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State of Mississippi

OFFICE OF THE STATE AUDITOR

PHIL BRYANT
AUDITOR

INDEPENDENT AUDITOR’S REPORT
ON
THE FINANCIAL STATEMENTS AND SUPPLEMENTAL INFORMATION

Board of Trustees

State of Mississippi Institutions of Higher Learning
3825 Ridgewood Road

Jackson, MS 39211-6463

We have audited the accompanying financial statements of the business-type activities and the aggregate
discretely presented component units of the State of Mississippi Institutions of Higher Learning (IHL), a component unit
of the State of Mississippi, as of and for the year ended June 30, 2006, which collectively comprise the IHL’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the IHL’s
management. Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of:

the University of Mississippi Medical Center Educational Building Corporation, a component unit of the
University of Mississippi Medical Center, which statements reflect total assets of $152,409,073 as of
June 30, 2006, and total revenues of $7,133,952 for the year then ended;

the University of Mississippi Educational Building Corporation, a component unit of the University of
Mississippi, which statements reflect total assets of $82,970,217 as of June 30, 2006, and total revenues of
$1,585,907 for the year then ended;

the University Hospitals and Clinics, a division of the University of Mississippi Medical Center, which
schedules reflect total net patient accounts receivable, amounts due from third-party payors, amounts due to
third-party payors as of June 30, 2006, of $63,163,067, $8,820,000, and ($4,110,000), respectively, and net
patient service revenue of $435,228,332 for the year then ended;

the University of Mississippi Medical Center Tort Claims Fund, which statements reflect total assets of
$30,065,026 as of June 30, 2006, and total revenues of $5,276,981 for the year then ended;

the State Institutions of Higher Learning Self-Insured Workers’ Compensation Fund, which statements reflect
total assets of $12,694,666 as of June 30, 2006, and total revenues of $6,179,746 for the year then ended;

the State Institutions of Higher Learning Tort Liability Fund, which statements reflect total assets of $7,295,699
as of June 30, 2006, and total revenues of $3,812,246 for the year then ended;
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Mississippi Valley State University, which statements reflect total assets of $49,380,926 as of June 30, 2006,
and total revenues of $69,482,736 for the year then ended; and

certain component units including Mississippi State University Foundation, Inc., the University of Mississippi
Foundation and the University of Southern Mississippi Foundation which represent 100% of the assets and
revenues of the discretely presented component units.

Those financial statements were audited by other auditors whose reports thereon have been furnished to us, and
our opinion, insofar as it relates to the amounts included for the above mentioned entities, is based on the reports of the
other auditors.

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. The financial statements
of the University of Mississippi Medical Center Educational Building Corporation, the University of Mississippi
Educational Building Corporation, the University Hospitals and Clinics, the University of Mississippi Medical Center
Tort Claims Fund, the State Institutions of Higher Learning Self-Insured Workers’ Compensation Fund, the State
Institutions of Higher Learning Tort Liability Fund, the Mississippi State University Foundation, Inc., the University of
Mississippi Foundation and the University of Southern Mississippi Foundation, audited by other auditors, were not
audited in accordance with Government Auditing Standards. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of the other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the business-type activities and the
aggregate discretely presented component units of the THL, as of June 30, 2006, 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.

In accordance with Government Auditing Standards, we have also issued our report dated June 1, 2007, on our
consideration of the [HL’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 results of
our audit.

The Management’s Discussion and Analysis on pages 9 through 22, is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the 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 [HL’s basic financial statements. The accompanying Individual University Financial Statements are
presented for purposes of additional analysis and are not a required part of the basic financial statements. The
accompanying Schedule of Expenditures of Federal Awards is presented as supplemental information for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133 and is not a required part of the
basic financial statements. This supplemental information has been subjected to the auditing procedures applied by us
and the other auditors in the audit of the basic financial statements and, in our opinion, based on our audit and the reports
of the other auditors, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

%@WVZ IS:L\J'R, Don—

PHIL BRYANT WILLIAM R. DOSS, CPA
State Auditor Director, Financial and Compliance Audit Division
June 1, 2007
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Management’s Discussion and Analysis
Introduction

The following discussion and analysis provides an overview of the financial position and activities of the
Mississippi Institutions of Higher Learning (the “System”) for the year ended June 30, 2006. The annual report
consists of a series of financial statements prepared in accordance with Governmental Accounting Standards
Board Statement Nos. 34 and 35, Basic Financial Statements-and Management'’s Discussion and Analysis for
State and Local Governments. The discussion has been prepared by management and should be read in
conjunction with the financial statements and the notes thereto which follow this section.

The State of Mississippi Institutions of Higher Learning System office was created in 1943 for the purpose of
overseeing and directing Mississippi’s eight public universities, as well as the University of Mississippi Medical
Center, various off-campus centers and multiple research institutes located throughout Mississippi. These
campuses serve a student population of approximately 69,900 and employ approximately 24,200 individuals,
including more than 5,200 faculty.

All but one of the pubic universities has established its own educational building corporation (EBC) in accordance
with Section 37-101-61 of the Mississippi Code Annotated of 1972. The main purpose of these corporations is
for the acquisition, construction and equipping of facilities and land for the various universities. In accordance
with Governmental Accounting Standards Board Statements No.’s 14 and 39, the EBC’s are deemed component
units of the System and are included as blended component units in their general-purpose financial statements.



Management’s Discussion and Analysis

The following is a list of abbreviations used throughout this financial report for the member universities of the
System:

= ASU -- Alcorn State University

= DSU -- Delta State University

= JSU -- Jackson State University

= MSU -- Mississippi State University

« MUW -- Mississippi University for Women

s MVSU -- Mississippi Valley State University

= UM -- University of Mississippi

s USM -- University of Southern Mississippi

= UMMC -- University of Mississippi Medical Center
= THL System Office -- Institutions of Higher Learning — Executive Office
* SYSTEM -- (Summary of all of the above)

Financial Highlights

The financial position of the System improved during fiscal year 2006. This fact is illustrated by the $109.8
million increase net assets (assets minus liabilities). Large portions of this improvement were due to increases in
capital assets, net of related debt, and Restricted, expendable net assets. The first category represents the
System’s equity in property, plant and equipment owned by the System. Restricted, expendable net assets
represent assets that are expended while under restrictions imposed by legislative requirements, donor
agreements, or grant requirements.

Despite tuition increases, enrollment has continued to increase for the System each year since 1994, IHL
management believes that this increase is indicative of the strong demand for a quality educational product at a
reasonable price. Other revenue sources such as federal, state and private grants and contracts have remained
stable at some institutions and increased at most. Fiscal year 2006 also saw continued improvements in equity
markets and investment returns. The System’s efforts to create self-generated funds, control costs, and eliminate
expenditures on some non-core essential activities allowed the institutions to generate sufficient resources to meet
and sometimes even exceed budgeted goals.

Total operating revenues increased from the prior fiscal year by $129.0 million, while operating expenses
increased by $143.9 million. Overall, the System had an operating loss of $610.3 million at June 30, 2006. This
represented a $14.9 million increase in the net operating loss over the prior year. Non-operating and other
revenues and expenses netted out to a gain of $747.4 million. Of course this included $594.8 million of state
appropriation revenues which are considered non-operating per GASB guidance. Overall, the IHL System
experienced a net gain of $137.1 million for Fiscal Year 2006. This figure represented a $52.5 million increase
over the prior year’s overall net gain.

Net assets, which represent the residual interest in the System’s assets after liabilities are deducted, increased by

$109.8 million 4.9% from the prior fiscal year to $2.34 billion. Shown on the next page is a chart illustrating the
composition of the System’s net assets as of June 30, 2006.
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Management’s Discussion and Analysis

Composition of 2006 Net Assets (millions)
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Unrestricted net assets are reflected at $432.0 million. The major components of this total are the University of
Mississippi Medical Center with $111.3 million, the University of Mississippi with $122.8 million, Mississippi
State University with $87.8 million, and the University of Southern Mississippi with $62.5 million.

Overview of the Financial Statements

The System’s financial report consists of two sections- Management’s Discussion and Analysis, which is required
supplementary information (this section), and the basic financial statements including the notes to the financial
statements. The basic financial statements consist of the Statement of Net Assets, the Statement of Revenues,
Expenses, and Changes in Net Assets, and the Statement of Cash Flows.

Basic Financial Statements

The basic financial statements present information for the System as a whole. The Statement of Net Assets
presents the financial position of the System at the end of the fiscal year and includes all assets and liabilities of
the System. The difference between total assets and total liabilities is one measure of the System’s financial
health or position, while the change in net assets is a useful indicator of whether the financial condition of the
System is improving or deteriorating. Over time, increases or decreases in the System’s net assets can be useful
in assessing whether its financial health is improving.



Management’s Discussion and Analysis

The Statement of Revenues, Expenses and Changes in Net Assets presents the operating results of the System, as
well as non-operating revenues and expenses. In general terms, operating revenues are received for providing
goods and services to the various customers and constituencies of the System. Operating expenses are those
incurred to acquire or produce the goods and services provided in return for the operating revenues. Non-
operating revenues are those received for which goods and services are not provided as an exchange transaction.
For example, state appropriation revenues are classified as non-operating because the State Legislature provides
them, without the Legislature receiving commensurate goods or services in return. Due to this classification
treatment, the System’s financial statements typically depict an overall operating loss. Other revenue sources
include gifts, grants and appropriations restricted for capital purposes.

The Statement of Cash Flows provides another perspective on the System’s results of operations. This statement
provides detailed information about the cash sources and uses of the System. Additional details concerning this

statement are explained later in this report.

Other non-financial factors such as enrollment trends and the condition of the physical plant are also useful in
evaluating the overall financial health of the System.

Statement of Net Assets

Net assets are divided into three major categories:

= Invested in capital assets, net of related debt — represents the System’s equity in property, plant and
equipment owned by the System.

» Restricted net assets — represent those assets that are not available for spending as a result of legislative
requirements, donor agreements, or grant requirements.

» Unrestricted net assets — represent those assets that are available to the System for any lawful purpose.
From the data presented, readers of the Statement of Net Assets are able to determine the following:

o the assets available to continue the operations of the System

e the liabilities of the System which include the amount owed vendors and lending institutions, and

o the net assets that are available for expenditure by the System
Current assets total $656.8 million and consist primarily of cash and cash equivalents, short-term investments and
net receivables. Short-term investments increased sharply due to newly begun, major construction projects at
JSU. Current assets increased a total of $18.0 million, or 2.8% over the prior year-end. Approximately $9.7
million of this increase was related to third-party hospital patient receivables at UMMC. Cash, cash equivalents,

and short-term investments constitute 53% of current assets, while accounts receivable constitute 39% of current
assets. Most of these receivables are amounts due from contracts and grants.
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Management’s Discussion and Analysis

Current liabilities total $212.7 million and consist primarily of accounts payable and accrued liabilities, and
deferred revenues. Deferred revenues include advance receipts for athletic ticket sales, tuition, fees, and student
housing. Current liabilities increased $27.7 million, or 15.0% over the prior year-end. A large portion of that
increase was recognized at the MUW, where a $4.2 million liability was established at year-end to recognize a
financial obligation for pending construction projects.

Non-current assets total $2.55 billion and include capital assets of $1.96 billion. Other non-current assets include
cash and investments that are restricted externally by endowment arrangements $152.5 million or internally by
management so as to maximize investment earnings $353.4 million. In comparison to the prior year-end, non-
current assets increased by $198.4 million at June 30, 2006. The majority of this increase was seen in the area of
capital assets $160.6 million. Specifically, the IHL System’s buildings inventory increased in value by a total of
$170.9 million in Fiscal Year 2006. (see the Capital Asset section of this report for additional information)

Non-current liabilities are those liabilities due and payable more than twelve months from June 30, 2006, the date
of the Statement of Net Assets. Non-current liabilities total $651.1 million. The largest component includes
principal amounts of revenue bonds payable, notes payable, and capital lease obligations with contractual
maturities greater than one year $507.2 million. Bonded liabilities experienced a $74.4 million increase due to in
large part to a $59 million bond issuance made by MSU for the construction of student residence halls and other
campus building projects; Other non-current liabilities of significance include estimated amounts for accrued
compensated absences that will not be paid within the next fiscal year $62.6 million; and contingent obligations to
the federal government’s Perkins loan program.

Restricted non-expendable net assets total $94.0 million and consist of endowment and similar type funds, which
donors or other outside sources have stipulated, as a condition of the gift instrument, that the principal is to be
maintained intact and invested for the purpose of producing income that may either be expended or added to
principal.

Restricted expendable net assets total $368.7 million and include resources that the System is legally or
contractually obligated to spend in accordance with restrictions imposed by external third parties.

13



Management’s Discussion and Analysis

A summarized listing of the System’s assets, liabilities and net assets at June 30, 2006 and June 30, 2005, is

shown below.

Assets
Current assets
Capital assets
Other assets

Total assets

Liabilities

Current liabilities

Total liabilities

Net Assets

net of debt

Unrestricted

Total net assets

Non-current liabilities

Invested in capital assets,

Restricted - nonexpendable

Restricted - expendable

Statement of Net Assets

As of Percent

June 30, 2005 June 30, 2006 Change Change
$ 638,844,730 $ 656,833,584 $ 17,988,854 2.8%
$ 1,795,483,038 $ 1,956,083,827 $ 160,600,789 8.9%
$ 556,368,840 $ 594,167,506 $ 37,798,666 6.8%
$  2,990,696,608 $ 3,207,084,917 $ 216,388,309 7.2%
$ 185,049,665 $ 212,749,407 $ 27,699,742 15.0%
$ 572,195,621 $ 651,113,360 $ 78,917,739 13.8%
$ 757,245,286 $ 863,862,767 $ 106,617,481 14.1%
$ 1,398,895,201 $ 1,448,783,468 $ 49,888,267 3.6%
$ 87,858,331 $ 93,962,884 $ 6,104,553 6.9%
$ 328,029,611 $ 368,727,858 $ 40,698,247 12.4%
$ 418,668,179 $ 431,747,940 $ 13,079,761 3.1%
$ 2,233,451,322 $ 2,343,222,150 $ 109,770,828 4.9%
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Management’s Discussion and Analysis

Statement of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets (SRECNA) displays information on how the
System’s assets changed as a result of current year operations. This statement presents the System’s revenues
received and expenses incurred, as well as any other gains or losses for the fiscal year.

The System’s consolidated SRECNA at June 30, 2006 indicates a net operating loss of $610.3 million. The fiscal
year 2006 loss represents an increase in the net operating loss from the prior year by $14.9 million. The net loss

does not include the 2006 effects of non-operating items such as state appropriations, gifts, or net investment

earnings.

Statement of Revenues, Expenses and Changes in Net Assets

Operating revenues
Operating expenses
Operating income (loss)

Non-operating revenues (expense)

Income (loss) before other revenues,

expenses, gains or losses

Other revenues, expenses,
gains or losses

Increase in net assets

Net assets at beginning of the
year - restated

Net assets at the end of the year

For the Year Ended
June 30, 2005 June 30, 2006 Change

$ 1,447,526,178 $ 1,576,533,654 $ 129,007,476
$ 2,043,001,535 $ 2,186,872,209 $ 143,870,674

(595,475,357) $ (610,338,555) $ (14,863,198)
$ 609,400,602 $ 635,534,145 $ 26,133,543
$ 13,925,245 $ 25,195,590 $ 11,270,345
$ 70,658,684 $ 111,882,717 $ 41,224,033
$ 84,583,929 $ 137,078,307 $ 52,494,378
$ 2,148,867,393 $ 2,206,143,843 $ 57,276,450
$ 2,233,451,322 $ 2,343,222,150 $ 109,770,828

Percent

Change
8.9%

7.0%
2.5%

4.3%

80.9%

58.3%

62.0%

2.7%

4.9%
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Management’s Discussion and Analysis

Operating Revenues

Operating revenues for the System totaled $1.58 billion at June 30, 2006 Major components of operating

revenues are UMMC patient care revenues 27.6%, grants and contracts 38.7%, and net tuition and fees 17.6%.
The following table summarizes the System’s operating revenues for the fiscal years ended

June 30, 2006, and June 30, 2005.

Tuition and Fees (net)

Grants and Contracts

Federal Appropriations

Sales and Services of educational
Departments

Auxiliary Enterprises (net)

Patient Care revenues

Other

Total Operating revenues

Operating Revenues

For the Year Ended Percent

June 30, 2005 June 30, 2006 Change Change

$ 281,294,165 $ 276,721,475 $ (4,572,690) -1.6%
$ 539,873,748 $ 609,506,852 $ 69,633,104 12.9%
$ 13,574,507 5 12,982,886 $ (591,621) -4.4%
$ 42,772,613 5 43,090,805 5 318,192 0.7%
$ 128,087,176 $ 138,367,909 $ 10,280,733 8.0%
$ 388,387,725 $ 435,228,333 $ 46,840,608 12.1%
$ 53,536,244 5 60,635,394 $ 7,099,150 13.3%
$ 1,447,526,178 $ 1,576,533,654 $ 129,007,476 8.9%

Net tuition and fee revenues decreased $4.6 million in fiscal year 2006, 1.6% decrease. A closer examination of
these numbers shows a $20.0 million increase in gross tuition revenues, but a $24.6 million increase in
scholarship allowances (which are netted against gross tuition revenues).

Externally sponsored grants and contract revenue increased $69.6 million in fiscal year 2006, 12.9% increase.
Continued emphasis in the fields of research and fundraising characterize the activities of all of the System’s
institutions. In addition, the IHL System received the first half of a $90.0 million special federal appropriation for
Hurricane Katrina relief. The second half of this appropriation will be realized in Fiscal Year 2007.

The University of Mississippi Medical Center’s net patient care revenues increased $46.8 million in fiscal
year 2006, 12.1% increase. More specifically, net disproportioned share revenues increased $26.6 million
and the net upper payment limit revenues increased $16.8 million during the year.

16




Management’s Discussion and Analysis

Operating Expenses

Total operating expenses for the System amounted to $2.19 billion for the year ended June 30, 2006. Personnel
costs represented 53.3% of all operating expenses and were the largest component. Other major components were
contractual service expenses 19.2%, commodities 9.9%, and scholarships and fellowship expenses 8.1%. Shown
in the table below is a summary of the System’s operating expenses (by major object category) for the fiscal years
ended June 30, 2006, and June 30, 2005.

Operating Expenses
By Major Object Category For the Year Ended Percent
June 30, 2005 June 30, 2006 Change Change
Salaries and wages $ 916,776,416 $ 924,632,581 $ 7,856,165 0.9%
Fringe benefits $ 233,720,207 $ 242,620,116 $ 8,899,909 3.8%
Travel $ 35,984,075 $ 38,518,473 $ 2,534,398 7.0%
Contractual services $ 383,753,845 $ 420,709,600 $ 36,955,755 9.6%
Utilities $ 53,980,110 $ 74,780,624 $ 20,800,514 38.5%
Scholarships and fellowships $ 121,945,811 $ 178,253,050 $ 56,307,239 46.2%
Commodities $ 214,383,798 $ 216,370,655 $ 1,986,857 0.9%
Depreciation $ 80,304,106 $ 86,381,413 $ 6,077,307 7.6%
Other $ 2,153,167 $ 4,605,697 $ 2,452,530 113.9%
Total Operating expenses $ 2,043,001,535 $ 2,186,872,209 $ 143,870,674 7.0%

System contractual services increased $36.95 million in FY 2006, At MSU, renovations and landscaping costs on
campus facilities increased $12.4 million. At MUW, the facilities and plant maintenance function was outsourced
during FY 2006. In 2006, these costs were shifted from salaries and wages into contractual services (as payments
to the outsourcing vendor). This shift in classification increased MUW’s contractual services by over $2.4
million. Increased grant related costs resulted in overall increase of $4.0 million in contractual services at USM.
The IHL System Office’s contractual service costs increased over $3.3 million in FY 2006. The majority of these
costs were incurred by their grant related projects (Ayers Summer Development, Gear Up, Medicaid and MCVS).

Campus utility costs increased over $20.8 million in FY 2006. This was a direct result of higher electrical and
natural gas rates. Most campuses experienced a 30% plus increase in their utility costs.

17



Management’s Discussion and Analysis

System scholarship and fellowship expenditures increased approximately $56.3 million in FY 2006. This is
primarily a result of the System’s decision to increase tuition rates by an average of 4.9%. In addition, each
campus increased their room and board fees by an average of 4% to 8% in FY 2006. As these student costs
increased, the cost of necessary institutional student aid increased. Institutional student aid discount rates were
approximately 14% for the year. This means that on average, for every dollar earned in tuition, the System’s
institutions waive or scholarship 14 cents. Therefore if tuition rates increase during a given period, the
corresponding waivers and scholarships will naturally also increase.

As an alternative presentation model, the System’s fiscal year 2006 operating expenses are shown below by major
function category. Functional classifications are the traditional categories that universities have used. They
represent the type of programs and services that the universities provide. For example, funds utilized to
compensate a classroom professor or provide classroom materials would be classified as instruction.

Operating Expenses

By Function For the Year Ended Percent

June 30, 2005 June 30, 2006 Change Change
Instruction $ 458,630,103 $ 444,826,517 $ (13,803,586) -3.0%
Research $ 274,166,322 $ 282,439,348 $ 8,273,026 3.0%
Public service $ 125,089,451 $ 119,447,105 $ (5,642,346) -4.5%
Academic support $ 99,260,310 $ 106,967,895 $ 7,707,585 7.8%
Student services $ 53,616,084 $ 57,923,571 $ 4,307,487 8.0%
Institutional support $ 188,907,910 $ 210,706,209 $ 21,798,299 11.5%
Operations & Maintenance of Plant  $ 104,366,363 $ 122,838,408 $ 18,472,045 17.7%
Student aid $ 124,465,913 $ 181,032,614 $ 56,566,701 45.4%
Auxiliary enterprises $ 135,978,864 $ 147,058,926 $ 11,080,062 8.1%
Depreciation $ 80,020,022 $ 86,095,781 $ 6,075,759 7.6%
Hospital $ 383,058,049 $ 407,973,740 $ 24,915,691 6.5%
Other $ 15,442,144 $ 19,562,095 $ 4,119,951 26.7%
Total Operating expenses $ 2,043,001,535 $ 2,186,872,209 $ 143,870,674 7.0%

The Instruction, Research and Public Service functions are typically analyzed together as they represent an
institution’s core service. The combination of these three functions equaled $846.7 million in fiscal year 2006.
This figure represented an $11.2 million decrease from the prior year 1.3% decrease.

Institutional Support costs included executive management, general administration and logistical support services,
computing, public relations and development. These costs increased $21.8 million in FY 2006, 11.5% increase.

Operations and Maintenance of Plant costs are typically those associated with the physical plant. Examples

would include campus utilities and fire and security services. For fiscal year 2006, these expenditures increased
$18.5 million 17.7%. As mentioned earlier, higher utility rates drove a large portion of this increase.
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Management’s Discussion and Analysis

Student Aid costs include tuition waivers, scholarships and fellowships awarded to students. These costs often

have multiple sources. Sources include federal and state student aid programs, private third-party scholarships;
and institutional grants. Student aid expenditures increased $56.6 million in fiscal year 2006 or 45.4%. A big

portion of this increase was a direct result of the $45.0 million received by the System from the federal
government for Hurricane Katrina relief efforts (student aid based).

Auxiliary enterprise costs include all expenditures associated with departments that primarily exist to furnish
goods or services to students, faculty, or staff and that charge a fee directly related to, aithough not necessarily

equal to, the cost of the goods and services. Auxiliary departments are required to be essentially self-supporting
activities. Examples are (1) Student housing, (2) Food Services, (3) Bookstores, and (4) Intercollegiate Athletics

that are essentially self-supporting. These auxiliary expenditures increased $11.1 million 8.1% in fiscal year

2006.

Capital Asset and Debt Administration
At June 30, 2006, the System had nearly $1.96 billion invested in a broad range of capital assets. These assets are
comprised of land, buildings and improvements, equipment, and library books. They are stated net of
accumulated depreciation. See the following table:

Capital assets not being depreciated

Depreciable capital assets:
Improvements other than buildings
Buildings
Equipment
Library Books

Total depreciable capital assets

Total cost of capital assets

Less accumulated depreciation

Capital assets, net

Capital Asset Summary

As of Percent

June 30, 2005 June 30, 2006 Change Change
$ 342,373,689 $ 347,936,160 $ 5,562,471 1.6%
3 156,027,336 5 169,796,865 $ 13,769,529 8.8%
$ 1,524,979.369 $ 1,695,919,837 $ 170,940,468 11.2%
b 440,563,514 $ 472,319,886 $ 31,756,372 7.2%
$ 252,711,341 3 266,744,457 $ 14,033,116 5.6%
$  2,374,281,560 $ 2,604,781,045 5 230,499,485 9.7%
2,716,655,249 $  2,952,717205 5 236,061,956 8.7%
(921,172,211) $  (996,633,378) $ (75,461,167) -8.2%
§ 1,795,483,038 $ 1,956,083,827 $ 160,600,789 8.9%

Non-depreciated capital assets totaled $347.9 million. Examples include land and construction in progress.
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Management’s Discussion and Analysis

Significant capital asset additions in fiscal year 2006 were for the following:

e Jobe Hall additions and Court of Governors renovations at DSU
e Continued construction in progress towards the Walter Payton Health and Wellness Center;

campus improvements to Dixon Hall and the Campbell College Suites at JSU

e Campus renovations of McCain Hall, Montgomery Hall, and Bowen Hall; Construction in

progress on Phase III of the Hand Chemical Lab; and renovations to Shira Field House at MSU

¢ Continued construction in progress towards the Pohl building and Stark Recreation Center

at MUW

e Purchase and renovation of the former Oxford, MS Walmart property (for future Research Park);
Continued campus renovations of Scruggs Hall; and continued construction in progress on the

Airport Runway Extension project at UM

e Completion of the new Thad Cochran Center; HVAC Project at Reed Green Coliseum; and the

addition of three significant land purchases for campus operations at USM
» Continued construction in progress toward the Guyton building expansion; and Phase [
improvements to the Campus Water System at UMMC

At June 30, 2006, the THL System had $695.7 million in long-term debt. This represented an $89.0 million
increase over the prior year-end. See the following table:

Bonds Payable

Notes Payable

Capital Lease Obligations
Accrued Leave Liabilities
Deposits Refundable
Other

Total long-term debt

Long-Term Debt Summary
As of Percent
June 30, 2005 June 30, 2006 Change Change
h 439,295,010 5 513,704,237 5 74,409,227 16.9%
h 4,403,233 5 4,045,302 5 (357,931) -8.1%
5 17,993,860 5 20,981,400 5 2,987,540 16.6%
$ 68,794,816 $ 70,267,487 $ 1,472,671 2.1%
] 2,653,626 5 2,835,971 $ 182,345 6.9%
A 73,514,938 5 83,851,612 $ 10,336,674 14.1%
5 606,655,483 5 695,686,009 5 89,030,526 14.7%

During FY 2006, MSU issued $59 million in bonds for the construction of student residence halls and
other campus building projects. Other long-term liabilities of significance include estimated amounts for
accrued compensated absences that will not be paid within the next fiscal year $70.3 million and capital

lease obligations $21.0 million.
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Management’s Discussion and Analysis

Statement of Cash Flows

The final statement presented by the System is the Statement of Cash Flows. This statement presents detailed
information about the cash activities of the institution during the year. The statement is divided into five parts.

The first part entitled “Cash Flows Activities from Operating™ shows the net cash used by the operating activities
of the System. The second section is entitled “Cash Flows Activities from Non-capital Financing”. The primary
source of these activities includes State Appropriations. The third section, entitled “Cash Flows Activities from

Capital and Related Financing” shows cash flows from the acquisition and construction of capital and related
items. The fourth section is entitled “Cash Flows Activities from Investing”. This section reflects cash flows

from investing activities and shows purchases, proceeds, and interest received from investing activities. The final

section contains a reconciliation of net cash provided (used) to the operating income (loss) reflected on the

SRECNA. A condensed Statement of Cash Flows is presented below.

Cash flows activities from:
Operating
Non-capital financing
Capital and related financing

Investing
Net increase (decrease) in cash & cash
equivalents

Cash and cash equivalents - Beginning of Year

Cash and cash equivalents - End of Year

Cash and cash equivalents classified as:
Current assets
Non-current assets

Total Cash and cash equivalents

Statement of Cash Flows

For the Year Ended Percent
June 30, 2005 June 30, 2006 Change Change
$ (515,443,840) $  (537,077,896) 3 (21,634,056) -4.2%
$ 621,228,788 3 646,636,668 5 25,407,880 4.1%
$ (73,724,096) $ (133,353,844) $ (59,629,748) 80.9%
5 (84,420,813) $ 71,474,059 $ 155,894,872 184.7%
$ (52,359,961} $ 47,678,987 $ 100,038,948 191.1%
$ 288,762,348 $ 236,402,387 $  (52,359,961) -18.1%
236,402,387 $ 284,081,374 $ 47,678,987 20.2%
$ 165,031,720 $ 190,967,697 $ 25,935,977 15.7%
$ 71,370,667 $ 93,113,677 $ 21,743,010 30.5%
236,402,387 $ 284,081,374 $ 47,678,987 20.2%

Major sources of funds included in operating activities for fiscal year 2006, were student tuition and fees
$277.5 million, grants and contracts $598.5 million, patient care services $430.6 million, and auxiliary
enterprises $138.7 million. Major uses of funds included in operating activities were payments for
employees’ salaries and benefits $1.16 billion, and to suppliers $666.7 million.
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Management’s Discussion and Analysis

Major sources of funds included in the non-capital financing activities for fiscal year 2006 include state
appropriations $590.1 million and gifts and grants received for purposes other than capital endeavors
$46.2 million,

Major sources of funds included in the capital and related financing activities section for fiscal year 2006
include proceeds from capital debt issuances $120.8 million. Major uses of funds in this section include
direct cash payments made for capital assets $225.5 million, and principal and interest payments made to
retire capital debt $69.2 million.

Subsequent Events and Other Operational Factors

In fiscal year 2007, the University of Mississippi issued $21.365 million of EBC revenue bonds to finance
several infrastructure and building projects.

Fiscal Year 2007 state legislative appropriations increased $89.4 million over the FY 2006 levels. This
represented a 15.7% increase. The majority of this increase was utilized to award an average five percent
salary and wage increase for [HL employees.

The IHL System raised undergraduate student tuition an average of 6.4% beginning with the fall, 2006
semester. New tuition revenues were primarily used to cover the large increases in utility costs that each
campus experienced during the 2006 and 2007 fiscal years.

Fall 2006 ITHL System enrollment levels (fiscal year 2007) increased approximately one percent over the
prior year period. This marked the eleventh consecutive year that the System’s total headcount
enrollment has increased.

Economic Outlook

The overall financial position of the System strengthened during fiscal year 2006. As the state continues
its recovery from the devastating impact of Hurricane Katrina, revenue streams remain secure and steady.
Management at each institution has adapted to this economic environment and continues to search for
new opportunities to compliment state support. The System’s goal, as always, is to deliver extraordinary
services to their customers and constituents while maintaining financial integrity. It is believed that the
current economic conditions will continue to present a challenge to higher education across the nation and
it is a challenge the institutions are prepared to meet.
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STATE OF MISSISSIPPL INSTITUTIONS OF HIGHER LEARNING

Statement of Net Assets
For the Year Ended June 30, 2006

Assets
Current Assets:
Cash and cash equivalents by 190,967,657
Short-term investments 158,863,846
Accounts receivable, net 253,646,286
Student notes receivable, net 11,079,501
Inventories 21,067,138
Prepaid expenses 11,057,472
Other current assets 10,151,644
Total Current Assets 656,833,584
Noncurrent Assels;
Restricted cash and cash equivalents 93,113,677
Restricted shori-term investments 10,922 965
Endowment investments 152,502,435
Other long-term investments 249,371,116
Student notes receivable, net 88,172,330
Capital assets:
Land, construction in progress and livestock 347,936,160
Other capital assets, net 1,608,147,667
Other noncurrent assets 84,983
Total Noncurrent Assets 2,550,251.333
Total Assets 3,207,084,917
Liabilitics
Current Liabilities:
Accounts payable and accrued liabilities 104,184,409
Deferred revenues 42,328,526
Accrued leave liabililies - current portion 7,626,119
Long-term liabilities - current portion 31,549,895
Other current liabilities 27,060,458
Total Current Liabilities 212,749,407
Noncurrent Liabilities:
Deposits refundable 2,815,336
Accrued leave liabilities 62,641,368
Long-term liabilities 507,181,044
Other long-term liabilities 78,475,612
Total Noncurrent Liabilities 651,113,360
Total Liabilities 863,862,767
Net Assets
Invested in capital assets, net of related debt 1,448,783,468
Restricted for:
Nonexpendable:
Scholarships and fellowships 29,994,610
Research 4,846,743
Other purposes 59,121,491
Expendablc:
Scholarships and fellowships 40,435,728
Research 42,382,102
Capital projects 149,160,670
Debt service 19,922,171
Loans 35,335,820
Other purposes 81,491,367
Unrestricted 431,747,940
Total Net Assets $ 2,343,222,150

The notes to the financial statements are an integral part of this statement.
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MISSISSIPPI STATE UNIVERSITY FOUNDATION, INC.

Statements of Financial Position

June 30, 2006 and 2005
Assets 2006 2005
Cash $ 2,592,696 1,028,074
Accrued interest, other receivables and prepaid assets 1,129,582 1,290,535
Receivable from MSU Alumm Foundation 529,254 21,827
Receivable from Mississippi State University — 1,176,128
Receivable from MSU Alumni Associalion 64,502 —
Note receivable (note 4) 438,031 476,591
Pledges receivable, net (note 3) 27,655,789 16,968,492
Investments (note 2) 197,160,624 171,774,383
Present value of amounts due from externally
managed trusts 50,223,981 38,336,881
Unamortized bond issuance costs 67,564 79,147
Land, buildings and equipment {note 5) 11,491,014 12,383,167
Total assets $ 291,353,037 243,535,225
Liabilities and Net Assets
Liabilities:
Accounts payable and accrued liabilities b} 1,123,457 1,063,916
Payable to MSU Alumni Association = 129,459
Annuities payable 3,070,390 3,096,882
Liability for amounts held for others 713,516 668,145
Long-term debt (note 6) 6,491,962 7,139,107
Total liabilities 11,399,325 12,097,509
Net assets:
Unrestncted 27,455,484 17,453,832
Temporarily restricted (note 7) 61,234,349 51,373,812
Permanently restricted (note 7) 191,263,879 162,610,072
Total net assets 279,953,712 231,437,716
Commitments (note 9)
Total liabilities and net assets $ 291,353,037 243,535,225

See accompanying notes to financial statements.
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Cash and cash equivalents

THE UNIVERSITY OF MISSISSIPPI FOUNDATION

Statements of Financial Position
June 30, 2006 and 2005

Assets

Pledges receivable, less allowance for doubtful pledges
of $2,809,744 in 2006 and $2,635,043 in 2005

Investments:

Certificates of deposit

Mutual funds - Fixed Income

Mutual funds - Equity
Equity investments

Other

Total investments

Property and equipment, net

Other assets

Total assets
Liabilities and Net Assets

Funds held in trust for others $

Other liabilities
Total liabilities

Net assets:

Unrestricted
Temporarily restricted
Permanently restricted

Total net assets
Total Iiabilities and net assets $

See accompanying notes to financial statements.
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2006 2005
6,499,564 4,107,171
25,981,770 25,020,709
755,016 755,016
27,883,454 18,928,921
224,719,359 216,714,712
115,958 470,614
6,206,712 13,149,487
259,680,499 250,018,750
3,187,107 2,124,369
1,729,635 666,552
297,078,575 281,937,551
21,088,359 19,810,795
3,855,908 4,880,820
24,944,267 24,691,615
3,922,345 3,405,887
46,829,276 37,896,191
221,382,687 215,943,858
272,134,308 257,245,936
297,078,575 281,937,551




THE UNIVERSITY OF SOUTHERN MISSISSIPPI FOUNDATION
Statements of Financial Position
June 30, 2006 and 2005

Assets 2006 2005
Cash and cash equivalents b 6,957,700 2,733,103
Accrued interest 164,160 84,417
Prepaid assets and other receivables 60,220 83,317
Advances to University of Southerm Mississippi — 542,924
Pledges receivable, net (note 3) 12,918,141 8,102,095
Investments (note 2) 49,920,347 43,649,623
Present value of amounts due from extemnally
managed trusts (note 4) 3,945,473 4,260,203
Furniture and equipment, net (note 5) 28,870 41,912
Total assets $  73,994911 59,497,594

Liabilities and Net Assets
Liabilities:

Accounts payable $ 1,150,478 325,005
Amounts due to brokers 713,840 —
Gift annuities payable 458,277 602,596
Liability for amounts held for others 67,202 523,495
Total liabilitics 2,389,797 1,451,096
Net assets:
Unrestricted 3,356,527 2,805,943
Temporarily restricted (note 6) 28,731,277 18,952,194
Permanently restricted (note 7) 39,517,310 36,288.361
Total net assets 71,605,114 58,046,498
Commitments (note 10)
Total liabilities and net assets $ 73,994,911 59,497,594

See accompanying notes to financial statements,

28



Statement of Revenues, Expenses and Changes in Net Assets
For the Year Ended June 30, 2006

Operating Revenues:
Tuition and fees
Less: Scholarship allowances
Federal appropriations
Federal grants and contracts
State grants and contraets
Nongovernmenial grants and contracts
Sales and services of educational departments
Auxiliary enterprises:
Student housing
Food services
Bookstore
Athletics
Other auxiliary revenues
Less: Auxiliary enterprise scholarship allowances
Interest eamned on loans to students
Patient care revenues
Other operating revenugs
Total Operating Revenues

Operating Expenses:
Salaries end wages
Fringe benefits
Travel
Contractual services
Utilities
Scholarships and fellowships
Commodities
Depreciation
Other operating expense

Total Operating Expenses

Operating Income (Loss)

Nonoperating Revenues (Expenses):
Statc appropriations
Gifts and grants
Investment income, net of investment expense
[nterest expense on capital asset-refated debt
Other nonoperating revenues
Other nonoperating expenses

Total Net Nonoperating Revenues (Expenses)

Income {Loss} before Other Revenues, Expenses, Gains and Losses

Capital grants and gifts

State appropriations restricted for capital purposes

Additions to permanent endowments

Net gain from impairment loss due to insurance recoveries

Other additions

Other delctions

Special item: contingent loss

Change in Net Assets

Net Assets - Beginning of Year, as Originally Reported
Pricr period adjustments

Net Assets - Beginning of Ycar, as Restated

Net Assets - End of Year

The notes to the financial statcments are an integral part of this statement.
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377,853,680
(101,132,205)
12,982,886
477,023,806
52,632,011
79,851,035
43,090,805

48,080,538
21,392,839
6,565,088
47,916,416
24,250,230
(9,837,802)
837,206
435,228,333
59,798,188

1,576,533,654

924,632,581
242,620,116
38,518,473
420,709,600
74,780,624
178,253,050
216,370,655
R6,381,413
4,605,697

2,186,872,209

(610.338,555)

594,849,919
43,205,970
26,476,397

(18,097.809)
5,842,108
(16,742,440

635,534,145

25,195,590

45,608,381
61,262,663
2,793,741
7,517,043
11,120,691
(15,434,848)
(984,954)

137,078,307

2,233.451,322

(27.307.479)

2,206,143,843

2,343.222,150




MISSISSIPPI STATE UNIVERSITY FOUNDATION, INC.
Statement of Activities
Year ended June 30, 2006

Revenues and suppost:
Contributions $
Net investment income (note 2)
Change in value of split interest agreements
Other
Net assets released from restrictions

Total revenues and support

Expenditures:
Program services:
Contributions and support for Mississippi
State University
Contributions and support for MSU
Alumni Association

Total program services

Supporting services:
General and administrative
Fund raiging

Total supporting services

Total expenditures

Increase in net assets
Net assets at beginning of year

Net assets at end of year $

See accompanying notes ta financial statements.

N Temporarily Permanently

Unrestricted restricted restricted Total
8,001,657 15,929,178 19,599,064 43,529,899
10,993,803 6,648,096 111,642 17,753,541
— 6,779,083 8,740,036 15,519,119
2,024,660 1,006,058 — 3,030,718
20,298,813 (20,501,878) 203,065 —
41,318,933 9,860,537 28,653,807 79,833,277
25,631,242 — — 25,631,242
600,000 — — 600,000
26,231,242 — — 26,231,242
2,657,780 —_ — 2,657,780
2,428,259 — — 2,428,259
5,086,039 — — 5,086,039
31,317,281 — — 31,317,281
10,001,652 9,860,537 28,653,807 48,515,996
17,453,832 51,373,812 162,610,072 231,437,716
27,455,484 61,234,349 191,263,379 279,953,712
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MISSISSIPPI STATE UNIVERSITY FOUNDATION, INC.

Statement of Activities

Year ended June 30, 2005
Temporarily Permanently
Unrestricted restricted restricted Total
Revenues and support:
Contributions 3 3,765,889 6,342,729 17,077,049 27,185,667
Net investment income (note 2) 7,495,520 5,358,942 381,373 13,235,835
Change in value of split interest agreements — 2,140,751 3,859,190 5,999,941
Other 2,206,912 248.296 -— 2,455,208
Net assels released from restrictions 12,161,421 (12,481,177) 319,756 —
Total revenues and support 25,629,742 1,609,541 21,637,368 48,876,651
Expenditures:
Program services:
Contributions and support for Mississippi
State University 15,861,494 — — 15,861,494
Contributions and suppori for M5U
Alumni Association 635,821 — — 635,821
Total program services 16,497,315 — — 16,497,315
Supporting services:
General and administrative 2,470,299 - — 2,470,299
Fund raising 2,123,070 — — 2,123,070
Total supporting services 4,593,369 — —_ 4,593 36%
Total expenditures 21,090,684 — — 21,090,684
Increase in net assets 4,539,058 1,609,541 21,637,363 27,785,967
Net assels at beginning of year 12,914,774 49,764,271 140,972,704 203,651,749
Net assets at end of year $ 17,453,832 51,373,812 162,610,072 231,437,716

See accompanying notes to financial slatements.
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THE UNIVERSITY OF MISSISSIPPI FOUNDATION
Statement of Activities
Year ended June 30, 2006

Temporarily Permanently

Unrestricted restricted restricted Total
Revenues:
Contributions, gifts, and bequests b 202,995 22,007,444 5,438,829 27,649,268
Investment and other income 2,579,528 7,680,356 — 10,259,884
Net unrealized and realized gains
on investments — 11,490,109 — 11,490,109
Net realized loss from disposition
of real estate investments — (2,252,870) -— (2,252,870)
Total revenues 2,782,523 38,925,039 5,438,829 47,146,391
Net assets released from restrictions 29,991,954 (29,991,954) — —
Expenses:
Support for University activities 29,908,190 — — 29,908,190
General and administrative expenses 1,335,158 — 1,335,158
Fundraising expenses 1,014,671 — — 1,014,671
Total expenses 32,258,019 — — 32,258,019
Change in net assets 516,458 8,933,085 5,438,829 14,888,372
Net assets, beginning of year 3,405,887 37,896,191 215,943,858 257,245,936
Net assets, end of year $ 3,922,345 46,829,276 221,382,687 272,134,308

See accompanying notes to financial statements.
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THE UNIVERSITY OF MISSISSIPPI FOUNDATION

Revenues:
Contributions, gifts, and bequests
Investment and other income
Net unrealized and realized gains (loss)
on investments
Net reatized loss from disposition
of real estate investments

Total revenues
Net assets released from restrictions

Expenses:
Support for University activities
General and administrative expenses
Fundraising expenses

Total expenses
Change in net assets
Net assets, beginning of year
Net assets, end of year

Statement of Activities
Year ended June 30, 2005

Temporarily Permanently
Unrestricted restricted restricted Total
$ 276,653 11,112,211 6,677,784 18,066,648
1,406,571 5,003,675 — 6,410,246
(1,000) 8,263,026 — 8,262,026
— (913,670) — (913,670)
1,682,224 23,465,242 6,677,784 31,825,250
19,614,886 (19,614,886) — —_
23,149,612 — — 23,149,612
843,757 — — 843,757
866,783 — — 866,783
24,860,152 — — 24,860,152
(3,563,042) 3,850,356 6,677,784 6,965,098
6,968,929 34,045,835 209,266,074 250,280,838
$ 3,405,887 37,896,191 215,943,858 257,245,936

See accompanying notes to financial statements.
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THE UNIVERSITY OF SOUTHERN MISSISSIPPI FOUNDATION

Statement of Activitics

Year ended June 30, 2006

Temporarily Permanently
Unrestricted restricted restricted Total
Revenues, gains and other support:
Contributions $ 1,591,736 11,138,599 1,553,462 14,283,797
Net investment income (note 2) 1,054,620 4,146,344 1,514,329 6,715,293
Change in value of split interest agreements — (1,982) (64,984) (66,966)
Other 36,411 31,583 114,133 182,127
Change in restriction by donor 5,300 (117,309) 112,009 —
Net assets released from restrictions 5,418,152 (5,418,152) — —
Total revenues, gains and
other support 8,106,219 9,779,083 3,228,949 21,114,251
LCxpenses:
Program services:
Contributions and support for The
University of Southern Mississippi 5,609,796 — — 5,609,796
Total program services 5,609,796 — — 5,609,796
Supporting services:
General and administrative 1,153,589 _ — 1,153,589
Fund raising 792,250 —_ — 792,250
Total supporting services 1,945,839 — — 1,945,839
Total expenses 7,555,635 — — 7,555,635
Increase in net assets 550,584 9,779,083 3,228,949 13,558,616
Net assets at beginning of year 2,805,943 18,952,194 36,288,361 58,046,498
Net assets at end of year 5 3,356,527 28,731,277 39,517,310 71,605,114

See accompanying notes to financial statements.
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THE UNIVERSITY OF SOUTHERN MISSISSIPPI FOUNDATION

Statement of Activities
Year ended Junc 30, 2005

Temporarily

Permanently

Unrestricted restricted restricted Total
Revenues, gains and other support:
Contributions S 1,496,832 6,352,349 1,510,992 9,360,173
Net investment income (note 2) 828,990 1,333,628 164,539 2,327,157
Change in value of split interest agreements — 6.013 310,726 316,739
Other (31,889) 48,251 132,226 148,588
Change in restriction by donor (29,923) 17,224 12,699 —
Net assets released from restrictions 4,723,554 (4,723,554) — —
Total revenues, gains and
other support 6,987,564 3,033,911 2,131,182 12,152,657
Expenses:
Program services:
Contributions and support for The
University of Southern Mississippi 4,794,668 — — 4,794,668
Total program services 4,794,668 — — 4,794,668
Supporting services:
General and administrative 1,050,710 — — 1,050,710
Fund raising 729,143 —_ —_ 729,143
Total supporting services 1,779,853 — — 1,779,853
Total expenses 6,574,521 — — 6,574,521
Increase in net assets 413,043 3,033,911 2,131,182 5,578,136
Net assets at beginning of year 2,392,900 15,918,283 34,157,179 52,468,362
Net assets at end of year S 2,805,943 18,952,194 36,288,361 58,046,498

See accompanying notes to financial statements.
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STATE OF MISSISSIPPI INSTITUTIONS OF HIGHER LEARNING

Statement of Cash Flows
For the Year Ended June 30, 2006

Cash Flows from Opcrating Activities:

Tuition and fees § 277475978
Grants and contracts 598,455,834
Sales and services of educational departments 46,570,839
Payments to suppliers (666,651,367)
Payments to employees for salaries and benefits {1,163,275,256)
Payments for utilities (73,054,620)
Payments for scholarships and fellowships (180,953,150)
Loans issued to students and employees (17,704,540)
Collections of loans lo students and employees 16,000,038
Auxiliary enterprisc charges:
Student housing 43,362,599
Food services 21,155,075
Bookstore 6,629,156
Athletics 47,311,146
Other auxiliary enterprises 20,234,971
Patient care services 430,606,431
Interest eamed on loans to students §67.421
Qther receipts 65,593,548
Othcr payments (9,701,999)
Net Cash Provided (Used) by Operating Activities (537,077,896)
Cash Flows from Noncapital Financing Activities:
State appropriations 590,079,702
Gifts and grants for other than capital purposes 46,184,584
Private gifis for endowment purposes 3,674,660
Federal loan program receipts 237,879,095
Federal loan program disbursements (235,073,688)
Qther sources 7,375,985
Other yses (3.483.670)
Net Cash Provided (Used) by Noncapital Financing Activities 646,636,668
Cash Flows from Capital and Related Financing Activities:
Proceeds from capital debt 120,802,400
Cash paid for capital assets (225,502,464)
Capital appropriations received 33,097,414
Capital grants and contracts received 31,879,174
Proceeds from sales of capital assets 2,691,989
Principal paid on capital debt and leases (53,353,900}
Interest paid on capital debt and leases (15,839,24))
Other sources 8,029,694
Other uses (35.158,908)
Net Cash Provided (Used) by Capital and Related Financing Activitics {133,353,844)
Cash Flows from Investing Activities:
Proceeds from sale and maturities of investments 251,033,793
Interest received on investments 24,238,303
Purchases of investments (203,798,037
Net Cash Provided (Used) by Investing Activilies 71,474,059
Nel Increasc {Decrease) in Cash and Cash Equivalents 47,678,987
Cash and Cash Equivalents - Beginning of the Year 236,402,387
Cash and Cash Eqguivalents - End of the Year § 284,081,374

The notes to the financial statements are an integral part of this statement.
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Reconciliation of

Operating income

STATE OF MISSISSIPPT INSTITUTIONS OF HIGHER LEARNING

Statement of Cash Flows
For the Year Ended June 30, 2006

Operating Ineome (Loss) to Net Cash Provided (Used) by Operating Activities

(loss)

Adjustments (o reconeile net income (loss) to net cash provided (used) by operating activities:
Depreciation expense

Other

Changes in assets and liabilitics:
Increase (decrease) in assets:

Receivables
Inventories

, net

Prepaid expenses

Other assets

Inerease {decrease) in liabilities:
Accounts payable and accrued liabilities
Deferred revenue
Deposils refundable
Accrued leave liability

Loans to stu
Other liabili

Tolal adjustments

dents and employees
ties

Net Cash Provided (Used) by Operating Activities

Non-cash Capital

Related Financing and Investing Activitics;

New capital leases

Bureau of Buil
Daonations of ¢
Unrealized gai
Net gain from

dings and Grounds construction in progress
apital assets

n/toss on fair value of investments
impairment loss due to insurance recoveries

The notes to the financial statements are an integral part of this statement,
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§_(610.338.535

86,381,413
(1,275,741)

(13.763210)
(1,085.495)
(2,872,900)
(9,687.118)

9,214,085
(107,256)
15,008
(1,684,994)
(438,738)
8,565,535

73,260,659

§ (537,077,896)

k) 9,886,042
28,907,473
4,873,211
934,596

7,517,043



MISSISSIPPI STATE UNIVERSITY FOUNDATION, INC.

Statements of Cash Flows
Years ended June 30, 2006 and 2005

Cash flows from operating activities:
Increase in net assets 3
Adjustments to reconcile increase in net assets ta cash provided
by (used in) operating activities:

Depreciation and amortization
Realized and unrealized gains on investments, net
{Gain) loss on sale of building and equipment
Present value adjustments to annuities
Fair value of donated assets
Change in accrued interest, other receivables and prepaid assets
Change in pledges receivable, net
Change in externally managed trusts
Change in accounts payable and accrued liabilities
Change in liability for amounts held for others
Change in receivable from MSU Alumn Foundation
Change in receivable from/payable to Mississippi State University
Change in receivable from/payable to MSU Alumni Association
Permanently restricted investment dividends and interest
Permanently restricted contributions

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchases of land, buildings and equipment
Proceeds from sale of equipment
Purchases of investments
Proceeds from sales and maturities of investments
Payments on note receivable

Net cash used in investing activities

Cash flows from financing activities:
Principal payments on long-term debt
Permanently restricted investment dividends and interest
Permanently resincted contributions
Investments subject to annuity agreements
Annuity payments

Net cash provided by financing activities

Nel increase in cash
Cash at beginning of year
Cash at end of year $
Supplemental disclosure of cash flow information:

Cash paid during the year for interest 5

&3

Transfer of building to receivable from Mississippi State University

See accompanying notes to financial statements.
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2006 2005
48,515,996 27,785,967
945,269 939,256
(12,055,135) (8,791,529)
1,732 (294,560)
315,957 311,599
(4,298,912) (1,172,500)
160,953 100,768
(10,687,297) 14,912,646
(11,887,100) (6,839,214)
59,541 277,299
45,371 (5,328,507)
(507,427) (13,271)
1,176,128 (176,128)
(193,961) 129,459
(474) (1,919)
(19,599,064) (17,077,049)
(8,008,423) 4,762,317
(38,840) (154,761)
375 —
(13,435,363) (30,871,276)
4.403,169 10,419,341
18,560 36,356
{9,032,099) (20,570,340)
(651,945) (677,293)
474 1,919
19,599,064 17,077,049
139,085 391,090
(481,534) (461,932)
18,605,144 16,330,833
1,564,622 522,810
1,028,074 505,264
2,592,696 1,028,074
122,239 94,932
— 1,000,000




THE UNIVERSITY OF MISSISSIPPI FOUNDATION

Statements of Cash Flows
Years ended June 30, 2006 and 2005

Cash flows from operating activities:
Increase in net assets
Adjustments to reconcile increase in net assets to
net cash provided by (used in) operating activities:
Depreciation
Permanently restricted contributions
Non-cash investment transfer to University
Net realized and unrealized gain on investments
Changes in operating assets and liabilities:
Other assets
Pledges receivable
Other liabilities
Net cash provided by operating activities

Cash flows from investing activities:
Purchase of property and equipment
Purchases of Foundation investments
Net payments received (made) of funds held in trust for others

Net cash used in investing activities

Cash flows from financing activities:
Permanently restricted contributions

Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents:
Beginning of year

End of year

See accompanying notes to financial statements.
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2006 2005
14,888,372 6,965,098
141,463 134,227
(5,438,829) (6,677,784)
2,979,814 —
(9,237,239) (7,348,356)
(1,063,083) 4,899
(961,061) 5,064,425
(1,024,912) 2,292,560
284,525 435,069
(1,204,201) (54,644)
(3,404,324) (10,886,781)
1,277,564 (2,991,123)
(3,330,961) (13,932,548)
5,438,829 6,677,784
5,438,829 6,677,784
2,392,393 (6,819,695)
4,107,171 10,926,866
6,499,564 4,107,171




THE UNIVERSITY OF SOUTHERN MISSISSIPPI FOUNDATION

Statements of Cash Flows
Years ended June 30, 2006 and 2005

Cash flows from operating activitics:
Increase in net assets
Adjustments to reconcile increase in net assets to cash
provided by (used in) operating activities:
Depreciation and amortization
Fair value of donated assets
Realized and unrealized gains on investments, net
Loss on disposal of furniture and equipment
Permanently restricted contributions
Change in extemally managed trusts
Change in gift annuities and pooled income fund
Present value adjustments to annuities
Changes in operating assets and liabilities:
Accrued interest
Prepaid assets and other receivables
Advances to University of Southern Mississippi
Pledges receivable, net
Accounts payable
Liability for amounts held for others

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchases of furniture and equipment
Change in cash surrender value of life insurance
Purchases of investments
Change in amounts due to brokers
Proceeds from sales and maturities of investments

Net cash provided by investing activities

Cash flows from financing activities:
Permanently restricted contributions
Investments subject to annuity agreements
Annuity payments

Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to financial statements.
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2006 2005

13,558,616 5,578,136
11,022 9,923
— (95,772)
(5,682,859) (1,444,375)
2,020 —
(2,036,896) (1,510,992)
314,730 (172,205)
(44,585) (14,278)
4,089 49,288
(79,743) (39,257)
23,097 60,913
542,924 (542,924)
(4,816,046) (1,012,891)
825,473 (1,453,876)
(456,293) (24,724)
2,165,549 (613,034)
— (25,399)
(139,913) (122,977)
(25,183,408) (46,379,364)
713,840 —
24,780,041 46,583,273
170,560 55,533
2,036,896 1,510,992
(82,461) 24,757
(65,947) (68,630)
1,888,488 1,467,119
4,224,597 909,618
2,733,103 1,823,485
6,957,700 2,733,103







)]

©)]

STATE OF MISSISSIPPI INSTITUTIONS OF HIGHER LEARNING

Notes to Financial Statements
For the Year Ended June 30, 2006

Q. Scholarship Discounts and Allowances - Financial aid to students is reported in the financial

statements under the alternative method as prescribed by the National Association of College and
University Business Officers (NACUBQ). Certain aid, such as loans, funds provided to students
as awarded by third parties and Federal Direct Lending, is accounted for as a third party payment
(credited to the student’s account as if the student made the payment). All other aid is reflected in
the financial statements as operating expenses, or scholarship allowances, which reduce revenues.
The amount reported as operating expenses represents the portion of aid that was provided to the
student in the form of cash. Scholarship allowances represent the portion of aid provided to the
student in the form of reduced tuition. Under the alternative method, these amounts are computed
on a university basis by allocating the cash payments to students, excluding payments for services,
on the ratio of total aid to the aid not considered to be third party aid.

R. Net Assets - GASB Statement No. 34 reports equity as “Net Assets” rather than “Fund Balance”.
Net assets are classified according to external donor restrictions or availability of assets for
satisfaction of university obligations. Nonexpendable restricted net assets are gifts that have been
received for endowment purposes, the corpus of which cannot be expended. Expendable restricted
net assets represent funds that have been gifted for specific purposes and funds held in federal loan
programs.

The unrestricted net asset balance of $431,747,940 at June 30, 2006, includes, $37,690,196
reserved for encumbrances, $4,746,728 reserved for debt service, $14,777,895 reserved for
academic programs and research, $9,564,571 reserved for quasi-endowments, $34,812,279
reserved for capital projects, $11,321,516 reserved for repairs and maintenance, $26,652,862
reserved for auxiliary operations, renewals and replacements, $50,086,017 reserved for designated
projects and a remaining amount of $242,095,876.

S. Changes in Accounting Standards - The State of Mississippi Institution’s of Higher Learning has
implemented GASB Statement No. 42, Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries for the current fiscal year. This statement establishes
accounting and financial reporting standards for impairment of assets and insurance recoveries.

Prior Period Adjustments.

For the year ended June 30, 2006, the universities recorded prior period adjustments of ($27,307,479),

which included ($21,139,381) related to capital assets and ($6,168,098) to record prior year corrections and

adjustments.

Cash and Investments.

Policies:

A. Cash, Cash Equivalents and Short-term Investments - Investment policies as set forth by Board of
Trustees policy and state statute authorize the universities to invest in demand deposits and

interest-bearing time deposits such as savings accounts, certificates of deposit, money market
funds, U.S. Treasury bills and notes, and repurchase agreements.
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STATE OF MISSISSIPPI INSTITUTIONS OF HIGHER LEARNING

Notes to Financial Statements
For the Year Ended June 30, 2006

The collateral for public entities’ deposits in financial institutions is held in the name of the State
Treasurer under a collateral pool program established by the Mississippi State Legislature and is
governed by Section 27-105-5 of the Mississippi Code Annotated (1972). Under this program, the
universities’ funds are protected through a collateral pool administered by the State Treasurer.
Financial institutions holding deposits of public funds must pledge securities as collateral against
these deposits. In the event of failure of a financial institution, securities pledged by that
institution would be liquidated by the State Treasurer to replace the public deposits not covered by
the Federal Depository Insurance Corporation.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of the failure of
a financial institution, the IHL System will not be able to recover deposits or collateral securities
that are in the possession of an outside party. The [HL System does not have a formal policy for
custodial credit risk. However, the Mississippi State Treasurer manages that risk on behalf of the
[HL System. Deposits above FDIC coverage are collateralized by the pledging financial
institution’s trust department or agent in the name of the Mississippi State Treasurer on behalf of
the THL System.

Investments - Investment policies as set forth by Board policy as authorized by Section 37-101-15,
Mississippi Code Annotated (1972),authorizes the universities to invest in equity securities, bonds
and other securities. Investments are reported at fair value (market).

The following table summarizes the fair values of the universities’ investments reported on the
Statement of Net Assets:

June 30, 2006

Short-term investments $ 169,786,811
Endowment investments 152,502,435
Other long-term investments 249,371,116
Total $ 571,660,362
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