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Independent Auditors’ Report on Financial Statements
and Supplementary Information

Board of Regents
Murray State College
Tishomingo, Oklahama

We have audited the accompanying basic financial statements of Murray
State College (the College) and its discretely presented component unit,
collectively a component unit of the state of Oklahoma, as of and for the year
ended June 30, 2011, as listed in the table of contents. These financial
statements are the responsibility of the College’'s management. Our
responsibility is to express opinions on these financial statements based on our
audit. Murray State College Foundation, Inc. (the Foundation), a not-for-profit
Oklahoma corporation organized to support the College, is a component unit of
the College as defined by GASB Statement No. 38, Determining Whether Certain
Organizations are Component Units. The financial statements referred to above
do not include the financial statements of the Foundation. Rather, a complete set
of financial statements of the Foundation are presented separately. We did not
audit the separately presented financial statements of the Foundation. Those
statements were audited by other auditors whose report has been included in
that separate set of financial statements.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the College and of its
discretely presented component unit as of June 30, 2011, and the respective
changes in financial position and cash flows thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of
America.
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In accordance with Government Auditing Standards, we have also issued our report dated
December 16, on our consideration of the College’s internal control 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 results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the resulis of our audit.

The accompanying management's discussion and analysis as listed in the table of contents
is not a required part of the basic financial statements but is supplementary information required
by the Governmental Accounting Standards Board. We have applied ceftain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the College's basic financial statements. The accompanying
supplementary information, including the schedule of expenditures of federal awards required
by U.S. Office of Management and Budget Circular A-133, Audit of States, Local Governrments
and Non-Profit Organizations, as listed in the table of contents, is presented for purposes of
additional analysis and is not a required part of the College’s basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the College's
basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation
to the College’s basic financial statements taken as a whole.

\A :&\QJ\» k G)wwqm~‘.?<-»

Tulsa, OQklahoma
December 16, 2011



Management’s Discussion and Analysis

Murray State College
For Year Ended June 30, 2011

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, 2011. 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. FY2010 financial data is provided in some cases
along with FY2011 for comparison purposes.

As a whole, the financial position for Murray State College has remained stable for fiscal
year ended June 2011 due to the continuation of aggressive cost control measures,
conservative spending, increased tuition rates and increased student enrollment.

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 and liabilities 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 incwrred, 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 Assets

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



The Statement of Net Assets, and, the Statement of Revenues, Expenses and
Changes in Net Assets 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 activities. When
revenues and other support exceed expenses, the result is an increase in net assets. When
the reverse occurs, the result is a decrease in net assets. The relationship between
revenues and expenses reflect the College’s operating results. These two statements
report the College’s net assets and changes in them.

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 cwrrent 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 Assets — the difference between assets and labilities ~ reflect one way to measure the
institution’s financial health, or financial position. Over time, increases or decreases in
the net assets are 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 health 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 Assets

Schedule A is prepared from the College’s Statement of Net Assets and summarizes the
assets, liabilities and net assets as of June 30. Comparative data for preceding years is
provided.

Schedule A
Condensed Statement of Netf Assets
As of June 30, 2011 and 2011

2011 2010
Current Assets 22,748,566 18,338,981
Non Current Asseis : ;
Capital Assets, Net of Depreciation ’ 13,231,346 13,299,459
Other : 749,496 133,816
Total Assets 736,720,408 | 31,742,256 |
{ :
I } i
Current Liabilities | - 1,250,780 | 7,787,862
Noncurrent Eiabilities
Compensated Absences 23,523 23,522 |
Lease Payablke 9,148,569 5,909,493
Total Liabilities | 10,422,872 13,720,877
i
i
Net Assets :
Invested in Capital Assets, net of related debt 8,777,329 10,152,538
Restricted i 3,700,392 2,223 806
Unrestricted 13,828,815 5,645,035
Total Net iAssets 26,306,536 | 18,021,379 |
i
Total Liabilities and Net Assets| L 36,729,408 31,742,256

Current assets increased by 21% in FY'11 due to an increase in cash and cash equivalents.
Other non-current assets increased by 460% in FY11 over FY10 primarily as a result of
deferred refinancing charges associated with the College’s participation in the Oklahoma
Capital Improvement Authority capital lease program. Current Liabilities decreased
significantly by 84% as a result of reclassification of prior year accounts payable. Lease
payable increased by 55% due to the issuance of new ODFA debt. Net assets invested in
capital assets, net of related debt decreased by 14% due to the issuance of the new ODFA
debt as well.



The following graph indicates that the bulk of the College’s net assets are urrestricted.

Analysis of Net Assets

Net investment in
Capital Assels
33%

Unrestricted
53%

Restricted
14%

Statement of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets present the College’s
results of operation for the year and the effect on net assets. 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 Assets.

Schedulie B

Condensed Statement of Revenues, Expenses and Changes in Net Assets
As of June 30, 2011 and 2010

T
i
Operating Revenue 2011 2010
Tuition and Fees 3,405,897 4,165,436
Sales, service, and other revenue 1,582,910 3,088,753
Operating giffs, grants and contract 3,825,498 5,068,368
Total 8,818,305 12,322,557
Less Operating_@ggpensé (17,761,652) (23,963,672}
Net Operating Loss | | (8,943,347)  (11,641,115)
E
Non Operating Revenue & Expense
Governmental appropriations 6,805,905 7,302,881
On-behalf payment for OCIA Bond 845,283 670,719
On-behalf payment for OTRS 389,000 338,214
Irterest Income " 151,096 99,928
Interest Expense | (563,537) (317,645)
Non Operating Grants 9,600,757 4,090,328
;
Total 17,228,504 12,184,425
i
i
Change in Net Assets 8,285,157 543,310
i !
1 i
Net Assets, Beginning of Year 18,021,379 17,478,069
| N
Net Assets, End of Year 26,306,536 18,021,379

Operating gifts, grants, and contracts decreased by 24% due to a reclassification between
operating and non-operating revenues in FY11. Interest expense increased 77% due
primarily to the amortization of the OCIA deferred refinancing costs in the current year.
Non-operating grants increased by 135% in FY1l due to a reclassification between
operating and non-operating revenues in FY11. Net assets increased significantly in the
current year due to a reclassification of an inter-agency payable from prior year.



Schedule C is prepared from the College’s Statement of Revenues, Expenses and
Changes in Net Assets.

Schedule C
Operating Expenses Detail
As of June 30, 2011 and 2010

} |

Operating Expense 2011 2010
Salaries 7,043,635 6,872,941
Fringe Benefits 2,235,105 2,203,267
Professional Services 262,367 221,893
Contractual Services| _ 1,084,660 899,212
Supplies & Materials 2,051,303 2,994 746
Travel | 174,928 160,223
Comnunication 81,451 83,357
Scholarships & Student Aid 1,230,915 7,553,191
Utilities | 422,923 438,269
Depreciation 594,431 841,538

Total " 17,761,652 | 23,963,672

Miscellaneous expenses increased by 52% due primarily to the reclassification interest
that had been capitalized in prior years. Scholarships and student aid decreased by 84%
during the fiscal year due primarily to a reclassification of prior year accounts payable.

Revenues and Expenses

Revenues and Expenses impact total Net Assets. 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 assets. As a resnlt of continued aggressive
cost control measures, conservative spending, increased fuition rates and increased
enrollment, Net Assets at the end of the year reflect a 3% increase over the previous year.



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

Total Revenue 2011

& State Appropriations - 30%
i Tuition and Fees - 13%

B Grants and Contracts - 50%
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The following graph represents sowrces and percentages of expenses during the year.

Total Expenses 2011
8% 3%

& Depreciation - 3%

% Supplies & Other - 28%
@ Scholarships - 7%
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& Contractual Services - 8%

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 to the previous year
and is prepared from the Statement of Cash Flows,

Schedule D
Statement of Cash Flows
As of June 30, 2011 and 2010
I i
Cash provided (used) by 2011 2010
Operating Activities (7,685,549) (7,235,752)
Non Capital Fmancing Activities 15,873,174 7,302,881
Capital and Related Financing (596,252) {583,701)
Investing Activities | 116,388 -
Net Increase {Decrease) in Cash 7,707,761 { (516,572)
H H H
! i ?
Cash, Beginning of Year 6,882,780 7,399,352 ¢
¥ N v
%
Cash,Endof Year | = 14,590,541 ¢ 6,882,780

Capital Assets

At year-end, the College had over $13 million invested in capital assets, net of
accumulated depreciation of more than $12 million. Details of balances of capital assets
are shown below in Schedule D.

Schedule B
Capital Assets, Net
As of June 30, 2011 and 2010

Capital Assets ; 2011 2010

‘Land and Improvements 23,038 8,038

‘Building | 15,304,795 15,261,439

Equipment 6,686,667 6,149,115

Library Materials 363,125 360,014

Livestock: 155,520 170,150

Infrastructure 1,264,050 1,233,408

Construction 1,344,611 1,433,322
Total 25,141,806 | 24,615,486
Less Accumulated Depreciation {11,910,460) (11,316,029)
Net Capital Assets 13,231,346 13,299,457

|




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. It is considered a component unit of Mwiray State College and
the financials are presented discreetly in the audit of the college. The Muiray 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 Oklaboma.
State appropriated funds make up a large portion of the Murray State College operating
budget. Appropriation cuts in FY2003 totaled 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 fill a few critical positions that had been
frozen for a period of time. The FY 2006 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 offset 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 to 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. Projections for FY 2012 and 2013 are more optimistic as the State’s economy has
seen a slight improvement. It is anticipated that no stimulus funds will be available for
FY 2012 and beyond. Recovery will continue to be slow and extended over a period of
several years. 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.



ECONOMIC OUTLOOK, cont.

The current budgetary climate is challenging and the College is relying on the experience
of our management team and our team approach fto 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 Assets
June 30, 2011

Assets
Current Assels
Cash and cash equivalents

Accounts receivable, net of allowance for doubtfui

accounis
Federal and state grants receivable
Other asset
Receivable from OCIA
Receivable from ODFA
Inventories

Total Current Assets

Noncurrent Assets
Restricted cash and cash equivalents
Restricted investments
Bond issuance costs
Capital assets, net of accumulated depreciation
Total Noncurrent Assets

Total Assets

Liabilities

Current Liabilities
Accounts payable and accrued liabiiities
Accrued compensated absences
Deferred 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

Net Assets
invested in capital assets, net of related debt
Restricted expendabie for
Scholarships
Capital projects
Unrestricted

Total Net Assets

See Notes to Financial Statements

2011

$ 13,919,302

495,320
2,976,461
1,022,530
1,367,009
2,487,597

480,347

22,748,566

671,239
25,142
53,115

13,231,346
13,880,842

36.729.408

793,015
181,327
96,773
54,488
126177
1.250.780

23,523
9,148,569
9,172,002

10,422,872

8,777,329
3,029,152
671,240
13,828,815

$_26,306,536



Murray State College

Statements of Revenues, Expenses, and Changes in Net Assets

June 30, 2011

Operating Revenues
Tuition and fees, net
Federal grants and contracts
State and private grants and contracts
Sales and services of auxiliary enterprise, net
Other operating revenues
Total Operating Revenues

Operating Expenses
Compensation and benefits
Contractual services
Supplies and materials
Scholarships and fellowships
Communications
Depreciation
Utilities
Travel
Other

Total Operating Expenses

Operating Loss

Non-operating Revenues (Expenses)
State appropriations
State appropriations — ARRA Funds
Federal grants
State grants
OTRS on-behalf contributions
Investment income
Interest on capital asset-related debt

Net Non-operating Revenues

Income Before Other Revenues, Expenses,
(Gains, Losses and Transfers

State appropriations restricted for capital purposes
OCI\A on-behalf state appropriations

Net Increase in Net Assets

Net Assets, Beginning of Year,
as originally restated

Restatement
Net Assets, Beginning of Year

Net Assets, at End of Year

See Notes to Financial Statemenis

2011

$ 3,405,897

3,135,828
873,400
968,814
613,996

8,798,035

9,278,740
1,347,027
2,051,303
1,230,915
81,451
594,431
422,923
174,928
2,579,934
17.761.652

8,983.617)

5,870,728
401,689
2,923,509
1,104,557
389,600
151,096

(563,537)
10,277,042

1,313,425

533,488
845,283

2,692,196

18,021,379
5,502,961

23,614,340

$..26,306,536



Murray State College
Statements of Cash Flows
Year Ended June 30, 2011

Cash Flows from Operaiing 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
Net Cash Provided by Noncapital
Financing Activities

Cash Flows from Capital and Related Financing

Activities
Cash paid for capital assets
Receipts from OCIA & ODFA for capital purchases
Principal paid on capital leases and bonds
Interest paid on capital leases and bonds
Capital appropriations - state

Net Cash used in capital and related

financing activities

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

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

See Notes io Financial Statements

2011

$ 5,583,584
8,658,584
1,299,423

(12,805,764)
(8,892,482)

471,106
(7.685,549)

6,272,417
9,600,757

15,873,174

(2,011,755)
1,137,688
(183,167)
(72,506)
533,488

(586,252)

116,388
116,388

7,707,761
6,882,780

$14.5690,541



Murray State College
Statements of Cash Flows
Year Ended June 30, 2011

(Continued)

Reconciliation of Operating Loss to Net Cash Used in
Operating Activities

Operating loss

Adjustments fo reconcile operating loss {o net
cash used in operating activities

Depreciation expense

Net loss on disposal of fixed assets

Net loss on expense of non-CiP

State of Oklahoma on-behalf contributions to
teachers’ retirement system

Changes in net assets and liabilities
Student accounts receivables
Other receivables
Other assets
Inventories
Accounts payable and other accrued liabilities
Deferred revenue
Room deposits payable
Compensated absences

Net Cash Used in Operating Activities

Noncash Investing, Noncapital Financing and Capital
and Related Financing Activifies
Principal and interest on capital debt paid by
state agency on behalf of the College

Reconciliation of Cash and Cash Equivalents to the
Statement of Net Assets
Current Assets
Cash and cash equivalents
Restricted cash and cash equivalents
Noncurrent assets
Restricted cash and cash equivalents

See Notes fo Financial Statements

2011

$ (8,963,617)

594,431
52,115
1,433,322

389,000

2,411,423
2,708,594
(2,128)
(83,260)
(6,198,220)
96,773
(99,869)
(24.113)

$ (7.685,549)

$ 845,283

13,919,302

$ 671,239
$ 14.590,541



Murray State College
Notes to Financial Statements
June 30, 2011

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 Cklahoma.
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, tax-exempt
component units of the College. The Foundation is organized for the purpose of receiving and
administering gifts intended for the College. Although the College 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 activities 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 bensfit 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, 2011

Note 1: 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. All significant infra-agency transactions have
been eliminated. '

The College has the option to apply all Financial Accounting Standards Board (“FASB")
pronouncements issued after November 30, 1889, unless FASB conflicts with GASB. The
College has elected to not apply FASB pronouncements issued after the applicable date.

Cash Equivalents

Far 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 Investmenis

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 Invesiment Pools. In accordance with GASB Statement No. 40,
Deposit and Investment Risk Disclosures, the College has disclosed its deposit and investment
policies related to 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 fo 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 doubiful 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.

A student account receivable and student foan 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
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Note 1: Summary of Significant Accounting Policies (Continued)

Accounts Receivabie and Other Receivables (Continued)
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 allowable 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.

Resitricted Cash and Invesimenis

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 eguipment, the College’s capitalization policy includes all items with a unit cost of $500 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 exfend 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 uniil placed in service.

Deferred Revenues
Deferred revenues include amounts received for tuition and fees and certain auxiliary activities
prior to the end of the fiscal year but related fo 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 benefit expense in the statement of
revenues, expenses and changes in net assets.
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Note 1: Summary of Significant Accounting Policies (Continued)

Noncurrent Liabilities

Noncurrent liabilities include (1) principal amounis of revenue bonds payable, notes payable, and
capital lease obligations with contractual maturities greater than one vear, and (2) estimated
amounts for accrued compensated absences and other liabilities 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 resuits could differ from those
estimates.

Net Assefs
The College’s net assets are classified as follows:

Invested in capital assets, net of related debt

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

Restricted net assets — expendable

Restricted expendable net assets 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 asset nonexpendable

Nonexpendable restricted net assets 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 perpetuily, and invested for the purpose of
producing present and future income, which may either be expended or added to principal.

Unrestricted net assets

Unrestricied net assels represent resources derived from student fuition and fees, stale
appropriations, and sales and services of educational departments and auxdiary enterprises.
These resources are used for transactions relating to 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 unrestricted 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 revenues 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: Nonoperating revenues include activities that have the characteristics
of nonexchange transactions, such as gifts and confributions, student aid revenues, and other
revenue sources that are defined as nonoperating revenues by GASB Statement No. g
Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds and Govermnmental
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 College has recorded a scholarship discount and allowance.

Subsequent Events
Subseqguent events have been evaluated through December 18, 2011, which is the date the
financial statements were issued.

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
follows:

11
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Note 2: Deposits and Investments (Continued)

Custodial Credit Risk — Deposits (Continued)

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 statutory 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 $14,142,257 at
June 30, 2011.

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.S. government; (b) U.S. agency securities which carry an implicit guarantee of the full faith
and credit of the U.S. government; {(c) money market mutual funds which participates in
investments, either directly or indirectly, in securities issued by the U.S. treasury 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 deposit with the State Treasurer, amounts invested in OK INVEST total
$21,792,321 at June 30, 2011.

For financial reporting purposes, deposits with the State Treasurer that are invested in OK
INVEST are classified as cash equivalents, At June 30, 2011, the distribution of deposits in OK
INVEST was as follows:

 OKINVESTPortfoio ____ __ Cost  Market Vale

U.S. Agercy securities L o ...% 7959317 $ 8023130
‘Morey market rutual funds S 2395947 . 2395947
Certificates of deposit 0 108972 1028972
Tr-party repurclase agreements 0 1470568 1470568
Morigage backed agercy securiies . 7905183 8254313
Muwicipalbonds o 4343650 470374
Foeignbords ... .8L;m3  8L023
:Comrercial paper 202,536 202,555
U.S. Treasury Obligations 314410 372,540

TOTAL § 2173 3 22090

12
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Custodial Credit Risk ~ Deposits (Continued)

Agencies and funds that are considered o 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 /NVEST. 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 to 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.treasurer. state.ok us/. The State Treasurer, at his
discretion, may further limit or restrict such investments on a day to day hasis. 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 iess than 270 days.

Participants in OK INVEST maintain an interest in its underlying investments and, accordingly,
may be exposed to cerlain risks. As stated in the State Treasurer information statement, the
main risks are interest rate risk, credit/default risk, liquidity risk, and U.S. 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 fend 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.

Invesiments

Investments are recorded at fair value, as determined by quoted market prices. At June 30,
2011, 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)

Interest 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, 2011:

S mdent tumon and fees
Awdliary enterprises and other operating activities

Total accounts receivable
Less Allowance for doubtful accounts
Mt accounts receivable

Note 4: Other Assets
Other assets consist of the following at June 30, 2011:

Deferred c':'oét-cin OCIAlease restructure
Cash value of life msurance policy
_ Totalother assets

$ 3,661,477
175,800
 3.837.077

(3,341,957)

»

$ 495320

$ R 912,:(.}08_.
110,522

$ 1,022,530
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Note 5: Capital Assets

Capital asset aclivity for the year ended June 30, 2011, was as follows:

Beginning Ending
L _ Balance Additions  Retirements Transfers  Balance
. Capital Assts not being depreciated - R L
. Land and Inproverrents S _ guss 13000 - B
Livestock _ . 170,150 - (14,630) - 155,520
_ Library Books B A o H059 (37,483) - 363,125
Construction in Progress 1,433,322 1,344,611 (1,433,322) - 1,344611
_ Total Capital Assts not being depreciated 1,971,524 1,400,205  {1,485435) - 1,886,294
Capital Assts being depreciated : S o
. Bquiprent A . 6149115 537552 . R T 5686667
Buildings and Improverrents 15,261,439 43,356 - ~ . 15,304,795
nfastuctuee . 1,233,408 30,642 - - 1264050
~-Total Capital Assts being depreciated: ' 22,643,962 611,550 - - 23,255,512
.. Less Accumlated Depreciation for: T : o
 Equipment (4,479,180) @s118) - - (4831,299)
-Buildings and Irproverrents - (6,462,793) (193,861) - - {6,656,654)
Infestucture. o (374,056) (45452 - - {419,508)
Total Accurrulated Depreciation, net (11,316,029 {594 431) - - {11,910,460)
__Total Capital Assets being depreciated, net 11,327,933 17,118 - - 11,345,082
Capital Assets, net 13,299,457 1417324 (1485435 - 13231346
:Capital Assets Supmmary: . L _ e - :
Total Capital Assts not being depreciated 1,971,524 1400205 (1485435 = - 1886204
Total Capital Assts being depreciated: 22,643,962 611,550 - - 23255512
Total Capital Assets 24615486 2011755 (1485435 - 25141806
_Less Accurrulated Depreciation " (11,316,029)" (594,431)" - - 7 (11,910,460)
_Capital Assets, net o 13,299,457 1417324~ {1,485435) - 13,231,346
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Note 8: Long-Term Liabilities

Long-term [iability activity for the year ended June 30, 2011, was as follows:

Beginning =~ o . Ending Due within

Balance Additions Reductions Balance one year
Capital lease obligations: - .
" OCIA Series 1999A / 2004A 287,181 . {25,564) 261,617 . 26,818
~ OCIA Series 2005F / 2010A&B 5780854 1,094,408 (335,006) 6,540,257 L
ODFA Master Lease 20018 o 82,500 - - (82.500) - _ oo
ODFA Master Lease 2001C o 18,417 - . (13,000) © 5417 . B417
" ODFA Master Lease 2010A T "L 2.530,000 (87,887) 2,442,333 81,667
' “Total capital lease obligations 6,168,552 3,624,400 (543,737 9,245,624 123,902
Other liabilities
Premium on Bonds :
 OCIA Series 2005F 176,814 (176,814) I -
ODFA Master Lease 20104 : - " 25,078 {956) 24,122 1,275
- Compensated absences 228883 181,337  (205,440) 204,850 181,327
o " Total other liabilifies 405,777 208,408 (383,210) 278,872 182 602
Fotal long-term liabilities 6,574,729 3,830,814 (626,947) 0,478,595 306,504

Capital Lease Obligations

Oklahoma Capital Improvement Authority Lease Obligations

in 1989, 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 Coliege. Concurrently with the
allocation, the College entered info 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 tfotaling $38,798 during
the year ended June 30, 2011, 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 2004, the OCIA issued bond series 2004A that refunded a significant portion of the 1999A
bonds. Consequently, the amortization of the 1999A bond issue ended in 2010. The lease
agreement will no longer 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
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Note 6: Long-Term Liabilities (Continued)
Capital Lease Obligations {Continued)

Oklahoma Capital Improvement Authority Lease Obligations (Continued)

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 25 years. Lease principal and interest payments {o
OCIA totaling $628,670 during the year ended June 30, 2011, 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 2010B to partially 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 liability of
the remaining 2005F bonds combined with the new 2010A and 2010B 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, resulting in a charge or
cost on restructuring that has been recorded as a charge of $1,094,408 on restructuring as a
deferred cost that will be amortized over a period of 6 years, beginning in fiscal year 2011.

This restructuring resulted in an aggregate debt service difference for principal and interest
between the original lease agreement and the restructured lease agreement of $1,129,1086,
which also approximates the economic cost of the lease restructuring.

Oklahoma Development Finance Authority Lease Obligations

In 2002, the College entered into a capital lease obligation for the ODFA Master Lease Revenue
Bonds, Series 2001B in the amount of $745,000. Total lease payments over the term of the
agreement, beginning September 25, 2001 through May 25, 2011, were $913,723. Payments
were made monthly ranging from approximately $7,700 to $8,300. Proceeds from the abligation
were used for various capital projects.

Also in 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 will be made monthly ranging from approximately $1,100 to $1,250. 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. Totial lease payments over the term of the
agreement, beginning October 15, 2010 through May 15, 2030, will be $3,487,613. Payments
will be made monthly ranging from approximately $14,800 to $17,200. Proceeds from the
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Note 6: l.ong-Term Liabilities (Continued)
Capital L ease Obligations (Continued)
Oklahoma Development Finance Authority Lease Obligations {Continued)

obligation were used for various capital projects. A bond issuance premium of $25,078 is being
amortized over the term of the agreement.

Future minimum lease paymenis under the College's obligations to the OCIA and ODFA for the
year ended June 30, 2011, are as follows:

Principal Interest Total
Years Ending June 30:
2012 % 124,152 % 161,630 % 285,782
2013 131,390 167,756 299,146
2014 467,219 509,599 976,818
2015 1,052,571 487,309 1,539,880
2016 1,089,023 460,512 1,549,535
20172021 2,250,366 1,141,334 3,391,700
2022-2026 1,791,216 312,252 2,603,468
2027-2031 2,343,687 323,233 2,666,920
Total $ 9248624 F 4063625 § 13,313,249

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.

Oklahoma 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 benefils based
on members’ final compensation, age and term of service. In addition, the retirement program
provides for benefits upon disability and to survivors upon the death of eligible members.

The benefit provisions are established and may be amended by the legisiature of the State of
Oklahoma. Titie 70 of the Oklahoma statutes, Sections 17-101 through 116.9, as amended,
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Note 7: Retirement Plans (Continued)
Oklahoma Teachers’ Retirement System (Continued)

Plan Description (Continued)

assigns the authority for management and operation of the plan to the Board of Trustees of
OTRS. OTRS does not provide for a cost-ofliving 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.Q. 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 2011, 2010, and 2009, were 9.50%,
9.50%, and 9.00% respectively, and were applied to annual compensation, and are determined
by state siatute.

Employees’ contributions are also determined by state statute. For all employees, the
contribution rate was 7% of covered salaries and fringe benefits in 2011, 2010, and 2009.
These contributions were made directly by the College for all three years.

The College’s contribution to OTRS for the years ended June 30, 2011, 2010, and 2009, were
approximately $914,000, $790,000, and $862,000 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 Oklahoma is also required to contribute to OTRS on behalf of the participating
employers. For 2011, 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 muitiplying 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,
2011, the total amount contributed to OTRS by the State of Oklahoma on behalf of the College
was approximately $389,000. 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.

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
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Note 8: Post-Employment Benefits (Continued)

employed fuli-time in the Oklahoma State System of Higher Education for not less 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, 2011, the College’s contributions for health insurance premiums for retired employees
were approximately $19,000.

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 2011 income from the increase in the cash
surrender value of the policy is $2,128. The cash value of the life insurance policy at June 30,
2011 is $110,522, 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 fo the Foundation in exchange for scholarships to
College students totaling approximately $30,400 for the year ended June 30, 2011.

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
disaliowed under terms of the grant. The amount for expenditures that may be disallowed by
the granting agencies cannot be determined at this time, although it is believed by the College
that the amount, if any, would not be significant.

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
Loans for Undergraduate Students Program. The FFEL Program did not require the College to
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Note 11: Commitments and Contingencies (Continued)

draw down cash; however, the College was required fo perform certain administrative functions
under the FFEL Program. Failure to perform such functions may have required the Coliege to
reimburse the loan guarantee agencies.

In July 2010, the College began participating in the Federal Direct Student Loan Program
(Direct Lending Program). For the year ended June 30, 2011, approximately $7,307,000 of
Direct Lending Program loans were provided to College students.

During the course of ordinary business, the College may be subijected to various lawsuits and
civil action claims. There were no pending lawsuits to claims against the College at June 30,
2011, that management believes would result in a material loss to the Coliege in the event of an
adverse outcome.

Note 12: Risk Management

The College is exposed to various risks of loss from torts; theft of, damage to, and destruction of
assets; business interruption; employee injuries and ilinesses; natural disasters; employee
health, life and accident benefits; and unemployment. Commercial insurance coverage is
purchased for claims arising from such matters other than toris, property, workers’
compensation, and unemployment. Setlled 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 io the pools for its toris, 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 wili
reinsure through commercial carriers for claims in excess of specified stop-loss amounts.

The College is self-insured for unemployment liabilities. Payments 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 liability would be paid from current
operations,

Note 13: Restatement

The cash and unrestricted net assets as of June 30, 2010 has been restated for the correction
of an error in the accounts receivable from federal grant programs. The effect of the correction
was to increase accounts receivable and unrestricted net assets by $5,592,961. The correction
increased changes in net assets by $4,208,535 and $1,384,426 for 2010 and 2009,
respectively.
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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 the financial statements of Murray State College {the
College) as of and for the year then ended June 30, 2011, and have issued our
report thereon dated December 16, 2011. We conducted our audit in
accordance with generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States.

Internal Control over Financial Reporting

in planning and performing our audit, we considered the College’s internal
control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements but not for
the purpose of expressing an opinion on the effectiveness of the College's
internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the College’s internal control over financial
reporting.

A deficiency in internal control exists when the design or operation of a
control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect misstatements on a
timely basis. A material weakness is a deficiency, or combination of deficiencies,
in internal control, such that there is a reasonable possibility that 2 material
misstatement of the financial statements will not be presented or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the
limited purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in internal control over financial reporting that
might be deficiencies, significant deficiencies or material weaknesses. We did
not identify any deficiencies in Internal Control over financial reporting that
considered to be material weaknesses, as defined above. However, we
identified certain deficiencies in Internal Control over financial reporting,
described in the accompanying schedule of findings and questioned costs that
we consider to be significant deficiencies in internal Control over financial



Board of Regents
Murray State College
Page 2

reporting. A significant deficiency is a deficiency, or combination of deficiencies, in Internal
Control that is less severe than a material weakness, yet important enough to merit attention by
those charged with merit.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the College’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grants, 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 resulls of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended solely for the use of the audit commitiee, management, and federal

awarding agencies and pass-through entities and is not intended to be, and should not be, used
by anyone other than these specified parties.

A L0 & Gongangere

Tulsa, Oklahoma
December 16, 2011
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Independent Auditors’ Report

Board of Directors
Muiray State College Foundation, Inc.
Tishomingo, Oklahoma

We have audited the accompanying statement of financial position of Murray State College Foundation,
Inc. (the Foundation) (a nonprofit corporation) as of June 30, 2011, and the related statements of
activities and cash flows for the year then ended. These financial staternents are the responsibility of the
Foundation’s management. Our responsibility is to express an opinion on these financial staternents
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
Armerica. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Foundation as of June 30, 2011 and the changes in its net assets and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Yobh ol WMWMW’ PLC

Ardmore, Oklahoma
October 31, 2011

100 E Street S.W., Suite 200 | Ardmore, OK 73401
Telephone (580) 223-6454 | FAX 1-800-858-9329



MURRAY STATE COLLEGE FOUNDATION, INC.
Statement of Financial Position

June 30, 2011
ASSETS
Current Assets
Cash and Cash Equivalents b 144,166
Investinents 1,059,715
Accrued Interest Receivable 866
Total Current Assets $ 1,204,747
Non-Current Assets
Investments 1,898,995
Property, net of accumnulated depreciation 23,536
Total Non-Current Assets $ 1,922,531
TOTAL ASSETS § 3,127,278
LIABILITIES AND NET ASSETS
LIABILITIES
Deposits Payable 5 1,175
Toral Liabilities 1,175
NET ASSETS
Unrestricted 121,434
Temporarily Restricted 1,296,147
Permanently Restricted 1,708,522
Total Net Assets 3,126,103

TOTAL LIABILITIES AND NET ASSETS £ 3,127,278

See accompanying notes to the financial statements.



MURRAY STATE COLLEGE FOUNDATION, INC.
Statement of Activities
For the Year Ended June 30, 201]

Temporarily Permanently

Unrestricted  Restricted Restricted Totals
REVENUES, GAINS, AND OTHER SUPPORT
Contributions $ 31292 0§ 71944 0§ 52779 § 156,015
Investment Return 50,353 224998 - 275,351
Rent 13,660 - - 13,660
Net Assets Released From Restrictions 111,722 {111,722) - -
TOTAL REVENUES, GAINS, AND
OTHER SUPPORT 207,027 185,220 52,779 445026
EXPENSES
Program Services
Scholarships and other 08,710 - - 98,770
Supporting Services
General and Administrative 59,904 - - 59,904
TOTAL EXPENSES 158,674 - - 158,674
CHANGE IN NET ASSETS 48,353 185,220 52,779 286,352
NET ASSETS, BEGINNING OF YEAR 73,081 1,110,927 1,655,743 2,839,751
NET ASSETS, END OF YEAR $ 121434 1,296,147 1,708 522  $3,126,103

See accompanying notes to the financial statements.



MURRAY STATE COLLEGE FOUNDATION, INC.

Statement of Cash Flows
For the Year Ended June 30, 2011

Cash Flows from Operating Activities
Change in Net Assets

$ 286,352
Adjustments to Reconcile Change in Net Assets to
Net Cash Provided by Operating Activities

Depreciation 5,043
Realized and Unrealized (Gain) on Investments (206,819)
Decrease in Accounts Recelvable 54,269

Net Cash Provided by Operating Activities 138,845

Cash Flows from Investing Activities

Purchase of Investments (939,267)

Proceeds on Sale of Investments 838,709
Net Cash Used by Investing Activities {100,558)

Net Increase (Decrease) in Cash and Cash Equivalents 38,287

Cash and Cash Equivalents at Beginning of Year 105,879

Cash and Cash Equivalents at End of Year § 144,166

See accompanying notes to the financial statements.



MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 1—The Organization and Summary of Significant Accounting Policies

Nature of Organization

The Murray State College Foundation, Inc. (the 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 (the College).

The Foundation acts, largely, as a fund-raising organization, soliciting and receiving
contributions and pledges to benefit the College—a financially interrelated organization.

Murray State College Foundation Student Housing, LLC (LLC) is a nonprofit limited liability
organization organized in August 2003 for the purpose of constructing and financing housing
facilities for the benefit of the College. The sole member of the LLC is Murray State College
Foundation. The College manages, collects revenues and pays all expenses of the LLC 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 LLC is not controlied
by the Foundation, it is not consolidated in these financial statements.

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

Income Taxes and Tax Fxempt Status

The Foundation is exempt from federal income taxes under Section 501(c)(3) of the Internal
Revenue Code and, therefore, has made no provision for federal income taxes in the
accompanying financial statements. In addition, the Foundation has been determined by the
Internal Revenue Service to not be a “private foundation” within the meaning of Section 509 (a)
of the Internal Revenue Code.

There was no unrelated business income during the fiscal year ended June 30, 2011.

Cash and Cash Equivalents

Cash and cash equivalents include cash in the bank and investments with original maturities of
three months or less. Excluded from this definition of cash equivalents are such amounts that
represent funds that have been designated by the Board for investment.

Investments

Investments with readily determinable fair values are measured at fair value based on quoted
prices in active markets. Investments in annuity are recorded based on fair values estimated by
the insurance issuer. Investment income, including realized and unrealized gains on investments,
interest, and dividends, is included in the statement of activities as increases or decreases in the
appropriate category of unrestricted, temporarily restricted, or permanently restricted net assets.



MURRAY STATE COLLEGE FOUNDATION, INC,
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 1-—The Organization and Summary of Significant Accounting Policies (Continued)

Contributions

All contributions are considered to be available for unrestricted use unless specifically restricted
by the donor. Amounts received that are designated for future periods or restricted by the donor
for specific purposes are reported as temporally restricted or permanently restricted support that
increases those net asset classes, When a temporary restriction expires, temporarily restricted net
assets are reclassified to unrestricted net assets and are reported in the statement of activities as
net assets released from restrictions.

The Foundation reports gifts of land, buildings, and equipment as unrestricted support unless
explicit donor stipulations specify how the donated assets must be used. Gifts of long-lived
assets with explicit restrictions that specify how the assets are to be used and gifts of cash or
other assets that must be used to acquire long-lived support are reported as restricted support.
Absent of explicit donor stipulations about how long those long-lived assets must be maintained,
the Foundation reports expirations of donor restrictions when the donated or acquired long-lived
assets are placed in service.

Contributions of non-monefary assets are recorded at their estimated fair market value at the date
of gift, as determined by outside appraisal.

Contributed Services

Donated services are recognized as contributions if the services (a) create or enhance
nonfinancial assets or (b) require speciahized skills, are performed by people with those skills,
and would otherwise be purchased by the Foundation. During fiscal 2011, the services of the
Executive Director and her staff were provided by Murray State College (College). The value of
these services was $16,466. Volunteers provided various services throughout the year that are
not recognized as contributions in the financial statements since the recognition criteria were not
met.

Property and Equipment
Foundation expenditures for items in excess of $500 and useful lives of five years or longer are

capitalized at cost if purchased or fair value if contributed. Depreciation is provided using the
straight-line method over the following estimated useful lives of the assets. Depreciation expense
for the vear ended June 30, 2011 was §5,043.

Tvpe of Asset Years
Structures 20
Furniture & Fixtures 5



MURRAY STATE COLLEGE FOUNDATION, INC,
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 1—The Organization and Summary of Significant Accounting Policies (Continued)

Financial Statement Presentation

Net assets and revenues, gains, and losses are classified based on the absence or existence and
nature of donor-imposed restrictions as follows:

¢ Unrestricted net assets - Net assets that are not subject to donor-imposed stipulations.

¢ Temporarily restricted net assets - Net assets subject to donor-imposed stipulations that
can be fulfilled by actions of the Foundation pursuant to those stipulations or that expire
with the passage of time. Such net assets are maintained in cash and cash equivalents,
investments, and property and are generally restricted by the donor as to intended use.

o Permanently restricted net assets - Net assets subject to donor-imposed stipulations that
they be maintained permanently by the Foundation. Such assets are maintained in

investment securities and are classifled as non-current on the statement of financial
position.

Esfimates

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

Subsequent Events
The Foundation evaluated subsequent event through October 31, 2011 the date which financial
statement were available to be 1ssued.



MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 2—Investments
Investments are stated at fair value and consist primarily of mutual funds and certificates of
deposit as of June 30, 2011, as follows:

2011
Fair Unrealized
Cost Value Gain/{Loss)
Mutual Funds $ 1,243,576 $ 1,349,067 $ 105,491
Variable Annuity 100,000 132,844 32,844
Certificates of Deposit 1,476,800 1,476,800

$ 2,820,375 $ 2,958,710 $ 138,335

The investment return for the year ended June 30, 2011 is summarized as follows:

Interest and Dividends 3 68,532
Realized Gain (Loss) 32,037
Unrealized Gain (Loss) 174,782

5 275,351

Investment fees of $12,952 were paid in fiscal 2011.

At June 30, 2011, the fair value of invested assets assigned to individual donor-restricted
endowment net asset balances required to be maintained in perpetuity had recovered previous
deficit.

Note 3— Conditional Pledges Receivable

During 2011, the Foundation received restricted grant totaling $2,000,000 for building expansion
of Murray State College’s Nursing/Allied health/Child development programs that contained
donor conditions (primarily matching funds requirements). Since these granis represent
conditional promises to give, they are not recorded as contributions revenue until donor
conditions are met. The commitment will expire on May 31, 2013, if sufficient funds have not
been raised by that time.

Note 4—Property and Equipment

Foundation property at June 30, 2011 consists of dwellings and land received from donors and is
classified as “temporarily restricted.” The gross book value of the dwellings and land as of June
30, 2011 was $130,850 and 32,500, respectively. Additionally, the Foundation has furniture and
fixtures as of June 30, 2011 in the amount of $1,589. Accumulated depreciation for buildings and
furniture and fixtures at June 30, 2011 was $111,403.
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MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note S—Concentrations of Credit Risk

Financial instruments that potentially expose the Foundation to concentrations of credit and
market risk consist primarily of cash and investments. Certificates of deposit are maintained at
high-quality financial institutions. In addition, pursuant to Foundation policy, certificates of
deposit exceeding federally insured limits are collateralized by the institution with Irrevocable
Letters of Credit from Federal Agencies, which are backed by the full faith and credit of the
United States government. As of June 30, 2011, the collateral was held by the depository
financial institution in the Foundation’s name. The Foundation has no access to collateral.
Investments in mutval funds are uninsured and uncollateralized.

Note 6—Related Party Transactions

The College’s personnel provide accounting and administrative services for the Foundation. All
salaries, payroll taxes, and related personnel benefits for Foundation employees are paid by the
College. The total amount recorded for these services was $16,466. In addition, the office space
and equipment used by the Foundation are the property of the College. The value of this space is
not significant so has not been recorded.

Note 7---Net Assets
Temporarily restricted net assets are available for the following purposes:

Scholarships/Grants $ 1,067,777
Program Development 95,694
Centennial Campaign 49,802
Athletics 82,874

$ 1,296,147

Permanently restricted net assets are restricted endowments in which the principal is invested in
perpetuity with the income expendable for specific purposes stipulated by the donors, primarily
scholarships and grants. Permanently restricted net assets were $1,708,522.

11



MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 8—Donor-designated Endowments

The Foundation’s endowment consists of individual funds established primarily for scholarships.
Net assets associated with endowments are classified and reported based on the existence or
absence of donor-imposed restrictions.

The Foundation has interpreted the Uniform Prudent Management of Institutional Funds Act of
2006 (UPMIFA) as requiring the preservation of the fair value of the original gift as of the gift
date of the donor restricted endowment funds. As a result, the Foundation classifies as
permanently restricted net assets the original value of gifts donated to the permanent endowment
plus the original value of subsequent gifts to the permanent endowment. The remaining portion of
the donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for expenditure
by the Foundation. The Foundation considers the following factors in making a determination to
appropriate or accumulate donor-restricted endowment funds: (1) the duration and preservation of
the vartous funds, (2) the purposes of the donor-restricted endowment funds, (3) the Foundation’s
investment policies.

Investment Return Objectives, Risk Parameters and Strategies. The Foundation has adopted
mvestment and spending policies, approved by the Foundation’s investment commmittee, for
endowment assets that attempt to provide a predictable stream of funding to programs supported
by its endowment funds while also maintaining the purchasing power of those endowment assets
over the long-term. Accordingly, the investment process seeks to achieve an after-cost total real
rate of return, including investment income as well as capital appreciation, which exceeds the
annual distribution with acceptable levels of risk. Endowment assets are invested in a well
diversified asset mix, which includes equity securities and mutual funds that are intended to result
i a consistent inflation-protected rate of return that has sufficient liquidity to make annual
distributions, while growing the funds if possible. Therefore, the Foundation expects its
endowment assets, over time, to produce an average rate of return to retain the purchasing power
of the assets. Actual returns in any given year may vary. Investment risk is measured in terms of
the total endowment fund; investment assets and allocation between asset classes and strategies
are managed to not expose the fund to unacceptable levels of risk.

Spending Policy. The Organization 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 becanse 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.

12



MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Neote 8—Donor-designated Endowments (continued)
Endowment net asset composition and changes in net assets as of June 30, 2011, is as follows:

Total
Temporarily Permanently Endowment
Unrestricted  Restricted Restricted Net Assets
Endowment Net assets 6/36/2608 - 81,155 1,611,952 1,693,107
Investment Income - 57473 - 57,473
{depreciation) Realized and
Unrealized (187,038) (58,081) “ (245,119
Contributions - 20,325 20,325
Appropriation for Expenditure - (36,924) - (36,524)
Endowment Net assets 6/30/2009  (187,038) 43,623 1,632,277 1,488,862
Investment Income - 27,194 - 27,194
{depreciation) Realized and
Unrealized 136,685 (21,650) - 115,035
Contributions - 23,466 27,466
Appropriation for Expenditure (31,915 - (31,915)
Endowment Net assets 6/30/2010 § (50,353) $§ 17,252 $1,655743 § 1,622,642
Investment Income - 39,930 - 39,930
{depreciation) Realized and
Unrealized 50,353 156,466 - 206,819
Confributions - 52,779 52779
Appropriation for Expenditure {23,175) - {23,175)
Endowment Net assets 6/30/2611 § - 8§ 196473 51,708,522 § 1,898,995
Note 9—Fair Value Measurements
Fair values of assets measured on a recurring basis at June 30, 2011, are as follows:
Quoted Prices in
Active Markets Significant Other Significant
for Identical Observable Unbservable
Fair Value Assets (Level 1) Inputs (Level 2) Inputs (Level 3)
Securities - k) ~ b3 - b -
Mutaal Funds 1,349,067 1,349,067 - -
Variable Annuity 132,344 - - 132,844
3 1481910 5 1,349,067 5 - $ 132,844

13



MURRAY STATE COLLEGE FOUNDATION, INC.
Notes to the Financial Statements
For the Year Ended June 30, 2011

Note 9—Fair Value Measurements (Continued)
Assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3)

Variable

Annuity
June 30,2010 § 128,975
Total Gains/Losses 3,869

June 30,2011 § 132,844

Gains and losses (realized and unrealized) included in net assets are reported in unrestricted and
temporarily restricted net assets for the year ended June 30, 2011 as follow:

Temporarily
Unrestricted Restricted
Realized Gains(Losses) h - 3 32,037
Change in Unrealized
Gains{Losses) relating to assets
still held at year-end 50,353 124,429

$ 50,353 b 156,466

All assets have been valued using a market approach except for Level 3 assets. Level 3 assets are

valued using the income approach. There were no changes in the valuation techniques during the
current year.
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Murray State College Foundation Student Housing, L.L.C.
Tishomingo, Oklahoma

We have audited the accompanying statements of financial position of Murray State College
Foundation Student Housing, L..L.C. as of June 30, 2011 and 2010, and the related statements of activities
and cash flows for the years then ended. These financial statements are the responsibility of the
Organization’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairdy, in all material respects, the
financial position of Murray State College Foundation Student Housing, L.L.C. as of June 30, 2011 and

2010, and the resuits of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

End ¥ %w?, e C

November 1, 2011

1900 NORTHWEST EXPRESSIVAY, S0 PENN PLACE, SUITE 850 OKIAHOMA CITY, OKLAHOMA 73118-1804
" - TELEPHONE: 405840-3279 FAX: 405/840-2665



MURRAY STATE COLLEGE FOUNDATION

STUDENT HOUSING, L.L.C.
STATEMENTS OF FINANCIAL POSITION
JUNE 30,2011 AND 2010

2011 2010
ASSETS
Cash $ 947 % 947
Total Current Assets 947 947
Property and Equipment, at cost:
Building 3,939,631 3,939,631
Fumiture and fixtures 60,520 60.520
4,000,151 4,000,151
Less: Accumulated depreciation (567.569) (462,767
Net Property and Equipment 3.432.582 3,537.384
Total Assets $ 3433529  §.3,538331
LIABILITIES AND MEMBER’S EQUITY
Long-term Debt $ 3.858.858  $.3.905.405
Total Liabilities 3.858.858 39505405
Member’s Equity:
Unrestricted (425.329) (367.074)
Total Member’s Equity (425.329) (367.074)
Total Liabilitiesand Member’s Equity $ 3433520 § 3538331

See accompanying notes to financial statements.



MURRAY STATE COLLEGE FOUNDATION

STUDENT HOUSING, L.L.C.
STATEMENTS OF ACTIVITIES
For THE YEAR ENDED JUNE 30,2011 AND 2010

2011 2010
Revenue and Support:
Transfers from Murray State College § 217408 $ 217408
Operating Expenses:
Depreciation 104,802 104,802
Interest 170,861 172,813
Total operating expenses 275,663 277615
Change in equity - excess of transfers over expenses (58,255) (60,207)
Member’s equity — Beginning of year (367.073) (306,866
Member’s equity — End of year $.(425328) § _(367.073)

See accompanying notes to financial statements.



MURRAY STATE COLLEGE FOUNDATION

STUDENT HOUSING, L.L.C.
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30,2011 aND 2010

2011 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Change in equity - excess of transfers over expenditures $§ (104,802) § (104,802)
Adjustments to reconcile changes in net assets to
net cash provided by operating activities:
Depreciation 104,802 104,802

Net Cash Provided by Operations - -

CASH FLLOWS FROM INVESTING ACTIVITIES

Acquisition of property and equipment - -

Net Cash Used by Investing Activities - -

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from Notes payable - -
Repayment of notes payable - -

Net Cash Provided by Financing Activities - -

Net Change in Cash - -

Cash, Beginning of Year 947 G947

Cash, End of Year b 947 3 947

See accompanying notes to financial statements.



MURRAY STATE COLLEGE FOUNDATION

STUDENT HOUSING, L.L.C.
NOTES TO FINANCIAL STATEMENTS
JUNE 30,2011 anD 2010

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Murray State College Foundation Student Housing, L.L.C. (LLC), is a not-for-profit limited
liability organized Aungust 23, 2003. The sole member of the LLC is Murray State College
Foundation, a component unit of Murray State College. Murray State College Foundation is a
501 (c) (3) Organization. The LLC was formed for the purpose of constructing student housing
on property owned by Mumray State College pursuant to ground lease dated June 1, 2005,
whereby Murray State College receives 99% of the net cash derived from rental revenue less
operating expenses and debt service requirements.

The student housing is managed by Murray State College under a management agreement dated
June 1, 2005.

Capital Assets

Capital assets, which include property and equipment, are recorded at historical cost. The costs
of normal maintenance and repairs, that do not add to the value of the asset or materially extend
the asset’s life, are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed. The Organization incurred
interest expense of $154,151 for construction of capital assets during the year ended June 30,
2006 which has been included in the cost of the building.

Capital assets are depreciated using the straight-line method over the following useful lives:

Type. of Asset Years
Buildings 40
Furniture and Fixtures 10

Estimates

Management uses estimates and assumptions in preparing financial statements. Those estimates
and assumptions affect the reported amounts of assets, liabilities, and fund equity, the disclosure
of contingent assets and liabilities, and the reported revenues and expenditures. Actual results
could differ from those estimates.



MURRAY STATE COLLEGE FOUNDATION

STUDENT HousING, L.L.C.
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2011 AND 2010

NOTE 2 - LONG-TERM DEBT

Long-term debt at June 30, 2011 consists of a promissory note payable to the United States of
America acting through Rural Housing Service of the United States Department of Agriculture.
The loan is payable in annual installments of principal and interest at 4.375% interest, matures
June 30, 2046 and secured by a mortgage and security interest in the revenues collected from the
housing project. The maturities are as follows:

Period Ending Principal Interest Total
Year ended June 30,
2012 48,583 168,825 217,408
2013 50,708 166,700 217,408
2014 52,927 164,481 217,408
2015 55,243 162,165 217,408
2016 57,639 159,749 217,408
2017-2021 328417 758,623 1,087,040
2022-2026 406,825 680,215 1,087,040
2027-2031 503,953 583,087 1,087,040
2032-2036 624,270 462,770 1,087,040
2037-2041 773,313 313,727 1,087,040
2042-2046 956,960 130,080 1,087.040
Total $3,858,858  §$3,750.422 § 7,609,280

NOTE 3 - PROPERTY AND EQUIPMENT

Depreciation expense for the years ended June 30, 2011 and 2010 was $104,802 and $104,802,
respectively.

NOTE 4 ~ RELATED PARTY TRANSACTIONS

Murray State College Foundation Student Housing, L.L.C. received transfers from Murray State
College in the amount of $217,408 and $217,408 during the years ended June 30, 2011 and 2010
respectively. These funds were used to pay the annual principal and interest payment on the loan
payable to the U.S. Department of Agriculture during 2011 and 2010. Murray State College
Foundation is the sole member of Murray State College Foundation Student Housing, L.L.C. and
is also a component unit of Murray State College.
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Independent Audifors’ Report on Compliance with Requirements
that Could have a Direct and Material Effect on Each Major Program
and on Internal Control over Compliance in Accordance with ONME Circular
A-133 and the Schedule of Expenditures of Federal Awards

Board of Regents
Murray State College
Tishomingo, Oklahoma

Comipliance

We have audited Murray State College’s {the College) compliance with the
types of compliance requirements described in the U.S. Office of Management
and Budget (OMB) Circular A-133 Compliance Supplement that are applicable o
each of its major federal programs for the year ended June 30, 2011. The
College’s major federal programs are identified in the summary of auditors’
results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of the
College’s management. Our responsibility is to express an opinion on the
compliance of the College based on our audit.

We conducted 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
Comptroller General of the United of America; 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 sgbout whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the College’s compliance with those requirements,
and performing such other procedures as we considered necessary in the
circumstances, We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on the Coilege's
compliance with those requirements.

In our opinion, Murray State College complied, in all material respects, with
the requirements referred to above that are applicable to each of its major federal
programs for the year ended June 30, 2011.



Board of Regents
Murray State College
Page 2

Internal Control over Compliance

The management of Murray State College is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered the
College’s internal control over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the College's
internal control over compliance

A contro! deficiency in internal control over compliance exist 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, to prevent or detect non-compliance 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 more than a reasonable possibility that non-compliance with a
type of compliance requirement of a federal program will not be prevented, or detected and
corrected, on a timely basis,

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

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of Murray State College as of and for the
year ended June 30, 2011, and have issuad our report thereon dated December 16, 2011. Our
audit was performed for the purpose of forming an opinion on the basic financial statements
taken 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 basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole.

This report is intended solely for the use of the Board of Regents, management, and federal

awarding agencies and pass-through entities and is not intended to be, and should not be, used
by anyone other than these specified parties.

A;&%ﬁw T Cougeny.ec

Tulsa, Oklahoma
December 16, 2011
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Murray State College
Schedule of Expenditures of Federal Awards
Year Ended June 30, 2011

CFDA
Federal Grantor/Pass Through Grantor/Program Title Number

Federal
Expenditures

U.8. Department of Education

Student Financial Aid Cluster
Federal Pell Grant Program 84.063
Federal Direct Loan Program £84.268
Academic Competitiveness Grant 84.375
Federal Supplemental Education Opportunity 84.007
Federal Work Study Program 84.033

Total Student Financial Aid Cluster

Office of Postsecondary Education
Student Support Services 84.042

Pass-Through Program From
Oklahoma State Department of Vocational Education C
Vocational Education National Centers for Carger
and Technical Education 84.051

Pass-Through Program From
State of Okiahoma
State Fiscal Stabitization Fund
Education State Grants, Recovery Act 84 384ARRA

Total U.8. Department of Education

5.8, Depariment of Health and Human Services
National Institutes of Health
Pass-Through Program From:
Oklahoma State Department of Human Services
Temporary Assistance for Needy
Families (TANF) 93.558

Oklahoma State Regents for Higher Education
Child Care Development Block Grant
Scholars for Excellence Program 93.575

Total U, 8. Depariment of Health and Human
Services
Total Expenditures of Federal Awards

See Noftes to Schedule of Expenditures of Federal Awards,

$ 6,786,373
7,306,588
176,430
62,100
89,818
14,421 309

339,602

153,383

401,689

15,315,983

343,478

103,385

o it et e S i

446,863

b 15,762 8486
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Murray State College
Notes to Schedule of Expendifures of Federal Awards
Year Ended June 30, 2011

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 reguirements 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.

' See Nofes to Schedule of Expenditures of Federal Awards. 27



Murray State College
Schedule of Findings and Questioned Costis
Year Ended June 30, 2011

Summary of Auditors’ Results

1.

The opinion expressed in the independent accountants’ report was:

Unqualified I Qualified 3 Adverse [ Disclaimed

The independent accountants' report on internal control over financial reporting described:
Significant deficiency(ies) noted considered material weakness(es)? 0O Yes No

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

Noncompliance considered material to the financial statements was
disclosed by the audit? O 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)? O Yes No

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

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

Unqualified {1 Qualified [] Adverse [J Disclaimed

The audit disclosed findings required to be reported by OMB Circular
A-1337 Ll Yes No

The College’s maijor program was:

Cluster/Program CFDA Number

Student Financial Aid Cluster

Federal Supplemental Education Opportunity Grants 84.007

Federal Direct Loan Program 84.268

Federal Work Study 84.033

Federal Pell Grant 84.063

Academic Competitiveness Grant 84.375
Student Support Services 84.042
Temporary Assistance for Needy Families 93.558

' See Notes to Scheduie of Expenditures of Federal Awards. 28



Murray State College
Schedule of Findings and Questioned Costs
Year Ended June 30, 2011

{Continued)

Sumimnary of Auditfors’ Resulfs (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.

9. The College gqualified as a low-risk auditee as that term is defined in
OMB Circular A-133. Yes [ No

Findings Required to be Reporfed by Government Auditing Standards

Finding 2011-1

Condition

The College did not reconcile the clearing account on a monthly basis. Additionally, reconciling
items on the College's bank reconciliation are not being cleared and proper adjustmenis made
to the accounting records.

Criteria

The College should have policies and procedures in place that maintain accurate accounting
records. This includes reconciling all bank accounts monthly and making necessary
adjustments timely,

Cause

The reconciling items listed on the monthly bank reconciling are not being addressed timely and
required adjusiments are not being made timely. Additionally, the agency clearing account is
net being reconciled monthly.

Management Comment

Management agrees with the finding and stated that they will institute the necessary review
procedures fo ensure all accounts are reconciled and any necessary adjustments made on the
accounting records timely.

Recommendation
To have controls and staff in place to reconcile the bank accounis on a monthly basis and {o
make the necessary adjustments as needed to keep the books current.

Findings Required fo be Reporited by OMB Circular A-133

No matters are reportable.

See Notes to Schedule of Expenditures of Federal Awards. 29



Murray State College
Summary Schedule of Prior Audit Findings
Year Ended June 30, 2011

No ltam Reportable.

# See Notes to Schedule of Expenditures of Federal Awards.
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