of the agreement, which is for approximately 25 years. Lease principal and interest payments to
OCIA totaling $82,543 during the year ended June 30, 2014, were made by the State of
Oklahoma on behalf of the College. These on-behalf payments have been recorded as OCIA
on-behalf state appropriations in the statement of revenues, expenses and changes in net
assets.

In 2011, the OCIA issued Bond Series 2010A and 20108 to partiaily refund the Series 2005F
Revenue Bonds. The advance partial refunding was to provide budgetary relief for fiscal years
2011 and 2012 by extending and restructuring the debt service. As a result, the total lability of
the remaining 2005F bonds combined with the new 2010A and 20108 bond issues will be more
than the original outstanding liability for the 2005F bonds. Consequently, the lease agreement
with OCIA was automatically restructured to secure the new bond issues. This lease
restructuring has extended certain principal payments into the future, resuiting in a charge or
cost on resiructuring that has been recorded as a charge of $1,094,409 on restructuring as a
deferred cost that will be amortized over a period of 6 years, beginning in fiscal year 2012. The
unamortized amount of the deferred lease restructuring cost at June 30, 2014 was $364,803.

in 2014, the OCIA issued bond series 2014A that refunded a significant portion of the 2005F
bonds. Consequently, the amortization of the 2005F bond issue will end in 2016. The lease
agreement will no longer secure the 2005F bond issue but will now act as security for the 2014A
bond issue over the term of the lease through the year 2031. This lease restructuring has
resuited in a gain on restructuring that has been recorded as a gain of $159,008 on restructuring
as a deferred inflow of resources that will be amortized over a period of 18 years. The
unamortized amount of the deferred lease restructuring gain at June 30, 2014 was $156,574.
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Note 6: Long-Term Liabilities {Continued)
Capital Lease Obligations (Coniinued)

Oklahoma Development Finance Authority Lease Obligations

fn 2002, the College entered into a capital lease obligation for the ODFA Master Lease Revenue
Bonds, Series 2001C in the amount of $113,000. Total lease payments over the term of the
agreement, beginning January 25, 2002 through November 25, 2011, will be $135,619.
Payments were made monthly ranging from approximately $1,100 o 31,250. Proceeds from
the obligation were used for various capital projects.

in 2011, the College entered into a capital lease obligation for the ODFA Master Lease Revenue
Bonds, Series 2010A in the amount of $2,530,000. Total lease payments over the term of the
agreement, beginning October 15, 2010 through May 15, 2030, will be $3,487,613. Paymenis
will be made monthly ranging from approximately $14,800 to $17,200. Proceeds from the
obligation were used for various capital projects. A bond issuance premium of $25,078 is being
amortized over the term of the agreement.

in 2014, the College entered into a capital lease obligation for the ODFA Master Lease Revenue
Bonds, Series 2014A in the amount of $5,985,000. Total lease payments over the term of the
agreement, beginning March 15, 2014 through May 15, 2043, will be $10,471,940. Paymentis
will be made monthly ranging from approximately $29,800 to $31,600. Proceeds from the
obligation are being used to construct the new Agriculture building. A bond issuance premium
of $47,163 is being amortized over the term of the agreement

In 2014, the College entered into a capital iease obligation for the ODFA Master Lease Revenue
Bonds, Series 2014C in the amount of $6,030,000. Total lease payments over the term of the
agreement, beginning May 15, 2014 through May 15, 2043, will be $10,194,276. Payments will
be made monthly ranging from approximately $26,600 to $29,500. Proceeds from the obligation
are being used to construct the new Nursing building. A bond issuance premium of $6,388 is
being amortized over the term of the agreement
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Note 6: Long-Term Liabilities (Continued)
Capital Lease Obligations (Continued)

QOklahoma Development Finance Authority Lease Obligations

Future minimum lease payments under the College’s obligations to the OCIA and ODFA for the

year ended June 30, 2014, are as follows:

Principal Interest Total
Years Ending June 30:
2015 $ 1,237,449 $ 662,899 % 1,900,348
2016 1,335,357 884 549 2,219,908
2017 887 660 716,318 1,603,978
2018 921,874 688,130 1,609,804
2019 951,417 651,618 1,603,038
2020-2024 2,678,518 2,893,367 5,571,885
2025-2029 4,068,770 2,211,582 6,280,352
2030-2034 3,040,888 1,408,159 4,449,047
2035-2039 2,667,583 875,312 3,642 895
2040-2043 2,510,817 268,848 2,779,765
Total $ 20300233 3 11,260,783 § 31561018

Note 7 Retirement Plans

The College’s academic and non-academic personnel are covered by various retirement plans.
The plans available to College personnel include the Oklahoma Teachers' Retirement System
(the "OTRS"), which is a State of Oklahoma public employee’s retirement system. The College
also sponsors a 403(b) annuity plan, a defined contribution plan. The College does not maintain

the accounting records, hold the investments for, or administer these plans.

Okiahoma Teachers’ Retirement System

Plan Description

The College contributes to the OTRS, a cost-sharing multiple-employer defined benefit pension
plan sponsored by the State of Oklahoma. OTRS provides defined retirement benefits based
on members’ final compensation, age and term of service. In addition, the retirement program
provides for benefits upon disability and to survivers upon the death of eligible members.
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Note 7: Retirement Plans {Continued)
Oklahoma Teachers’ Retirement System (Continued)

The benefit provisions are established and may be amended by the legislature of the State of
Oklahoma. Title 70 of the Oklahoma statutes, Sections 17-101 through 116.9, as amended,
assigns the authority for management and operation of the plan to the Board of Trustees of
OTRS. OTRS does not provide for a cost-of-living adjustment. OTRS issues a publicly
available financial report that includes financial statements and supplementary information for
OTRS. That report may be obtained by writing to Teachers’ Retirement System of Oklahoma,
P.O. Box 53524, Oklahoma City, Oklahoma 73152, by calling (405) 521-2387, or at the OTRS
website at www.irs state.ok.us.

Funding Policy

The College is required to contribute a fixed percentage of annual compensation on behalf of
active members. The employer contribution rates for 2014 and 2013 were 9.50% and were
applied to annual compensation, and are determined by staie statute.

Employees’ contributions are also determined by state statute. For all employees, the
contribution rate was 7% of covered salaries and fringe benefits in 2014 and 2013. These
contributions were made directly by the College for all years.

The College’s contribution to OTRS for the years ended June 30, 2014 and 2013 was
approximately $1,440,000, and $1,223,000, respectively, equal to the required contribution for
each year. These contributions included the College’s statutory contribution and the share of
the employees’ contribution paid directly by the College.

The State of Okiahoma is also required to contribute to OTRS on behalf of the participating
employers. For 2014, the State of Oklahoma contributed 5% of state revenues from sales and
use taxes and individual income taxes to OTRS on behalf of participating employers. The
College has estimated the amounts contributed to OTRS by the State of Oklahoma on its behalf
by multiplying the ratio of its covered salaries to total covered salaries for OTRS for the year by
the applicable percentage of taxes collected during the year. For the year ended June 30,
2014, the total amount contributed o OTRS by the State of Oklahoma on behalf of the College
was approximately $619,000. This on-behalf payment has been recorded as non-operating
state appropriations revenue and as operating compensation and employee benefits expense in
the statement of revenues, expenses and changes in net assets.
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Note 8: Post-Employment Benefits

In addition to the pension benefits as described above, the College pays the group health
insurance premiums for retired employees until age 65. A retiring employee must have been
employed fuli-time in the Okiahoma State System of Higher Education for not fess than twenty
years immediately preceding the date of retirement, been a member of the Teachers
Retirement System of Oklahoma during this time, and elected to receive a vested benefit under
the provisions of the Teachers’ Retirement System of Oklahoma. The College is funding on a
pay-as-you-go basis the payments for this benefit out of current operations. For the year ended
June 30, 2014, the College’s contributions for health insurance premiums for retired employees
were approximately $35,000.

Note 9: Other Post-Employment Benefits

The College has a supplemental retirement benefit plan for a former President of the College
which was funded upon his retirement effective June 30, 1994, through the purchase of an
annuity. The College’s Board of Regents subsequently extended the plan to cover the
President’s spouse as a co-beneficiary. To provide for this contingent liability, the College
purchased a life insurance policy on the life of the former President with the College being the
beneficiary of the policy. The proceeds of the policy will be used to purchase an annuity to the
fulfill the College's agreement with the former President as agreed upon plus return most of the
original purchase price to the College. The 2014 income from the increase in the cash
surrender value of the policy is $2,654. The cash value of the life insurance policy at June 30,
2014 is $117,792, and is reported as other assets on the statement of net assets.

Note 10: Related Party Transactions

The Foundation is a tax-exempt organization whose objective is the betterment of the College
and its related activities. The College is the ultimate beneficiary of the Foundation. The College
has entered into a written agreement with the Foundation whereby the College agrees to
provide certain administrative services to the Foundation in exchange for scholarships to -
College students totaling approximately $342,792 for the year ended June 30, 2014,

Note 11: Commitments and Contingencies

The College participates in a number of federally assisted grant and contract programs. These
programs are subject to financial and compliance audits by the grantors or their representatives,
Such audits could lead to requests for reimbursement to the grantor agency for expenditures
disallowed under terms of the grant. The amount for expenditures that may be disallowed by
the granting agencies cannot be determined at this ime, although it is believed by the College
that the amount, if any, would not be significant.
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Note 11: Commitments and Contingencies {Continued)

Through June 30, 2010, the College participated in the Federal Family Education Loan Program
(the “FFEL Program™), which included the Federal Stafford Loan Program and Federal Parents
L.oans for Undergraduate Students Program. The FFEL Program did not require the College to
draw down cash; however, the College was required to perform certain administrative functions
under the FFEL Program. Failure to perform such functions may have required the College to
reimburse the loan guarantee agencies.

In July 2011, the College began participating in the Federal Direct Student Loan Program
{Direct Lending Program). For the year ended June 30, 2014, approximately $5,779,000 of
Direct Lending Program loans was provided to College students.

During the course of ordinary business, the College may be subjected to various lawsuits and
civil action claims. There were no pending lawsuits 1o claims against the College at June 30,
2014, that management believes would result in a material joss to the College in the event of an
adverse outcome.

Note 12: Risk Management

The College is exposed to various risks of loss from forts; theft of, damage to, and destruction of
assets; business interruption; employee injuries and ilinesses; natural disasters; empioyee
health, fife and accident benefits; and unemployment. Commercial insurance coverage is
purchased for claims arising from such matiers other than torts, property, workers’
compensation, and unemployment. Settled claims have not exceeded this commercial
coverage in any of the three preceding years.

The College, along with other state agencies and political subdivisions, participates in the State
of Oklahoma Risk Management Program and the State Insurance Fund, public entity risk pools
currently operating as a common risk management and insurance program for its members.
The College pays an annual premium to the pools for its torts, property, and workers'
compensation insurance coverages. The Oklahoma Risk Management Pool’'s governing
agreement specifies that the pools will be self-sustaining through member premiums and will
reinsure through commercial carriers for claims in excess of specified stop-loss amounts.

The College is self-insured for unemployment liabilities. Paymenis are made to the State
Employment Security Commission on a claims paid basis. No reserve for potential liability for
unemployment claims has been established. Any such hability would be paid from current
operations.
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Note 13: Murray State College Foundation, Inc.
Note 1: Summary of Significant Accounting Policies

QOrganization

Murray State College Foundation, Inc. (the Foundation) is- a nonprofit organization
incorporated in the State of Oklahoma in 1979 and operated to receive and administer gifts
for the sole benefit of Murray State College (the College).

Distribution of amounts is subject to the approval of the Board of Trustees or the appropriate
fund sponsor and the availability of monies. Accordingly, the accompanying financial
statements reflect only transactions for which appropriate approvals have been received by
the Foundation as of the financial reporting date.

Murray State College Foundation Student Housing, LLC (Student Housing} is a nonprofit
limited liability organization organized in August 2003 for the sole purpose of constructing
and financing housing facilities for the benefit of the College. The sole member of Student
Housing is the Foundation. The College manages, collects revenues and pays all expenses
of the Student Housing, including debt service expenditures. In addition, the revenues and
expenses of the housing project are recorded in the accounting records of the College. Due
to the fact that the Student Housing is not controlled by the Foundation, it is not consolidated
in these financial statements.

Net Assels

The financial statements of the Foundation have been prepared on the accrual basis in
accordance with generally accepted accounting principles.

Net assets are classified based on the existence or absence of donor-imposed restrictions as
follows:

Unrestricted ~ Net assets that are not subject to donor-imposed restrictions.
Unrestricted net assets may be designated for specific purposes by action of the
Board of Trustees.

Temporarily Restricted — Net assets whose use by the Foundation is subject to
donor-imposed restrictions that can be fulfilled by actions of the Foundation
pursuant to those restrictions or that expire by the passage of time.

Permanently Restricted — Net assets subject to donor-imposed restrictions that
they be maintained permanently by the Foundation. Such assets primarily include
the Foundation's permanent endowment funds and irrevocable trusts held by
others for the beneficial interest of the Foundation.
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Note 13: Murray State College Foundation, Inc. (Continued)
Note 1: Summary of Significant Accounting Policies (Continued)

Coniributions

The Foundation reports gifts of cash and other assets as restricted support if they are
received with donor stiputations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is
accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and
reported in the statement of activities as net assets released from restrictions.

Cash and Cash Equivalents

The Foundation defines cash and cash equivalents to be all cash and cediificates of deposit
with original maturities of three months or less. Cash equivalents of $213,262 as of June 30,
2014 were held in financial institutions.

Investments

Investments consist of marketable debt and equily securities and cerlificates of deposit with
original maturities of more than three months. Investments are carried at fair value based on
the quoted market prices of the underlying securities.

Tax Status

The Foundation is a nonprofit corporation and is an exempl organization as defined in
Internal Revenue Code Section 501{c)(3). The Foundation has been classified as an
organization that is not a private foundation under Section 509(a) of the Internal Revenue
Code and gualified for deductible contributions under Section 170(b){(THAXvi. The
Foundation receives limited income that is unrelated to its exempt purpose and is taxable
under the Internal Revenue Code.

Properfy and Equipment

Property and equipment are stated at cost or at estimated fair value at date of donation. The
Foundation provides for depreciation using the straight-line method over the estimated useful
lives of the related assets. Repairs and maintenance are expensed as incurred, whereas
major improvements in excess of $500 are capitalized.

Allocated Expenses

Expenses by function have been allocated among program and supporting services
classifications on the basis of time records and on estimates made by the Foundation’s
management.
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Note 13: Murray State College Foundation, Inc. (Continued)

Note 1: Summary of Significant Accounting Policies (Continued)

Concentrations of Credit Risk

Financial instruments, which potentially subject the Foundation to concentrations of credit
risk, consist primarily of cash and cash equivalents, shorf-term investments and pledges
receivable. The Foundation places its cash and certificates of deposit with high quality
financial institutions. Pledges receivable consist of a large number of contributors throughout
the state of Oklahoma. The Foundation provides an allowance for the estimated uncollectible
portion of pledges receivable. The Foundation's management believes that the credit risk is
adequately provided for to which it is exposed.

Management Estimates

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

Subsequent Events

Subsequent events have been evaluated through October 10, 2014, which is the date the
financial statements were issued.

The Foundation maintains several bank accounts. The table below is designed to disclose
the level of custody credit risk assumed by the Foundation based upon how its deposits were
insured at June 30, 2014. FDIC regulations state time and savings accounts are insured up
to a $250,000 maximum.

Category 1 — Insured by FDIC or collateralized with securities held by the
Foundation or by its agent in its name.

Category 2 — Uninsured but collateralized with securities held by the pledging
financial institution’s trust department or agent in the Foundation's name.

Category 3 — Uninsured and uncoliateralized.
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Note 13: Murray State College Foundation, Inc. (Continued)

Note 2: Cash and Cash Equivalenis

Custody Credit Risk Category

Total Total
Carrying Bank 1 2 3
Tyne of Deposiis Balance Balance
June 30, 2014
Demand Deposits $ 213,262 § 237,798 $ 237,798 I 3 —
Totals $ 213,262 $ 237,798 $ 237,798 5 $ —
Note 3: Investments
Investment income consists of the following:
2014
Interest and dividend income 3 110,987
Realized gains and losses 97 561
Unrealized gains and losses 140,522
$_..349.070
investments consist of the foillowing at June 30, 2014:
Fair Carrying
Cost Value Value
Mutual Funds $ 1,657,137 $ 1,792,191 $ 1,792,191
Variable Annuity 100,000 142,685 142 685
Certificates of Deposit 1,809,891 1,809,891 1,909,891
Total Investments $_ 3,567,028 $_23.844767 $_3.844767

Note 4: Fair Value Measurements

The Foundation uses quoted market prices to determine the fair value of an asset or liability
when available. If quoted market prices are not available, the Foundation determines fair

value using valuation techniques that use market-based or independently-sourced market
data, such as interest rates.
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Note 13: Murray State College Foundation, Inc. (Continued)

Note 4: Fair Value Measurements (Continued)

The following methods and assumptions were used to estimate the fair value of assets and
liabilities in the financial statements.

Cash and Cash Equivalents. The carrying amount approximates the fair value due to
the short maturity of such amounts.

Investments: Investments in cash and cash equivalents, publicly traded securities, and
mutual funds are stated at market value based on quoted market prices. Investments
common trust funds, certificates of deposit, government agency bonds, and mortgage-
backed securities are stated at market price as determined by the fund manager or
quoted market prices in non-active markets. Other investments are stated at fair value
based upon current market conditions and other factors deemed relevant to the
valuation as provided by the independent valuation specialist and or Foundation
management.

Pledges and Accounts Receivable: The carrying amount of receivables is based on the
discounted value of expected future cash flows, which approximate fair value.

Other Assefs: Remaining financial instruments are carried at cost, which approximates
fair value.

Accounts Payable and Other Liabilities: The carrying amount approximates fair value
due to the short maturity of those amounts.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The
fair value hierarchy requires an entity to maximize the use of observable inputs and minimize
the use of unobservable inputs when measuring fair value. The three levels of inputs that
‘may be used to measure fair value are:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other the Level 1 prices, such as quoted prices
far similar assets or liabilities; quoted prices in markets that are not
active; or other inputs that are observable or can be corroborated
by observable market date for substantially the full term of the
asset or liabilities.

Level 3 Unobservable inputs that are supporied by little or no market

activity and that are significant to the fair value of the assets or
liabilities.
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Note 13: Murray State College Foundation, inc. (Continued)

Note 4: Fair Value Measurements (Continued)

The following table presents the fair value measurements of assets and liabilities recognized
in the accompanying financial statements at fair value on a recurring basis and the level
within the fair market value hierarchy in which the fair value measurements fall at June 30,
2014,

As of June 30, 2014

Level 1 Level 2 Level 3 Total
Secutities g — % — $ — 3 —
Mutual Funds 1,792,191 - — 1,792,181
Pooled tnvestment Funds 142 685 — — 142 685
Total Investments $1.934 878 I $ — $1.934 876

The following is a description of methodologies used for instruments measured at fair value
on a recurring basis:

investments: Where quoted market prices are available in an active market,
investments are classified within Level 1 of the valuation hierarchy. Level 1 investments
include equity securities, mutual funds, and money market funds. f quoted market
prices are not available, then fair values are estimated by using pricing models, quoted
prices of securities with similar characteristics or discounted cash flows. Level 2
investments include equity securities with similar characteristics or discounted cash
flows. Level 2 investments include equity securities, corporate and other bonds, U.S.
government securities, marketable alternative assets, inflation hedging and opportunistic
and other investments. In certain cases where Level 1 or Level 2 inpuls are not
available, investmenis are classified within Level 3 of the hierarchy and include
corporate and other bonds and marketable and nonmarketable alternative assets.

Note 5: Related Party Transactions

Based upon an exchange of service agreement, the College provides the Foundation with the
necessary staffing and office space at no cost to the Foundation. Thus, the Foundation has
no employees. In exchange, the College received scholarships, funds for capital
improvements, and other services from the Foundation. The value of such services has been
recorded on the financial statements as in-kind contributions.
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Note 13:Murray State College Foundation, Inc. (Continued)

Note 6: Endowments

The Foundation endowments consist of approximately 140 individual funds established for a
variety of purposes. As required by generally accepted accounting principles (GAAP), net
assets associated with endowment funds, including funds designated by the Board of
Directors to function as endowments, are classified and reported based upon the existence
or absence of donor-imposed restrictions.

interpretation of Relevant Law. In accordance with the requirements of FAS 117-1, and the
Oklahoma Uniform Prudent Management of Institutional Funds Act (OUPMIFA), the
Foundation wili report the market value of an endowment as perpetual in nature. As a result,
the Foundation classifies as permanently restricted (1) the original value of gifts donated to
the endowment, (2) the original value of subsequent gifts donated to the endowment, (3) all
realized and unrealized gains and losses of the endowment, and (4) less any income

distribution in accordance with the spending policy which will be classified as temporarily
restricted.

in accordance with OUPMIFA, the Foundation considers the following factors in making a
determination to appropriate or accumulate donor-resiricted endowment funds:

(1) The duration and preservation of the fund;
{2) The purpose of the foundation and the donor-restricted endowment fund;

General economic conditions;
(3) The possibie effect of inflation and deflation;
(4) The expected total return from income and the appreciation of investments,
(5) Other resources of the foundation,
{68) The investment policies of the foundation.

Return Objectives and Risk Parametfers: The Foundation has adopted investment and
spending policies for endowment assets that attempt {o provide a predictable stream of
funding to programs supported by the endowment while seeking to maintain the purchasing
power of the endowment assets. Under this policy, as approved by the Board of Directors,
the endowment assets are invested in a manner that is intended to produce results which
generate a dependable, increasing source of income and appreciation while assuming a
moderate level of investment risk. The Foundation expects its endowment funds, over time,
to provide an average rate of return of approximately 7% annually. Actual returns in any
given year may vary from this amount.
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Note 13: Murray State College Foundation, Inc. (Continued)

Note 6: Endowments (Continued)

Strategies Employed for Achieving Objectives: To satisfy its long-term rate of retumn
objectives, the Foundation relies on a total return strategy in which investment returns are
achieved through both capital appreciation (realized and unrealized) and current yield
(interest and dividends). The Foundation targets a diversified asset allocation that places a
greater emphasis on equity-based investments to achieve its long-term return objectives
while reducing risk to acceptable leveis.

Spending Policy and How the Investment Objectives Relate to Spending Policy: The
Foundation has a policy of appropriating for distribution each year amounts necessary to fund
donor-designated uses. In establishing this policy, the Foundation considered the long-term
expected return on its investment assets, the nature and duration of the individual
endowment funds, many of which must be maintained in perpetuity because of donor-
restrictions, and the possible effects of inflation. The Foundation expects the current
spending policy to allow its endowment funds to maintain the purchasing power of the
endowment assets as well as to provide additional real growth through investment return.

Endowment Net Asset Composition by Type of Fund as of June 30, 2014:

Temporarily Permanently
Unrestricted Restricted Resftricted
Donor-restricted endowment funds 3 — $ 3,541,583 $ 1,721,383
Board-designated endowment funds 95535 — —
Total endowment funds 3 95,635 33541593 $_ 1,721,363

Changes in Endowment Net Assets for the year ending June 30, 2014:

Temporarily Permanently
Unrestricted Restricted Restricted
Endowment net assets - beginning $ 97,746 $ 3,188,649 5 1,719,571
Investment return 336,883 —
Contributions 224,379 1,792
Appropriations for expenditure (2,214 (208.318) —
Total endowment funds 5....805835 $..2.541.693 $._1.721,363
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independent Auditors’ Report on internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of the Financial
Statements Performed in Accordance with
Government Auditing Standards

Board of Regents
Murray State College
Tishomingo, Oklahoma

We have audited, in accordance with the 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 Murray State College, as of and for the year ended June 30, 2014, and the
related notes to the financial statements, which coliectively comprise Murray State College’s
basic financial siatements, and have issued our report thereon dated October 10, 2014.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Murray State
College's internal control over financial reporting {internat control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Murray State College's internal control. Accordingly, we do not express an
opinion on the effectiveness of Murray State College’s internal control.

A deficiency in internal controf 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 a combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the entity’s financial statements will not
be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yel important enough to merit attention by those charged with
governance, : '

Our consideration of internal centrol was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal controt
that might be material weaknesses or significant deficiencies. Given these limitations, during
our audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.



Board of Regents
Murray State College
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Murray State College's financial statements are
free from 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 {0 be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely 1o describe the scope of our testing of internal control and compiiance
and the resulis of that testing, and not to provide an opinion on the effectiveness of the entfity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Governmen! Audiling Standards in considering the enfity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

A 5 4 Comgmnn

Tulsa, Oklahoma
October 10, 2014
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Independent Auditors’ Report on Compliance for Each Major
Program and on Internal Control over Compliance Required
By OMB Circular A-133

Board of'RegentS
Murray State College
Tishomingo, Oklahoma

Report on Compliance for Each Major Federal Program

We have audited the Murray State College compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have
a material effect on each of the Murray State College's major federal award programs for the
year ended June 30, 2013, The District's major federal programs are identified in the
summary of auditor's resulis section of the accompanying schedule of findings and
gquestioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations,
contracts and grants applicable t¢ its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compiiance for each of the College's major
federal programs based on our audit of the types of compliance requirements referred to
above. We conducied our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards, issued by the comptrolier General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Those standards and OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assurance about whether non-compliance with the types of
compliance referred to above that could have a direct and material effect on a maior program
occurred. An audif includes examining, on a test basis, evidence about the College's
compliance with those requirements and performing such other procedures as we considered
nacessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each
major federal program. However, our audit does not provide a legal determination of the
College's compliance.

Opinion on Each Major Federal Program

tn our opinion, the Murray State Coltege complied, in all material respects, with the types of
compiiance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30, 2014,
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Report on Internal Control Over Compliance

Management of the Murray State College is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the Authority’s internal control over compliance with
the types of requirements that could have a direct and material effect on each major federal program to
determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance for each major federal program and to test and report on internal
control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do nol express an
apinion on the effectiveness of the Murray State College’s internal controi over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, fo prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that materiai noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal controt over
compliance with a type of compiiance requirement of a federal program that is less severe than a material
weakness in internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control over compliance was for the Imited purpose described in the first
paragraph of this section and was not designed to identify ali deficiencies in internal conirol over
compiiance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we considered to be material weaknesses. However,
weaknesses may exist that have not been identified. The purpose of this report on internal conirol over
compliance is solely to describe the scope of our testing of internal control over compliance and the
results of that testing based on the requirements of OMB Circular A-133. Accordingly, this report is not
suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the Murray State College as of and for the year ended June
30, 2014, and have issued our report thereon dated October 10, 2014, which contained an unmodified
opinion on those financial statements. Our audit was conducted for the purpose of forming an opinion on
the financial statements as a whole. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by OMB Circular A-133 and is not a required
part of the financial statements. Such infermation is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or o the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditure of federal awards is fairly stated in all material respects in relation to the financial statements

as a whoie.
\-m\ ;&\j{/\k Q..@v-\?nbj e

Tulsa, Oklahoma
stober 10, 2014
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Schedule of Expenditures of Federal Awards
Year Ended June 30, 2014

CFDA Federal
Federal Grantor/Pass Through Grantog/Program Title Number Expenditures
U.S. Department of Education.
Student Financial Aid Cluster
Federat Pell Grant Program 84.063 $ 4,725,862
Federat Direct Loan Program 84.268 5,778,772
Federal Supplemental Education Opportunity 84.007 65,100
Federal Work Study Program 84.033 81,784
Total Student Financial Aid Cluster 10,651,518
Office of Postsecondary Education
Student Support Services 84042 277,784
Strengthening Minority-Serving Institutions 84.382 410,327
Pass-Through Program From
Oklahoma State Department of Vocational Education
Vocational Education National Centers for Career
and Technical Education 84.051 70.050
Total U.8. Department of Education 11,409,672
U.3. Department of Health and Human Services
National Institutes of Health
Pass-Through Program From:
Oklanoma State Department of Human Services
Temporary Assistance for Needy
Families (TANF) 93.558 581,762
Ckiahoma State Regents for Higher Education
Child Care Development Block Grant
Schotars for Excellence Program 93.575 e IB.845

Total U. 8. Department of Health and Human
Services

Total Expenditures of Federal Awards

See Notes to Schedule of Expendifures of Federal Awards.

£58,607

312,008,286
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Murray State College
Notes to Scheduie of Expenditures of Federal Awards
Year Ended June 30, 2014

Note 1: Summary of Significant Accounting Policies

This schedule includes the federal awards activity of Murray State College and is presented
on the accrual basis of accounting. The information in this schedule is presented in accordance
with the requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-

Profit Organizations. Therefore, some amounts presented in this schedule may differ from
amounts presented in, or used in the preparation of, the basic financial statements.

Note 2: Subrecipients

Murray State College provided no federal awards to subrecipients.
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Schedule of Findings and Questioned Costs
Year Ended June 30, 2014

Summary of Auditors’ Results

1.

The opinion expressed in the independent accountants’ report was:

Unmodified [ Qualified [ Adverse [ Disclaimed

The independent accountants' report on internal controf over financial reporting described:
Significant deficiency(ies) noted considered material weakness(es)? [ Yes No

Significant deficiency(ies) noted that are not considered to be a
material weakness? (1 Yes No

Noncompliance considered material to the financial statements was
disclosed by the audit? {1 Yes No

The independent accountants’ report on internal control over compliance with requirements
applicable to major federal awards programs described:

Significant deficiency(ies) noted considered material weakness(es)? [ Yes No

Significant deficiency(ies) noted that are not considered to be a
material weakness? Yes 1 No

The opinion expressed in the independent accountants’ report on compliance with
requirements applicable to major federal awards was:

Unmaodified 0 Qualified 11 Adverse [ Disclaimed

The audit disclosed findings required to be reported by OMB Circular
A-1337 Yes {.J] No

The College's major program was:

Cluster/Program CFDA Number

Student Financial Aid Cluster

Federal Supplemental Education Opportunity Granis 84.007

Federal Direct Loan Program 84.268

Federal Work Study 84.033

Federal Peli Grant 84.063

Academic Competitiveness Grant 84.375
Strengthening Minority-Serving Institutions 84.382
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Schedule of Findings and Questioned Costis
Year Ended June 30, 2014

(Continued)

Summary of Auditors’ Results (Continued)

8. The threshold used to distinguish between Type A and Type B programs as those terms are defined
in OMB Circular A-133 was $300,000.

4. The Coliege qualified as a low-risk auditee as that term is defined in
OMB Circular A-133. Yes [} No

Findings Required to be Reported by Government Auditing Standards

No matters are reportable.

Findings Required to be Reported by OMB Circular A-133

Finding 2014- 1

Compliance Reguirement
Return of Title IV Funds

Type of Finding: Significant Deficiency that is not considered to be a material weakness.

Criteria: The regulations in 34 CFR 668.22 state that a school must always return any unearned Title IV
funds it is responsible for returning within 45 days of the date the school determined the student withdrew.

Conditiom.  For the year ended June 30, 2014, we sampled 80 Title IV fund recipients for testing the
financial aid compliance requirements for loan disbursements. During the review of those who received
inan disbursements, but later withdrew, we noted 1 instance of non-compliance in that the institution did
not meet the compliance requirement to return the Title 1V funds within the 45 day time period.

Cause: The individual assigned to area of work in the FA office received a drop form from Registrar's
office stating the student officially dropped 8 hours of enraliment with one hour of enrollment remaining on
9/27/13. At this point, the FA office determined the student was not a loan borrower and therefore was
not required to complete ioan exit counseling.

At the end of the semester, the college noted the student's name was on their 0.00 GPA list. It was at
this time the FA office realized there had been an error on the drop form and the one hour of enroliment
on 9/27/13 should have been reported as zero. Therefore the R2T4 had to be completed with a withdraw
date of 9/27/13 which put us compieting the R2T4 outside the allowed timeframe.

Effect. As a result, the college did not meet the return of Title IV funds within the 45 day requirement,
Recommendation. For the college to review and confirm information on drop forms on all students who
have withdrawn to ensure that when refunds of Title iV funds are required, that the return of Title IV funds
are returned within the proper time period.

Responsible Official’'s Response and Corrective Action Planned. Management has created a mandatory
review of the known withdrawals every 20 days by the financial aid director.

Implernentation Date of Corrective Action. July 1, 2014

on responsible for Corrective Action: Financial Aid Director

38



No ltem Reporiable.

Murray State College
Summary Schedule of Prior Audit Findings
Year Ended June 30, 2014

39



