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Independent Auditor's Report

To the Board of Regents
Eastern Michigan University

Report on the Financial Statements

We have audited the accompanying financial statements of Eastern Michigan University, a component
unit of the State of Michigan (the "University), and its discretely presented component unit as of and for
the years ended June 30, 2014 and 2013 and the related notes to the financial statements, which
collectively comprise Eastern Michigan University's basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and in accordance with 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 audits to obtain reasonable assurance about whether the financial statements
are free from material misstatement. The discretely presented component unit was not audited under
Government Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of Eastern Michigan University and its discretely presented component unit
as of June 30, 2014 and 2013, and the respective changes in financial position and cash flows for the years
then ended, in accordance with accounting principles generally accepted in the United States of America.

Praxity"
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To the Board of Regents
Eastern Michigan University

Other Matters
Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 4 through |3 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board which considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplemental information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Eastern Michigan University's basic financial statements. The schedules of net position by fund
and revenues, expenses, and changes in net position by fund are presented for the purpose of additional
analysis and are not a required part of the basic financial statements.

The schedule of net position by fund and schedule of revenues, expenses, and changes in net position by
fund are the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the schedule of net position by fund and
schedule of revenues, expenses, and changes in net position by fund are fairly stated in all material
respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 7,
2014 on our consideration of Eastern Michigan University's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements,
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the

results of our audit.
740-2‘:, f Z'!aw, PLee

October 7, 2014



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following discussion and analysis of Eastern Michigan University’s (“University”) financial
statements provides an overview of the University’s financial activities for the years ended June 30, 2014,
2013, and 2012. Management has prepared the financial statements and the related footnote disclosures
along with the discussion and analysis. Responsibility for the completeness and fairness of this
information rests with University management.

The University's financial report include three financial statements: the Statement of Net Position, the
Statement of Revenues, Expenses and Changes in Net Position, and the Statement of Cash Flows. These
statements were prepared in accordance with criteria established by the Governmental Accounting
Standards Board (GASB) for determining the various governmental organizations to be included in the
reporting entity (GASB Statement No. 61). These criteria include significant operational or financial
relationships. Based on the application of the criteria, the University has one component unit -- the
Eastern Michigan University Foundation. The Foundation’s statements are discretely presented as part of
the University’s reporting entity in accordance with generally accepted accounting principles as
prescribed by the Financial Accounting Standards Board (FASB).

Eastern Michigan University offers a supportive, accessible, affordable, and quality learning and living
environment. The University’s distinct mix of comprehensive academic resources, strong community
initiatives, focus on education first, and nationally recognized undergraduate research achievements set it
apart.

Founded in historic Ypsilanti in 1849, the University occupies 880 acres on the main campus with 122
buildings. In addition, there are six convenient off-campus locations in Brighton, Detroit, Jackson,
Livonia, Monroe, and Traverse City for a student body of over 23,000 students.

Financial Highlights

The University’s financial position remained strong at June 30, 2014, with assets of $565 million,
liabilities of $337 million, and deferred inflows of $13 million.



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following chart provides a graphical breakdown of net position by category for the fiscal years ended
June 30, 2014, 2013, and 2012.
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[72]
c
9
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2014 2013 2012
Years
BUnrestricted BRestricted - Expendable ONet investment in capital assets DOTotal Net Position

The University has committed the unrestricted net position to provide for identified future needs. These
needs include contractual obligations, debt service, student loans, capital outlay, insurance reserves,

future retirement costs, and academic programming needs.



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

Financial Statements

The University’s financial report includes the Statement of Net Position, the Statement of Revenues,
Expenses, and Changes in Net Position, and the Statement of Cash Flows.

These statements include all assets and liabilities using the accrual basis of accounting, which is similar to
the accounting used by most private sector institutions. All of the current year’s revenues and expenses
are taken into account regardless of when cash is received or paid. Net position is one indicator of the
current financial condition of the University and is measured by assets plus deferred outflows minus
liabilities and deferred inflows.

Following is a summary of the major components of the net position and operating results of the
University for the years ended June 30, 2014, 2013, and 2012:

Net Position as of June 30 (In millions) 2014 2013 2012
Assets
Current assets $ 443 $ 492 $ 43.6
Noncurrent assets:
Capital assets - Net of depreciation 463.1 465.1 460.9
Other 57.4 68.5 65.4
Total assets $ 564.8 $ 582.8 $ 569.9
Liabilities
Current liabilities $ 498 $ 535 % 54.3
Noncurrent liabilities 287.0 292.5 293.1
Total liabilities $ 336.8 $ 3460 $ 347 .4

Deferred Inflows

Deferred Inflows $ 134 $ 177 $ 0.0

Net Position
Net Investment in capital assets 184.8 181.7 185.8
Restricted 8.9 12.7 9.6
Unrestricted 20.9 24.7 27.1
Total net position $ 2146 $ 219.1 $ 222.5



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

Operating Results for the Years Ended June 30 (in Millions):

Operating Revenues
Tutition and fees - Net
Grants and contracts
Auxiliary activities - Net
Other
Total operating revenues

Operating Expenses
Instruction
Research
Public service
Academic support
Student services
Institutional support
Operations and maintenance of plant
Scholarships and fellowships
Auxiliary activities - Net
Depreciation
Other expenditures
Total operating expenses

Net Operating Loss

Nonoperating Revenues (Expenses)
State appropriations

Gifts

Change in value of derivative instruments
Pell grants

Other nonoperating revenue (expenses)

Net Nonoperating Revenues

Capital Contributions
Capital appropriations
Capital gifts
Total capital contributions

Decrease in Net Position
Net Position - Beginning of year
Net Position - End of year

2014 2013 2012
170.1 $ 168.5 $ 167.4
10.7 11.6 12.9
39.3 37.7 36.4
9.4 9.4 8.4
2295 2272 225.1
120.2 120.0 123.4
4.1 4.0 5.0
11.9 113 11.4
31.6 31.7 28.4
28.1 26.8 28.1
30.1 30.3 313
27.6 26.4 25.9
37.2 35.4 343
31.5 28.4 30.3
15.7 16.5 14.1
1.0 0.3 0.4
339.0 331.1 3326
(109.5) (103.9) (107.5)
67.6 66.5 64.6
4.3 45 3.9
0.0 0.0 (30.8)
34.3 34.4 34.6
2.2) (5.0) (7.4)
104.0 100.4 64.9
0.0 0.0 10.5
0.9 0.1 1.0
0.9 0.1 11.5
4.5) (3.49) (31.1)
219.1 2225 253.6
2146 $ 2191 $ 2225




EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS
Operating Revenues
Operating revenues include all transactions that result from the sales and/or receipts of goods and services
such as tuition and fees, housing, and other auxiliary units. In addition, certain federal, state and private
grants are considered operating if they are a contract for services and not for capital purposes.
Student tuition and fees revenue increased as a result of a Board of Regents approved tuition and
mandatory fee weighted average increase of 3.75 percent effective Fall 2013, partially offset by additional

scholarships.

The following is a graphic illustration of operating revenues by source:

Operating Revenues by Source
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EASTERN MICHIGAN UNIVERSITY
MANAGEMENT'S DISCUSSION AND ANALYSIS

Operating Expenses

Operating expenses are all costs necessary to perform and conduct the programs and primary purposes of
the University. Operating expenses were up modestly, reflecting increases in the costs of compensation,
utilities, student financial aid, library acquisitions, academic programming, and depreciation.

The University is committed to providing financial support to students. The University has long
sponsored its prestigious National Scholars program which attracts some of the brightest and most

promising students.

The following is a graphic illustration of operating expenses by source:

Operating Expenses
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Nonoperating Revenues

Nonoperating revenues are all revenue sources that are primarily non-exchange in nature. They consist
primarily of state appropriations, Pell grant reimbursements, investment income (including realized and
unrealized gains and losses), and restricted development funds that do not require any services to be
performed. Nonoperating revenue was significantly impacted by the following factors:



EASTERN MICHIGAN UNIVERSITY
MANAGEMENT'S DISCUSSION AND ANALYSIS

e State operating appropriations increased $1.1 million in 2014 to $67.6 million and $1.9 million in
2013 to $66.5 million due to the State’s economy.

e Due to the reassignment of interest rate swaps to the refinanced debt in 2013, the derivative
instruments are deemed effective hedging transactions and the change in fair value no longer is
recorded in non-operating revenue. In 2014 interest expense was reduced by $2.6M due to the
amortization of the liability related to the interest swaps.

e Investment income increased $0.2 million to $4.3 million in 2014 and increased $1.0 million to
$4.1 million in 2013 due to market conditions and the reassignment of interest rate swaps to the
refinanced debt.

e Pell grants decreased $0.1 million to $34.3 million in 2014 and $0.2 million to $34.4 million in
2013.

Capital Contributions

Capital Contributions consist of items that are typically nonrecurring, extraordinary, or unusual to the
University. Examples would be capital gifts, capital appropriations from the state or federal government,
and transfers from related entities. Capital appropriations for the Pray-Harrold renovation amounted to
$0.01 million, and $10.50 million in 2013, and 2012, respectively, for the first State Building Authority
capital outlay from the State of Michigan since 1996. Capital gifts amounted to $0.9 million in 2014, $0.1
million in 2013, and $1.0 million in 2012.

Statement of Cash Flows

Another way to assess the financial health of the University is to look at the statement of cash flows. Its
primary purpose is to provide relevant information about the cash receipts and cash payments of the
University during a period. The statement of cash flows also helps users assess:

e The University’s ability to generate future net cash flows

e [ts ability to meet obligations as they come due

e [ts needs for external financing

Cash Flows for the Years Ended June 30 (in millions)

2014 2013 2012

Cash Provided by (Used in):

Operating activities $ 919 $ (92.7) $ (102.6)

Noncapital financing activities 107.3 100.7 102.0

Capital and related financing activities (25.5) (25.5) (25.4)

Investing activities 9.6 20.9 30.2
Net Increase (Decrease) in Cash 0.5) 34 4.2
Cash - Beginning of year 11.6 8.2 4.0
Cash - End of year $ 11.1  $ 11.6 $ 8.2

10



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS
Cash and Investments

Cash and investments, collectively, decreased by $6.2 million to $45.9 million as of June 30, 2014
primarily due to spending bond proceeds and reserves on capital projects.

The most significant components of cash flows provided from operating activities are tuition and fees,
auxiliary activities, grants, and contracts. Net cash used in operating activities was $91.9 million. To
offset this, the net cash provided from non-capital financing activities, which consisted primarily of State
appropriations, was $107.3 million. This is compared to net cash used in operating activities in the
amount of $92.7 million and $102.6 million for the years ended June 30, 2013 and 2012, respectively.
Net cash provided by non-capital financing activities was $100.7 million and $102.0 million for the years
ended June 30, 2013 and 2012, respectively.

Cash used by capital and related financing activities amounted to $25.5 million in 2014, $25.5 million in
2013, and $25.4 million in 2012, primarily on capital additions.

Capital Assets

At June 30, 2014, the University had $463.1 million invested in capital assets, net of accumulated
depreciation of $315.0 million. Depreciation charges totaled $15.7 million for 2014 compared to $16.5
million in 2013. In 2014, the University continued the Rackham renovation and completed the Best Hall
renovation, Halle ventilation system, and other projects to improve classrooms, residence halls,
technology infrastructure, building energy efficiency, and security. Capital projects in progress at June
30, 2014 primarily include improvements to the Fletcher building, additional Information Technology
infrastructure replacements, renovations in auxiliary units, and improvements to classrooms.

At June 30, 2013, the University had $465.1 million invested in capital assets, net of accumulated
depreciation of $302.7 million. Depreciation charges totaled $16.5 million for 2013 compared to $14.0
million in 2012. In 2013, the University completed part of the Rackham renovation and other projects to
improve classrooms, residence halls, technology infrastructure, athletics, building energy efficiency, and
security. Capital projects in progress at June 30, 2013 primarily include additional work on Rackham,
Information Technology infrastructure replacements, renovation of the Best residence hall, and
improvements to the Halle ventilation system.

Debt and Derivatives

On November 30, 2012, the University issued $75,000,000 of General Revenue Variable Rate Demand
Refunding Bonds, Series 2012A, and $60,795,000 of General Revenue Variable Rate Demand Revenue
and Refunding Bonds, Series 20012B. These bonds refunded $125,795,000 General Revenue Variable
Rate Demand Refunding Bonds, Series 2009A&B, redeemed $1,685,000 Series 2000 Bonds, redeemed
$250,000 Series 2002B Bonds, and provided $7,885,500 for capital projects.

At June 30, 2014, the University had $237.4 million in obligations outstanding, versus $239.7 million in
2013 and $234.1 million in 2012. All of the outstanding debt instruments are general revenue obligations
of the University. Principal payments of $2.3 million, $2.7 million and $3.2 million were made in 2014,
2013 and 2012, respectively.

11



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

Included in the outstanding obligations are three interest rate swap agreements with notional amounts of
$125.8 million as of June 30, 2014, 2013 and 2012, respectively. In 2013 the swaps were transferred to
the Series 2012A and 2012B bonds. Under GASB Statement Number 53, this created a synthetic
termination event for the old swap agreements. The new bonds allow the swaps to be reconsidered for
hedge accounting, and they were all deemed to be effective hybrid instruments as of June 30, 2014 and
2013, respectively. As a result, the University has posted a $13.5 million fair value asset, a current
liability of $2.6 million, a noncurrent liability of $38.3 million, and a deferred inflow of $13.5 million as
of June 30, 2014. The University posted a $17.7 million fair value asset, a current liability of $2.7
million, a noncurrent liability of $41.0 million, and a deferred inflow of $17.7 million as of June 30,
2013. Conversely in 2012 the swaps were deemed to be ineffective hedges and the fair value liability was
$46,521,031.

The terms of the swap agreements call for the University to post collateral to the counterparty under
certain conditions tied to the prevailing rating of the University and the mark to market valuations of the
swaps. The University posted collateral of $5 million to the counterparty as of June 30, 2012. The
collateral is reflected in long-term restricted investments. No collateral was required to be posted as of
June 30, 2014 and 2013, respectively.

For the University’s $125,795,000 of enhanced variable rate debt refinanced in 2009, the credit ratings
assigned by Moody’s Investor Services (Aaa/VMIG-1) were unchanged in 2014 from 2013 and 2012.
Standard and Poor’s ratings (AAA/A-1) were unchanged in 2014 from 2013 and 2012. For the
University’s $102,380,000 of fixed rate debt, separate ratings were assigned by each agency for the
insured portion of the debt and the uninsured portion. Moody’s ratings were Aa2 (insured) and Al
(uninsured); Standard and Poor’s ratings were AAA/A-1 (insured) and BBB+ (uninsured). Standard and
Poors issued their uninsured BBB+ rating, down from A-, on September 10, 2013. The highest
achievable ratings are "Aaa" and "AAA", respectively. The University's capacity to meet its financial
obligations is considered to be strong by the rating agency and reflects limited additional borrowing
capacity as of June 30, 2014.

Deferred Inflows and Outflows

The University had $13.5, $17.7 million, and $0 deferred inflows from interest rate swaps at June 30,
2014, 2013, and 2012, respectively. As of June 30, 2014, 2013, and 2012 the University had $0 deferred
outflows.

Funding for a Successful Future

The University’s vision is to be premier public university recognized for student-centered learning, high
quality academic programs, and community impact. The University’s focus remains on investing in its
students and faculty, in academic quality, and in maintaining and improving facilities that enhance the
learning environment for its 23,000 students. Through diligent efforts at fiscal stewardship and strategic
cost containment measures, the University has been able to set the standard for tuition restraint in the state
of Michigan, while still continuing to invest in facilities and programs that help EMU students succeed in
today’s economy.

In June, the University Board of Regents approved a tuition and mandatory fee increase of 3.2 percent for

the upcoming academic year. The increase matches this year’s state tuition restraint threshold set by the
Michigan legislature for the state’s 15 public universities. By setting its tuition at this rate, the University

12



EASTERN MICHIGAN UNIVERSITY

MANAGEMENT'S DISCUSSION AND ANALYSIS

qualifies for additional state performance funding related to tuition restraint. The additional performance
funding allocated from the state for FY15 is expected to be nearly $4.5 million or 6.7 percent.

The University has had the lowest dollar increase in tuition and fees over the last six years of any of the
15 public universities in the state. The University’s tuition increases have averaged 3.1 percent over that
time frame. The University has maintained such affordability even in the midst of the State reducing its
support by 15 percent three years ago.

The University’s Board of Regents approved a $302.6 million general fund operating revenue budget and
a $301.9 million general fund operating expense budget for fiscal year 2015. The budget includes a $4.6
million increase in University-sponsored financial aid. The University has more than doubled its
financial aid budget from $21.4 million in fiscal year 2008 to $43.8 million in fiscal year 2015. The
significant trend further underscores the University’s commitment to helping students and their families
deal with the increasing costs of attending college.

The University’s Board of Regents also approved a $12.6 million capital budget for fiscal year 2015. The
biggest investment ($4.8 million) will be to renovate the Rackham Building. Since fiscal year 2009, the
University will have invested over $230 million in capital improvements, with over two-thirds of that
amount going towards academic facilities.

The general and capital fund budgets also reflect an increase of $1.7 million for strategic safety and
security improvements. Some of the upgrades include; the hiring of additional police officers, further
installation of surveillance cameras, evacuation signs for all buildings, and additional automated external
defibrillators (AEDs).

In order to reach out into an area of interest and need, the Board approved two new academic programs.
The first is a new academic program in leadership. This program will be housed in the College of
Education. The other is a new master program in taxation. This new program will be housed within the
College of Business and graduates will be prepared to provide analysis and insight on challenging tax
issues and will be fully prepared for the tax portion of the regulation section of the CPA exam. These two
new programs build upon this past spring’s successful launch of the new Physician’s Assistant Program.

Eastern Michigan University’s successful future depends on the collective efforts of its stakeholders.

These efforts build on a solid foundation of exceptional academic programs that prepare students for real-
world experience.

13



EASTERN MICHIGAN UNIVERSITY
STATEMENT OF NET POSITION
As of June 30, 2014 and 2013

ASSETS
Current assets:
Cash and cash equivalents - unrestricted (Note 2)
Accounts receivable - net (Note 3)
Appropriation receivable
Inventories
Deposits and prepaid expenses
Accrued interest receivable
Total current assets

Noncurrent assets:

Student loans receivable - net (Note 3)
Long-term investments - unrestricted (Note 2)
Long-term investments - restricted (Note 2)
Capital assets - net (Note 4)
Fair value of derivative instruments (Note 5)

Total noncurrent assets

Total assets

LIABILITIES
Current liabilities:

Current portion of long-term debt (Note 5)

Current portion of interest rate swaps (Note 5)

Accounts payable and accrued liabilities

Accrued payroll, taxes, and fringe benefits

Unearned fees and deposits

Insurance and other claims payable (Note 7)
Total current liabilities

Noncurrent liabilities:
Accrued compensated absences (Note 6)
Long-term debt (Note 5)
Interest rate swaps (Note 5)
Net other postemployment benefit obligations (Note 6)
Federal perkins
Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS
Deferred inflows (Note 5)

NET POSITION

Net Investment in capital assets
Restricted—University development and Perkins loans
Unrestricted

Total net position

2014 2013
11,132,692 $ 11,563,199
17,170,134 21,400,437
12,231,895 12,084,827

846,878 1,163,375
2,898,892 2,969,899
51,068 48,636
44,331,559 49,230,373
9,130,355 10,230,657
34,657,807 36,621,722
146,198 3,931,959

463,116,285 465,075,754
13,459,796 17,692,686

520,510,441 533,552,778

564,842,000 $ 582.783.151

2,475,000 $ 2,330,000
2,613,852 2,688,527
18,283,292 20,700,145
16,753,101 16,861,311
6,607,022 7,571,072
3,085,308 3,377,504
49,817,575 53,528,559
2,184,791 2,448,992

234,875,000 237,350,000

38,349,864 40,963,716
1,808,000 904,000
9,797,441 10,796,240

287,015,096 292,462,948

336,832,671  $ 345,991,507
13.459,796  $ 17,692,636

184,802,569  $ 181,743,511

8,857,859 12,647,620
20,889,105 24,707,827
214,549,533 $ 219,098,958

The accompanying notes are an integral part of this statement.

14



EASTERN MICHIGAN UNIVERSITY FOUNDATION
BALANCE SHEET
As of June 30, 2014 and 2013

ASSETS 2014 2013
Cash and cash equivalents (Note 2) 2,499,275 1,017,935
Investments (Note 1) 64,717,494 56,167,196
Accrued interest and dividends 44708 46,650
Contributions receivable (Note 3) 518,525 509,480
Life insurance cash surrender value 309,321 294,900
Accounts receivable 10,226 10,767
Property and equipment - Net 1,929,459 1,960,796
Investments held under split-interest agreements (Note 1) 889,230 830,322

Total assets 70,918,238 60,838,046

LIABILITIES
Accounts payable 529,611 349,085
Liabilities under split-interest agreements 578,310 537,560
Accrued liabilities 8,081 4,474

Total liabilities 1,116,002 891,119

NET ASSETS

Unrestricted 1,694,090 1,140,618
Temporarily restricted 25,977,944 17,830,983
Permanently restricted 42,130,202 40,975,326
Total net assets 69,802,236 59,946,927

Total liabilities and net assets 70,918,238 60,838,046

The accompanying notes are an integral part of this statement.
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EASTERN MICHIGAN UNIVERSITY
STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION
For the years ended June 30, 2014 and 2013

OPERATING REVENUES
Student tuition and fees
Scholarship allowances
Net student tuition and fees
Federal grants and contracts
Federal financial aid
State grants and contracts
State financial aid
Nongovernmental grants and contracts
Departmental activities
Auxiliary activities revenue - Net (Note 1)
Other
Total operating revenues

OPERATING EXPENSES
Instruction
Research
Public service
Academic support
Student services
Institutional support
Scholarships and fellowships
Operation and maintenance of plant

Auxiliary activities expenses - Net (Note 1)

Depreciation
Other
Total operating expenses
Operating loss

NONOPERATING REVENUES (EXPENSES)

State appropriations
Gifts
Investment Income
Interest expense
Interest ARRA subsidy
Federal Pell grant program
Other
Net nonoperating revenues

CAPITAL CONTRIBUTIONS
Capital Appropriations
Capital gifts
Total capital contributions

Decrease in net position

NET POSITION - Beginning of year
NET POSITION - End of year

2014 2013
215,269,428 210,753,019
(45,178,526) (42,288,869)
170,090,902 168,464,150

4,961,094 6,797,632

1,669,516 1,578,566

946,409 624,949
839,455 723,380
2,278,973 1,984,099
6,429,400 6,819,844
39,333,298 37,656,387

2,990,129 2,583,617
229,539,176 227,232,624
120,226,674 119,974,535

4,062,082 4,044,763

11,931,201 11,287,463
31,609,081 31,702,396
28,067,145 26,834,230
30,117,844 30,369,776
37,160,945 35,386,073
27,563,433 26,412,450
31,557,291 28,426,924
15,712,871 16,482,011

1,043,526 266,398

339,052,093 331,187,019
(109,512,917) (103,954,395)
67,595,296 66,526,774

4,335,387 4,538,943

4,332,990 4,076,890

(9,619,090) (11,122,722)

1,731,362 1,880,893

34,311,524 34,394,008
1,350,689 143,819
104,038,158 100,438,605
- 12,461

925,334 100,638
925,334 113,099

(4,549.,425) (3,402,691)
219,098,958 222,501,649

$ 214,549,533 $ 219.098.958

The accompanying notes are an integral part of this statement.
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EASTERN MICHIGAN UNIVERSITY FOUNDATION
STATEMENT OF ACTIVITIES
AND CHANGES IN NET ASSETS
Years ended June 30, 2014 and 2013

2014 2013
REVENUE, GAINS, AND OTHER SUPPORT
Contributions $ 5,360,736 $ 4,144,402
Investment income 1,034,204 1,043,740
Net realized and unrealized gains (losses) 9,346,624 6,397,317
Administrative and management fee 1,793,000 1,828,000
Other revenue 83,018 67,594
Total revenue, gains and other support 17,617,582 13,481,053
EXPENSES
Contributions to EMU:
Expendable contributions $ 3,153,635 $ 2,726,733
Contributions from endowment income 1,410,696 1,302,163
General and administrative - Foundation management 572,622 537,211
Fundraising 2,895,202 2,991,879
Total expenses $ 8,032,155 $ 7,557,986
Increase in Net Assets Before Other Changes in Net Assets 9,585,427 5,923,067
OTHER CHANGES IN NET ASSETS
Funds transferred from EMU 321,826 102,999
Change in value of split-interest agreements (51,944) (38,307)
Increase in Net Assets 9,855,309 5,987,759
NET ASSETS - Beginning of year 59,946,927 53,959,168
NET ASSETS - End of year $ 69,802,236 $ 59,946,927

The accompanying notes are an integral part of this statement.
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EASTERN MICHIGAN UNIVERSITY

STATEMENT OF CASH FLOWS
For the years ended June 30, 2014 and 2013

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from students for tuition and fees
Cash received from auxiliary activities
Cash received from other sources
Grants and contracts
Student loans granted - Net of repayments
Scholarship allowances
Cash paid to suppliers and employees
Cash paid for financial aid
Net cash used in operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Cash received from State appropriations
Federal Pell grants
Gifts received from EMU Foundation

Net cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Proceeds from sale of bonds
Principal payments/defeasance under debt obligations
Cash received from State Building Authority
Interest paid
Proceeds from sale of building
Purchases of capital assets
Net cash used in capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments
Proceeds from sales and maturities of investments
Interest received
Net cash provided by investing activities

Net (decrease) increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS - Beginning of year
CASH AND CASH EQUIVALENTS - End of year

SUPPLEMENTAL DISCLOSURE OF NONCASH ITEMS
Disposal of fixed assets, net of depreciation

Capital gifts received in kind

2014 2013
216,403,761 $ 208,567,265
46,562,479 42,922,554
9,302,762 12,054,323
10,945,846 10,232,064
1,061,224 874,573
(51,829,005) (48,418,767)
(241,958,136) (241,298,080)
(82,339,471) (77,612,186)
(91,850,540) (92.678,254)
67,448,228 61,725,873
34,311,524 34,394,008
5,516,105 4,538,943
107,275,857 100,658,824
- 10,000,000
(2,330,000) (4,465,000)
- 875,917
(9,619,090) (11,122,722)
1,096,810 -
(14,625,221) (20,778,154)
(25,477,501) (25,439,959)
(74,041,967) (61,415,551)
79,335,482 79,430,053
4,328,162 2,845,351
0,621,677 20,859,353
(430,507) 3,350,464
11,563,199 8,212,735
11,132,692 $ 11,563,199
871,819 $ 90,475
925334 $ 100,638

The accompanying notes are an integral part of this statement.
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EASTERN MICHIGAN UNIVERSITY
STATEMENT OF CASH FLOWS
For the years ended June 30, 2014 and 2013

2014 2013

Reconciliation of operating loss to net cash from
operating activities:
Operating loss $ (109,512917) $ (103,954,395)
Adjustments to reconcile operating loss to net cash
from operating activities:

Depreciation expense 15,712,871 16,482,011
Changes in assets and liabilities:
Accounts receivable - Net 4,320,830 (1,824,799)
Inventories 316,417 54,732
Deposits and prepaid expenses 352,259 (269,765)
Student loans receivable - Net 1,100,302 926,353
Accounts payable and accrued liabilities (2,416,324) (2,993,522)
Accrued payroll 1,817,049 22,626
Payroll taxes and accrued fringe benefits (2,020,580) 321,977
Unearned fees and deposits (964,050) 84,733
Insurance and other claims payable (292,196) 239,272
Accrued compensated absences (264,201) (1,767,477)
Total change in assets and liabilities 1,949,506 (5,205,870)
Net cash used in operating activities $ (91,850,540) $ (92,678,254)

The accompanying notes are an integral part of this statement
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EASTERN MICHIGAN UNIVERSITY FOUNDATION

STATEMENT OF CASH FLOWS
Years ended June 30, 2014 and 2013

Cash Flows from Operating Activities
Increase in net assets $
Adjustments to reconcile increase in net assets
to net cash from operating activities:
Depreciation
Net realized and unrealized gain on investments
Change in value of split-interest agreements
Change in cash surrender value of life insurance
Contributions restricted for long-term purposes
Contribution received - land held for investment
Changes in assets and liabilities:
Contributions receivable
Accrued interest and dividends
Other assets
Accounts payable
Accrued and other liabilities

Net cash used in operating activities $

Cash Flows from Investing Activities
Purchases of equipment $
Purchases of investments
Proceeds from the sale of investments

Net cash used in investing activities $

Cash Flows from Financing Activities
Payments on split-interest agreements
Proceeds from new split-interest agreements
Proceeds from contributions restricted for long-term purposes

Net cash provided by financing activities $

Net (Decrease) Increase in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of year

Cash and Cash Equivalents - End of year $

Supplemental Cash Flow Information - Cash paid for:
Interest $

2014 2013
9,855,309  $ 5,987,759
95,471 110,136
(9,346,624) (6,397,317)
51,944 38,307
(14.421) (11,830)
(1,154,876) (1,668,756)
(9,045) 397,601
1,942 3,282
541 (1,754)
180,526 (239,003)
3,607 (4,632)
(335,626)  $ (1,786,207)
64,134)  $ (119,931)
(21,062,273) (24,529,963)
21,799,691 23,655,279
673284  $ (994,615)
(70,275) (72,321)
59,081 13,749
1,154,876 1,668,756
1,143,682 $ 1,610,184
1,481,340 (1,170,638)
1,017,935 2,188,573
2499275  $ 1,017,935
108,042  $ 110,632

The accompanying notes are an integral part of this statement.
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EASTERN MICHIGAN UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS

Note 1 — Basis of Presentation and Significant Accounting Policies

Organization - The University is an institution of higher education located in Ypsilanti, Michigan, and is
considered to be a component unit of the State of Michigan (the “State”) because its Board of Regents is
appointed by the governor of the state of Michigan. Accordingly, the University is included in the State’s
financial statements as a discrete component unit. Transactions with the State of Michigan relate
primarily to appropriations for operations, grants from various state agencies, and payments to state
retirement programs for the benefit of University employees.

Basis of Presentation

The financial statements of Eastern Michigan University (the “University”) have been prepared in
accordance with generally accepted accounting principles as prescribed by the Governmental Accounting
Standards Board (GASB). The University has implemented GASB Statement No. 62, Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA
Pronouncements. The objective of this statement is to incorporate into the GASB’s authoritative
literature certain accounting and financial guidance that is included in the following pronouncements
issued on or before November 30, 1989, which does not conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board (FASB) Statements and Interpretations,
Accounting Principles Board Opinions, and Accounting research bulletins of the American Institute of
Certified Public Accountants (AICPA), Committee or Accounting Procedure.

The University follows the “business-type” activities reporting requirements of GASB Statement No. 34.
GASB 34 establishes standards for external financial reporting for public colleges and universities and
requires that resources be classified for accounting and reporting purposes into the following categories:

e Net Investment in Capital Assets - Capital assets, net of accumulated depreciation and
outstanding principal balances of debt attributable to the acquisition, construction, or
improvement in those assets.

e Restricted, expendable - Net position subject to externally imposed constraints that can be
fulfilled by actions of the University pursuant to those constraints or that expire by the passage of
time.

® Unrestricted - Net position not subject to externally imposed constraints. Unrestricted Net
position may be designated for specific purposes by action of management or the Board of
Regents (the “Board”) or may otherwise be limited by contractual agreements with outside
parties. The University has committed the unrestricted Net position to provide for identified
future needs, such as debt service, contractual obligations, capital outlay, academic programming,
and postemployment benefits.

These statements have also been prepared in accordance with criteria established by GASB for
determining the various governmental organizations to be included in the reporting entity (GASB
Statement No. 61, Financial Reporting Entity: Omnibus). These criteria include significant operational or
financial relationships with the University. Based on application of the criteria, the University has one
component unit.
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EASTERN MICHIGAN UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
Note 1 — Basis of Presentation and Significant Accounting Policies (continued)

Component Units of the University - The Eastern Michigan University Foundation financial statements
are discretely presented as part of the University’s reporting entity. These statements are prepared in
accordance with generally accepted accounting principles as prescribed by the Financial Accounting
Standards Board (FASB). The officers of Eastern Michigan University Foundation include certain
University administrative officials and the University has controlling interest in the Foundation’s board.
The Internal Revenue Service has determined that the Foundation is tax exempt under Section 501(c)(3)
of the Internal Revenue Code.

The Eastern Michigan University Foundation exists for the sole purpose of soliciting, collecting, and
investing donations for the benefit of Eastern Michigan University. Total net assets for the Foundation
were $69,802,236, $59,946,927, and $53,959,168 for the years ended June 30, 2014, 2013 and 2012,
respectively. No modifications have been made to the Foundation financial statements included in the
University’s financial report. A complete copy of the audited financial statements of Eastern Michigan
University Foundation is available at the Foundation offices located near the campus of the University.

Summary of Significant Accounting Policies

Cash and Investments - As a matter of cash management, the University invests substantially all of its
cash in interest-bearing instruments. Investments are reported at fair value, based on quoted market
prices, with changes in fair value reported as investment income in the statement of revenue, expenses,
and changes in Net position. Cash equivalents consist of highly liquid investments with an original
maturity of three months or less.

Inventories - Inventories consist primarily of supplies, food, pharmaceuticals, and bookstore items, and
are stated at the lower of cost or market, with cost determined by the retail method.

Capital Assets - Capital assets are stated at cost if purchased or at appraised value at the date of the gift
for donated property. Certain net assets have been designated to provide for significant repair and
maintenance costs to residence facilities. Physical properties, with the exception of land, are depreciated
on the straight-line method over the estimated useful service lives of the respective assets. Estimated
service lives are as follows:

Land Improvements 12 to 60 years
Leasehold improvements 12 to 20 years
Buildings 40 to 60 years
Equipment 5 to 10 years
Library holdings 5 to 10 years

Unearned Fees and Deposits - Unearned fees and deposits primarily include unearned tuition and fee
revenue for future semesters, exclusivity contract unearned revenue, and agency balances held in custody
for others. Retirement benefit costs are funded as accrued.

Interest Rate Swaps — The fair value of interest rate swaps deemed liabilities as of the date of
termination of the related debt have been recorded as a liability that is being amortized over the life of the
swap contracts using the effective interest method. Amortization for the years ended June 30, 2014 and
2013 was $2,688,527 and $1,565,612, respectively, and is recorded as a reduction to interest expense.
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EASTERN MICHIGAN UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
Note 1 — Basis of Presentation and Significant Accounting Policies (continued)

Accrued Compensated Absences - Accrued compensated absences are comprised of the portion of
unused sick leave accrued as of June 30 but not expected to be paid within one year. The portion of sick
leave expected to be paid within one year and all accrued vacation leave are included in accrued payroll,
taxes, and fringe benefits. In 2013 the University modified the sick leave and short-term disability policy
to eliminate sick leave accruals and retirement payouts for certain employees. In addition, the revised
policy established a new short-term disability plan to provide income protection for certain employees
unable to work for an extended period because of non-work-related illness or period of incapacity. The
current portions of accrued sick leave and vacation leave were approximately $400,000 and $3,575,000 as
of June 30, 2014, respectively. The current portions of accrued sick leave and vacation leave were
approximately $400,000 and $3,374,000 as of June 30, 2013, respectively.

Deferred Inflows — Deferred inflows consist of accumulated changes in the fair value of hedging
derivative instruments.

Reclassifications — Certain prior year balances have been reclassified to conform with the current year
presentation. In 2014 the Student Center, Autism Center, and Recreation Intramurals General Fund
operations were moved to the Auxiliary Fund. Approximately $1.3 million and $1.1 million of
Departmental Activities revenue were moved to Auxiliary Activities Revenue in 2013 and 2012,
respectively. Approximately $2.3 million and $2.1 million of Student Services expenses were moved to
Auxiliary Activities expenses in 2013 and 2012, respectively. Approximately $0.2 million of Public
Services expenses were moved to Auxiliary Activities Expenses in 2013. In 2014, 2013 and 2012
approximately $1.8 million, $0.9 million, and $0.4 million of Postemployment benefit obligations were
reclassified from Accrued payroll, taxes and fringe benefits to Net other postemployment benefit
obligations, respectively. In 2014, 2013 and 2012 approximately $1.3 million, $1.2 million, and $1.5
million of health insurance incurred but not reported claims were reclassified from Accrued payroll, taxes
and fringe benefits to Insurance and other claims payable, respectively.

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

Auxiliary Activities - Auxiliary activities consist of the following as of June 30, 2014 and 2013:

2014 2013
Operating Revenues:
Auxiliary Activities, Gross $ 46,368,394 $ 44,157,114
Less: Internal Sales (384,617) (370,829)
Less: Scholarship Allowances (6,650,479) (6,129,898)
Auxiliary Activities Revenue - Net $ 39,333,298 $ 37,656,387
Operating Expenses:
Aucxiliary Activities, Gross $ 38,592,387 $ 34,927,651
Less: Internal Sales (384,617) (370,829)
Less: Scholarship Allowances (6,650,479) (6,129,898)
Auxiliary Activities Expenses - Net $ 31,557,291 $ 28,426,924
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EASTERN MICHIGAN UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
Note 2 - Cash and Investments

Operating and Nonoperating Revenues - The University’s policy for defining operating activities as
reported on the statement of revenues, expenses, and changes in net position is to report those activities
that generally result from exchange transactions, such as payments received for providing services and
payments made for services or goods received. Nearly all the University’s expenses are from exchange
transactions. Certain significant revenue streams relied upon for operations are recorded as nonoperating
revenues as defined by GASB Statement No. 34, including state appropriations and investment income.
Restricted and unrestricted resources are spent and tracked at the discretion of the University’s
department within the guidelines of donor restrictions, if any. Federal Pell grant revenue is classified as
nonoperating due to its nonexchange nature. The amounts received for 2014, 2013, and 2012 are $34.3
million, $34.4 million, and $34.6 million, respectively.

The University utilizes the pooled cash method of accounting for substantially all of its cash and cash
equivalents. The University’s investment policy, as set forth by the Board of Regents, authorizes
investment in securities of the U.S. Treasury and agencies, corporate bonds and notes, commercial paper,
time savings deposits, Eurodollars and certain external mutual funds, separate managed funds and other
pooled funds. Restricted cash and investments represent unspent bond proceeds utilized for capital
projects.

Cash and investments consisted of the following as of June 30, 2014:

Fair Market Less than 1 More than 10
Value year 1-5 years 6-10 years years
Cash and cash equivalents:

Unrestricted:

Time deposits $ 10,339916 $ 10339916 $ - 8 -3

Money market funds 792,776 792,776 - -

Total unrestricted cash and cash equivalents $ 11,132,692 $ 11,132,692 $ - $ -3

Long-term investments:

Unrestricted:

Corporate bond mutual fund $ 23,890,303 $ - $ 23,890,303 $ - $

Government bonds 80,353 - - 80,353

Domestic equities 8,965,393 - - 8,965,393

Foreign equities 1,721,758 - - 1,721,758

Total long-term unrestricted investments $ 34,657,807 $ - $ 23,890,303 $ 10,767,504 $
Restricted:

Certificates of deposit $ - 3 - 8 - 8 -3

Time deposits 146,198 146,198 - -

Government bonds - - - -

Total long-term restricted investments $ 146,198 $ 146,198 $ - $ -3

Total cash and investments $ 45,936,697 $ 11,278,890 $ 23,890,303 $ 10,767,504  $
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EASTERN MICHIGAN UNIVERSITY

NOTES TO THE FINANCIAL STATEMENTS

Note 2 - Cash and Investments (continued)

Cash and investments consisted of the following as of June 30, 2013:

Fair Market Less than 1 More than 10
Value year 1-5 years 6-10 years years
Cash and cash equivalents:

Unrestricted:
Time deposits $ 10,675,634 $ 10,675,634 - - -
Money market funds 887,565 887,565 - - -
Total unrestricted cash and cash equivalents $ 11,563,199 $ 11,563,199 - - -

Long-term investments:

Unrestricted:
Corporate bond mutual fund $ 25,394,087 $ - 25,394,087 - -
Government bonds 77,951 - - - 77,951
Domestic equities 9,421,167 - - 9,421,167 -
Foreign equities 1,728,517 - - 1,728,517 -
Total long-term unrestricted investments $ 36,621,722 $ - 25,394,087 11,149,684 77,951

Restricted:
Certificates of deposit $ - 8 - - - -
Time deposits 3,931,959 3,931,959 - - -
Government bonds - - - - -
Total long-term restricted investments $ 3,931,959 $ 3,931,959 - - -
Total cash and investments $ 52,116,880 $ 15,495,158 25,394,087 11,149,684 77,951

Interest Rate Risk - As a means of limiting its exposure to fair value losses due to rising interest rates,
the University’s operating investment policy provides for a diversified portfolio comprised of short,
intermediate, and long-term investments. The investment policy does not specifically limit or restrict asset
allocation except for the long-term investment pool. The asset allocation, as a percentage of the total

market value of the long-term investment pool, is targeted as follows:

Asset Category
Fixed Income Securities

Domestic Large Cap equities
Domestic Mid Cap equities

Domestic Small Cap equities
Global/International equities

The University is also exposed to risk indirectly since its mutual fund investees hold investments such as
This

Target
70%

15%
7%
4%
4%

futures, options, and collateralized mortgage obligations (generally referred to as “derivatives”).

risk 1s minimal.

Credit Risk - Investment policies for cash and investments as set forth by the Board of Regents shall be
to preser