
STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY FOUNDATION

FINANCIAL AUDIT

FOR THE YEARS ENDED JUNE 30.2OO5 AND 2OO4

PERFORMED AS SPECIAL ASSISTANT AUDITORS
FOR THE AUDITOR GENERAL,

STATE OF ILLINOIS



STATE OF ILLINOIS
ILLINOIS STATE T]NIVERSITY FOT]I\DATION

FINANCIAL AT]DIT

FOR THE YEARS ENDED JUNE 3O,2OO5 AI\D 2OO4

TABLB OF CONTENTS

Table of Contents
Foundation Officials
Financial Statement Report

Summary
Independent Auditors' Report
Report on Internal Control Over Financial Reporting and on Compliance

and Other Matters Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

Management's Discussion and Analysis
Basic Financial Statements

Statements of Net Assets
Statements of Revenues, Expenses and Changes in Net Assets
Statements of Cash Flows
Notes to Financial Statements

Page

I
2

3
4

5
6

l 0
l l
t 2
l4

l -



STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY FOT]I\DATION

FOI]NDATION OFFICIALS

Executive Director (Cunent)

Executive Director (July I,2004 to June 30, 2005)

Chairperson

Vice Chairperson

Financial Coordinator

Financial Coordinator

Legal Counsel

The Foundation offices are located at:

Illinois State University
401 Hovey Hall
Normal, IL 61790

Dr. Dianne Ashby

Dr. Susan Kern

Mr. Stanley R. Ommen

Mrs. Anne P. Baughan

Ms. Ronda Queen

Mr. Dana Jones

Ms. Paula Goedert - Barnes & Thornburg

150 N. Michigan Avenue
Suite 1590
Chicago, IL 6060l-7 524

- 2 -



ILLINOIS STATB UNIVERSITY FOT]NDATION
FINANCIAL STATEMENT REPORT

SUMMARY

The audit of the accompanying financial statements of Illinois State University Foundation as of and for the
year ended June 30,2005 was performed byNykiel, Carlin & Co., Ltd.

Based on their audit, the auditors expressed an unqualified opinion on the Foundation's basic financial
statement as ofand for the year ended June 30, 2005.

The financial statements as of and for the year ended June 30, 2004, were audited by other auditors who
expressed an unqualified opinion on the basic financial statements in their report dated September 14,2004.

- 3 -
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INDEPEhIDENT AT]DITORS' REPORT

Honorable William G. Holland
Auditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the accompanyrng basic financial
statements of Illinois State University Foundation, a component unit of Illinois State University as of and
for the year ended June 30, 2005. These financial statements are the responsibility of the Illinois State
University Foundation's management. Our responsibility is to express an opinion on these financial
statements based on our audit. The financial statements as of and for the year ended June 30, 2004, before
ttrey were restated for the matter discussed in Note 13, were audited by other auditors who expressed an
unqualified opinion on the basic financial statements in their report dated September 14,2004.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Illinois State University Foundation, as of June 30, 2005 and the respective
changes in net assets and cash flows, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordence with Government Auditing Standards we have also issued a report on our consideration of
the Illinois State University Foundation's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, confracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of intemal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal control over
frnancial reporting or on compliance. That report is an integral part of an audit perforrred in accordance
withGovernment Auditing Standuds and should be considered in assessing the results of our audit.

The Management's Discttssion and Analysis on pages 6 through 9 is not a required part of the basic
financial statements but is supplementary infonnation required by accounting principles generally accepted
in the United States of America. 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 auditthe information and express no opinion on it.

flr,,rh4 6"a*.rb ,/#.
NYKIEL, CARLIN & CO., LTD.
Kankakee, Illinois

September 22,2005

200 East Court St., Suite 608 Kankaker, mir;:;0901 o Tetephone 815-933-t77t o Far 815-933-1163



L I N
g60. 

certified pubric Accountants/Business consurtants

REPORT PN INTERNAL CONTROL OVER FINANCIAL REPORTII{G AND ON COMPLIANCE
AND OTHERMATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORIvDDh{ACCORDANCEWITHcofEmfn@/fl 'lUDlZlfc,STAlfDlRD,S

Honorable William G. Holland
Auditor General
State of Illinois

As Special Assistant Auditors for the Auditor General, we have audited the basic financial statements of the
Illinois State University Foundation as of and for the year ended June 30, 2005, and have issued our report
thereon dated September 22, 2005. 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 Comptoller Geneial of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Illinois State University Foundation's internal
control over financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the furancial statements and not to provide an opinion on the internal control over financial
reporting. Our consideration of the internal confrol over furancial reporting would not necessarily disclose all
matters in the intemal conhol over financial reporting that might be material weaknesses. A material weakness
is a reportable condition in which the design or operation of one or more of the intemd contol components
does not reduce to a relatively low level the risk that misstatements caused by error or firaud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected within a
timelyperiod by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal contol over financial re,porting and its operation that we consider to be material
weaknesses.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Illinois State University Foundation's basic
financial statements are free of material misstatemen! we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could have a
direot and material effect on the determination of financial statement arnounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that are required
to be reported under Gwernment Auditing Standards.

This report is intended solely for the information and use of the Auditor General, the General Assembly,
the Legislative Audit Commission, the Governor, the Board of Trustees and management of the Foundation
and is not intended to be and should not be used by anyone other than these specified parties.

NYKIEL, CARLIN & CO., LTD.
Kankakee, Illinois

September22,2005 
_5_
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STATE OF'ILLINOIS
ILLINOIS STATE I]NIVERSITY FOTII\DATION

MANAGEMENT'S DISCUSSION AI\D ANALYSIS
JUNE 30,2005 Ai\tD 2004

Ovewiew of the Financial Statements and Finqncial Analysis

The Illinois State University Foundation is proud to present its financial statements for fiscal year 2005 and
2004. This discussion and analysis is designed to focus on financial activities for the current year and the
prior year and should be read in cor{unction with the Foundation's financial statements and footnotes.
There are three financial statements presented: the Statements of Net Assets; the Statements of Revenues,
Expenses, and Changes in Net Assets; and, the Statements of Cash Flows.

Statements of Net Assets

The purpose of the Statement of Net Assets is to present to the readers of the financial statements a fiscal
snapshot of the Illinois State University Foundation. The Statement of Net Assets presents the assets
(current and non-current), liabilities (current and non-current), and net assets (assets minus liabilities) of the
Foundation as of the end of the fiscal year. The difference between current and non-current assets will be
discussed in the footnotes to the financial statements.

Net assets are divided into three major categories. The first category invested in capital assets, net of
related debtr provides the Foundation's equrty in property, plant and equipment. The second asset category
is restricted net assets, which is divided into two categories, nonexpendable and expendable. The corpus
ofnonexpendable restricted resources is only available for investunent purposes. Expendable restricted net
assets are available for expenditure by the Foundation but must be spent for purposes as determined by the
donors that have placed restrictions on the use ofthe assets. The final category is unrestricted net assets.
The unrestricted net assets are available to support the University's highest priorities.

STATEMENTS OF I\ ET ASSETS

2005 2004 2003
A,SSETS:
Current Assets
Capital Assets
Other Noncurrent Assets

TOTALASSETS

LIABILITIES:
Current Liabilities
Noncurrent Liabilities

TOTALLIABILITMS

IYETASSETS:

691224,909 6g397 1163 55,540 1274

102000333 2370,598 1,474,912

Invested in capital assets, net of related debt 1,513,491 868,761 925,077

$ 8,830,852 $ 12,157,755 $ 12,692,353
1,813,491 1,968,761 1,925,077

58,580,465 54,370,647 40,932,844

544,707 2,203,708 271,542
655,626 166,990 1,203,370-

Restricted - nonexpendable

Restricted - e"pendable

Unrestricted
TOTAL II-ET ASSETS

41,025,261 34,469,909 25,094,235
24,31 1,808 30,109,617 27,947,049

l,l73,gl5 590,279 209,002
s 68,024,4?5 $ 66,026,565 $ 54,065eCI

- 6 -



STATE OI'ILINOIS
ILLINOIS STATE T]NTVERSITY F'OUNDATION

MANAGEMENT'S DISCUSSION AI\[D ANALYSIS
JTJI\IE 30,2OO5 AND 2OO4

The total assets of the Foundation were $69,224,808, $68,397,163, and $55,540,274 for FY 2005, FY 2004,
and FY 2003 respectively. In 2005, the College of Business building project was completed with substantial
payments to confuactors causing a significant decrease in current assets while the conclusion of the
comprehensive campaign and continued payment of sizeable pledges attributed to the increase of noncurrent
assets. In FY 2004, the Foundation received two large corporate campaign pledges totaling more than
$3,400,000 with $2,700,000 outstanding at the end of FY2004. In addition, the endowment portfolio
produced a total return of over l6Yo in FY 2004 producing a significant increase in the endowment
invesfonents.

The total liabilities were $1,200,333 for FY 2005, $2,370,598 for FY 2004, and $I,474,912 for FY 2003.
The FY 2004 increase was due to accounts payable on the College of Business building construction project.

Statements of Revenues, Expenses and Changes in Net Assets

Changes in the total net assets presented in the Statements of Net Assets are based on the activity presented
in the Statements of Revenues, Expenses, and Changes in Net Assets (SRECNA). The purpose of the
statement is to present the revenues received by the Foundation, both operating and nonoperating, and the
expenses paid by the Foundation, operating and nonoperating, and any other revenues, expenses, gains and
losses received or spent by the Foundation.

Operating revenues are received for providing goods and services to customers of the Foundation. A
majority of the income for the Foundation, gifts and donations, is considered nonoperating revenue as no
goods or services are provided; however, as those funds are paid out, the expenses are categorized as
operating expenses. The result of this categoization is a large operating loss offset by alarge nonoperating
gain. Overall, in FY 2005, the Illinois State University Foundation generated an increase of $1,997,910 in
net assets compared to an increase of $1 1,96I,203 in FY 2004 and $5,425,148 in FY 2003.

STATEMENTS OF REVEI\IIIES, E)GENSES AI\D CHANGES IN I\IET ASSETS

2005 2004 2003
Operating Revenues

Operating Expenses
Operating Loss

Nonoperating Revenues and Expenses
Income (Loss) before Additions to

Permanent Endowments
Additions to Permanent Endowments

Increase in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

$ 307,090
5,644,162

$ 328,808
4,902,332

$ 313,636
4,568,04 I

(5,3 37 ,072)
3 ,434 ,81  1

(4,573,524)
rI ,67 8,609

(4,254,405)
5,7 48,283

( 1,9 02,261)
3 ,900,  17  |

7  ,105,085
4,856,1 18

r ,493,978
3,931,27 0

r ,gg7,g  10

66,026,565

11,961 ,203

54,065,362

5,425,148

48,640,214

$ 68,024,475 $ 66,0261565 $ 54,0 65,362

- 7  -



STATE OF'ILLINOIS
ILLINOIS STATE IINIYERSITY FOT]ITDATION

MANAGEMENT'S DISCUSSION AI\D ANALYSIS
JITNE 30,2005 AND 2004

The Statement of Revenues, Expenses and Changes in Net Assets reflects a positive year with an increase in
the net assets at the end of the year for FY 2005, FY 2004 and FY 2003. Some highlights of the information
presented are as follows:

o A decrease in gifts and donations in FY 2005 compared to FY 2004 was due to two large corporate
pledges totaling over $3.4 million as a part of the Illinois State University capital campaign in FY
2004. No comparable large gift pledges were received in FY 2005.

o Returns on our endowed investments were 8.17o in FY 2005, compared to 16.8% in FY 2004, and
2.6Yo inFY 2003

o Nonoperating expenses increased significantly in FY 2005 with the completion of the College of
Business building.

Statements of Cash Flows

The final statement presented by the Illinois State University Foundation is the Statements of Cash Flows.
This statement presents detailed information about the cash activity of the Foundation during the year. The
statement is divided into five sections. The first section shows the net cash flows from operating activities.
The second section reflects cash flows from noncapital financing activities; cash received and spent for
nonoperating, noninvesting, and noncapital financing purposes. The third section exhibits the cash flows
from capital related financing activities. The fourth section reflects the cash flows from investing activities
and indicates the purchases, proceeds, and interest received from investing activities. The fifttr and final
section reconciles the net cash used and the operating income or loss reflected on the SRECNA.

CASII X'LOWS F'OR TI{E YEARS ENDED JT]I\TE 30,

2005 2004 2003
Cash provided (used) by:
Operating activities

Noncapital financing activities
Capital and related financing activities
Investing activities

Net Change in Cash
Cash, beginning of year
Cash, end of year $ 8,826,164 $ 8,688,921

Capital Asset and Debt Administration

The Illinois State University Foundation has no plans for future capital projects. Information concerning the
payment on capital debt can be found in the financial statement footnote #7. There have been no significant
changes in credit ratings or debt limitations that may affect future financing for the Foundation.

- 8 -

$ (5,25 5,268)
5,660,07 4
(7 42,643)

(5,rrg,g7 5)
(5,457 ,812)
8,826,164

$ 30368,352--

$ (4,53 6,336)
6,878,17 5

(43,209)
(2,161,394)

137,237
8,68 8,927

$ (4,882,969)
11,295,229

(39,340)
(1,046,954)
5,325,965
3,362,962



STATE OF ILLINOIS
ILLINOIS STATE UNTVERSITY FOI]I\DATION

MANAGEMENT'S DISCUSSION AI\D ANALYSIS
JUI\"E 30,2005 AI\ID 2004

Economic Outlook

Private dollars raised by Illinois State University Foundation continue to play a significant part in support of
the University's mission and goals as state appropriated dollars fail to provide adequate funding. FY 2005
ended with the invesfrnent portfolio producing positive returns for the third consecutive year outperforming
the benchmarks. The comprehensive campaign, Redefining Normal, concluded, surpassing its goal of $88
million, raising $96 million.

The Foundation is not aware of any additional factors that could have a signifrcant effect on the financial
position during this time or future fiscal years.

- 9  -



STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY FOUNDATION

STATEMENTS OF NET ASSETS
June 30,2005 and 2004

ASSETS
Current Assets

Cash and cash equivalents
Short-term investments

i':}ffi:fff,i'ffivabre
Iotal cuffent assets

Noncurrent Assets

Restricted cash and cash equivalents
Long-tenn investments

iilu:il:::,T;;iJ1T"
Capital assets, net
Other noncuffent assets

Iotal noncuffent assets

IOTAL ASSETS

LIABILITIES
Current Liabilities

Accounts payable and accrued liabilities
Long-tenn liabilities, current portion

fotal cuffent liabilities

Noncurrent Liabitities
Long-tenn liabilities

TOTAL LIABILITIES

NET ASSETS
lnvested in capital assets, net of related debt
Restricted for:

Nonexpendable:
Scholarships and fellowships
College and academic department support
Faculty and staff compensation
Other

Expendable:
Scholarships and fellowships
Instructional departmental uses
University capital proj ects
Other restricted expendable

655,626 166,890

1,200,333 2,370,598

1,513,491

22,526,597
8,557 ,27 |
5,787 ,717
4,153,676

41,025,261

7,238,687
10,749,824
4,522,812
1,800,485

24,31 1,808

1,173,915

$$$$$ 68,024,475--

968,761

2005

$$$$$ 1,904,044
4,369,332

15,396
2,541,257

833
8,830,852

1,464,308
12,501,730
41,025,261
2,867,080
I ,81 3,491

722,086
6A393,956

69,224,808

503 ,293
41,414

544,707

2004

s 5,149,81 5
4,275,690

12,0gg
2,714,618

5,534
12,157,755

3,676,349
9,733,466

34,468,908
5,823,160
l,g6g,7 6l

668,764
56,239,408

68,397,163

1,182,857
1,020,851
2,203,709

20,465,634
7,047,408
4,428,187
2,527,679

34,468,908

6,070,016
11,769,401
10,445,610
1,923,590

30,108,617

580,279 _

$ 66,026,565

Unrestricted

TOTAL NET ASSETS

These financial statements should be read only in connection with the accompanying summary
of significant accounting policies and notes to the financial statements.

- 1 0 -



STATE OF'ILLINOIS
ILLINOIS STATE I]NTVERSITY FOT]IIDATION

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For The Years Ended June 30.2005 and 2004

OPERATING REVBI\ruES
Service contract with the University
Other operating revenue

Total operating revenues

OPERATING EXPENSES
Student aid, scholarships and awards
Expenditures on behalf of ISU departments and programs
Operations
Depreciation
Other

Total operating expenses

Operating loss

NONOPERATING REVEI\UES (EXPENSES)
Gifts and donations
Investment income (loss), net of investment expenses
Interest on capital asset related debt
Other nonoperating revenues
Expenditures for ISU capital projects

Total net nonoperating revenues

Income (loss) before additions to permanent endowments

ADDITIONS TO PERMANENT EI\DOWMENTS

INCRBASE IN NET ASSETS

NET ASSETS, BEGINNING OF'YEAR

NET ASSETS, EI\D OF'YEAR

307,090 328,908

2005

$ 260,A00
47,090

1,396,026
3,385,697

644,722
55,270

L62,447
5,644,162

(5,337 ,072\

5,717,834
4,301,005

(39,970)
752,524

(7,296,582\
3,434,811

1,997,910

66,026,565

2004

260,000
68,808

L,373,482
2,753,526

607,176
56,316

rI1,g32
4,902,332

(4,573,524\

8,89 r,957
5,918,503

(43,208)
757,354

(3,945,997\
11,679,609

I1,961,203

54,065,362

(1,902,261) 7,105,085

3,900,17r 4,856,118

s 68,024,475 $ 66,026,565

These financial statements should be read only in connection with the accompanying surnmary
of significant accounting policies and notes to the financial statements.

-  1 1 -



STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY FOT]NIDATION

STATEMENTS OF CASH FLOWS
For The Years Ended June 30, 2005 and 2004

CASH F'LOWS FROM OPERATING ACTIVITIES
Contracts and grants
Payments on behalf of ISU departments and programs
Payments for operating expenses
Payments for scholarships and fellowships
Other receipts
Other expenditures

Net cash used in operating activities

CASH FLOWS FROM NONCAPITAL FINAIICING ACTIVITIES
Gifts and grants for other than capital purposes
Private gifts for endowment purposes
Other receipts
Payments for ISU capital projects

Net cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL FINAI\CING ACTIVITIES
Principal paid on capital asset related debt
Interest paid on capital asset related debt

Net cash used in capital financing activities

CASH FLOWS F'ROM IIWESTING ACTIVITIES
Proceeds from sales and maturities of investments
Interest on investments
Purchase of investments

Net cash used in investing activities

NET INCREASE (DECREASE) IN CASH

CASH AI\D CASH BQUIVALENTS - BEGINNING OF YEAR

CASH AI\D CASH EQUIVALENTS - EI\D OF YEAR

(700,000)
(42,643\ (43,209)

(742,643\ (43,209\

9,969,641 40,908,835
1 ,008,1 88 673,605

(16,097,804) (43,743,934\

(5,119,975) (2,161,394\

2005

$ 260,000
(3,358,905)

(61 8,561)
(1,577 ,696)

47,090
(7,196\

(5,255,268\

8,846,164
3,905,705

752,235
(7,844,030)

5,660,074

(5,457 ,8 12)

8,826,164

2004

$ 260,000
(2,835,785)

(604,250)
(1,252,352)

68,808
(t72,7 57\

(4,536,336\

5,821,073
3,336,952

757,354
(3,037,204\

6,878,175

137,237

8,688,927

$ 3,368,352 $ 8,826,164

These financial statements should be read only in connection with the accompanying summary
of significant accounting policies and notes to the financial statements.

- t 2 -



STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY F'OUNDATION

STATEMENTS OF'CASH F'LOWS - CONTII\UED
For The Years Ended June 30,2005 and 2004

2005 2004

RECONCILIATION OF'OPERATING LOSS TO NET
CASH USED IN OPERATING ACTIVITIES
Operating loss
Increase in other noncurrent assets
Increase (decrease) in operating accounts payable
Increase (decrease) in accrued compensated absences
Increase in beneficiary payments payable
Depreciation

NET CASH USED IN OPERATING ACTIVITIES

ST]PPLEMENTAL SCHEDULE OF NONCASH TRANSACTIONS

$ (5,337,072)
(53,322)

(129,442)
725

209,573
55,270

$ (4,573,524)
(106,021)
120,722
(78,925)
45,096
56,316

The Foundation received donated property with an estimated value of $628,761
and $220,886 at the date of donation in fiscal years 2005 and 2}}4,respectively.

The cash surrender value of life insurance policies owned by the Foundation
increased $53 ,322 and $106,021 for fiscal years 2005 and 2004, respectively.

These financial statements should be read only in connection with the accompanying summary
ofsignificant accounting policies and notes to the financial statements.

- 13 -



STATE OF ILLINOIS
ILLINOIS STATE IINIVERSITY FOT'}IDATION

NOTES TO FINAI\CIAL STATEMENTS
JIINE 30,2005 AI\D 2004

NOTE T - SI]MMARY OF SIGI\IFICAI\T ACCOT]NTING POLICIES

Financial Reporting Entity

The Illinois State University Foundation (Foundation) was incorporated in May 1948 under the General
Not-for-Profit Corporation Act for the principal purpose of providing fund raising and other assistance to
Illinois State University (University) in order to attractprivate gifts to support the University's instructional,
research and public service activities. The Foundation is an organization as described in Section 501 (c) (3)
of Internal Revenue Code and, accordingly, exempt from federal income tax.

The Foundation is a component unit of the Universrty and the Foundation's financial statements are also
included as part of the University's financial statements and the State of Illinois Comprehensive Annual
Financial Report.

The Foundation has formed two limited liability companies (LLC) to assist in carrying out the Foundation's
mission to assist the University. The Foundation is the sole member of each of these LLC's. The governing
board for each LLC, known as "Launching Futures, LLC" artd "Launching Futures n,LLC", consist of the
executive officers of the Foundation. No activity has transpired with either LLC as of June 30, 2005. Any
future activity will be consolidated within the Foundation's financial statements.

Financial Statement Presentation

The financial statements are prepared in accordance with Governmental Accounting Standards Board
(GASB) principles and provides an overall perspective of the Foundation's assets, liabilities, net assets,
revenues, expenses, changes in net assets, and cash flows. The Foundation has also implemented GASB
Statement No. 40 Deposit and Investment Risk Disclosures with this report.

Basis of Accounting

For financial reporting purposes, the University is considered a special-purpose government engaged only in
business-type activities (BTA). Due to the Foundation's close relationship with the University, the
Foundation follows the same financial reporting guidelines as the University. Accordingly, the
Foundation's financial statements have been presented using the BTA reporting requirements and the
accrual basis of accounting. Under the accrual basis, revenues are recognized when earned, and expenses
are recorded when an obligation has been incurred. All significant inter-account receivables and payables
have been eliminated.

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

t 4 -



STATE OF'ILLINOIS
ILLINOIS STATE I'NIVERSITY FOTII\DATION

NOTES TO FINAIICIAL STATEMENTS
JIINE 30,2005 AND 2004

NOTE I - SIIMMARY OF'SIGNIFICAI\IT ACCOUNTING POLICIES (continued)

Cash and Cash Equivalents

In accordance with GASB Statement No. 9, cash equivalents are defined as short-term, highly liquid
investments that are both:

l) Readily convertible to known amounts of cash.
2) So near to their maturity that they present insignificant risk of changes in value because of

changes in interest rates.

Generally, only invesbnents with original maturities of three months or less meet this definition.

On the statement of net assets, cash and cash equivalents that can be used to pay current liabilities are
classified as current assets; restricted cash and cash equivalents that cannot be used to pay current liabilities
are classified as non-current assets.

fnvestments

Investrnents are recorded at fair market value as determined by quoted market prices. Most long-term and
endowment investments are pooled for the purposes of allocating realned gains and losses, unrealized gains
and losses and ordinary income, net of investment fees, to Foundation accounts on the basis of percentage of
share in the pool.

Foundation policy states that assets are to be invested in a diversified portfolio of equity and fixed income
securities. No investment is to be made that will cause the total investment in equities or fixed income
securities issued or guaranteed by any one person, firm, or corporation to exceed five percent of the then fair
market value of the Foundation; provided, this restriction is not to apply to either well diversified mutual
funds, pooled funds, unit trust, or the like, or direct obligations of the U.S. Government and its fully
guaranteed agencies. Equities are to represent a majority ofFoundation assets up to a desired 75 percent of
the total. Investrnents should be diversified; however invesbnent managers will be allowed to choose
reasonable degrees of concentration, or lack thereof. Bias in selection of equity investrnents should be
toward qualrty and growth. A majority of fixed income securities are to be made in securities rated within
the four highest grades assigned by Moody's Investor Service, Inc. or Standard & Poor's Corporation or, if
unrated, deemed by the investment manager to be of comparable qualrty. A maximum of 15 percent of the
total portfolio may be invested in foreign securities.

Pledges Receivable

In accordance with GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange
Transactions, the Foundation recognizes unrestricted and restricted conhibution pledges when all eligibility
requirements outlined in GASB Statement No. 33 are met, provided that the pledge is verifiable and the
resources are measurable and probable of collection. Contributions, which do not meet these eligibility
requirements, including endowed contributions, are recognized upon receipt. According to GASB
Statement No. 33, endowment contributions are recognized upon receipt since the Foundation can only
comply with the requirement to maintain the principal intact once the contribution is received.
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STATE OF ILLINOIS
ILLINOIS STATE I]NTYERSITY T'OIJI\DATION

NOTES TO F'INAI\CIAL STATEMENTS
JIINE 30,2005 AI\D 2004

NOTE 1- SUMMARY OF SIGI\ilI'ICAIYT ACCOUNTING POLICIES (continued)

Pled ges Receivable (continued)

Pledges receivable expected to be received within the next year are classified as a current asset in the
statement of net assets. Pledges receivable with expected receipt dates of greater than one year are classified
as noncurent assets and are discounted for the time value of monev.

Allowance for Doubtful Accounts

The Foundation provides an allowance for doubtful pledges receivable based on management's best estimate
ofuncollectible pledges considering type, age, history and any other factors considered appropriate.

Capital Assets

Capital assets are recorded at cost at the date of acquisition. For financial statement reporting, the
Foundation uses the following capitalization thresholds and estimated useful lives:

Category

Land
Buildings
Building Improvements
Equipment

Capitalization
Threshold

$ 100,000
$ 100,000
$ 25,000
$ 7,000

Estimated
Useful Lives

40-60 years
30 years
7 years

Depreciation is computed using the shaight-line method over the estimated useful lives of the assets.

Other Noncurrent Assets

Other noncurrent assets represent the cash surrender value of insurance policies where donors have
hansferred ownership of the policy to the Foundation and the Foundation is named beneficiary.

Long-term Liabilities

Long-term liabilities include (1) principal amount of notes payable with a contractual maturity greater than
one year; (2) estimated amounts for accrued compensated absences for designated University staffvacation
and sick pay that will not be paid within the next year; and (3) estimated discounted value of future
payments to beneficiaries of charitable remainder trusts, gift annuitants and a charitable lead trust that will
not be paid within the next fiscal year.
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STATE OFILLINOIS
ILLINOIS STATE I]NTVERSITY FOUNDATION

NOTES TO FINANCIAL STATEMENTS
JUI\E 30,2005 AND 2004

NOTE 1- SIIMMARY Of'SIGNIF'ICAI\T ACCOITNTING POLICIES (continued)

Net Assets

The Foundation's net assets are classified as follows:

Invested in capital assets, net of related debt: Represents the investment in capital assets after
depreciation, net ofoutstanding debt related to the capital assets.

Restricted for Nonexpendable: Represents endowed funds where the donors have stipulated, as a
condition of the gift instrument, that the principal be maintained in perpetuity and invested for the
purpose of producing income, which may either be expended or added to principal.

Restrictedfor Expendable.' Represents funds where the donors have stipulated a specific or general
purpose restriction regarding the expenditure of the gift.

Unrestricted: Represents funds where the donors have not stipulated any restriction on the
utilization of the gift. These resources may be used to meet current expenditures for any purpose.

When an expense is incurred that can be paid using either restricted or unrestricted resources, the
Foundation's policy is to first pay the expense from restricted resources and then from unrestricted
resources.

Classification of Revenues

The Foundation has classified its revenues as either operating or nonoperating revenues according to the
following criteria:

Operating revenues: Operating revenues include activities that have the characteristics of exchange
transactions such as contracts and receipts generated by Foundation owned property.

Nonoperating Revenues: Nonoperating revenues include activities that have the characteristics of
nonexchange transactions such as contributions, special event fundraising receipts and investment
income.

Use of Estimates in Preparing Financial Statements

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of the revenues and expenses during the reporting period. Actual results could differ from those estimates.
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STATE OT'ILINOIS
ILLINOIS STATE UNTVERSITY FOI]I\DATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2005 AI\D 2004

NOTE 2 - CASH AlrD CASH EQUWALENTS

Cash and Cash Equivalents consist of the following at June 30:

2005 2004
Bank

Balance

Cash and Cash Equivalents $_3_.882.734

U.S. Government Securities
Corporate Bonds
Certificates of Deposit
Common Stock
Mutual Funds

Stocks
Bonds
Commodities
Money Market

Other

Total investments

Carrying
Amount

Bank
Balance

Carrying
Amount

$ 3.368.352 $ 9.120.641 $ 8.826.164

Custodial Credit Risk - Deposits: Custodial credit risk is the risk that in the event of a bank failure, deposits
may not be returned. The Federal Deposit Insurance Corporation or Security Investor Protection
Corporation insured bank or account balances of $393,377 and $130,297 at June 30, 2005 and 2004,
respectively. As of June 30,2005, $140,451 of the bank balance was uninsured and uncollateralized. The
remaining bank balance of $3,348,906 at June 30, 2005 and $8,990,344 at June 30,2004 was invested in a
U.S. Treasury Money Market Fund. The Fund invests exclusively in U.S. Treasury bills, notes and other
obligations issued or guaranteed by the U.S. Treasury, and repurchase agreements collateralized by such
obligations. The Foundation does not have a formal deposit policy for custodial credit risk

NOTE 3 - IIYVESTMENTS

The carrying value of the investment portfolio of the Foundation at June 30, 2005 and 2004, is as follows:

2005

$ 13,562

27,75;
283,684

43,207,840
8,256,072
1,020,060
4,497,248

590.1 00

sf,896.323

2004

$ 165,63 8
245,367
r00,233

1,290,502

33,823,256
8,3 0 1,393

4,27 5,69;
27 5.985

$49.478.064

Interest Rate Risk: Interest rate risk exists when there is a possibility that changes in interest rates could
adversely affect an investment's value. The Foundation does not have a formal policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from increasing interest rates.
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STATE OFILLINOIS
ILLINOIS STATE UNTYERSITY FOUI\DATION

NOTES TO FINAI\ICIAL STATEMENTS
JUll-E 30,2005 AI\D 2004

NOTE 3 - II{YESTMENTS (continued)

Credit Rlsft: Credit risk exists when there is a possibility that the issuer or other counterparty to an
invesfrnent may be unable to fulfill its obligations. The Foundation's investrnent policy permits fixed
income investments in securities rated within the four highest grades assigned by Moody's Investor Service,
Inc. or Standard & Poor's Corporation or, if unrated, deemed by the inveshnent manager to be of
comparable quality.

As of June 30, 2005 the Foundation had the following invesbnents exposed to interest rate risk and credit
risk:

Investment Fair Market Value

Bond Mutual Funds $ 8,25 6,072
Money Market Mutual Funds 4,497,248

Effective Duration Average Quality

3.50 years
2.58 years

{ \ +
tuqA

Duration is a measure of a fixed income's cash flows using present values, weighted for cash flows as a
percentage of the invesbnent's full price. Effective duration makes assumptions regarding the most likely
timing and amounts of variable cash flows arising from such investrnents as callable bonds, prepayments,
and variable-rate debt.

NOTE 4 -PLEDGES RECEIVABLE

Pledges receivable balances at June 30,2005 and20}4,consist of the following:

2005

Current Noncuffent
Pledges Receivable:

Due within 1 year
Due within I to 5 years

Less:
Discount for time-value of money

Allowance for Doubtful Accounts

Pledges Receivable as of June 30, 2005

2,63I,897

s 2,63r,897

(.90.640)

s 2.54T.257

$
3.233.544
3,233,544

(25s,104)

(111 .360 )

s 2.867.080

- 1 9 -



STATE OF ILLINOIS
ILLINOIS STATE UNIVERSITY FOT]I\IDATION

NOTES TO FINAI\CIAL STATEMENTS
ilINE 30,2005 AND 2004

NOTE 4 - PLEDGES RECEMBLE (continued)

2004

Current Noncurrent

Pledges Receivable:
Due within I year S 2,778,155 $ -
Duewithin I to 5 Years -*^.* -'ffi

Less:
Discount for time-value of money (572,394)

Allowance for Doubtful Accounts 63.537) ttgZ.Zggl

Pledges Receivable as of June 30,2004 $2JJA-ilt $-5-823-160

The Foundation completed a capital fund-raising campaign during the past fiscal year and has recorded the
resulting pledges receivable above. Management believes the allowance for uncollectible pledges is
adequate based on information currently known. However, events impacting donors could occur in the
future which would materially increase the allowance for uncollectible pledges.

NOTE5-CAPITALASSETS

Capital assets at June 30, 2005 and 2004, consist of the following:

2005

Beginning Ending
Balance Additions Retirements Balance

$ 2, t39,303 $ $ $ 2, 139,303
42,312 42,312
17.600

2.199.215

Less Accumulated Depreciation for:

Buildings

Buildings
Building Improvements
Equipment

Subtotal

Building Improvements
Equipment

Total Accumulated
Depreciation

Capital assets,

280,474 52,392
33,948 1,410

332,866
35,258

16,132. l a68

330.454 . 55U0

net as of June 30,2005 $l-868J61 S-155270) $1.813;l9t
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STATE OF'ILLINOIS
ILLINOIS STATE UNTVERSITY T'OUI\DATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2005 AI\D 2004

NOTE 5 - CAPITAL ASSETS (continued)

Buildings
Building Improvements
Equipment

Subtotal

Less Accumulated Depreciation for:

Buildings
Building Improvements
Equipment

Total Accumulated
Depreciation

Capital assets,
net as ofJune 300 2004

2004

Beginning
Balance

$ 2,139,303
42,312
17"600

2.199.215

228,082
32,438
13.6  I  8

27 4.138

w925.077

Additions

$

52,392
1,410
2^5r4

56.316

s (56.3 16)

Retirements

oa

Ending
Balance

$ 2,139,303
42,312
17.600

2.199.215

280,474
33,848
16.132

330.454

$_L.868.761s -

NOTE 6 _PROPERTY HELD AS TRUSTEE

In accordance with the term of the court order regarding a trust created by the will of Hazel Buck Ewing, the
Foundation serves as trustee of the land and building and those contents of the building that were originally
transferred to the trust by the executor. The terms of the court order permit the trustee to use the property
exclusively for educational purposes as a museum to contain objects of art and of civic and cultural interest.
If the Foundation should for any reason cease to qualiff as trustee, the executor of the estate has full power
to appoint a successor kustee.

The trustee has full power and authority to sell, mortgage, pledge, and otherwise dispose of said premises if
deemed advisable. The proceeds of any such action would be required to be reinvested with the income to
be used exclusively for religious, charitable, scientific, literary, or educational purpose within the State of
Illinois.

Also, in accordance with the terms of the will, a second trust, in which the Foundation was not named as
trustee, was created. The income from this trust is paid to the Foundation for the maintenance of the
museum. During the years ended June 30, 2005 and 2004, the proceeds from this maintenance trust
amounted to $12,485 and$10,244 respectively.
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STATE OF ILLINOIS
ILLINOIS STATE T'NTVERSITY FOUI\DATION

NOTES TO FINAIICIAL STATEMENTS
JUNE 30,2005 AI\D 2004

NOTE 7 - LONG.TERM LIABILITIES

Long-term liabilities at June 30, 2005 and 2004, consist of the following:

B enefi ciary I annuity payments
Compensated absences
Notes payable

Total

Beginning
Balance

Benefi ciarylannuity payments $ 119,719
Compensated absences 101 ,85 I
Notes payable 1.000.000

Total $ 1.221.570

Long-term liabilities are classified as follows:

200s

2q0s

Beginning
Balanpg Additions

$ 164,815 $  23  l , l  l8
22,926 726

1.000.000

$ 1.197.741 s_nJJAA

2004

Additi,ons

$ 63,939_

$ 63.939

Ending
Retirements Balance

Retirements
Ending
Balance

$ 22,545

700"000

$_1US4s

$ 373,3 88
23,652

300.000

$ 697.040

$ 164,815
22,926

1.000.000

$ 18,843
78,925

Beneficiary payments
Compensated absences
Notes Payable

Total

$ 33 I ,97 4 $ 373,3 88
23,652 23,652

$:*u-768 $-fJ8z-741

2004
Current Noncurrent
Bgrtion Portion Total

$ 20,"1 $ ,::i:: $ 'u#,rrlfu

Current
Portion

$ 41,414

Noncurrent
Portion Total

3 00.000 3 00.00Q 1-000.000

s 41,414 S 655,626 S 697,040 $_L0ru,851 $ 166.890 $_1*L82.741

Notes Payable as of June 30,2005 consists of a $1,000,000 line of credit ($300,000 outstanding as of June
30, 2005) secured by all accounts on deposit with the lender, its subsidiaries, or affiliates; requiring monthly
interest payments at 1.25% under the lender's prime rate; and having a principal maturity date of April 15,
2007. The Foundation's interest rate at June 30, 2005 was 5%.

Notes Payable as of June 30,2004 consisted of a $1,000,000 unsecured note to Bank One requiring monthly
interest payments at 4.25%o per year with a maturity date of December 2004. Proceeds were used to
construct the Ewing Theatre.

- 2 2 -



STATE OF ILLINOIS
ILLINOIS STATE I]NTYERSITY FOTIIIDATION

NOTES TO F'INANCIAL STATEMENTS
JIINE 30,2005 AND 2004

NOTE 8 - OPERATING LEASE COMMITMENTS

In 1990, the Foundation established a Chicago office to provide the Universrty with direct access to Chicago
area alumni, corporation and Foundation networks. Lease payments for the Chicago office were $58,867 in
2005 and $61,684 n 2004. The current lease has been amended to expire on December 3I,2014. In
addition, the Foundation leases a vehicle for the Executive Director of the Foundation and ten vehicles for
University Athletic Deparbnent employees for a total cost of $ $55,986 in 2005 and $45,661 in 2004. The
lease for the Executive Director expires in the fiscal year ending June 30, 2006. One of the leases for the
Athletic Department vehicles expires in the fiscal year ending June 30, 2007,withnine leases expiring in the
fiscal year ending June 30, 2009.

Future minimum lease payments as of June 30,2005, are as follows:

Year ending June 30,
2006
2007
2008
2009
2010
20tl - 2015

Total

Buildine

$ 70,643
72,051
73,458
7 4,865
7 6,273

360.470

$_127Jfr

Vehicles

$ 41,3 85
3 7  , l 8 l
34,638
6,094

$ 119.298

NOTE 9 - COMMITMENT TO I]NIVERSITY PROJECT

During 2003, the University began construction of the College of Business building. This project is jointly
funded by the State of Illinois Capital Development Board, the Universrty and private gifts received by the
Foundation. The total estimated project cost is approximately $30,000,000. Gifts and gift commitments,
through the Foundation, to fund a portion of the project approximate $10,745,000, of which approximately
$281,000 was still held bythe Foundation as of June 30,2005.

NOTE 10 - F'T]NDS IIELD BY OTIIERS

The Foundation is an income beneficiary of several trusts, the assets of which are held and administered by
others, thus, the principal is not recorded in the accompanying financial statements. Income received from
these assets was $171,106 in 2005 and$46,271 n2004.
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ILLINOIS STATE UNTVERSITY FOI]I\DATION

NOTES TO FINAI\TCIAL STATEMENTS
JUNE 30,2005 AI\D 2004

NOTE 11 _ TRANSACTIONS WITII RELATED ORGAI\IZATIONS

The Foundation enters into annual contacts with the University Board of Trustees (acting for and on behalf
of the University) that require the Foundation to provide fund raising and other assistance in order to athact
private gifts for the use and benefit of the University. In consideration for these services the University
provides offtce space and clerical, accounting and computer support as necessary. For the years ended June
30, 2005 and2004, the University also compensated the Foundation $260,000 each year for these services.
A majority of accounts payable are due to the University.

NOTE 12 _ DONOR RESTRICTED EI\DOWMENTS

If a donor has not provided specific instructions, state law permits the Foundation to authorize for
expenditure the net appreciation (realized and unrealized) of the invesbnents of endowment funds. The
Foundation Investrnent Committee adopted a spending policy for fiscal years 2005 and 2004 of 4.0Yo and
0.0olo, respectively, of the average market value of endowment investrnents for the preceding 12 months.

At June 30,2005, net appreciation of approximately S7,281,000 remains available for future authorization
for expenditure by the Investment Committee for donor-restricted endowment funds. At June 30, 2005, the
fair value of the assets of certain donor-restricted endowments was approximately $25,000 less than the
original principal amounts of those funds. These amounts are included in the Net Assets section of the
Statement of Net Assets as Restricted for Nonexpendable.

NOTE 13 _ PRIOR PERIOD RECLASSIFICATION

During fiscal year 2005, Foundation management identified an account classification error that occurred in a
previous year. It was determined that an account previously identified as an endowment actually did not
contain a stipulation that the principal remain in perpetuity. Rather, it stipulated that the funds be used for
student scholarships and the library fund. Therefore, on its June 30, 2004 Statement of Net Assets, the
Foundation reclassified $3,957,635 previously reported as Net Assets: Restricted for: Nonexpendable
Scholarships andfellowships to Net Assets: Restrictedfor: Expendable Scholarships andfellowships. The
same amount was reclassified from Endowment investments to Restricted investments.
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