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December 2013

The Legislative Audit Committee
of the Montana State Legislature:

This is our financial audit report on the consolidated financial statements of the
Montana State University (university) for the fiscal year ended June 30, 2013. During
our audit, we reviewed financial records related to the university’s compensation
and benefits, student financial aid, tuition and fees, grants and contracts, as well
as other account balances and transaction cycles. The report does not contain any
recommendations to the university. We thank President Cruzado and her staff for
their cooperation and assistance during the audit.

Respectfully submitted,
s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 » FAX (406) 444-9784 ¢ E-Mail lad@mt.gov
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FiNnaNcIAL AUDIT

Montana State University
For the Fiscal Year Ended June 30, 2013

DecEMBER 2013 13-11A REPORT SUMMARY

Montana State University includes campuses located in Bozeman, Billings,
Havre, and Great Falls. For fiscal year 2013, the MSU Bozeman campus
experienced a 4.6 percent increase in full-time equivalent (FTE) enrollment
from 12,019 students in 2012 to 12,577 in 2013. MSU Northern experienced
a slight increase in enrollment during this time period, while the other
campuses saw overall decreases. Total FTE enrollment for all campuses
increased by 2.1 percent to 19,824 students in 2013.

Context

Montana State University (university) serves
state, national, and international students
with a diversity of undergraduate and graduate
academic degrees as well as two-year vocational
and technical programs.

Results

We issued an unmodified opinion over the
university’s financial statements. Readers of
this report can rely on the financial statements
to be a fair representation of the university’s
operations for fiscal year 2013 and financial

position as of June 30, 2013. This report does
not contain any findings or recommendations.

Recommendation Concurrence

Anticipating  continued growth for the
university, in November 2013, the Board
of Regents approved the issuance of up
to $70 million in debt to construct a new

residence hall, ‘upgrad'e dining facilities, and Concur 0
other construction projects.

Partially Concur 0
In .add.1t1on to ﬁnar.1c1al activity f’f the Do Not Concur 0
University, the financial statements include

Source: Agency audit response included in

financial activity related to foundations for the _
final report.

Bozeman, Billings and Havre campuses, the
Museum of the Rockies Incorporated and the

Bozeman Bobcat Club.
The report also contains  unaudited
supplemental  information with detailed

information for each campus, the Agricultural
Experiment Station, Montana State University
Extension Service, and the Fire Services

Training School.

For a complete copy of the report (13-11A) or for further information, contact the
Legislative Audit Division at 406-444-3122; e-mail to lad@mt.gov; or check the web site at

http://leg.mt.gov/audit
Report Fraud, Waste, and Abuse to the Legislative Auditor's FRAUD HOTLINE

Call toll-free 1-800-222-4446, or e-mail ladhotline@mt.gov.
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Chapter | - Introduction

Audit Scope

We performed a financial audit of Montana State University (university) for the fiscal

year ended June 30, 2013. The objectives of our audit were to:
1.  Determine whether the university’s consolidated financial statements present
fairly, in all material respects, the financial position as of June 30, 2013, and

the results of operations, and cash flows of Montana State University for the
fiscal year then ended.

2. Obtain an understanding of the university’s internal control systems to the
extent necessary to support our audit of the consolidated financial statements.

We also conduct a financial-related audit of Montana State University-Bozeman and
its affiliated campuses to determine compliance with regulations related to contract
and grant expenditures, other governmental financial assistance, and selected state
laws, regulations, and rules. We issued the financial-related audit (13-13) for the fiscal
years 2012 and 2013, in October 2013.

Background

Montana State University consists of campuses located in Bozeman, Billings, Havre,
and Great Falls. All campuses are accredited by the Commission on Colleges of
the Northwest Association of Schools and Colleges. The Montana State University
campuses provide a diverse selection of undergraduate and graduate academic and
two-year vocational/technical programs to students.

Montana State University-Bozeman, a land-grant institution, receives part of
its support from land-grant income. The campus offers four-year undergraduate
programs as well as master’s and doctoral graduate programs. It includes the Colleges
of Agriculture, Arts and Architecture, Business, Education, Health and Human
Development, Engineering, Letters and Science, Nursing, University Honors College,
and the Division of Graduate Education. The Bozeman campus also includes the MSU
Extension Service, the Montana Agricultural Experiment Station, the Gallatin College
Program and the Fire Services Training School, which have facilities located in or near
cities or towns throughout Montana.

Montana State University-Billings consists of the Colleges of Arts and Sciences,
Business, Education, Allied Health Professions, and City College. Montana State
University-Billings offers a full complement of one-year and two-year certificate
programs, associate, bachelor, and master’s degrees, as well as pre-professional academic
offerings in a number of fields.

13-11A
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Montana State University-Northern is a regional, multi-purpose educational center,
serving students who seek both a technical and liberal arts education. It offers courses
at the campus in Havre and at facilities in Great Falls and Lewistown. Montana
State University-Northern offers associate, bachelor, and master’s degrees. A master’s
degree program is offered in education, with options in counseling and development,

elementary education, vocational education, and general science.

Great Falls College Montana State University offers instruction leading to two-year
degrees (Associate of Arts, Associate of Science, and Associate of Applied Science) as
well as one-year certificates (Certificate of Applied Science) that prepare students to
enter the workforce or transfer to four-year programs. Programs and courses of study
include the Montana University System Core Offerings, Health Sciences, Business,
Trades, and Technology, as well as various Arts and Sciences disciplines.

Additional detailed information for each of the Montana State University campuses is
included in the Unaudited Supplemental Information beginning on page A-53.
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Tori Hunthausen, Legislative Auditor
Deborah F. Butler, Legal Counsel

Deputy Legislative Auditors
Cindy Jorgenson
Angus Maciver

INDEPENDENT AUDITOR’S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

Introduction

We have audited the accompanying Consolidated Statements of Net Position of Montana State University
as of June 30, 2013, and 2012, the related Consolidated Statements of Revenues, Expenses and Changes
in Net Position, and Consolidated Statement of Cash Flows for each of the fiscal years then ended, and
the University Component Units — Combined Statements of Financial Position as of June 30, 2013, and
2012, and the related University Component Units — Combined Statements of Activities for the fiscal
years then ended and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We did
not audit the financial statements of the university’s aggregate discretely presented component units.
Those statements, which include Montana State University Foundation, the Museum of the Rockies
Incorporated, the Montana State University Billings Foundation, the Montana State University
Northern Foundation, and the Montana State University Bobcat Club, were audited by other auditors,
whose reports have been furnished to us, and our opinion, insofar as it relates to the amounts for the
component units of the university, as noted above, is based solely on the reports of the other auditors.
We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

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

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 » FAX (406) 444-9784 ¢ E-Mail lad@mt.gov



evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as the overall presentation of the financial statements.

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

Opinion

In our opinion, based on our audits and the report of the other auditors, the financial statements referred
to above present fairly, in all material respects, the respective financial position of the Montana State
University and its aggregate discretely presented component units as of June 30, 2013, and 2012, and the
respective changes in financial position, and where applicable, cash flows for the fiscal years then ended
in conformity with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis on page A-3 and the Required Supplementary Information related to Other
Post-Employment Benefits on page A-52 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the basic financial statements as
a whole. The Unaudited Supplemental Information beginning on page A-53 is presented for purposes
of additional analysis and is not a required part of the basic financial statements. Such information has
not been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on it.

Respectfully submitted,
/s/ Cindy Jorgenson

Cindy Jorgenson, CPA
Deputy Legislative Auditor
Helena, M T

December 13, 2013
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Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013

Montana State University (the “University”) is a land grant university that serves state, national and international
constituents by providing academic instruction, conducting a high level of research activity, advancing fundamental
knowledge, and by disseminating knowledge to the people of Montana. The University encompasses four campuses
located in Bozeman, Billings, Great Falls and Havre, as well as the Montana Agricultural Experiment Station,
Montana Extension Service and the Fire Services Training School. The University operates throughout Montana’s
145,556 square miles of urban and rural communities housing a population of nearly 1 million.

The University is proud to deliver quality instruction and services to a diverse student population, which is possible
because of its dedicated faculty and staff, because its students recognize quality and value. The University continues
to ensure diligent recruiting of in-state students, while managing its mix of in-state, out-of-state, and out-of-area
students to ensure a diverse, growing student population.

OPERATIONS

Condensed Statements of Revenues, Expenses and Changes in Net Position
(in millions)

The Statement of Revenues, Expenses and

2013 2012 2011 Changes in Net Position presents the
revenues earned and expenses incurred

Operating revenues $333.6 $334.5 $318.1 during the year on a full accrual basis, and
Operating expenses 483.8 476.3 458.6 classifies activities as either “operating” or
Operating loss (150.2) (141.8) (140.5) “non-operating.” This distinction results in
Non-operating revenues operating deficits for those institutions that

and expenses (net) 142.8 1453 147.3 depend on gifts and state aid, which are
Income before capital & (7.4) 3.5 . classified as non-operating revenue. The

other items utilization of capital assets is reflected in the

Capital & other items 6.2 21.1

Change in net position $ (42 $ 246 9 I expense, which allocates the cost of assets
over their expected useful lives.

financial statements as depreciation

Comparison of 2013 and 2012 Results of Operations

The University’s net financial position decreased $1.2 million during 2013, resulting primarily from $8.2 million
amortization of OPEB expense, which is an actuarially-determined amount related to the participation of retirees on the
University’s health insurance plan. Offsetting the OPEB expense, capital and other items provided $6.2 million, resulting
largely from $2.4 million in federal funding for the completion of a renovation to Bozeman’s Cooley Lab and other
smaller projects including upgrades at the Northern campus and a renovation of the Museum of the Rockies planetarium.
Additionally, the State contributed $2.7 million for various projects including $1.2 million for Americans With
Disabilities Act (ADA) upgrades to the Creative Arts Complex and $0.5 million for energy improvement upgrades to
Leon Johnson Hall on the Bozeman campus.
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Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

Revenue Comparison

Shown in millions $

" Tuition and Grant & State and Auxiliary Other Pell Grant Gifts Capital Grants ~ Federal Land Grant &
Fees Contract Local Services Revenues & Gifts  Appropriations Investment
Activity  Appropriations Income

Operating revenues contain the majority of the University’s income, and decreased $0.9 million, or 0.3%, from 2012 to
2013.

Tuition and fee revenues increased approximately $11.7 million, or 8.3%. Tuition and fee rates were increased by 5.0%
at the Bozeman, Billings and Northern campuses, and the number of full-time-equivalent students for all campuses
increased by 2.1%, from 19,420 to 19,824.

Grant and contract operating revenues, including facility and administrative cost recoveries, decreased 10.5%, to $102.5
million, compared with 2012 revenues of $114.4 million largely due to a $4.9 million decrease in funds received as a
result of Federal American Recovery and Reinvestment Act (ARRA) from 2012 to 2013. In addition, grant and contract
operating revenues decreased as a result of reductions in federal expenditures and as a result of grants closing at a faster
rate than new grants are received.

Revenues from auxiliary enterprises increased $1.5 million, or 3.5%, to $43.9 million, from $42.5 million in 2012.
Slight price increases were implemented, and occupancy increased once again due to a large incoming freshman class
and retention of upperclassmen. Freshman students from outside the immediate area are required to live on-campus.

Other revenues decreased $2.0 million, or 6.4%, to $28.8 million, as compared with $30.7 million in 2012, largely due to
insurance proceeds received in 2012 as a result of hailstorm damage, which were not received in 2013.

Net non-operating revenue decreased $2.5 million from 2012 to 2013, primarily due to a decreases in investment
income of $1.7 million and Federal Pell grant revenue of $1.6 million.

Capital and other items decreased $15.0 million due primarily to $11.1 million in federal grant funding for renovations
to Cooley Lab in 2012, which were not received in 2013.



Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013

(continued)

During 2013, revenues were derived as follows:

Revenues by Source

Grant &
Contract State and
Activity Local
21% Appropriation
21%
Auxiliary
I Services
9%
Tuition and Other
Fees Revenues
31% 6%
Land Grant Pell Grants
& Investment 6%
Income o
1% R Feder.al ) Capital 3%
ppr(;};/rlatmn Grants &
’ Gifts
1%

Expenses were incurred for the following:

Expenses by Category

Compensation
43%
Interest
Expense
a /‘ —

OPEB ‘

2%

Other
Expenses

Benefits
14%

Contracted
. Services
6% - 8%
Maintenance :
4% Travel Supplies

2% 7%

Financial Aid
5%

Depreciation
6%

Utilities
2%

Sources of revenues and categories of
expense have generally remained consistent
with prior years. Student-generated revenues
including tuition, fees, and auxiliary services
represent the largest single revenue category.

(in millions)

Category Amount
Tuition and Fees $ 153.5
Grant & Contract Activity 102.5
State and Local Appropriations 101.1
Auxiliary Services 439
Other Revenues 28.8
Pell Grants 30.2
Gifts 13.9
Capital Grants & Gifts 7.3
Federal Appropriations 5.0
Land Grant & Investment Income 3.2
Total revenues $ 489.4

(in millions)

Category Amount
Compensation $ 2092
Benefits 66.9
Contracted Services 37.1
Supplies 355
Depreciation 30.0
Financial Aid 26.5
Travel 12.1
Utilities 10.3
Maintenance 17.7
OPEB 8.2
Other Expenses
Cost of Sales 5.2
Interest Expense 5.5
Communications 4.5
Rent 5.5
Other 16.4
Total Expenses $  490.6



Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

Expense Comparison

Shown In Millions $

Instruction

Research

|

Auxiliary

Public Service

n
EN
o

|

Student Services

Plant & Facilities

|

|

Depreciation

Academic Support

|

|

Institutional Support

Financial Aid

Interest

|

100 110 120

Operating expenses increased $7.5 million, or 1.6%, from 2012 to 2013. The most significant increase was in
instruction costs, which increased $7.7 million, or 6.9%. This was primarily due to an increase in compensation and
benefits of $7.1 million, largely as a result of salary increases and additional class sections added to accommodate the
University’s growing enrollment.

Employees in the Montana University System were given 2% plus $500 raises, in addition to certain merit and tenure
increases. As such, compensation and benefits expenses increased in nearly all areas.

Research expenses decreased $5.2 million, or 4.8%, largely due to a $4.9 million decrease in funds received as a result of
Federal American Recovery and Reinvestment Act (ARRA) funding. Increases and decreases in research funding exist
from time to time depending the timing of grant-funding and the success of the University in securing competitively
awarded grants. Additionally, research funding nationwide is declining due to overall reductions in federal expenditures.

Auxiliary expenses increased $1.4 million, or 3.1%, largely due to an increase in compensation and benefits of $0.7
million, or 3.4%. In addition, because of high occupancy rates in the residence halls, and due to increased enrollment
overall, additional food and other operating costs were incurred.

Public Service expenses increased $1.5 million, or 6.2%, largely due to an increase in compensation and benefits of $0.5
million combined with increases in indirect costs and subcontracts related to grant activity.

Student services expenses increased by $2.4 million, or 6.8% primarily due to an increase in compensation and benefits
related to student services of $1.8 million, or 8.3%. Student Services expenses include many different services to
students such as financial aid staff, counselors, recruiting and admissions officers, athletics functions, and the dean of
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Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

students’ office. To ensure adequate support for the University’s growing student body, additional staff and other
expenses were incurred.

Plant-related expenses decreased $2.2 million, or 5.5%, primarily due to expenditures in 2012 associated with roofs,
windows, and other repairs required as a result of a severe hailstorm, which were not required in 2013. Depreciation
expense increased by $1.4 million, or 4.8%, primarily due to the completion of large construction projects in 2013
including Cooley Lab, improvements to Hapner and Langford residence halls, and a number of energy improvements and
residence hall upgrades.

Comparison of 2012 and 2011 Results of Operations

The University’s net financial position increased $24.6 million during 2012, resulting largely from an increase in donated
assets including $11.1 million in federal funding for a renovation of Bozeman’s Cooley Lab and $6.0 million for an
addition to the football stadium and improvements to the track facility. Also contributed was $1.6 million for design
work on a planned new College of Business building, a $25 million project which will be funded by a private donation.
Additionally, due to higher than anticipated enrollment, the University was able to add $1.3 million to its reserve funds,
which are used to ensure the availability of retirement payout and scholarship funding, and also provide a means to
absorb unexpected expenses or decreases in revenue.

Operating revenues contain the majority of the University’s income, and increased $16.4 million, or 5.2%, from 2011 to
2012.

Tuition and fee revenues increased approximately $10.9 million, or 8.4%. Tuition and fee rates were increased by 5.0%
at the Bozeman, Billings and Northern campuses, and the number of full-time-equivalent students for all campuses
increased by 2.5%, from 18,946 to 19,419.

Grant and contract operating revenues, including facility and administrative cost recoveries, decreased 1.3%, to $114.4
million, compared with 2011 revenues of $115.9 million. The University expects strong levels of research and other
grant funding to continue. In addition to operating grants, federal grant revenues of $11.1 million for the renovation of
Cooley lab are reflected in the University’s Capital gifts, grants and contributions in the accompanying financial
statements.

Revenues from auxiliary enterprises increased $1.3 million, or 3.2%, to $42.5 million, from $41.1 million in 2011.
Slight price increases were implemented, and occupancy increased once again due to a large incoming freshman class
and retention of upperclassmen. Freshman students from outside the immediate area are required to live on-campus.

Other revenues increased $5.2 million, or 20.4%, to $30.7 million, as compared with $25.5 million in 2011, largely due
to insurance proceeds received as a result of hailstorm damage in the summer of 2010.

Net non-operating revenue decreased $2.0 million from 2011 to 2012, primarily due to net decrease of $2.9 million in
state appropriations revenue, including both those funds received through the state as a result of Federal American
Recovery and Reinvestment Act (ARRA) funding and appropriations received directly. State and ARRA pass-through
appropriations had in the past been allocated to the state’s campuses based on the number of students as well as their
course of study, with education in the sciences being more costly. During 2012 the Office of the Commissioner of
Higher Education revised the methodology for allocating state appropriations to the campuses to a pro-rata distribution
based on FTE-count alone, resulting in a decreased allocation to the University and an increase to other state campuses.

Capital and other items increased $11.0 million due primarily to the federal grant funding of renovations to Cooley
Lab, as discussed above.
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Operating expenses increased $17.7 million, or 3.9%, from 2011 to 2012. The most significant increase was in plant
and facilities costs, which increased $6.0 million, or 17.6%. This was largely due to repair and maintenance associated
with roofs, windows, and other repairs required as a result of a severe hailstorm. In addition, approximately $350,000 in
repairs and maintenance were made to the Northern campus to address a variety of maintenance needs.

Employees in the Montana University System were given 1% plus $500 raises, in addition to certain merit and tenure
increases. As such, compensation and benefits expenses increased in nearly all areas. Instruction expenses increased
$3.2 million, or 3.0%, primarily due to an increase in compensation and benefits of $3.5 million, or 3.7%, largely as a
result of salary increases and additional class sections added to accommodate the University’s growing enrollment.
Student services expenses increased by $2.4 million, or 7.5%. This category of expense includes many different services
to students such as financial aid staff, counselors, recruiting and admissions officers, athletics functions, and the dean of
students’ office. To ensure adequate support for the University’s growing student body, additional staff and other
expenses were incurred. Compensation and benefits related to student services increased $1.5 million, or 7.8%.

Auxiliary expenses increased $1.3 million, or 2.9%. Because of high occupancy rates in the residence halls, and due to
increased enrollment overall, additional food and other costs were incurred.

Research expenses increased $1.1 million, or 1.0%. While the University’s research funding is in the $100 million range
annually, increases and decreases exist from time to time depending the timing of grant-funding and the success of the
University in securing competitively awarded grants.

Academic support increased $2.7 million, or 9.4%, largely due to an increase in supplies and services of $2.0 million
which included increases in online digital subscriptions at the library, as well as other costs associated with supporting
the University’s increased enrollment.
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(continued)

NET POSITION

Condensed Statements of Net Position

(in millions)

ASSETS

Current assets

Capital assets, net
Other noncurrent assets
Total assets

DEFERRED OUTFLOW-
hedging derivative

LIABILITIES
Current liabilities

Noncurrent liabilities
Total liabilities

NET POSITION

Net investment in capital
assets

Restricted, non-expendable

Restricted, expendable
Unrestricted

Total net position

2013

2012
(restated)

2011
(restated)

$ 213.0
394.0

48.1

$ 2153
378.1

50.5

$ 1912
356.2

50.7

§ 655.1

§ 643.9

§ 598.1

The Statement of Net Position is presented
in a classified format, which differentiates
between current and non-current assets and
liabilities, deferred outflows and deferred
inflows, and also categorizes Net Position
(formerly called “Fund Balance”) into four
categories.

The University’s overall financial position
remained stable, fluctuating little from the
prior year.

Due to the implementation of Governmental
Accounting Standards Board Statement
Number 53, the market value of the
University’s derivative financial instruments
is now presented on the Statement of
Position. As such, a deferred outflow is
presented, which is the offsetting balance to
the University’s hedging derivative. The
hedging derivative liability is included
within the Noncurrent liabilities amount.
Note 10 to the accompanying financial
statements provides detail with respect to
such instruments.

Comparison of 2013 and 2012 Net Position

» Current assets include the University’s cash and cash equivalents; accounts, grants and loans receivable; inventories;
and other assets expected to benefit the University within one year. Accounts and grants receivable result primarily
from sponsored projects that are payable on a cost-reimbursement basis, and also from student accounts. The
decrease of $2.4 million in current assets resulted primarily from a decrease of $3.3 million in cash and equivalents,
which is discussed in the Statement of Cash Flows section of this document.

»  Capital assets, net increased $16.0 million, resulting from asset additions of $47.5 million, offset by depreciation
and amortization expense of $30.0 million and $1.5 million in net book value of asset retirements, as shown in
further detail in Note 7 to the financial statements.

Asset additions included $31.2 million in construction projects. The Bozeman campus completed the renovation of
Cooley Lab with additional costs of $2.8 million and continued the construction of Gallatin Residence Hall
expending $5.5 million during 2013. Improvements to Hapner and Langford Halls in Bozeman added $3.4 million
and renovation to the Student Union Building in Billings added $1.8 million. A number of energy efficiency
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enhancements were also implemented, totaling $6.3 million. Additional, smaller projects make up the remaining
increase, and include residence hall upgrades, office and lab renovations and other building improvement projects.

Equipment additions totaled $10.0 million during 2013. Research and instruction in the sciences require a
substantial equipment investment, and accounted for $5.2 million of the additions. Many specialized pieces of
equipment are grant-funded. Approximately $1.2 million in library materials were acquired in 2013 as well.

»  Other noncurrent assets include endowment fund and other long term investments, student loans receivable, and
donated funds restricted to use for facility construction. The balance decreased $2.4 million from 2012, primarily
due to a $1.7 million decrease in investments and a $1.3 million decrease in loans receivable.

» Deferred outflow represents the offset to the University’s hedging derivative instrument liability. The University
pays a variable rate of interest to the holders of its Series J bonds. To hedge against rises in interest rates, a
transaction was entered into whereby the counterparty pays to the University that same variable rate of interest, and
in return the University pays the counterparty a fixed rate of interest. The counterparty may opt out in 2016.
Because current bond interest rates are lower than the fixed amount paid to the counterparty, the market value of the
instrument is negative. As such, a liability was recorded and is included in Noncurrent liabilities. The offsetting
entry is displayed as a deferred outflow rather than being recorded as an expense, because the cash flow hedge is
operating as anticipated to achieve the intended synthetic fixed interest rate. The balance decreased by $2.2 million
from 2012 to 2013 due to an increase in the variable interest rate paid by the counterparty.

» Current liabilities include payroll and related liabilities, amounts payable to suppliers for goods and services
received, cash received for which the University has not yet earned the related revenue, securities lending liability,
and debt principal payments due within one year. The balance increased $5.4 million, or 8.0%, from 2012 to 2013,
primarily as a result of an increase of approximately $4.0 million in accounts payable relating to payments to
vendors for energy improvement and other construction projects. The remainder of the increase resulted primarily
from the overall growth of the University and related operating expenses.

» Noncurrent liabilities include debt and advance liabilities, the amount of compensated absence liability estimated to
be payable after a one-year period, and amounts which would be payable to the Federal government should the
University choose to cease participation in the Federal Perkins Loan or Nursing Loan programs. These balances
increased a total of $4.8 million, or 2.2%, resulting primarily from the University’s OPEB liability, which is an
actuarially-determined amount related to the participation of retirees on the University’s health insurance plan, and
increased $8.2 million. An actuarially-determined liability of approximately $55.4 million was calculated, of which
the sixth year of a 30-year amortization, plus interest, was recorded during 2013 (see note 15 to the financial
statements). In addition, the non-current portion of advances from primary government increased $3.6 million,
because $5.9 million was borrowed through the state’s Intercap loan program, while $1.8 million in advances were
repaid. These increases were offset by a decrease in the non-current portion of debt and leases payable of $6.0
million, as the University paid down a portion of its debt in accordance with anticipated repayment schedules.

» Net investment in capital assets consist of the historical acquisition value of capital assets, reduced by both
accumulated depreciation expense charged against assets and debt balances related to capital assets. This balance
increases as assets are acquired and debt is repaid, and decreases as assets are depreciated and debt is incurred.
Balances increased due to asset additions and debt repayment (discussed above), and were decreased by depreciation
expense and additional debt and intergovernmental advances incurred.

» Restricted, non-expendable balances must be held in perpetuity, and include endowment principal as well as certain
balances in student loan funds. Balances increased $0.6 million, primarily due an increase in fair market value in the
University-owned endowment balances as compared with 2012 balances.
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» Restricted, expendable net assets represent balances that may be expended by the University in accordance with
restrictions imposed by an external party, such as a donor, or through a legislative mandate. The University’s most
significant restricted, expendable balances relate to funds restricted to use for the construction, renewal or
replacement of facilities, for the payment of debt and for scholarships. Balances increased $1.6 million in
comparison with 2012 balances.

Unrestricted net assets may be designated for specific purposes by action of management or the Board of Regents, or
may otherwise be limited by contractual agreements with outside parties. Substantially all unrestricted net assets are
designated for specific purposes as described in the notes to the financial statements, and include funds accumulated for
employee termination payouts, scholarships, facility renewal and replacement, and student organization funds. The
University’s reserves remained steady with little change from the prior year.

Comparison of 2012 and 2011 Net Position (restated)

» Current assets include the University’s cash; accounts, grants and loans receivable; inventories; and other assets
expected to benefit the University within one year. Accounts and grants receivable result primarily from sponsored
projects that are payable on a cost-reimbursement basis, and also from student accounts. The increase of $24.1
million in current assets resulted primarily from an increase of $24.4 million in cash and equivalents, which is
discussed in the Statement of Cash Flows section of this document.

» Capital assets, net increased $21.9 million, resulting from asset additions of $51.0 million, offset by depreciation
and amortization expense of $28.7 million and $0.5 million in net book value of asset retirements, as shown in
further detail in Note 7 to the financial statements.

Asset additions included $37.8 million in construction projects. The Bozeman campus continued the renovation of
Cooley Lab at a cost of $11.3 million and the football stadium underwent an expansion of which $6.6 million was
expended during 2012. Improvements to Leon Johnson Hall added $5.5 million and improvements to Hapner and
Langford Halls totaled $3.0 million. A number of energy efficiency enhancements were also implemented, totaling
$4.1 million. Additional, smaller projects make up the remaining increase, and include residence hall upgrades,
office and lab renovations and other building improvement projects.

Equipment additions totaled $10.1 million during 2012. Research and instruction in the sciences require a
substantial equipment investment, and accounted for $5.8 million of the additions. Many specialized pieces of
equipment are grant-funded. For example, a microscope and a spectrometer accounted for additions of $0.8 million.
Approximately $1.2 million in library materials were acquired in 2012 as well.

»  Other noncurrent assets include endowment fund and other long term investments, student loans receivable, and
donated funds restricted to use for facility construction. The balance decreased $0.2 million from 2011, largely due
to a $.5 million reduction in the fair market value of endowment funds.

» Deferred outflow represents the offset to the University’s hedging derivative instrument liability. The University
pays a variable rate of interest to the holders of its Series J bonds. To hedge against rises in interest rates, a
transaction was entered into whereby the counterparty pays to the University that same variable rate of interest, and
in return the University pays the counterparty a fixed rate of interest. The counterparty may opt out in 2016.
Because current bond interest rates are lower than the fixed amount paid to the counterparty, the market value of the
instrument is negative. As such, a liability was recorded and is included in Noncurrent liabilities. The offsetting
entry is displayed as a deferred outflow rather than being recorded as an expense, because the cash flow hedge is
operating as anticipated to achieve the intended synthetic fixed interest rate. The balance increased by $3.3 million
from 2011 to 2012 due to a decrease in the variable interest rate paid by the counterparty.



A-12

Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

»  Current liabilities include payroll and related liabilities, amounts payable to suppliers for goods and services
received, cash received for which the University has not yet earned the related revenue, securities lending liability,
and debt principal payments due within one year. The balance increased $2.9 million, or 4.4%, from 2011 to 2012,
as a result of the overall growth of the University and related operating expenses.

» Noncurrent liabilities include debt and advance liabilities, the amount of compensated absence liability estimated to
be payable after a one-year period, and amounts which would be payable to the Federal government should the
University choose to cease participation in the Federal Perkins Loan or Nursing Loan programs. These balances
increased a total of $21.6 million, resulting primarily from increases of $9.4 million in debt and leases payable, as
the University incurred new borrowings of $15.4 million, and $5.6 million was repaid. In addition, the University’s
OPEB liability, which is an actuarially-determined amount related to the participation of retirees on the University’s
health insurance plan, increased $7.9 million. An actuarially-determined liability of approximately $55.4 million
was calculated, of which the fifth year of a 30-year amortization, plus interest, was recorded during 2012 (see note
15 to the financial statements). Advances from primary government increased $2.5 million, because $2.8 million
was borrowed through the state’s Intercap loan program, and $1.5 million was advanced through the State Building
Energy Conservation Program, while $1.6 million in advances were repaid.

» Net investment in capital assets consist of the historical acquisition value of capital assets, reduced by both
accumulated depreciation expense charged against assets and debt balances related to capital assets. This balance
increases as assets are acquired and debt is repaid, and decreases as assets are depreciated and debt is incurred.
Balances increased due to asset additions and debt repayment (discussed above), and were decreased by depreciation
expense and additional debt and intergovernmental advances incurred.

»  Restricted, non-expendable balances must be held in perpetuity, and include endowment principal as well as
balances in student loan funds. Balances decreased $0.3 million, primarily due a decrease in fair market value in the
University-owned endowment balances as compared with 2011 balances.

»  Restricted, expendable balances represent balances that may be expended by the University in accordance with
restrictions imposed by an external party, such as a donor, or through a legislative mandate. The University’s most
significant restricted, expendable balances relate to funds restricted to use for the construction, renewal or
replacement of facilities, for the payment of debt and for scholarships. Balances decreased $0.6 million in
comparison with 2011 balances.

Unrestricted balances may be designated for specific purposes by action of management or the Board of Regents, or
may otherwise be limited by contractual agreements with outside parties. Substantially all unrestricted net assets are
designated for specific purposes as described in the notes to the financial statements, and include funds accumulated for
employee termination payouts, scholarships, facility renewal and replacement, and student organization funds. As
discussed above, the University was able to add $1.3 million to its reserve, which may be used to ensure the availability
of retirement payout and scholarship funding and provide a means to absorb unexpected expenses or decreases in
revenue.



A-13

Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

CASH FLOWS

Condensed Statements of Cash Flows
(in millions)

The Statement of Cash Flows presents
2013 2012 2011 information related to cash inflows and
Cash provided/(used) by: outflows, categorized by operating,
Operating activities, net $(106.4) $(104.7) $ (103.9) [ noncapital financing, capital financing, and
Noncapital financing activities, investing activities. The reconciliation of
net 146.1 149 .4 149 4 || operating loss to cash used in operations
explains the relationship between the
Statement of Net Position and the Statement
of Revenues, Expenses and Changes in Net
Position, showing that increases and
Net change in cash (3-3) 245 21.6 [ decreases in operating assets often require
Cash, beginning of year 183.5 159.0 137.4 [ the use or receipt of cash, but do not result
Cash, end of year $ 1802 $ 1835 $ 159.0[] inrecognition of a revenue or an expense.

Capital and related financing
activities, net (46.4) (22.6) (30.3)

Investing activities, net 3.4 2.4 6.4

Comparison of 2013 and 2012 Cash Flows

» Operating activities used $106.4 million in cash, resulting primarily from an operating loss of $150.2 million. The
operating loss was offset by non-cash expenses of $39.4 million, primarily due to $30.0 million in depreciation and
amortization, as well as $8.2 million in non-cash expense resulted from the amortization of the Annual Required
Contribution to the OPEB liability (see note 15 to the financial statements). Other, less significant, increases and
decreases also contributed to the change. In 2012, operating activities used $104.7 million in cash, with an operating
loss of $141.8 million, offset by non-cash expenses of $37.6 million.

» Noncapital financing activities provided $146.1 million in cash, resulting from $101.1 million in state and local
appropriations, $30.2 million in federal Pell grant revenue, $13.8 million in expendable gifts, and $1.9 million of
land grant income. In 2012, noncapital financing activities provided $149.4 million in cash resulting from $101.0
million in state and local appropriations, $31.8 million in federal Pell grant revenue, $13.6 million in expendable
gifts, and $1.8 million of land grant income.

»  Capital and related financing activities used $46.4 million in cash. Debt interest, principal and advance payments
totaled $61.6 million, primarily due to $53.9 in principal repayments and refunding of debt offset by proceeds from
debt refunding and other borrowings which provided $49.1 million, and borrowings from the State’s Intercap lending
program which provided $5.9 million. Uses also included $40.3 million expended on capital assets, including
building construction (see note 7 to the financial statements). In 2012, these activities used $22.6 million in cash.
Uses in 2012 included $31.2 million expended on capital assets, and debt interest, principal and advance payments
totaling $12.8 million. Proceeds from a bond issuance provided $15.3 million in 2012, borrowings from the State’s
Intercap lending program provided $2.8 million, and borrowing through the State Building Energy Conservation
Program provided $1.5 million in 2012.

Comparison of 2012 and 2011 Cash Flows

» Operating activities used $104.7 million in cash, resulting primarily from an operating loss of $141.8 million. The
operating loss was offset by non-cash expenses of $37.6 million, primarily $28.7 million in depreciation and
amortization, as well as $7.9 million in non-cash expense resulted from the amortization of the Annual Required
Contribution to the OPEB liability (see note 15 to the financial statements). Other, less significant, increases and



A-14

Montana State University

(a component unit of the State of Montana)

Management’s Discussion and Analysis

As of and For Each of the Years Ended June 30, 2013 (continued)

decreases also contributed to the change. In 2011, operating activities used $103.9 million in cash, with an operating
loss of $140.5 million, offset by non-cash expenses of $40.0 million.

» Noncapital financing activities provided $149.4 million in cash, resulting from $101.0 million in state and local
appropriations, $31.8 million in federal Pell grant revenue, $1.8 million of land grant income, and $13.6 million in
expendable gifts. In 2011, noncapital financing activities provided $149.4 million in cash resulting from $85.4
million in state appropriations, $18.5 million in American Recovery and Reinvestment Act funding, $31.9 million in
federal Pell grant revenue, $1.9 million of land grant income, and $13.0 million in expendable gifts.

»  Capital and related financing activities used $22.6 million in cash. Proceeds from borrowings provided $15.3
million, as the University issued bonds to construct a new 72-bed residence hall and make improvements to several
existing residence halls. Uses included $31.2 million expended on capital assets, including building construction as
discussed above. Debt interest, principal and advance payments totaled $12.8 million. Borrowings from the State’s
Intercap lending program provided $2.8 million and borrowing through the State Building Energy Conservation
Program provided $1.5 million. In 2011, these activities used $30.3 million in cash. Uses included $25.3 million
expended on capital assets, including building construction. Debt interest, principal and advance payments totaled
$12.4 million, and borrowings from the State’s Intercap lending program provided $3.0 million in cash.

DEBT AND ADVANCES

As of June 30, 2013, the University had approximately $113.7 million in outstanding bond, note, and capital lease
principal, a slight decrease compared with $118.8 million at June 30, 2012 (see note 10 to the financial statements). The
majority of bond debt bears interest at fixed rates, except for $23.0 million in bonds which are reset with a weekly
municipal bond index. A fixed-payer swap and a constant maturity swap are associated with the variable rate debt, as
described in note 10 to the financial statements. Intercap debt is issued at a variable rate, reset each February, and as of
June 30, 2013, was 1.0%. As of June 30, 2013, and as of the most recent rating reports received in December, 2013, the
University’s bonds are rated Aa3 by Moody’s Investor Services and A+ by Standard and Poor’s.

ECONOMIC OUTLOOK

Student enrollment has increased in each of the past six years as the University gained in market share state-wide and in
the nonresident market. Resident enrollment represents over 75% of the University’s 2013 student FTE of 19,824.
Management continues to focus on the University’s recruiting efforts to maintain an appropriate mix of in- and out-of-
state student population. Recently, demand for higher education has increased nationwide and throughout Montana as
well, as citizens update their job skills and education. Management predicts slow growth over the next several years.
Increased enrollment, combined with 5% tuition increases implemented at the four-year campuses in 2012 and 2013 have
enabled the University to implement 1% and 2% pay increases. Additionally, modest reserves have been set aside which
ensure the availability of retirement payout and scholarship funding, and also provide a means to absorb unexpected
expenses or decreases in revenue.

To assist in the allocation of its resources, management evaluates programs regularly, and maintains a budgeting process
that is open to the public. Accountability and stewardship of the University’s assets are stressed by top management, as
is excellence in the programs offered. University management will continue to determine the proper balance between
spending and revenue, to ensure that quality programs remain while access to the University is not unduly limited by the
cost of attendance.
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2013 2012
ASSETS (restated)
Current assets:
Cash and cash equivalents (note 2) 179,119,894 $ 182,415,905
Short term investments - 758,160
Securities lending collateral 1,141,800 1,068,273
Accounts and grants receivable, net 9,216,998 8,951,441
Amounts receivable from Federal government 13,669,630 12,868,011
Amounts receivable from primary government 607,165 674,020
Amounts receivable from other State of Montana component units 8,354 17,737
Loans receivable, net 3,492,445 3,334,264
Inventories 2,918,317 3,115,026
Prepaid expenses and other current assets 2,781,255 2,108,449
Total current assets 212,955,858 215,311,286
Noncurrent assets
Restricted cash and cash equivalents 1,038,664 1,034,182
Restricted investments 7,285,637 6,824,529
Loans receivable, net 20,128,858 21,391,520
Investments 18,521,030 20,216,739
Capital assets, net (note 7) 394,022,468 378,055,419
Other noncurrent assets 1,138,656 1,062,377
Total noncurrent assets 442,135,313 428,584,766
Total assets 655,091,171 $ 643,896,052
DEFERRED OUTFLOW
Derivative financial instrument deferred outflow (note 10) 3,868,317 $ 6,070,489
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities 35,219,474 $ 31,770,056
Advances and other amounts payable to primary government 2,317,881 1,811,833
Amounts payable to other State of Montana component units 145,652 407,756
Securities lending liability 1,141,800 1,068,273
Property held in trust for others 1,583,463 2,567,431
Deferred revenues 10,177,719 9,115,831
Current portion compensated absences 15,512,992 14,837,704
Current portion debt and capital lease obligations (note 10) 6,676,591 5,781,091
Total current liabilities 72,775,572 67,359,975
Noncurrent liabilities:
Advances from primary government 23,236,002 19,591,957
Debt, capital lease, and other obligations (note 10) 107,014,587 113,059,186
Compensated absences 14,004,836 13,050,788
LT OPEB Implicit Rate Subsidy 56,268,295 48,029,610
Due to Federal government 22,593,240 22,480,430
Derivative instrument-- swap liability (note 10) 4,389,311 6,496,633
Total noncurrent liabilities 227,506,271 222,708,604
Total liabilities 300,281,843 $ 290,068,579
NET POSITION
Net investment in capital assets 263,785,515 $ 254,998,034
Restricted - nonexpendable 13,025,939 12,463,703
Restricted - expendable 14,423,380 12,823,440
Unrestricted (note 13) 67,442 811 79,612,785
Total net position 358,677,645 $ 359,897,962

The accompanying notes are an integral part of these financial statements.
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Assets:
Cash and cash equivalents
Accrued dividends and interest
Investments
Amounts due from the institution or other MSU component units
Contributions receivable, net of allowance
Contracts, notes and other receivables
Non-depreciable capital assets
Depreciable capital assets, net
Other assets

2013 2012
§ 5,456,760 § 5,955,126
121,521 129,828
183,513,218 159,346,615
1,440,169 2,453,433
20,989,054 27,120,259
4,823,351 4,299,542
472,486 438,586
9,657,349 9,725,850
2,234,615 1,952,217

Total assets

§ 228,708,523

$§ 211,421,456

Liabilities and net assets:
Liabilities

Accounts payable $ 605,413 $ 526,021
Accrued expenses and other liabilities 1,205,233 1,075,078
Compensated absences 445,857 420,660
Notes and bonds payable 2,742,589 2,801,455
Amounts due to the institution or other MSU component units 613,917 624,786
Liabilities to external beneficiaries 7,181,238 7,088,261
Custodial funds 11,568,333 10,690,666
Total liabilities 24,362,580 23,226,927
Net assets
Unrestricted net assets 16,644,785 15,367,002
Temporarily restricted net assets 79,983,416 72,226,054
Permanently restricted net assets 107,717,742 100,601,473
Total net assets 204,345,943 188,194,529

Total liabilities and net assets

§ 228,708,523

$ 211,421,456

The accompanying notes are an integral part of these financial statements.
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2013 2012
OPERATING REVENUES (restated)
Tuition and fees (net of $33,174,915 and $31,979,062 scholarship discount) $ 153,523,695 §$ 141,807,534
Federal appropriations 5,044,560 5,114,225
Federal grants and contracts 69,497,113 81,248,310
State grants and contracts 6,187,965 5,815,358
Non-governmental grants and contracts 10,367,073 9,491,558
Grant and contract facilities and administrative cost recoveries 16,349,985 17,858,322
Educational, public service and outreach revenues 24,294,342 24,510,537
Auxiliary revenues:
Housing (net of $2,759,381 and $2,411,283 scholarship discount) 17,326,126 16,347,272
Food services (net of $2,689,116 and $2,941,285 scholarship discount) 16,974,138 17,042,895
Other auxiliary sales and services (net of $796,828 and $916,152 scholarship 9,630,042 9,064,405
discount)
Interest earned on loans 108,097 100,952
Other operating revenues 4,349,063 6,105,058
Total operating revenues 333,652,199 334,506,426
OPERATING EXPENSES
Compensation and benefits 276,052,595 265,111,799
Annual Required Contribution to OPEB (note 15) 8,238,685 7,902,814
Operating expenses (note 14) 142,946,170 147,341,469
Scholarships and fellowships (net of $39,420,240 and $38,247,782
scholarship discount) 26,541,997 27,289,167
Depreciation and amortization 30,025,952 28,653,522
Total operating expenses 483,805,399 476,298,771
Operating loss (150,153,200) (141,792,345)
NONOPERATING REVENUES (EXPENSES)
State and local appropriations 101,115,514 100,984,947
Federal Pell grant revenue 30,207,442 31,842,883
Land grant income (pledged as security for repayment of bonds) 1,931,796 1,758,778
Gifts (expendable) 13,786,571 13,586,595
Investment income 1,260,416 2,934,058
Interest expense (5,513,076) (5,851,855)
Net non operating revenues (expenses) . 142,788,663 145,255,406
Income before other revenues, expenses, gains and losses (7,364,537) 3,463,061
Loss on disposals of capital assets (1,291,770) (364,374)
Additions to permanent endowment 106,175 97,110
Capital gifts, grants and contributions 7,329,815 21,392,583
Change in net position (1,220,317) 24,588,380
Net position, beginning of year as previously stated 359,897,962 336,724,657
Prior period capital asset restatement (1,415,075)
Net position, beginning of year as restated 359,897,962 335,309,582
Net position, end of year $ 358,677,645 $ 359,897,962

The accompanying notes are an integral part of these financial statements.
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Temporarily Permanently
Unrestricted Restricted Restricted Total
Revenues:
Contributions $ 3,354,770 $ 7,194,763 $ 6,769,631 $ 17,319,164
Investment, interest and dividend
income 963,905 1,581,806 1,223 2,546,934
Net realized and unrealized gain
(loss) on investments 2,998,707 10,828,622 44,008 13,871,337
Contract support and contributions
from University 1,370,204 - - 1,370,204
Special events 1,075,267 122,481 - 1,197,748
Other income 6,748,119 (1,827,921) 43,296 4,963,494
Net assets released from restrictions 10,412,940 (10,158,515) (254,425) -
Total revenues 26,923,912 7,741,236 6,603,733 41,268,881
Expenses:
Program services
University support 6,697,404 6,697,404
Academic and institutional 2,740,460 2,740,460
Scholarships and awards 5,209,504 5,209,504
Total program services expense 14,647,368 14,647,368
Operating expenses
Fundraising efforts 3,638,682 3,638,682
General and administrative 4,999,166 4,999,166
Investment management costs 925,285 925,285
Other miscellaneous 1,435,552 1,435,552
Total operating expenses 10,998,685 10,998,685
Change in net assets before
Nonoperating items 1,277,859 7,741,236 6,603,733 15,622,828
Nonoperating expenses
Payments to beneficiaries and
change in liabilities to
external beneficiaries (76) 16,126 512,536 528,586
Change in net assets 1,277,783 7,757,362 7,116,269 16,151,414
Net assets, beginning of year 15,367,002 72,226,054 100,601,473 188,194,529

Net assets, end of fiscal year

$ 16,644,785

$ 79,983,416

$107,717,742

$ 204,345,943

The accompanying notes are an integral part of these financial statements.
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UNIVERSITY COMPONENT UNITS-- Combined Statement of Activities
As of and for the Year Ended June 30, 2012 or December 31, 2011

Temporarily  Permanently
Unrestricted Restricted Restricted Total
Revenues:
Contributions $ 3,336,586 $33,892,252 $ 3,978,769 $§ 41,207,607
Investment, interest and dividend
income 317,163 1,089,621 958 1,407,742
Net realized and unrealized gain
(loss) on investments (776,589) (1,447,123) (6,855) (2,230,567)
Contract support and contributions
from University 1,346,000 - - 1,346,000
Special events 1,031,103 541,668 - 1,572,771
Other income 5,854,962 (1,688,878) 8,443 4,174,527
Net assets released from restrictions 16,961,830 (16,930,197) (31,633) -
Total revenues 28,071,055 15,457,343 3,949,682 47,478,080
Expenses:
Program services
University support 13,503,724 13,503,724
Academic and institutional 2,383,132 2,383,132
Scholarships and awards 4,673,542 4,673,542
Total program services expense 20,560,398 20,560,398
Operating expenses
Fundraising efforts 3,549,205 3,549,205
General and administrative 3,704,852 3,704,852
Investment management costs 796,696 796,696
Other miscellaneous 605,598 605,598
Total operating expenses 8,656,351 8,656,351
Change in net assets before
Nonoperating items (1,145,694) 15,457,343 3,949,682 18,261,331
Nonoperating expenses
Payments to beneficiaries and
change in liabilities to
external beneficiaries (4,780) 1,097 (301,127) (304,810)
Change in net assets (1,150,474) 15,458,440 3,648,555 17,956,521
Net assets, beginning of year 16,517,476 56,767,614 96,952,918 170,238,008
Net assets, end of fiscal year $ 15,367,002 $ 72,226,054 $ 100,601,473 $188,194,529

The accompanying notes are an integral part of these financial statements.
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Cash flows from operating activities: 2013 2012
Tuition and fees 154,176,845 $ 141,564,190
Federal appropriations 4,625,468 5,211,844
Federal grants and contracts 69,354,286 80,627,472
State grants and contracts 6,137,627 5,944,828
Private grants and contracts 10,295,697 8,386,661
Grant and contract facilities and administrative cost 16,393,613 18,550,514
Educational, public service and outreach revenues 23,757,961 24,692,627
Sales and services of auxiliary enterprises 43,807,607 42,039,611
Interest on loans receivable 254,478 242,682
Other operating receipts 4,349,063 6,105,057
Compensation and benefits (274,212,530) (264,092,273)
Operating expenses (139,687,144) (146,410,452)
Scholarships and fellowships (26,544,878) (27,287,970)
Loans made to students (2,998,008) (3,659,064)
Loan payments received 3,829,565 3,388,341

Net cash used in operating activities (106,460,350) (104,695,932)

Cash flows from noncapital financing activities:

Receipts (disbursements) of funds held in trust for others (971,613) 1,160,578
Direct lending proceeds 93,378,401 94,409,810
Direct lending disbursements (93,378,401) (94,409,810)
State and local appropriations 101,115,514 100,984,946
Federal Pell grant funds received 30,207,442 31,842,883
Gifts and contributions (expendable) 13,786,573 13,586,595
Land grant income (see note 2) 1,931,797 1,758,778
Repayment of long-term advance from primary government (54,416) (53,091)
Additions to permanent endowment 106,175 101,129
Net cash provided by noncapital financing activities 146,121,472 149,381,818

Cash flows from capital financing activities:
Purchase of capital assets

(40,289,185)

(31,239,771)

Proceeds from sale of capital assets 87,638 112,264
Gifts restricted for capital purchase 552,300 1,645,546
Other capital financing activities (12,650) 302,057
Proceeds from borrowings 49,076,130 15,294,196
Debt principal repayment (53,909,038) (5,516,062)
Payment of debt issue costs (471,846) (166,717)
Advances from primary government 5,904,993 4,264,096
Repayment of advances from primary government (1,714,138) (1,634,979)
Interest paid (5,615,415) (5,659,921)

Net cash used in capital financing activities

(46,391,211)

(22,599,291)

Cash flows from investing activities:

Purchase of investments (602,540) (291,327)
Proceeds from sale of investments 2,623,185 899,707
Investment income 1,417,915 1,753,241
Net cash provided by (used in) investing activities 3,438,560 2,361,621
Net change in cash and cash equivalents (3,291,529) 24,448,216
Cash and equivalents at beginning of year 183,450,087 159,001,871
Cash and equivalents at end of year 180,158,558 $§ 183,450,087
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Reconciliation of Operating Loss to Net Cash Used in Operations

2013 2012
Operating loss $ (150,153,200) $ (141,792,345)
Noncash income and expense:
Depreciation and amortization on capital assets 30,025,952 28,653,522
Provision for uncollectible accounts 1,162,179 1,061,475
Amortization of OPEB liability 8,238,685 7,902,814
Changes in operating assets and liabilities:
Accounts and grants receivable (2,396,644) (1,621,929)
Loans receivable 1,086,271 (80,539)
Inventories 196,710 307,651
Prepaid expenses (722,807) (725,181)
Accounts payable and other accrued liabilities 3,298,467 1,491,267
Deferred revenue 1,061,889 (195,818)
Compensated absences 1,629,338 155,663
Amounts due to Federal government 112,810 147,488
Net cash used in operations $ (106,460,350) $ (104,695,932)
Schedule of noncash financing and investing activities
2013 2012
Capital assets contributed to the University $ 6,777,514 $ 19,747,037

Capital assets acquired through issuance of capital lease obligations $ 305,712 $ 25,449
Capital assets acquired via trade-in $ 90,139 $ 36,556
Bond issue costs, discounts, premiums and deferred loss on

refunding amortized or written off to interest expense (net) $ 780,146 $ 52,262
Net change in fair value of investments $ 362,300 $ 536,330

Reconciliation of cash and cash equivalents as shown on the Statements of Cash Flows to cash as shown in
the Statements of Net Position

2013 2012
Cash and cash equivalents classified as current assets $ 179,119,894 $ 182,415,905
Cash and cash equivalents classified as noncurrent assets 1,038,664 1,034,182
Total cash and cash equivalents as reported on the
Statements of Cash Flows $ 180,158,558 $ 183,450,087

The accompanying notes are an integral part of these financial statements.
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NOTE 1 - ORGANIZATION, BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

ORGANIZATION

The accompanying financial statements include all activities of the four Montana State University campuses, the
Montana Agricultural Experiment Station, Montana Extension Service and the Fire Services Training School,
collectively referred to as the “University.” The four campuses of the University are Montana State University—
Bozeman, Montana State University— Billings, Montana State University— Northern (located in Havre) and Montana
State University College of Technology— Great Falls. Significant interagency transactions have been eliminated in
consolidation.

The University is the State’s land grant university, serving the state, national and international communities by
providing its students with academic instruction, conducting a high level of research activity, performing other
activities that advance fundamental knowledge, and by disseminating knowledge to the people of Montana.

A financial reporting entity, as defined by Governmental Accounting Standards Board (“GASB”’) Statement No. 14,
The Financial Reporting Entity, consists of the primary government, organizations for which the primary
government is financially accountable and other organizations for which the nature and significance of their
relationship with the primary government are such that exclusion could cause the financial statements to be
misleading or incomplete. Accordingly, the financial statements for the University are included as a component unit
of the State of Montana Basic Financial Statements, which are prepared annually and presented in the Montana
Comprehensive Annual Financial Report (CAFR).

In May 2002, the Governmental Accounting Standards Board (GASB) issued Statement No. 39, Determining
Whether Certain Organizations Are Component Units, an Amendment of GASB Statement No. 14. The statement
was clarified by the issuance of GASB Statement No. 61, The Financial Reporting Entity: Omnibus—An Amendment
of GASB Statements No. 14 and No. 34, which modifies certain requirements for inclusion of component units in the
financial reporting entity. The statements require that a legally tax exempt organization be reported as a component
unit of a reporting entity if the economic resources received or held by these organizations are entirely or virtually
entirely for the direct benefit of the reporting entity or its component units, and the reporting entity is entitled to, or
has the means to otherwise access, a majority of the economic resources received or held by the separate
organization. The resources of the separate organization must also be significant to the reporting entity. In addition,
organizations are evaluated for inclusion if they are closely related to, or financially integrated with, the reporting
entity, and qualify as presenting a financial benefit or burden relationship. The University has established a
threshold minimum of 1% - 2% of consolidated net position or 1% - 2% of consolidated revenues as an initial
requirement for inclusion of an organization as a component unit in its financial statements. Other entities may be
included, though, if the University determines that to exclude the entity would be misleading, according to clarified
criteria presented on statement No. 61. For further discussion of component units, see Note 20.

BASIS OF PRESENTATION

In June 1999, the GASB issued Statement No. 34, Basic Financial Statements and Management Discussion and
Analysis for State and Local Governments. This was followed in November, 1999 by GASB Statement No. 35,
Basic Financial Statements and Management’s Discussion and Analysis for Public Colleges and Universities. As a
component unit of the State of Montana, the University was also required to adopt GASB Statements No. 34 and
No. 35. The latter statement was adopted as amended by GASB Statements No. 37 and No. 38.

The financial statement presentation required by GASB Statements No. 34 and No. 35 provides a comprehensive,
entity-wide perspective of the University’s assets, liabilities, net position, revenues, expenses, changes in net
position, and cash flows, and replaces the fund-group perspective previously required.

For financial reporting purposes, the University is considered a special-purpose government engaged only in
business-type activities. Business-type activities are those that are financed in whole or in part by fees charged to
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external parties for goods or services. Accordingly, the University’s financial statements have been prepared using
the economic resources measurement focus and the accrual basis of accounting. Under the accrual basis, revenues
are recognized when earned, and expenses are recorded when an obligation has been incurred.

Certain prior year amounts have been reclassified to conform with current year presentation.

SIGNIFICANT ACCOUNTING POLICIES

Cash equivalents — For purposes of the statement of cash flows, the University considers its unrestricted, highly
liquid investments purchased with an original maturity of three months or less to be cash equivalents. Certain funds
on deposit with trustees, as well as funds invested in the Short Term Investment Pool with the Montana Board of
Investments are considered cash equivalents, unless the Montana Board of Investments management determines that
a portion of its portfolio is sufficiently illiquid and should be considered investments. In such cases, each participant
in the pool is allocated its pro-rata share of illiquid funds.

Investments — The University accounts for its investments at fair value in accordance with GASB Statement No. 31
Accounting and Financial Reporting for Certain Investments and for External Investment Pools. Investment income
is recorded on the accrual basis. All investment income, including unrealized gains and losses on the carrying value
of investments, is reported as a component of investment income. Investments include derivatives that do not
qualify for hedge accounting in accordance with GASB 53.

Accounts and grants receivable — Accounts receivable include tuition and fees charged to students and auxiliary
enterprise services provided to students, faculty and staff. Accounts receivable also include amounts due from the
Federal government, state and local governments, or private sources, in connection with reimbursement of allowable
expenditures made pursuant to the University’s grants and contracts. Accounts receivable are reported net of
estimated uncollectible amounts.

Allowances for uncollectible accounts — The University estimates the value of its receivables that will ultimately
prove uncollectible, and has reported a provision for such as an expense in the accompanying financial statements.

Inventories — Inventories include consumable supplies, livestock, and food items and items held for resale or recharge
within the University. Inventories are valued using First In First Out (FIFO) or specific identification methods.

Restricted cash and investments — Cash and investments that are externally restricted as to use are classified as
noncurrent assets in the accompanying statement of net position. Such assets include endowment fund cash and
investments.

Capital assets — Capital assets are stated at cost for purchased or constructed assets, and at estimated fair value for
donated assets. Renovations to buildings, infrastructure, and land improvements that significantly increase the value,
change the use, or extend the useful life of the structure are capitalized. Routine repairs and maintenance and minor
renovations are charged to operating expense in the year in which the expense is incurred.

Depreciation and amortization are computed on a straight-line basis over the estimated useful lives of the respective
assets, ranging from 3 years for certain software to 75 years for certain infrastructure assets. The University has
elected to capitalize museum, fine art and special library collections, but does not record depreciation on those items.

Deferred revenues — Deferred revenues include amounts received for tuition and fees and certain auxiliary activities
prior to the end of the fiscal year but related to events occurring in the subsequent accounting period. Deferred revenues
also include amounts received from grant and contract sponsors that have not yet been earned.

Compensated absences — Eligible University employees earn a minimum of 8 hours sick and 10 hours annual leave
for each month worked. Eligible employees may accumulate annual leave up to twice their annual accrual, while
sick leave may accumulate without limitation. Twenty-five percent of accumulated sick leave earned after July 1,
1971 and 100 percent of accumulated annual leave, if not used during employment, is paid upon termination.
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Other Post-Employment Benefits (OPEB) —During the year ended June 30, 2008, the University adopted GASB
Statement No. 45, Accounting and Financial Reporting by Employers for Post-employment Benefits Other Than
Pensions. The University allows retirees to participate in the Montana University System’s self-funded health
insurance plan by paying an amount considered by the University to cover their full costs (as calculated using the
pooled risk of retirees and active employees). An actuarial study determined that this blended rate structure results
in an implicit rate subsidy to retirees, who are considered to be a higher-cost pool of participants. The State of
Montana and its component units will amortize the calculated OPEB liability resulting from this implicit rate
subsidy over a period of 30 years. The state has not mandated funding of the liability. See note 15.

Net position — Resources are classified in one of the following four categories:

Net investment in capital assets — this represents the University’s total investment in capital assets, net of
accumulated depreciation and outstanding principal balances of debt attributable to the acquisition,
construction or improvement of those assets.

Restricted, nonexpendable — this represents net assets and deferrals subject to externally imposed
stipulations that the University maintain those assets permanently. Such assets include the University's
permanent endowment funds.

Restricted, expendable — this represents net assets and deferrals whose use by the University is subject to
externally imposed stipulations as to either the use or the period of availability of the assets.

Unrestricted— this represents net assets and deferrals that are not subject to externally imposed
stipulations. Unrestricted net assets may be designated for specific purposes by action of management or
the Board of Regents or may otherwise be limited by contractual agreements with outside parties.
Substantially all unrestricted net assets are designated for specific purposes as described in Note 13.

Classification of revenues — The University has classified its revenues as either operating or nonoperating according to
the following criteria:

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

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

Use of restricted revenues — When the University maintains both restricted and unrestricted funds for the same
purpose, the order of use of such funds is determined on a case-by-case basis, depending on relevant law and other
restrictions. Restricted funds remain classified as restricted until they are expended.

Income taxes — The University, as a political subdivision of the State of Montana, is excluded from Federal income
taxes under Section 115(1) of the Internal Revenue Code, as amended. Certain activities of the University may be
subject to taxation as unrelated business income under Internal Revenue Code Sections 511 to 514. Because tax
liabilities are not considered to be material, no provision for income tax expense is reported in the accompanying
financial statements.



Montana State University

(a component unit of the State of Montana)

Notes to Consolidated Financial Statements

As of and for Each of the Years Ended June 30 (continued)

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

Accounting standards not yet implemented — Management does not believe that any currently-issued accounting
standards will have a material effect on the University’s reported net position or results of operations.

NOTE 2 —-CASH DEPOSITS, CASH EQUIVALENTS AND INVESTMENTS

Cash deposits —The University must comply with State statutes, which generally require that cash and investments
remain on deposit with the State treasury, and as such are subject to the State’s investment policies. Certain
exceptions exist, which allow funds to be placed on deposit with trustees to satisfy bond covenants or to maximize
investment earnings through placing certain funds with recognized University foundations. Deposits with the State
treasury and other financial institutions totaled $107,773,030 at June 30, 2013 and $56,063,798 at June 30, 2012.

Cash equivalents — These amounts consist of cash held by trustees as well as $64,608,043 and $112,597,164 of the
amount invested in the Short Term Investment Pool (STIP) with the Montana Board of Investments at June 30, 2013
and 2012, respectively.

STIP participants include both state agencies and local governments. By meeting certain conditions, STIP, as a 2a7-
like pool, is allowed to use amortized cost or book value rather than fair value to report net assets to compute unit
values. As described in the notes to the Montana Board of Investments Consolidated Unified Investment Program
Financial Statements, investments must have a maximum maturity of 397 or fewer days unless they have reset dates.

Investments — These amounts consist of U.S. Government Securities, amounts invested in the Montana Board of
Investments Trust Fund Investment Pool (TFIP), certain funds invested in the Montana Board of Investments STIP,
funds held in common investment pools administered by the MSU-Bozeman and MSU- Northern Foundations, as well
as other funds held with trustees and the market value of the University’s non-hedging derivative financial instrument.
Except for funds held in the Montana Board of Investments STIP, as discussed above, investments are recorded at fair
value. The MSU Bozeman Foundation’s investment pool, totaling $141,016,703, includes $2,408,200 in real estate,
which is accounted for at fair value based on periodic appraisals. Of the pool, the University owns $8,210,591 or 5.8%.
Foundation investment pools are not subject to regulatory oversight.

Endowment spending policy — The State of Montana has adopted the Uniform Prudent Management of Institutional
Funds Act (UPMIFA), including the provision that the appropriation for expenditure of an amount greater than 7% of the
fair market value of an endowment fund (calculated on the basis of market values averaged over a period of not less than
three preceding years) creates a rebuttable presumption of imprudence. A majority of the University’s endowment
funds are managed by the MSU Bozeman Foundation, in accord with their spending policy, which conforms to
UPMIFA.

Securities lending transactions —The Board of Investments (BOI) is authorized by law to lend its securities, and has
contracted with its custodial bank, State Street Bank, to lend the BOI’s securities to broker-dealers and other entities.
The custodial bank is required to maintain collateral equal to 102% of the fair value of domestic securities and 105%
of the fair value of international securities while the securities are on loan. The BOI and the bank split the earnings
80% and 20% respectively on security lending activities. The University’s allocated portion of security lending cash
collateral was $1,141,800 at June 30, 2013 and $1,068,273 at June 30, 2012.
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The BOI did not impose any restrictions during fiscal years 2013 and 2012 on the amount of the loans State Street
Bank made on its behalf. There were no failures by any borrowers to return loaned securities or pay distributions
thereon during fiscal years 2013 and 2012. Moreover, there were no losses during fiscal years 2013 and 2012
resulting from a default of the borrowers or State Street Bank and Trust.

During fiscal years 2013 and 2012, the BOI and the borrowers maintained the right to terminate all securities
lending transactions on notice. The cash collateral received for each loan was invested, together with the cash
collateral of other qualified plan lenders, in a collective investment fund comprised of a liquidity pool and a duration
pool. As of June 30, 2013, the Quality D Short Term Investment Fund liquidity pool had an average duration of 29
days and an average weighted final maturity of 85 days for U.S. dollar collateral. The duration pool had an average
duration of 44 days and an average weighted final maturity of 1,972 days for U.S. dollar collateral. As of June 30,
2013, the Quality D Short Term Investment Fund liquidity pool had an average duration of 36 days and an average
weighted final maturity of 73 days for U.S. dollar collateral. The duration pool had an average duration of 40 days
and an average weighted final maturity of 1,329 days for U.S. dollar collateral. Because the securities lending
transactions were terminable at will, their duration did not generally match the duration of the investments made
with the cash collateral received from the borrower. As of June 30, 2013 the BOI had no credit risk exposure to
borrowers. The private equity and real estate pools do not participate in securities lending.

Investment risks — The University’s investments are concentrated primarily with the State of Montana; therefore,
discussion of the risks of the applicable State investment products is summarized below. Detailed asset maturity and
other information demonstrating risk associated with the BOI STIP and TFIP is contained in the BOI financial
statements, and may be accessed by contacting the Board of Investments at P.O. Box 200126, Helena, MT 59620-
0126. Investment risks are described in the following paragraphs. Risks specific to derivative financial instruments
are discussed in Note 10.

Credit Risk — Credit risk is defined as the risk that an issuer or other counterparty to an investment will not fulfill
its obligation. With the exception of the U.S. government securities, all TFIP fixed income instruments have credit
risk as measured by major credit rating services.

Custodial Credit Risk — Custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty to a transaction, a government will not be able to recover the value of the investment or collateral
securities that are in the possession of an outside party. The securities in the State of Montana Short Term Investment
Pool and the State of Montana Trust Fund Investment Pool are held in name of the BOI or were registered in the
nominee name for the BOI and held in possession of the BOI custodial bank.

Concentration of Credit Risk — Concentration of credit risk is the risk of loss attributed to the magnitude of an
entity’s investment in a single issuer. Because the University is limited to investing in certain funds and with certain
entities by state statute, it does not maintain its own credit risk policy.

Interest Rate Risk — Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. According to GASB Statement No. 40, interest rate disclosures are not required for STIP since STIP is a
2a-7-like pool. The TFIP investment policy does not formally address interest rate risk.

The State of Montana has selected the effective duration method to disclose interest rate risk. The University’s
investments are categorized below to disclose interest rate and credit risk as of June 30, 2013. Credit risk reflects the
security quality rating, by investment security type, as of the report date. Interest rate risk is disclosed using effective
duration. If a security investment type is unrated, the quality type is indicated by NR. Although STIP and TFIP
investments have been rated by investment security type, neither has been rated by an NRSRO.

Land grant earnings — The University benefits from two separate land grants which total 240,000 acres. The first
granted 90,000 acres for the University under provisions of the Morrill Act of 1862. The second, under the Enabling
Act of 1889, granted an additional 50,000 acres for agricultural institutions and 100,000 acres for state normal
schools.
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Under provisions of both grants, income from the sale of land and land assets must be reinvested and constitutes,
along with the balance of the unsold land, a perpetual endowment fund. The State of Montana, Board of Land
Commissioners, administers both grants and holds all endowed assets. The University’s land grant assets are not
reflected in these financial statements, but are included as a component of the State of Montana Basic Financial
Statements that are prepared annually and presented in the Montana Comprehensive Annual Financial Report.

Investment income from the perpetual endowment is distributed periodically to the University by the State of
Montana, Board of Land Commissioners, and is reported as revenue in the accompanying financial statements. The
University has currently pledged such income to the retirement of revenue bond indebtedness; after satisfying the
liens of the indenture, the University may expend the funds for any lawful purpose.

In addition to distributed endowment income, the University also receives revenue generated from trust land timber
sales. The University has the flexibility to designate timber sales revenues as either distributable or for

reinvestment, should it choose to expend the funds for certain specified purposes.

Cash equivalents and investments are categorized as follows at June 30, 2013:

Moody’s
Credit Effective
Quality Duration
Security Type Fair Value Rating (years)
State of Montana Short Term Investment Pool $ 65,458,078 NR*** N/A
U. S. Bank Money Market Funds (collateralized by 6,355,624 P-1 N/A
U.S. Bank pool, not in the University’s name)
State of Montana Trust Fund Investment Pool* 15,695,570 NR*** 5.15
Foundation Pooled Cash Equivalents and 7,355,199 NR*** N/A**
Investments**
Non-hedging derivative investment value 1,899,836 A2 22.42
Total Cash Equivalents & Investments $ 96,764,307

* TFIP and Foundation investments are intended to be permanent investments.
** The Foundation investment pool is not considered a debt pool, and as such, a duration calculation is not applicable.
**% Not rated
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NOTE 3 - ACCOUNTS AND GRANTS RECEIVABLE

Accounts receivable consisted of the following as of June 30:

2013 2012

Accounts receivable $ 9,774,446 $ 9,393,279
Other receivables, including private grants and contracts 3,104,564 2,810,940

Gross accounts and grants receivable 12,879,010 12,204,219
Less allowance for uncollectible accounts (3,662,012) (3,252,778)

Net accounts and grants receivable $ 9,216,998 $ 8,951,441
NOTE 4 - INVENTORIES
Inventories consisted of the following as of June 30:

2013 2012

Bookstore $ 1,006,907 $ 1,100,770
Food services 280,237 321,253
Facilities services 671,468 618,731
Livestock 622,408 722,320
Other 337,297 351,952

Total inventories $ 2,918,317 $ 3,115,026
NOTE 5 - PREPAID EXPENSES AND OTHER CURRENT ASSETS
Prepaid expenses consisted of the following as of June 30:

2013 2012

Library subscriptions 1,583,758 $ 875,395
Other (including summer session payments) 1,197,497 1,233,054

Total prepaid expenses $ 2,781,255 $ 2,108,449

NOTE 6 - LOANS RECEIVABLE

Student loans made under the Federal Perkins Loan Program constitute the majority of the University’s loan
balances. Included in noncurrent liabilities as of June 30, 2013 and 2012 are $22,593,240 and $22,480,430 that
would be repayable to the Federal government, should the University choose to cease participation in the Federal

Perkins Loan program.

The Federal portions of interest income and loan program expenses are shown as additions to and deductions from
the amount due to the Federal government, and not as operating transactions, in the accompanying financial

statements.
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NOTE 7 — CAPITAL ASSETS
Following are the changes in capital assets during the years ended June 30, 2013 and 2012:
Year Ended June 30, 2013
Balance
July 1, 2012 Balance
(restated) Additions Retirements Transfers June 30, 2013
Capital assets not being depreciated:
Land $ 6,603,729 $ 65,550 § - - $ 6,669,279
Museum and fine art 5,133,628 20,000 - - 5,153,628
Library special collections 3,250,296 71,621 - - 3,321,917
Livestock for educational purposes 3,206,391 169,476 (3,375) - 3,372,492
Construction work-in-progress 34,192,714 31,220,275 (1,094,331) (49,005,177) 15,313,481
Total capital assets not being
depreciated 52,386,758 31,546,922 (1,097,706) (49,005,177) 33,830,797
Other capital assets:
Furniture and equipment 137,942,174 9,962,448 (2,572,376) 13,342 145,345,588
Library materials 65,420,008 1,157,605 (2,488,025) - 64,089,588
Buildings 293,981,824 231,856 (475,894) 1,805,935 295,543,721
Building improvements 191,125,677 2,959,078 - 43,683,490 237,768,245
Land improvements 18,833,934 225,334 (30,248) 335,225 19,364,245
Infrastructure 34,835,590 954,847 - 2,730,836 38,521,273
Total other capital assets 742,139,207 15,491,168 (5,566,543) 48,568,828 800,632,660
Accumulated depreciation (417,126,202) (29,558,875) 5,194,702 - (441,490,375)
Other capital assets, net 325,013,005 (14,067,707) (371,841) 48,568,828 359,142,285
Intangible assets, net 655,656 424,459 (467,078) 436,349 1,049,386
Capital Assets, net $ 378,055,419 $ 17,903,674 $ (1,936,625) $ - $ 394,022,468
Year Ended June 30, 2012
Balance Balance
July 1, 2011 June 30, 2012
(restated) Additions Retirements Transfers (restated)
Capital assets not being depreciated:
Land $ 6,603,729 $ - - $ - $ 6,603,729
Museum and fine art 5,069,503 64,125 - - 5,133,628
Library special collections 3,250,296 - - - 3,250,296
Livestock for educational purposes 3,112,115 94,276 - - 3,206,391
Construction work-in-progress 12,094,956 37,774,724 (24,157) (15,652,809) 34,192,714
Total capital assets not being
depreciated 30,130,599 37,933,125 (24,157) (15,652,809) 52,386,758
Other capital assets:
Furniture and equipment 133,701,521 10,140,740 (5,879,566) (20,521) 137,942,174
Library materials 64,912,242 1,248,576 (740,810) - 65,420,008
Buildings 283,558,183 82,807 (150,000) 10,490,834 293,981,824
Building improvements 185,868,084 855,302 - 4,402,291 191,125,677
Land improvements 17,426,947 647,300 - 759,687 18,833,934
Infrastructure 34,835,590 - - - 34,835,590
Total other capital assets 720,302,567 12,974,725 (6,770,376) 15,632,291 742,139,207
Accumulated depreciation (395,142,763) (28,294,961) 6,291,004 20,518 (417,126,202)
Other capital assets, net 325,159,804 (15,320,236) (479,372) 15,652,809 325,013,005
Intangible assets, net 882,916 140,965 (368,225) - 655,656

$ 356,173,319

$ 22,753,854

$ (871,754)

$ -

$ 378,055,419
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Historical records are not available for certain of the University’s assets. As such, some values have been estimated
based on insurance values, industry-accepted valuation techniques, or estimates made by University personnel
knowledgeable as to the assets’ values. Livestock held for educational purposes consist primarily of cattle herds.
Breeding cattle are routinely replaced in the herds by their offspring; additions and deductions from the asset cost
are not reported for reproducing cattle replaced in this manner.

NOTE 8 — ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities consisted of the following as of June 30:

2013 2012
Compensation, benefits and related liabilities $ 18,865,589 $ 17,928,190
Accrued interest expense 557,721 571,778
Accounts payable and other accrued liabilities 15,796,164 13,270,088

Total $ 35,219,474 $ 31,770,056

NOTE 9 - DEFERRED REVENUES
Deferred revenues consisted of the following as of June 30:

2013 2012
Grant and contract funds received in advance $ 2,918,358 $ 2,684,449
Summer session payments received in advance 5,941,945 5,411,033
Other deferred revenues 1,317,416 1,020,349

Total $ 10,177,719 $ 9,115,831
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NOTE 10 - NON-CURRENT LIABILITIES AND DERIVATIVE INSTRUMENTS
Following are the changes in noncurrent liabilities for the years ended June 30, 2013 and 2012:
Year Ended June 30, 2013
Amounts
Balance Balance due within
July 1, 2012 Additions Reductions June 30, 2013 one year
Bonds, notes payable, and capital lease
obligations
Bonds payable, net of discount $ 116,828,606 $ 45901,670 $ (51,194,917) $ 111,535,359 $ 6,285,000
Notes and other long-term liabilities 1,980,781 62,650 (239,457) 1,803,974 279,535
Capital lease obligations 30,890 342,936 (21,981) 351,845 112,056
Total bonds, notes and capital lease
obligations $ 118,840,277 $ 46,307,256 $ (51,456,355) $ 113,691,178 $ 6,676,591
Compensated absence liability $ 27,888,492 $ 15,674,209 $ (14,044,873) $ 29,517,828 $ 15,512,992
Advances from primary government — Intercap $ 9,973,193 $ 5904993 § (1,289,620) $ 14,588,566 $ 1,707,373
Advances from primary government - MSTA  $§ 5,028,596 $ -3 (54,416) $ 4,974,180 $ 55,775
Advances from primary government - DEQ $ 6,358,707 $ -3 (424,518) $ 5,934,189 $ 497,784
Amounts due to Federal government $ 22,480,430 $ 141,568 $ (28,758) $ 22,593,240 $ -
OPEB liability— implicit rate subsidy for
retiree health insurance $ 48,029,610 $ 8,238,685 $ - $ 56,268,295 $ -
Derivative instrument liability $ 6,496,633 $ (2,107,322) $ - $ 4,389,311 $ -
Year Ended June 30, 2012
Amounts
Balance Balance due within
July 1, 2011 Additions Reductions June 30, 2012 one year
Bonds, notes payable, and capital lease
obligations
Bonds payable, net of discount $ 106,816,699 $ 15,273,962 $ (5,262,055) $ 116,828,606 $ 5,500,000
Notes and other long-term liabilities 2,211,657 62,650 (293,526) 1,980,781 273,544
Capital lease obligations 10,264 25,449 (4,823) 30,890 7,547
Total bonds, notes and capital lease
obligations $ 109,038,620 15,362,061 $ (5,560,404) $ 118,840,277 $ 5,781,091
Compensated absence liability $ 27,732,825 $ 14,422,478 $(14,266,811) $ 27,888,492 $ 14,837,704
Advances from primary government — Intercap $ 8,398,869 $ 2,805,218 $ (1,230,894) $ 9,973,193 $ 1,289,620
Advances from primary government - MSTA  § 5,081,686 $ - $ (53,090) $ 5,028,596 $ 54,416
Advances from primary government - DEQ $ 5,282,695 $ 1,480,098 $  (404,086) $ 6,358,707 $ 424,503
Amounts due to Federal government $ 22,332,942 $ 147,488 $ - $ 22,480,430 $ -
OPEB liability— implicit rate subsidy for
retiree health insurance $ 40,126,796 $ 7,902,814 $ - $ 48,029,610 $ -
Derivative instrument liability $ 3,880,185 $ 2,616,448 $ - $ 6,496,633 $ -

Amounts not due within one year are reflected in the noncurrent liabilities section of the accompanying Statement of

Net Position.
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Derivative financial instruments —

Description

The University has two interest rate swaps as of June 30, 2013. Interest rate swaps are classified as hedging
derivative instruments if the instruments meet the criteria of paragraphs 27 (a) and (b) of Governmental Accounting
Standards Board Statement Number 53, or as investment derivative instruments if they do not.

The following table summarizes the interest rate swaps outstanding as of June 30, 2013:

Effective Termination
Derivative Description Trade Date Date Date Counterparty
$25.75 million fixed payer swap 3/10/2005 7/21/2005 11/15/2035%* Deutsche Bank AG
$25.25 million basis swap 12/19/2006 11/15/2007 11/15/2035 Morgan Stanley Capital Services Inc.

*Counterparty may opt out in 2016

As of June 30, 2013, the fixed payer swap is classified as a hedging derivative instrument under Statement No. 53,
whereas the basis swap is an investment derivative instrument because there is no identified financial risk being
hedged by the basis swap that can be expressed in terms of exposure to adverse changes in cash flows or fair values.
Statement No. 53 includes four methods for evaluating hedge effectiveness; a governmental entity may use any of
the evaluation methods outlined in the Statement and is not limited to using the same method from period to period.
The four methods described in Statement No. 53 are: consistent critical terms, synthetic instrument, dollar-offset,
and regression analysis. In addition, Statement No. 53 permits a governmental entity to use other quantitative
methods that are based on “established principles of financial economic theory.” The fixed payer swap passes the
established criteria using the regression analysis methodology.

The fair values of the interest rate swaps were estimated using the zero-coupon method. This method calculates the
future net settlement payments required by the swap, assuming that the current forward rates implied by the yield
curve correctly anticipate future spot interest rates. These payments are then discounted using the spot rates implied
by the current yield curve for hypothetical zero-coupon bonds due on the date of each future net settlement on the
swaps. The time value is equal to the option value minus the intrinsic value. The option value was estimated using a
trinomial option pricing model. Incorporating market volatility data, the trinomial model calculates all possible
changes in the value of the underlying swap for each future cash flow period (up, down or unchanged) to form a
trinomial tree. This tree is used to calculate the current value of the option.

On September 10, 2010, the Series J bonds were converted to index bonds. While in index mode the interest rate is
reset weekly at a rate of the Securities Industry and Financial Markets Association (“SIFMA”) plus a fixed spread.
The spread is based on the long-term, unenhanced rating assigned to the issuer; the current spread as of June 30 was
0.80%. The dependent variable in the regression is the interest rates of the hedged cash flows; the independent
variable is the floating rates due under the hedging derivative. The counterparty to the fixed payer swap has the
right to terminate the swap at $0 on December 14, 2016 (a European option). Upon entering into the transaction, the
University received consideration from the counterparty in the form of an off-market (lower) fixed swap rate. A
portion of the consideration received was a result of the option being in-the-money at inception; that is, the option
had intrinsic value as the cancelable swap’s fixed rate of 3.953% was lower than the at-market rate of 4.110% on the
trade date. The remainder of the up-front consideration reflects the time value the counterparty pays for holding the
option. To the University, the time value portion represents deferred investment revenue. The intrinsic value of the
cancelable swap is considered a loan receivable for financial reporting purposes and is treated as an asset in the
accompanying financial statements. Interest accrues to the balance of the asset each year and amortizes with each
swap payment.
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The table below summarizes the reported balances as of and the derivative instrument activity during the years
ended June 30, 2013 and 2012.

Activity During 2013 Fair Value as of June 30, 2013
Type of derivative Notional Classification Amount Classification Amount
Cash flow hedge -
Pay fixed interest $23,025,000 Interest expense $ 18,211 Loan receivable $ 327,005
rate swap
Investment loss $ 94,850 Hybrid instrument liability $ 520,994
Deferred outflow L
increase/(decrease) $(2,202,172) Noncurrent liability —3.868.317
Total liability 4,389,311
Investment derivative -
Basis swap $23,025,000 Investment loss $ 332777 Investment (excluding interest S 1.899.836
accrued) =
Activity During 2012 Fair Value as of June 30, 2012
Type of derivative Notional Classification Amount Classification Amount
Cash flow hedge -
Pay fixed interest $23,600,000 Interest expense $ 18,073 Loan receivable $ 345216
rate swap
Investment revenue $ 650,269 Hybrid instrument liability $ 426,144
Deferred outflow L
increase/(decrease) $ 3,266,717 Noncurrent liability —6.070.489
Total liability $ 6,496,633
Investment derivative -
Basis swap $23,600,000 Investment income S 444053 In\;isctrnl:;rjl; (excluding interest § 2234252

The objective and terms of the University’s hedging derivative outstanding as of June 30, 2013 is as follows:

Notional Effective Termination Cash (Paid)/
Type Objective amount Date Date Received Terms
Pay fixed, cancelable Hedge interest rate $23,025,000 7/21/2005 11/15/2035 - Pay3.953%
interest rate swap risk on Series J 2005 Receive SIFMA

Bonds

Credit Risk

It is the University’s policy to enter into derivative agreements with highly rated counterparties. As of June 30,
2013, counterparty ratings were A2 and Baal by Moody’s and A+ and A- by Standard and Poor’s. The University
manages credit risk by requiring its counterparties to post collateral in certain events. The University is entitled to
collateral from its fixed payer swap counterparty if the interest rate swap’s fair value is greater than $5MM and the
counterparty is rated A+ or A, by S&P, or Al or A2 by Moody’s. If the counterparty to the fixed payer swap is
rated A- or below, by S&P, or A3 or below by Moody’s, the University is entitled to collateral up to 100% of the
swap’s fair value. The University is not required to post collateral. The University will continue to monitor
counterparty credit risk.

The University enters into derivative agreements with multiple counterparties to limit concentration of credit risk.
Currently, the University has interest rate swaps with two different counterparties and each counterparty accounts
for approximately 50% of outstanding notional. The University monitors counterparty credit risk on an ongoing
basis.
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Interest Rate Risk

Interest payments on variable rate debt will typically increase as interest rates increase. The University believes it
has significantly reduced interest rate risk by entering into a pay-fixed, receive floating interest rate swap. As
interest rates increase, net swap payments decrease so that changes in hedged variable-rate debt interest payments,
attributable to SIFMA, are largely offset by the net swap payments.

Basis Risk

The variable-rate cash flows being hedged by the pay-fixed swap will increase or decrease as SIFMA rates increase
or decrease. Because the hedged cash flows are SIFMA based and the floating receipts of the pay-fixed swap are
SIFMA based, there is no basis risk.

Termination Risk

The University or its counterparties may terminate a derivative instrument if the other party fails to perform under
the terms of the contract. In addition, the University’s fixed payer swap counterparty has the right to terminate the
derivative if the credit rating of the University’s unenhanced long-term revenue bond rating is withdrawn, suspended
or reduced below BBB-, in the case of S&P, or below Baa3 in the case of Moody’s. If such an event occurs, the
University could be forced to terminate the fixed payer swap in a liability position. As of June 30, 2013, the
University’s unenhanced long-term revenue bond rating was Aa3 by Moody’s and A+ by Standard and Poor’s.

Rollover Risk

The University’s hedging derivative includes a cancelation option which allows the counterparty to cancel the swap
on 12/14/16. Should the counterparty exercise its option, the University would be exposed to rollover risk as
exercise would only be likely in a rate environment higher than that at the time the trade was originally entered into.

Foreign Currency Risk
All hedging derivatives are denominated in US Dollars and therefore the University is not exposed to foreign
currency risk.

Market Access Risk

Market access risk is the risk that the University will not be able to enter credit markets or that credit will become
more costly. For example, to complete a derivative instrument’s objective, an issuance of refunding bonds may be
planned in the future. If at that time the University is unable to enter credit market, expected cost savings may not be
realized.

NOTE 11 - BONDS, NOTES AND ADVANCES PAYABLE

Revenue bond principal outstanding was as follows as of June 30:

Coupon rate 2013 2012
Series 2004H 5.50% $ 1,165,000 $ 21,320,000
Series 20041 3.625% — 5.25% 1,485,000 27,955,000
Series 2005J 0.89% * 23,025,000 23,600,000
Series 2006K 4.00% — 4.50% 11,185,000 11,775,000
Series 2008L 3.50% — 4.00% 13,630,000 16,740,000
Series 201 1M 2.00% — 5.00% 14,100,000 14,100,000
Series 2012N 2.00% — 4.00% 20,460,000 -
Series 20120 0.628%—-3.09% 28,365,000 -
Total principal outstanding $ 113,415,000 $ 115,490,000

* The interest rate on the Series J debt is variable, and adjusted weekly
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Revenue bonds are payable as follows:

Net Hedging

During the year ending June 30, Principal Interest Derivative Interest Total

2014 $ 6,285,000 $ 3,161,803 $ 885,745 $ 10,332,548
2015 6,615,000 2,932,939 861,921 10,409,860
2016 6,770,000 2,709,514 837,091 10,316,605
2017 7,095,000 2,498,119 811,320 10,404,439
2018 7,220,000 2,308,652 784,061 10,312,713
2019-2023 35,925,000 8,503,583 3,466,382 47,895,465
2024-2028 24,110,000 3,702,805 2,587,706 30,400,511
2029-2033 12,285,000 1,220,121 1,492,992 14,998,113
2034-2038 7,110,000 143,138 264,945 7,518,083
Total cash requirements 113,415,000 $ 27,180,674 $ 11,992,663 $ 152,588,337
Deferred loss on refunding (4,087,747)

Unamortized premium (discount) net 2,208,106

Bond payable, net $ 111,535,359

Description of bonded indebtedness—

Series A 1993 Bonds, November 9, 1993 — The University issued $24,911,720 of bonds dated November 9, 1993,
consisting of $3,055,000 of Current Interest Serial Bonds, plus $6,036,720 (discounted value) of Capital
Appreciation Bonds, and the remainder in Current Interest Term Bonds. A total of $4.3 million was used to partially
refund certain eligible portions of the Series B 1985 and Series A 1986 Indentures. The remainder of the proceeds
was used for the acquisition, construction, repair, remodeling, replacement, renovation, improvement, furnishing,
and equipping of new and existing facilities at the University. The Term Bonds were refunded by the Series G 2003
bonds, which were later refunded by the Series L bonds. Final maturity of the Capital Appreciation Bonds occurred
during November, 2011.

Series H 2004, October 14, 2004 — The Series H bonds were refunded in October 2012 upon issuance of the Series
N 2012 bonds. Principal remaining for the Series H 2004 bonds as of June 30, 2013 was $1,165,000. The Series H
bonds will be fully defeased in November 2014.

Series I 2004, November 23, 2004 — The Series I bonds were refunded in October 2012 upon issuance of the Series
0O 2012 bonds. Principal remaining for the Series 1 2004 bonds as of June 30, 2013 was $1,485,000. The Series I
bonds will be fully defeased in November 2014.

Series J 2005, July 21, 2005 — In July 2005, the University issued $25,750,000 of Series J 2005 Auction Rate
Facilities Improvement Revenue Bonds to fund the majority of a student facilities enhancement project on the
Bozeman campus. The proceeds, together with University funds, were used to renovate the student fitness center,
construct a theater, and renovate portions of the Strand Union Building. The bonds are being repaid with a
combination of student fees and auxiliary operations revenues. Principal payments continue each May and
November through November, 2035. On September 11, 2008, the University remarketed these bonds as Variable
Rate Demand Bonds in the daily mode, whereas they had previously been marketed as Municipal Auction Rate
Securities in the weekly mode. The bonds were remarketed without bond insurance, because variable rate
instruments backed by a direct-pay letter of credit were trading at more attractive rates from the bond issuer’s
perspective, which is a result of the insurer’s downgrading and general market conditions. The bonds are no longer
insured by Ambac; instead, the University entered into a Letter of Credit and Reimbursement Agreement with
Wachovia Bank, NA (“Wachovia”), for a term of two years, in which Wachovia assumed a direct-pay responsibility
for the bonds. Wachovia Bank was subsequently purchased by Wells Fargo. Because the letter of credit was
scheduled to terminate in September of 2010, the University sought pricing on a renewed letter of credit as well as a
direct-placement transaction. After reviewing several options, the University selected the direct-placement
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transaction, and on September 10, 2010, amended its bond indenture to permit issuance of the Series J bonds in the
indexed floater mode, re-issuing the bonds in whole to Wells Fargo Bank. In place of a letter of credit fee, the
University now pays Wells Fargo Bank a pre-determined basis point spread over and above the SIFMA weekly
indexed rate. Principal payment amounts and dates remained the same as they were prior to the remarketing.

In September 2013, the University entered into a 5-year renewal of its direct purchase agreement with Wells Fargo
Bank relative to its Series J 2005 bonds, at a rate of 0.65% above SIFMA. This is a decrease of 0.15% as compared
with the previous rate of 0.80% above SIFMA.

Series K 2006, July 26, 2006 — In July 2006, the University issued its Series K refunding debt in the principal
amount of $13.71 million. The proceeds were used to refund portions of the Series E 1998 and Series D 1996 debt,
and resulted in an economic gain to the University of $704,468. The proceeds of the Series K 2006 bonds were used
to acquire United States Government Obligations, the maturing principal and interest on which are calculated to be
sufficient to pay, when due, at maturity or upon redemption, the principal of and interest on the $7,315,000 Series D
1996 bonds maturing on and after November 15, 2007 (which were redeemed at par on November 15, 2006), and to
pay, when due, at maturity or upon redemption, the principal of and interest on the $5,840,000 Series E 1998 bonds
that were refunded. The refunded Series D 1996 bonds and Series E 1998 bonds are no longer considered to be
outstanding under the Indenture.

Series L 2008, June 26, 2008 — In June 2008, the University refunded its Series G 2003 Auction Rate Bonds
through the issuance of fixed rate Series L 2008 bonds in the amount of $17.59 million. Series L bond proceeds
were sufficient to legally defease the Series 2003 G bonds. The Series L debt will be repaid by November of 2016,
the same maturity date as the refunded Series G debt. Repayment is guaranteed by Assured Guaranty. The Series G
bonds were called in July, 2008 and are no longer outstanding. The original proceeds of the refunded debt had been
used for a $16,745,000 current refunding of the serial portion of the Series 1993-A bonds, and $2,015,000 had been
used for an advance refunding of the Series 1994 C bonds.

Series M 2011, October 26, 2011— In October 2011, the University issued $14,100,000 in Series M 2011 Facilities
Improvement Revenue Bonds to fund the construction of a new suite-style residence hall on the Bozeman campus,
as well as renovate public spaces in two existing residence halls and perform energy efficiency improvements
including window and lighting fixture replacement. Payments are scheduled each May and November through
November, 2027. The bonds are secured by a first lien on and pledge of the net pledged revenues, as described in
Note 17.

Series N 2012, October 17, 2012 — In October 2012, the University issued its Series N refunding debt in the
principal amount of $20.5 million. The proceeds were used to refund the Series H 2004 Facilities Improvement
Revenue Bonds with stated maturities in the year 2015 and thereafter. The refunding resulted in an economic gain to
the University of $2.2 million. The proceeds of the Series N 2012 bonds were used to acquire direct general
obligations, the maturing principal and interest on which are calculated to be sufficient to pay, when due, at maturity
or upon redemption, the principal of and interest on the $19.6 million Series H 2004 bonds with maturities in the
year 2015 and thereafter. The refunded Series H 2004 bonds are no longer considered to be outstanding under the
Indenture. The portion of the Series H bonds that were not refunded totals $1.2 million. This portion matures in the
year 2015 and will be retired in accordance with the original repayment schedule.

Series O 2012, October 17, 2012 — In October 2012, the University issued its Series O 2012 refunding debt in the
principal amount of $28.4 million. The proceeds were used to refund the Series I 2004 Facilities Revenue Refunding
Bonds with stated maturities in the year 2015 and thereafter. The refunding resulted in an economic gain to the
University of $1.6 million. The proceeds of the Series O 2012 bonds were used to acquire direct general obligations,
the maturing principal and interest on which are calculated to be sufficient to pay, when due, at maturity or upon
redemption, the principal of and interest on the $25.8 million Series I 2004 bonds with maturities in the year 2015
and thereafter. The refunded Series I 2004 bonds are no longer considered to be outstanding under the Indenture.
The portion of the Series I bonds that were not refunded totals $1.5 million. This portion matures in the year 2015
and will be retired in accordance with the original repayment schedule.
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Notes payable — consisted of the following as of June 30:
Maturity
Interest Rate Date 2013 2012

BB&T

Information Technology Oracle Site License 4.24% 04/01/14 $§ 144,535 $ 248,991
MSU-Northern Foundation

Consolidated Foundation Loan 6.00% 10/01/19 1,440,169 1,575,169
Total note principal outstanding $ 1,584,704 $ 1,824,160

Notes are payable as follows:

During the year ending June 30, Principal Interest Total

2014 $ 279,535 $ 90,275 $ 369,810

2015 220,000 78,310 298,310

2016 220,000 65,110 285,110

2017 220,000 51,910 271,910

2018 220,000 38,710 258,710

2019-2023 425,169 37,820 462,989

Total $ 1,584,704 $ 362,135 $ 1,946,839

Advances payable to primary government — The University participates in the State’s Intercap loan program.
Intercap loans contain a variable interest rate, which is based on the underlying bond rate of the Montana Board of
Investments Intercap bonds, and is adjusted each February. The rate as of June 30, 2013 was 1.00%.

Other advances were made during the mid- 1990s by the Montana Science and Technology Alliance (MSTA) to

stimulate research and creative activities in Montana. Such loans were subsequently assumed by the State of

Montana Board of Investments. Amounts are expected to be repaid as follows; however, actual payments are
allocated between three of the state institutions of higher education based on relative proportions of annual Research
and Creative Activities expenditures, and actual repayments and the timing thereof may vary.

Certain advances were made to the University by the State Department of Environmental Quality as part of its State
Building Energy Conservation Program (SBECP). The program provides funding for projects such as lighting,
window replacement, and other energy-efficiency initiatives. The projects selected for funding under the program
are done so only if utility savings resulting from the improvements are expected to offset the cost of the projects.

Amounts due to the State of Montana are scheduled to be repaid as follows:

During the Intercap Loans MSTA Advances SBECP

year ending

June 30, Principal Interest Principal Interest Principal Interest Total
2014 $1,707,373 $140,845 $55,775 $124,225 $497,784 $227,982 $2,753,984
2015 1,743,884 124,399 57,168 122,832 462,856 204,910 2,716,049
2016 1,660,032 107,059 58,595 121,405 464,398 185,771 2,597,260
2017 1,410,179 91,141 60,059 119,941 482,929 167,237 2,331,486
2018 1,240,055 77,199 61,559 118,441 498,355 147,811 2,143,420
2019-2023 3,842,648 249,967 331,637 568,363 2,133,386 463,185 7,589,186
2024-2028 2,984,395 73,787 375,169 524,831 1,222,899 122,209 5,303,290
2029-2033 - - 424,415 475,585 171,582 7,609 1,079,191
2034-2038 - - 480,126 419,874 - - 900,000
2039-2043 - - 543,150 356,850 - - 900,000
2044-2048 - - 614,446 285,554 - - 900,000
2049-2053 - - 695,101 204,899 - - 900,000
2054-2058 - - 786,343 113,657 - - 900,000
2059-2063 - - 430,637 19,363 - - 450,000
Total $ 14,588,566 $ 864,397 $4,974,180 $3,575,820 $ 5,934,189 $ 1,526,714 $ 31,463,866
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NOTE 12 - CAPITAL LEASE OBLIGATIONS

Capital Leases: The University has future minimum lease commitments for capital lease obligations consisting of
the following at June 30, 2013:

Principal and

Payable during the year ending June 30, Interest

2014 $ 128,898
2015 118,889
2016 100,292
2017 31,459
2018 5,894
Total payments 385,432
Less amount representing interest (33,587)
Principal balance outstanding § 351,845

Assets acquired under capital leases consist of photocopiers and a digital mailing system. Such assets are carried at
a cost of $524,472 less accumulated depreciation of $109,264 as of June 30, 2013.

NOTE 13 - NET POSITION

As of June 30, the University’s unrestricted balances were as follows:

2013 2012
Board of Regents’ approved reserves $ 18,873,738 § 19,349,115
Other designated purposes 48,569,073 60,263,670
Total unrestricted net position $ 67442811 $ 79,612,785
As of June 30, the University’s restricted balances were as follows:
2013 2012
Restricted - nonexpendable:
Endowments $ 8,320,951 $ 7,835,434
Loans 4,704,988 4,628,269
Total restricted - nonexpendable $ 13,025,939 $ 12,463,703
Restricted - expendable:
Scholarships $ 1,210,131 $ 1,144,616
Research and other 2,436,545 1,409,308
Loans 392,163 388,105
Construction and renewal of plant facilities 4,966,545 4,460,475
Debt retirement 5,417,996 5,420,936
Total restricted - expendable $ 14,423,380 $ 12,823,440

Prior period restatement of Net Position — The University’s beginning net position was restated by $1,415,075
due to discovery of facts that existed but were not taken into account at the time of the issuance of prior statements.
In 2006, the MSU Northern campus received a gift of land and buildings. An appraisal was performed at the time of
the donation, but due to changes in personnel occurring at the time of the gift, neither the existence of the appraisal
nor its contents were known to campus staff. Recently, the appraisal was discovered and the assets’ values were
corrected from their previous values, which had been based on insured values.
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NOTE 14 —-OPERATING EXPENSES

Operating expenses were incurred in performance of the following during the years ended

June 30:

2013 2012
Instruction $ 119,752,747 $ 112,042,890
Organized research 102,041,080 107,218,165
Public service 26,109,764 24,586,200
Academic support 32,421,656 31,316,472
Student services 37,107,334 34,737,218
Institutional support 24,183,761 24,070,844
Plant-related expenses 37,819,960 40,018,476
Auxiliary enterprises 47,801,148 46,365,817
Scholarships and fellowships 26,541,997 27,289,167
Depreciation and amortization 30,025,952 28,653,522

$ 483,805,399 $ 476,298,771

Operating expenses were incurred in the following categories during the years ended June 30:

2013 2012
Compensation and benefits $ 276,052,595 $ 265,111,796
OPEB 8,238,685 7,902,814
Supplies and service 77,032,068 80,014,949
Travel 12,082,943 11,899,645
Utilities 10,297,813 10,402,691
Other operating expenses 43,533,346 45,024,187
Scholarship and Fellowships 26,541,997 27,289,167
Depreciation and amortization 30,025,952 28,653,522

$ 483,805,399 $ 476,298,771

NOTE 15 - RETIREMENT PLANS AND OTHER POST-EMPLOYMENT BENEFITS
Retirement plans—

University employees eligible to participate in retirement programs are members of either the Montana Public
Employees' Retirement System (PERS), the Game Wardens’ and Peace Officers’ Retirement System (GWPORS),
Montana Teachers' Retirement System (TRS) the Optional Retirement Program (ORP), Federal Employees'
Retirement System (FERS) or the U.S. Civil Service Retirement System (CSRS). ORP commenced in January
1988, and is underwritten by the Teachers' Insurance and Annuity Association-College Retirement Equities Fund
(TIAA-CREF). Effective July 1, 1993, ORP was made the mandatory retirement plan for new faculty and
administrative staff. The Pension Benefit Obligation is not available on an individual agency basis, but is available
on a statewide basis from the PERS and TRS systems or TIAA-CREF.

ORP - The ORP is a defined contribution plan, established under authority of Title 19, Chapter 21, MCA. Benefits
at retirement depend upon the amount of investment gains and losses and the employee's life expectancy at
retirement. Under the ORP, each employee enters into an individual contract with TTAA-CREF. The University
records employee/employer contributions, and remits monies to TTAA-CREF. Combined contributions cannot
exceed 13% of the participants compensation (MCA §19-21-203). Individuals are immediately vested with
contributions. Annual reports that include financial statements and required supplemental information on the plan
are available from TIAA-CREF, 730 Third Avenue, New York, New York 10017-3206, Phone 1-800-842-2733.

TRS - This system was established in 1937 and is governed by Title 19, Chapter 20, MCA, as a cost-sharing multi-
employer defined benefit pension plan providing retirement services to all persons employed as teachers or
professional staff of any public elementary or secondary school, vocational-technical center or unit of the University
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System. Eligibility is met with a minimum of 25 years of service or age 60 with 5 years of creditable service. The
formula for benefits is 1/60 times creditable service years times average final compensation. Rights are vested after
5 years of creditable service, and vested employees may retire at or after age 50 and receive reduced retirement
benefits. The active participant and employer contribution rates are statutorily determined (MCA §19-20-602 and
§19-20-605). Additional information or a separate financial statement can be obtained from the State of Montana,
Department of Administration, Teachers' Retirement Division, P.O. Box 200139, Helena, MT 59620-0139

PERS - This system was established in 1945 and is governed by Title 19, Chapter 3, MCA, as a cost-sharing multi-
employer defined benefit pension plan providing retirement services to substantially all public employees. Effective
July 1, 2002, eligible new employees of the University are defaulted into the PERS defined benefit plan and have
one year from their date of hire to elect whether to stay in the PERS defined benefit plan, enroll in the ORP plan, or
enroll in the PERS Defined Contribution Plan. Benefit eligibility is age 60 with at least 5 years of service, age 65
regardless of service, or 30 years of service regardless of age. Actuarially reduced benefits may be taken with 25
years of service or at age 50 with at least 5 years of service. Monthly retirement benefits are determined by
multiplying 1/56 by the number of years of service by the final average salary, unless the employee has 25 or more
years of service, in which case the multiplier is 1/50. The required contribution rates for active participants and
employers are statutorily determined (MCA §19-3-315 and MCA §19-3-316). Members’ rights become vested after
5 years of service. Additional information or a separate financial statement can be obtained from the State of
Montana, Department of Administration, Public Employees' Retirement Administration, P.O. Box 200131, Helena,
MT 59620-0131.

GWPORS — This retirement system was established in 1963 and is governed by Title 19, Chapter 8, MCA, to
provide retirement services for all persons employed as game wardens and peace officers. Effective July 1, 1997,
this system became the mandatory system for campus security officers employed by the Montana University
System, unless they already held membership in another State retirement system. Participants are eligible to retire
after completing 20 years of service and reaching age 50. Early retirement with a reduced benefit may be taken after
completing 5 years of service and reaching 55 years of age. The retirement formula is 2% of the final average salary
per year of service. The required contribution rates for active participants and employers are statutorily determined
(MCA §19-8-502 and MCA §19-8-504). Members’ rights become vested after 5 years of service. Additional
information or a separate financial statement can be obtained from the State of Montana, Department of
Administration, Public Employees' Retirement Administration, P.O. Box 200131, Helena, MT 59620-0131.

FERS - This plan commenced in 1986 and is available to Federal employees joining the Extension Service staff that
either had no prior covered service under CSRS or had a break in service. This retirement plan contains defined
benefit plan components, a Basic Benefit Plan and Social Security, and a defined contribution component, the Thrift
Savings Plan (TSP). Basic benefits can be received at age 55 with as little as 10 years of service, and minimum
retirement benefits at age 62 with 5 years of service. The formula for basic benefits is 1% of the highest consecutive
three-year-average salary multiplied by the number of years of service. The formula changes slightly if over 62 and
over 20 years of service. At age 62, retirees are eligible for cost of living adjustments on retirement benefits. The
employer is required to make at least a 1% contribution to the TSP. The TSP benefits at retirement depend upon the
amount of employer contributions, employee voluntary contributions and investment gains and losses. Further
information regarding the Federal Employees Retirement System can be obtained from the U.S. Office of Personnel
Management, 1900 E Street NW, Washington, DC 20415.

CSRS - This retirement plan is authorized under the Smith-Lever Act of 1914 as amended and is available to
Federal employees who first entered covered service before January 1, 1987 and who are joining the Extension
Service staff without a break in service. CSRS is a defined benefit plan. The retirement benefits are based upon the
highest consecutive three-year-average salary. Retirees are eligible for cost of living adjustments the year after
retirement. Benefits can be received at age 55 with 30 years of service, age 60 with 20 years of service, or age 62
with five years of service. Further information regarding the Civil Service Retirement System can be obtained from
the U.S. Office of Personnel Management, 1900 E Street NW, Washington, DC 20415.
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Pension data for the year ended June 30, 2013 is as follows:
PERS TRS ORP CSRS FERS GWPORS
Covered payroll** $ 47544238 $§ 13,859,434 $§ 120,728,441 § 441,874 $ 352,535  § 1,368,630
Employer contributions* $ 3,441,592 § 1,720,260  $ 7,121,291  $ 47,065 $ 40,773 $ 123,177
% of covered payroll 7.170% 9.850%  4.490%-5.956% 7.00%-8.00% 11.900% 9.000%
Employee contributions $ 3,398,037 § 996,287 $ 8,500,464 $ 54,260 $ 55,715 $ 144,527
% of covered payroll 6.900%-7.900% 7.150%  6.900%-7.900% 7.00%-8.00% 0.800% 10.560%
ORP contribution to TRS $ 5,340,357
% of covered payroll 4.720%
ORP contributions to PERS $ 209,713
% of covered payroll 2.680%
*Includes TRS Option 1 payments of $355,291
**Covered payroll excludes students employed under the College Work Study programs and part-time student employees.
Total payroll for 2013 and 2012 were $215,972,370 and $208,522,971, respectively. Amounts contributed to
retirement plans during the past three years were equal to the required contribution each year.
The amounts contributed by the University and its employees were as follows for the years ended June 30:
PERS TRS ORP CSRS FERS GWPORS
2011 $ 6,569,045 $ 8,178,177 $ 14,618,987 $ 124,362 $ 92,288 $ 236,373
2012 $ 6,745,668 $ 8,191,710 $ 14,851,040 $ 129,720 $ 85,809 $ 248,397
2013 $ 7,049,342 $ 8,056,904 $ 15,621,755 $ 101,325 $ 96,488 $ 267,704
Pension data for the year ended June 30, 2012 is as follows:
PERS TRS ORP CSRS FERS GWPORS
Covered payroll $ 46,130,986 $ 15,289,585 $ 115,112,528 $ 591,517 $ 303,952 $ 1,269,924
Employer contributions* $ 3,328,445 $ 2,010,650 $ 6,757,621 $ 52,570 $ 37,093 $ 114,293
% of covered payroll 7.170% 9.850%  4.490%-5.956% 7.00%-8.00% 11.900% 9.000%
Employee contributions $ 3,221,960 $ 1,093,205 $ 8,093419 $ 77,150 $ 48,716 $ 134,104
% of covered payroll 6.900%-7.900% 7.150% 7.044% 7.00%-8.00% 0.800% 10.560%
ORP contribution to TRS $ 5,087,855
% of covered payroll 4.720%

ORP contributions to PERS
% of covered payroll

$ 195,263
2.680%

*Includes TRS Option 1 payments of $515,604
**Covered payroll excludes students employed under the College Work Study programs and part-time student employees.

Other Post-Employment Benefits (OPEB) —

Authorization— Montana State law requires state agencies to provide access to health insurance benefits to
eligible retirees up to Medicare — eligible age (65) (§2-18-704(1)(a), MCA). The Board of Regents of the Montana
University System (MUS), having broad authority to act in the best interests of the MUS, has directed the Office of
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the Commissioner of Higher Education (OCHE) to provide access to health insurance benefits beyond age 65.
Eligible University retirees may participate in the health insurance plan, provided that they contribute to the cost of
the plan.

Eligibility— Retirees who are eligible to receive retirement benefits from Teachers Retirement System (TRS) or the
Public Employees Retirement System (PERS) at the time employment ceases may participate in the plan. Retirees
who are in the Optional Retirement Plan (ORP) (through TIAA-CREF) or any other defined contribution plan
associated with the MUS must have worked five or more years and be age 50, or have worked 25 years with the
MUS to be eligible for retiree insurance benefits. The MUS’s Interunit Benefits Committee, at the direction of the
OCHE, sets the premiums for such participation. Until a retiree reaches age 65, individual retiree participation
premiums range from $554-$648 per month, depending on the level of deductible and other selected plan features.
Upon reaching age 65 (Medicare eligibility), monthly participation premiums range from $263-$308 for an
individual retiree. Coverage is also extended to dependents and surviving dependents of the employee. Retirees who
select a non-MUS Medicare Advantage Program are not considered in the above rates.

Financial and plan information— The MUS Group Benefits Plan does not issue a stand-alone financial report, but
is subject to audit as part of the State of Montana’s Basic Financial Statements, included in the Comprehensive
Annual Financial Report (CAFR). A copy of the most recent CAFR can be obtained online at
http://afsd.mt.gov/CAFR/CAFR.asp or by contacting the Montana Department of Administration, PO Box 200102,
Helena, MT 59620-0102.

A schedule of funding progress contained in the Required Supplementary Information immediately following the
notes to the financial statements presents multi-year trend information.

The plan is considered to be a multi-employer agent plan. All units of the MUS fund the post-employment benefits
on a pay-as-you-go basis from general assets. The University’s annual other post-employment benefit (OPEB) cost
(expense) is calculated based on the annual required contribution (ARC) of the employer, an amount actuarially
determined in accordance with GASB Statement No. 45. The calculated ARC represents an amount that, if funded,
would cover normal cost each year and amortize any unfunded actuarial liability over a period of 30 years. For the
fiscal year ended June 30, 2013 and June 30, 2012, MSU’s annual OPEB cost (expense) of $8,238,685 and
$7,902,814 was equal to the ARC. The actuarial determination was based on plan information as of July 1, 2011.
At that time, the number of active University participants in the health insurance plan was 3,536. The total number
of inactive (retiree and dependent) participants was 1,064. During the year ended June 30, 2013 and 2012, the
University contributed $31,509,597 and $31,006,741 respectively, for actively employed participants, whose annual
covered payroll totaled $183,870,217 as of the last actuarial valuation. The University does not contribute to the
plan for retirees or their dependents.

As of the latest actuarial evaluation, the accrued liability for retiree health benefits was $55,421,239 all of which was
unfunded. The percentage of annual OPEB cost contributed to the plan was 0% for both years, and the net OPEB
obligation was $56,268,295 and $48,029,610 for 2013 and 2012 respectively. The funded status of the plan as of
June 30 was 0% for both years.
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The University’s OPEB obligations for 2013 and 2012 are:

Year ended June 30, 2013 2012

Annual Required Contribution $ 8,238,685 $ 7,902,814

Adjustment to annual required contribution - -
Annual OPEB cost 8,238,685 7,902,814

Contributions made - -

Increase to net OPEB obligation 8,238,685 7,902,814
Net OPEB obligation — beginning of year 48,029,610 40,126,796
Net OPEB obligation — end of year $ 56,268,295 $ 48,029,610

Actuarial methods and assumptions — The projected unit credit funding method was used to determine the cost
of the MUS System Employee Group Benefits Plan. This method’s objective is to fund each participant’s benefits
under the plan as they accrue. The total benefit to which each participant is expected to become entitled at retirement
is categorized into units, each associated with a year of past or future credited service. The actuarial assumptions
included marital status at retirement, mortality rates and retirement age:

Interest/Discount rate 4.25%
Projected payroll increases 2.50%
Participation 55% of future retirees are assumed to elect coverage at the

time of retirement, 60% of future eligible spouses of future
retirees are assumed to elect coverage

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about
the probability of occurrence of events into the future. Such events include assumptions about future employment,
mortality rates, and healthcare cost trends. Amounts are subject to continual review and revision as actual results are
compared with past expectations and new estimates are made.

Termination Benefits — During the year ended June 30, 2013 and 2012, certain employees were involuntarily
terminated. The University agreed to contribute to their health insurance for a specified period of time as severance.
Additionally, certain employees were offered a one-time payment as incentive to retire. Certain employees had
elected the Teachers’ Retirement System Option 1 payout during the fiscal year ended June 2013. During the year
ended June 30, 2013, incentive pay of $89,971 for voluntary and involuntary terminations plus benefits of $53,568
(including TRS payment of $22,012) were paid to a total of nine employees, for a total of $143,539 in expenses
included in the accompanying financial statements.

NOTE 16 - RISK MANAGEMENT

Due to the diverse risk exposure of the University and its constituent agencies, the insurance portfolio contains a
comprehensive variety of coverage. Montana statutes, Sections 2-9-101 through 305, MCA require participation of all
state agencies in the self-insurance plan established by the Montana Department of Administration, Risk Management
and Tort Defense Division (RMTDD). The self-insurance program includes coverage for commercial general liability,
automobile liability, professional liability, and errors and omissions exposures. The RMTDD provides coverage, above
self-insured retentions, by purchasing other commercial coverage, using Alliant Insurance Services as the primary
insurance broker for excess property, crime, fidelity, boiler and machinery, special events liability, and fine arts
coverage. Coverage for aviation excess liability and aircraft hull liability is held through specialty broker, Mountain Air
Aviation. The RMTDD also supplies other commercial insurance coverage for specific risk exposures on an as needed
basis such as the Volunteer Accident and Health, Accidental Dismemberment and Accidental Death coverage obtained
for all units of the Montana University System. In addition to these basic policies, the University’s Department of Safety
and Risk Management establishes guidelines and provides consultation in risk assessment, avoidance, acceptance and
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transfer. MSU also works through the RMTDD to secure coverage for Student Professional Liability exposures in a
medical and non-medical setting that arise from students’ academic projects and experiential programs. MSU secures
athletic injury and catastrophic sports injury insurance for its NCAA programs through Bene Marc, Inc. and Summit
America Insurance Services.

The Tort Claims Act of the State of Montana, Section 2-9-102, MCA, provides that governmental entities are liable for
its torts and of those of its employees acting within the course and scope of their employment or duties, whether arising
out of a governmental or proprietary function, except as specifically provided by the Legislature. Accordingly, Section
2-9-305, MCA, requires that the State “provide for the immunization, defense and indemnification of its public officers
and employees civilly sued for their actions taken within the course and scope of their employment.”

Buildings and contents — are insured for replacement value. For each loss covered by the State’s self- insurance
program and commercial coverage, MSU elects a $1,000 per occurrence retention.

General liability and tort claim coverage — include comprehensive liability for general, automobile, personal injury,
officer’s and director’s, professional, aircraft, watercraft, leased vehicles and equipment, and are provided for by the
University’s participation in the State’s self-insurance program. There is no agency deductible applied to tort liability
claims.

Self-Funded Programs — The University’s health care program is self-funded, and is provided through participation in
the Montana University System (MUS) Inter-unit Benefits Program. The MUS program is funded on an actuarial basis
and the University believes that sufficient reserves exist to pay run-off claims related to prior years, and considers
premiums and University contributions sufficient to pay current and future claims.

Effective July 1, 2003, the University adopted a self-funded workers’ compensation insurance program, provided
through membership in the MUS Self-Insured Worker’s Compensation Program. The MUS program is funded on an
actuarial basis and utilizes an OCHE employee as an in-house administrator. Benefits provided are prescribed by state
law and include biweekly payments for temporary loss of wages as well as qualifying permanent partial and permanent
total disability. Medical and indemnity benefits are statutorily prescribed for qualifying job-related injuries or illnesses.

The MUS program incorporates a self-insured retention of $750,000 per occurrence and excess commercial coverage to
statutory limits. Employer’s liability coverage has a $750,000 per occurrence retention with a per occurrence insurance
limit of $1,000,000. The University makes monthly contributions to the self-funded program utilizing the MUS
Worker’s Compensation Board recommended rates for premium payments. The MUS Worker’s Compensation Board
annually utilizes actuarially recommendations based upon the National Council for Compensation Insurance (NCCI)
rates per $100 in University payroll.

NOTE 17 - COMMITMENTS AND CONTINGENT LIABILITIES

Operating leases — The University is committed under non-cancelable operating leases as follows:

Minimum rental payments for operating leases are

due in the years ending June 30, Amount

2014 3,822,691
2015 3,369,896
2016 2,552,656
2017 2,524,962
2018 2,553,734
2019-2023 3,084,650
2024-2028 898,649

Total $§ 18,807,238
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Payments made under operating leases during the years ended June 2013 and 2012 totaled $3,876,788 and
$3.,844,286 respectively. Certain space lease agreements, which comprise the majority of the commitments, contain
escalation clauses based on the consumer price index.

Other commitments:

Encumbrances — As of June 30, 2013, the University had issued purchase orders committing the expenditure of
$9,079,601 for equipment, supplies and services which had not yet been received.

Legal actions — The University is a defendant in legal actions arising in the normal course of business. While the
outcome cannot be determined at this time, management is of the opinion that the liability, if any, from these actions
will not have a material effect on the University's net position, results of operations or cash flows.

Refundable grants — The University receives grants and other forms of reimbursement from various Federal and
State agencies. These funds are subject to review and audit by cognizant agencies. The University is currently
awaiting the outcome of a 2006 federal audit in which questioned costs of approximately $200,000 were noted.
Additionally, in October 2013, it was agreed that program income of approximately $123,000 will be returned to a
sponsor. Such amounts are not considered material, and have not been accrued in the accompanying financial
statements.

Accessibility improvements — During 2009, the University employed the services of a consultant to examine
handicapped access to its housing and fitness areas, and to recommend improvements, if needed. Based on the
results of the study, management developed a plan to improve accessibility through a series of improvements over a
seven year period. The expected cost of the remaining years’ improvements is estimated at $874,500. The cost of
the improvements in 2013 totaled $290,634 and $195,000 in 2012. Remaining improvements include more
convenient access to dining facilities, and the continued conversion of residence hall rooms to ADA compliant
standards. Management considers these improvements to be a part of its major maintenance plan.

Capital projects — As of June 30, 2013, the University had remaining budget authority on significant capital
construction and renovation projects of approximately $18.47 million. Certain of the projects are funded wholly or
partially by the State’s Long Range Building Program, and are administered by the State Architecture and
Engineering Division, and do not represent a commitment of funds on the part of the University.

Pollution remediation— The University performed remediation with respect to an above-ground fuel tank which
was damaged in a fire. The costs of remediation were covered by insurance. The Department of Environmental
Quality has not yet given its opinion as to whether the cleanup is completed. The University does not believe any
further liability exists as a result of the damage.

Pledged revenues — The University’s bonded indebtedness, as described in Note 11, is payable from and secured by
a parity first lien on and pledge of certain gross and net revenues, which comprised: 1) all student building fees and
certain student union use fees assessed against students attending the University; 2) net student housing system
pledged revenues, after the payment of operation and maintenance expenses of such facilities: 3) certain rental and
other income generated by the pledged facilities; 4) lease rentals from the Museum of the Rockies; 5) all Land
Grant income; 6) certain student athletic fees; 7) certain Health & Physical Education fees; 8) MSU- Bozeman
Fieldhouse fees; 9) capitalized interest and earnings on certain funds created under the Indenture; 10) certain Grant-
related Facilities & Administrative Costs with respect to the Series H 2004 debt; 11) revenue generated from the
student facility enhancement fee; 12) lease income generated from the University’s lease with the ASMSU
Bookstore; and 13) student fees generated by the student union building fees. None of the net pledged revenues are
derived from facilities or fees relating to the Great Falls campus, the MSU Extension Service, the Montana
Agricultural Experiment Station, or the Fire Services Training School.
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All of the above revenues are cross-pledged to repay any and all of the secured debt. The remaining cash
requirements to repay bonds, including principal and interest, total $152,588,337 from July 1, 2013 through June 30,
2036.

Amounts of pledged revenue were as follows in the years ended June 30:

2013 2012
Pledged Total Similar % Pledged Total Similar %

Description Revenue Revenue Pledged Revenue Revenue Pledged
Student fees (no tuition is

pledged) $ 8,450,123 $36,580,651 23% $ 8,184,457 $36,337,932 23%
Housing and residence hall dining

revenues, net of related

expenses 10,727,320 $10,727,320 100% 10,051,033 $10,055,638 100%
Grant and contract facility and

administrative cost recoveries 1,482,103 $16,349,985 9% 1,309,260 $17,858,322 7%
Bozeman campus athletic events

revenue 2,428,568 $2,574,711 94% 2,540,881 $ 2,650,719 96%
Bozeman campus parking

revenucs 1,859,485 $ 1,800,285 100% 1,867,495 $ 1,867,495 100%
Bozeman bookstore and museum

lease income 743,505 $ 743,505 100% 728,477 $ 728477 100%
Land grant income 1,931,797 $ 1,931,797 100% 1,758,778 $ 1,758,778 100%
Investment income 462,917 $ 1,260,416 37% 676,480 $ 2,934,054 23%
Total 28,085,818 27,116,861
Less debt service requirements (10,449,013) (10,176,868)
Excess of pledged revenue over

debt service requirements $ 17,636,805 $ 16,939,993

The 2012 figures above have been restated to conform with the final bond audit presentation. An annual audit is
required by March 28" of each year under a covenant with the university’s bond trustee.

NOTE 18 - RELATED PARTIES

Private nonprofit organizations affiliated with the University include the MSU Foundation, the MSU-Billings
Foundation, the MSU-Northern Foundation, the MSU-Bozeman Alumni Association, the MSU Bobcat Club, the
MSU-Bozeman Bookstore, Friends of KUSM, Friends of KEMC and the Museum of the Rockies, Inc. As discussed
in note 20, certain of the parties are considered Component Units of the University. During 2012, the MSU-
Bozeman Alumni Association was merged into the MSU Foundation, and the name of the combined entity was
changed to the MSU Alumni Foundation.

During the years ended June 30, 2013 and 2012, respectively, the Foundations provided $7,645,575 and
$14,152,483 in scholarship, in-kind capital donations, and other gift support directly to the University, in addition to
significant payments made to others in support of the University. The University paid to its Foundations $2,243,621
and $2,040,657 during the years ended 2013 and 2012, respectively, which included payments for contracted
services, capital campaign support, and operating leases.

MSU- Bozeman leased certain office space from the MSU Alumni Foundation’s wholly owned subsidiary,
Advanced Technology Inc. (ATI). Rental and other payments to ATI totaled $179,982 during 2013 and $109,392
during 2012. In June 2008, the University entered into a space lease agreement with the MSU Alumni Foundation
in which a total of $350,000 in rent was paid over a period of five months, in exchange for a 20-year space rental
agreement. When the MSU Foundation merged operations with the MSU Alumni Association, the space rental
agreement was cancelled, and the MSU Alumni Foundation gave credit to the University for the remaining prepaid
rent. As of June 30, 2013, $112,500 remained as credit for the University, to be used toward payment for future
services.
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Friends of Montana Public Television provided $1,076,497 during 2013 and $843,684 during 2012 and Friends of
KEMC Public Radio provided $500,000 during 2013 and $500,000 during 2012 in support of the University’s
television and radio stations.

The Museum of the Rockies, Inc. paid $300,000 per year to the University for facility rental, and provided
$1,671,686 and $1,354,179 during the fiscal years ended June 2013 and 2012, respectively, in support of the
University, primarily as reimbursement for Museum staff salaries and benefits as well as improvements to the leased
facility. The Museum of the Rockies lease continues at a rate of $300,000 per year through 2016.

The MSU Bobcat Club provided $ 1,100,000 and $1,030,000 in support of athletic programs during the years ended
June 30, 2013 and 2012.

NOTE 19 — SUBSEQUENT EVENTS

In September 2013, the University entered into a 5-year renewal of its direct purchase agreement with Wells Fargo
Bank relative to its Series J 2005 bonds, at a rate of 0.65% above SIFMA. This is a decrease of 0.15% as compared
with the previous rate of 0.80% above SIFMA. See Notes 10 and 11 for a complete discussion of the underlying
transaction.

In November 2013, the Montana Board of Regents approved the issuance of up to $70 million in debt to construct a
new residence hall, upgrade dining facilities, and bridge fund the construction of a gift-funded building.

NOTE 20 - COMPONENT UNITS

Entities included as component units of the University are nonprofit, tax exempt organizations operating exclusively
for the purposes of encouraging, promoting and supporting educational programs, research, scholarly pursuits and
athletics at, or in connection with the University. Although the University may not control the timing or amount of
receipts from these entities, the majority of the revenues or incomes thereon that the entities hold and invest are
restricted by donors to the activities of the University. The entities included as component units in the financial
statements are the MSU Alumni Foundation (406-994-2053), the MSU-Billings Foundation (406-657-2244), the
MSU-Northern Foundation (406-265-3711), the MSU Bobcat Club (406-994-3741), and the Museum of the
Rockies, Inc. (406-994-3466).

The Foundations and the Museum of the Rockies, Inc., meet the test for component units based on the materiality of
the support provided to the university. The Montana State University Bobcat Club has been included as a
component unit because management believes it would be misleading to exclude it. , Support received from this
entity is significant and critical in relation to the operations of the individual sports it supports; additionally, many
financial statement readers do not differentiate between the University and its sports support organizations, and
would expect their financial information to be included within the University’s audited statements.
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Condensed financial information for each of the University’s component units follows. The MSU Alumni
Foundation statement data as presented below reflects the merger of the MSU Foundation and the MSU Alumni
Association effected January 1, 2012.

Montana State University
Condensed Combining Schedule of Component Unit Statements of Financial Position
As of June 30, 2013 or December 31, 2012*

Montana Montana
State State Montana State Montana
University University- University- Museum of State
Alumni Billings Northern the Rockies, University
Foundation Foundation Foundation Inc. Bobcat Club Combined

Assets:
Cash and investments $ 152,001,279 $ 21,702,522 $ 3,688,623 $ 10,208,822 $ 1,490,253 $ 189,091,499
Amounts due from MSU - - 1,440,169 - - 1,440,169
Other receivables, net 23,141,776 1,041,100 767,531 824,254 37,744 25,812,405
Capital assets, net 4,786,963 1,893,556 58,350 3,390,966 - 10,129,835
Other assets 357,566 125,201 17,071 984,774 750,003 2,234,615
Total assets $ 180,287,584 $§ 24,762,379 $ 5971,744 $ 15408816 $ 2,278,000 $ 228,708,523
Liabilities:
Accounts payable and other

liabilities $ 693,344  $ 797,854 $ - 8 580,834 § 184,471 $ 2,256,503
Amounts due to MSU 298,339 - - 315,578 - 613,917
Notes, bonds and debt obligations 2,726,087 - - 16,502 - 2,742,589
Liabilities to external parties 5,128,463 400,328 1,652,447 - - 7,181,238
Custodial funds 10,144,660 1,423,673 - - - 11,568,333
Total liabilities 18,990,893 2,621,855 1,652,447 912,914 184,471 24,362,580
Net assets:
Unrestricted 4,491,687 4,526,621 (967,363) 8,109,723 484,117 16,644,785
Temporarily restricted 67,629,971 4,881,839 1,642,007 5,562,097 267,502 79,983,416
Permanently restricted 89,175,033 12,732,064 3,644,653 824,082 1,341,910 107,717,742
Total net assets 161,296,691 22,140,524 4,319,297 14,495,902 2,093,529 204,345,943
Total liabilities and net assets $ 180,287,584 $§ 24,762,379 $ 5971,744 $ 15408,816 $ 2,278,000 $ 228,708,523

*The Museum of the Rockies, Inc. maintains a December 31 year-end. All other component units’ year-ends coincide with the University’s June
30 fiscal year.
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Montana State University
Condensed Combining Schedule of Component Unit Statements of Activities
For the Year Ended June 30, 2013 or December 31, 2012*
Montana Montana
Montana State State Montana State State
University University- University- University
Alumni Billings Northern Museum of the Bobcat
Foundation Foundation Foundation Rockies, Inc. Club Combined
Revenues:
Contributions $ 10,805,904 $ 1,912,103 $ 718,399 $ 2,249,859  $1,632,899 $ 17,319,164
Investment income and unrealized
gain on investments 13,515,474 1,959,197 151,803 668,989 122,808 16,418,271
Support from University 1,200,000 - 170,204 - - 1,370,204
Other income 1,678,573 829,183 194,131 2,758,399 700,956 6,161,242
Total revenues 27,199,951 4,700,483 1,234,537 5,677,247 2,456,663 41,268,881
Expenses:
University support 3,968,359 654,024 145,076 1,368,409 561,536 6,697,404
Scholarships and other program
expenses 2,286,820 1,656,267 1,020,718 1,837,626 1,148,533 7,949,964
Supporting services 8,230,416 740,792 318,419 962,845 746,213 10,998,685
Total expenses 14,485,595 3,051,083 1,484,213 4,168,880 2,456,282 25,646,053
Change in net assets before
nonoperating items 12,714,356 1,649,400 (249,676) 1,508,367 381 15,622,828
Nonoperating expenses 528,586 - - - - 528,586
Change in net assets 13,242,942 1,649,400 (249,676) 1,508,367 381 16,151,414
Net assets, beginning of fiscal year 148,053,749 20,491,124 4,568,973 12,987,535 2,093,148 188,194,529
Net assets, end of fiscal year $ 161,296,691 $ 22,140,524 4,319,297 $ 14495902  $2,093,529 $204,345,943
Component Unit Investment Composition*: Component Unit Promises Receivable*:
2013 2012 2013 2012
Pooled investments**:
Equity securities $ 16,134,294 $ 13,803,305 Receivable in one year $ 2,531,276 $ 3,453,627
Debt securities 9,781,743 8,678,921 Receivable in one to five years 14,773,494 16,849,307
Alternative investments 97,842,120 76,598,490 Receivable after five years 5,782,756 8,636,896
Real Estate 2,441,209 3,944,995 Less discounts and allowances (2,098,472) (1,819,571)
Cash equivalents 4,785,108 2,749,731 Total $20,989,054  $27,120,259
Other pooled investments 34,454,006 37,599,918
US Treasuries 283,756 288,148
Other real estate 811,083 1,091,508
Other investments 8,199,368 7,104,048
Investments held in trust for others 8,780,531 7,487,551
Total $ 183,513,218 $ 159,346,615

* The Museum of the Rockies, Inc. maintains a December 31 year-end. All other component units’ year-ends coincide with the

University’s June 30 fiscal year.

**Foundation investment pools are not subject to regulatory oversight.
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Montana State University
Condensed Combining Schedule of Component Unit Statements of Financial Position
As of June 30, 2012 or December 31, 2011*
Montana Montana
State State Montana State Montana
University University- University- Museum of State
Alumni Billings Northern the Rockies, University
Foundation Foundation Foundation Inc. Bobcat Club Combined

Assets:
Cash and investments $ 131,171,151  § 19,659,621 $ 3824363 § 9,400,555 $ 1,375,879 $ 165,431,569
Amounts due from MSU 878,264 - 1,575,169 - - 2,453,433
Other receivables, net 28,060,256 1,221,100 1,726,193 357,354 54,898 31,419,801
Capital assets, net 4,971,203 1,943,089 59,210 3,190,934 - 10,164,436
Other assets 210,300 145,135 10,000 869,618 717,164 1,952,217
Total assets $ 165,291,174 § 22,968,945 $  7,194935 § 13,818,461 $§ 2,147,941 $211,421,456
Liabilities:
Accounts payable and other

liabilities $ 601,303  § 800,298 $ 102,959 $ 462,406 $ 54,793 $ 2,021,759
Amounts due to MSU 288,811 - - 335,975 - 624,786
Notes, bonds and debt obligations 2,768,910 - - 32,545 - 2,801,455
Liabilities to external parties 4,194,912 370,346 2,523,003 - - 7,088,261
Custodial funds 9,383,489 1,307,177 - - - 10,690,666
Total liabilities 17,237,425 2,477,821 2,625,962 830,926 54,793 23,226,927
Net assets:
Unrestricted 4,265,113 4,333,902 (1,039,513) 7,393,337 414,163 15,367,002
Temporarily restricted 61,592,348 3,804,144 1,719,481 4,770,989 339,092 72,226,054
Permanently restricted 82,196,288 12,353,078 3,889,005 823,209 1,339,893 100,601,473
Total net assets 148,053,749 20,491,124 4,568,973 12,987,535 2,093,148 188,194,529
Total liabilities and net assets $ 165,291,174 $§ 22,968,945 $ 7,194935 § 13,818,461 § 2,147,941 $211,421,456

*The Museum of the Rockies, Inc. maintains a December 31 year-end. All other component units’ year-ends coincide with the University’s June

30 fiscal year.
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Montana State University

Condensed Combining Schedule of Component Unit Statements of Activities (restated)
For the Year Ended June 30, 2012 or December 31, 2011*

Montana Montana
Montana State  Montana State State State
University University- University- University
Alumni Billings Northern Museum of the Bobcat
Foundation Foundation Foundation Rockies, Inc. Club Combined
Revenues:
Contributions $ 36,183,606 $ 2,282,376 $ 1,222,371 $ 431,958  $ 1,087,296 $ 41,207,607
Investment income and unrealized
gain on investments (874,786) 91,508 32,296 (52,828) (19,015) (822,825)
Support from University 1,200,000 - 146,000 - - 1,346,000
Other income 961,551 825,782 64,624 2,861,604 1,033,737 5,747,298
Total revenues 37,470,371 3,199,666 1,465,291 3,240,734 2,102,018 47,478,080
Expenses:
University support 11,059,854 824,899 173,473 1,158,581 286,917 13,503,724
Scholarships and other program
expenses 1,917,213 1,435,299 756,229 1,875,753 1,072,180 7,056,674
Supporting services 5,713,552 721,525 305,777 984,421 931,076 8,656,351
Total expenses 18,690,619 2,981,723 1,235,479 4,018,755 2,290,173 29,216,749
Change in net assets before
nonoperating items 18,779,752 217,943 229,812 (778,021) (188,155) 18,261,331
Nonoperating expenses (304,810) - - - - (304,810)
Change in net assets 18,474,942 217,943 229,812 (778,021) (188,155) 17,956,521
Net assets, beginning of fiscal year 129,578,807 20,273,181 4,339,161 13,765,556 2,281,303 170,238,008
Net assets, end of fiscal year $ 148,053,749 $ 20,491,124 $ 4,568,973 $ 12,987,535 $ 2,093,148 $ 188,194,529

*The Museum of the Rockies, Inc. maintains a December 31 year-end. All other component units’ year-ends coincide with the University’s June
30 fiscal year.
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REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Funding Progress For Other Post Retirement Benefits Plan

UAAL as a
Actuarial Actuarial Percentage of

Actuarial Value of Accrued Unfunded AAL Funded Covered
Valuation Assets Liability (AAL) (UAAL) Ratio Covered Payroll Payroll

Date (a) (b) (b-a) (a/b) (¢) (b-a)/c)
July 1, 2007 - $ 95,165,100 $ 95,165,100 0.00% $ 180,287,302 52.79%
July 1, 2009 - $ 92,634,783 $ 92,634,783 0.00% $ 198,691,532 46.62%
July 1, 2011 - $ 55,421,239 $ 55,421,239 0.00% $ 183,870,217 30.14%

Note to Required Supplementary Information

Other Post - Employment Benefits (OPEB) Trend Data

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about
the probability of occurrence of events far into the future. Examples include assumptions about future employment,
mortality, and the healthcare cost trend. Amounts determined regarding the funded status of the plan and the annual
required contributions of the employer are subject to continual revision as actual results are compared with past
expectations and new estimates are made about the future. See assumptions below.

Actuarial Payroll Participant

Valuation Date Interest Rate Increase Percentage
July 1, 2007 4.25 3.00% 45%
July 1, 2009 4.25 2.50% 55%

July 1, 2011 4.25 2.50% 55%
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A-63
A-66
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Montana State University-All Campuses and Agencies
MSU Bozeman

Montana Agricultural Experiment Station

MSU Extension Service

MSU Fire Services Training School

MSU Billings

MSU Northern

Great Falls College Montana State University

A-53



SH9°LLIBSE  $ - 89L°T8T'ET $§ SOL'SILBL $ €99°0€6°C9 $ 090°LST $ (€€9°ShP) § LLS'ELI'IT  § S0S°098°T€ET  § uonisod jou [ejoL
118 L9 - 061°9€L°C (298°0¢t) 8S9VSHTT (059°1€) (8L6°60€) €LIE69T 08T IEC° T pajoLnsaIun
08€°€TH P 1 - TLIPET LOS €€8°T SSL°688 - (299°80t) IST°9%1 LS TESTT s|qepuadxa - pajoLsay
6€6°STOE - 00€°11 YTy €OLSIL - - - €69°L88°T1 d[qepuadxauou - paIdLIISIY
SIS°68L°€9T  § - 901°10¥°0C $ LISP069T $ LPSTL88E § O0IL'SSI $  LOO'ELT $  €sThEE6l  $ SLOGO8'LOT  $ sjosse [e1ded ur JuowisoAUl JON

N OILIS Od IIN

€F8°I8T°00€  § (S6S°S8T) 6TL'88S'y $§ EESHLEIL  $§ 6ISEE6'EE  $  $89°07C S EPPPSLY  $§  68L°998°S $ IPL'8TL6ET $ SIaDI[IqEI] [¥)JO0L

1LT°90S LTT (000°SL) I8€°1279°C P6TOIL L LEET6T9T [ 081°610°E 9LSLTIE ISELLIYST SINI[IQEI] JUILINDUOU [E)O],
11€68¢ Y - - - - - - - T1€°68€ Auiqer| dAneALIDg
0¥C°€65°CT - - €SH9SH T SLE'S90°E - - - TIY'ILO'ST JUSWUISAOF [E19pa,] 03 an(
$6T'89C°9S - P 1061 PI6°ELEE LLO'OET'8 T81°SI1T L99°€8T°C 6T¥°985°C ¥88°LLYLE g49d0
9€8°700t 1 - SE9OPI 168°€6€ 0¥°001°C 0L6°LT €Is'seL 08S°0€0°1 £V8°6L5°6 sooudsqe pajesuddwo)
L8SFI0°LOT - - 1€0°90%°1 LLY'86¥°6 - - L9S°01 T1€°660°96 suonesIqo ased] [eides pue 1qoq
T00°9€T €T (000°sL) 09°€LS S00°080°1 $08°L6Y € - - - 685°6S1°81 JuowuIA08 Arewrid WOl SOOUBAPY

(SapIIqeI] JudLInduoN

TLS'SLLTL (S6S°0LT) 8PE°L96 T 6€£TV99°€ T8I IH9°L TES'LS €9T°SEL'L E€IT6ETT 06E 1SS‘SS SONI[IQRI] JUILIND [E)O],
165°9L9°9 - - $9°€9¢ 000°0CL - - LOTY 0FL‘88S°S suonediqo ased] [ended pue 1qop uorniod juarm)
T66°TISST - PSSITh $8€°89L 996°T6L 1 1861 8TO°118 LEEOETT 60679501 sooudsqe pajesudduwo)
6IL°LLTOT - 0LEELE 89t°L9Y 6LV TS T - 9S1°8 - 9T H08°L SONUAADI PaLIRJO(
€9¥°€86°1 - LSO°LYT #85°00C 89T°€6 - - - PSSTYI‘L SI9Y10 10 Isn1) ur pfoy Ayddorg
008°IHI1°1 - - - 805°C9 - - - T6T6LOT Ayiqer] SulpudT Sa1LINOAg
- (s6s011) - 000°SL - - - - $66°6E sosndwes NSIA 01 2[qeked sjunowry
TS9SPl - - - - - - - TS9°sH1 syrun juouodwod euejuoy 01 d[qeded sjyunoury
188°LI€T - LSS9p SRT6€1 0S1v8E - - - 688°LYL1 juowurdaod Arewrnd 03 ojqeAed sjunowy
PLY61T'SE  $ - 018°8L6 $  vL86YI'T $ 118°€90°€ $ SILLY $ 6L0916 $  699°860°1 $  €ISYPrLT  $ SoNI[Iqel] pan1ooe pue dqeked sjunodoy

SapIqer juldaan))

SHILI'TIAVI'T

LIE898°E $ - - $ - $ - $ - $ - $ - $ LIE‘898°‘E $ MO[JINO PIIOJOP JUSWINIISUI [EIOUBUL} dAIIEALID(

A OTILN O ATy JdIad

ILI'T60°SS9  § (S6S°S8T) L6V ILS'LT $§ 8ET'E60°0€ $ T8IV9896 $ PHLLLE $ O0I8'80EY $ 99E°0K0°LT $§ 6C6°0TL'89P § S)3SSE [E)0L

ECIESELTHY (000°SL) LITITOIT 6S6°TEETT 6¥0°L8L'SS L66°881T 979°667 09LTLE 6L SS9°80T Y€ $}ISSE JUILINIUOU [E)O],
9G69°8€T°1 (000°SL) - SLO'E 160°€01 - - - 06%°LOT T SJOSSE JUSLMOUOU 1010
89¥°TTOV6€ - L9T°120°1C LTT'618°61 89€°658°CS 01L°881 LOO'ELT 920°6vE‘61 €98°115°08T sjosse [ende)
0€0°12S 81 - - - L¥6°96C L8T 619°9C YeLTT Y PLI ST sjuourisaAuf
868°8T1°0C - - 1S8°STeE’l VT SIST - - - $9L°L9T91 10U D[qRATOII SUBO]
LE9S8TL - - 8€S°001 191 - - - 8E6VBIL SJUSWIISIAUL PAIOLIISNY
+99°8€0°1 - - 89Z°+9 [xard! - - - LS1°296 sjua[eAmbo yseo pue yseo paIdLIISOY

1S)ISSE JUILINDUON

8S8°SS6°TIT (S6S°01T) 0€7°0S8°9 6LT09L'8 E€ELLLOTY LPL 881 $81°600 909°899°L PLTTIS YL S}ISSE JUILIND [¥)0L,
SSTI8LT - SI¥61T 1€L°98 L89°€01 - 06L°CC - TE9°8YET $19SE JUDLIND 19430 pue sasuddxa predoiy
LIE8I6T - 6TL°19C 86°7ST 0S°16L 6LT°T - 80¥°CT9 SI¥°S86 SOLIOJUdAU]
Stere - - 66S¥1T 886°T9F% - - - 8S8 V18T 10U D[qRAIOOI SUBO]
- (s65°011) - - S65°sE - - - 000°SL sosndwes OGN WOy S[qRAIOI SIUNOULY
$SEg - - - $SE°8 - - - - sjrun Juouoduwod BUBJUOJA WO 9]qBAIOOAI SJUNOW Y
S91°L09 - 80T°81 LLTT1C 20€°9 - - - LY 196 juowuIdA0S Arewinid WO 9[qBAIODAT SJUNOWY
0€9°699°¢€1 - 06L°cy TSITITT LY8PE - P8 v9L - L6G'ETL T JUSWUIIAOT [RIOPI,] WOLJ JQRAIIAI SIUNOWY
866°91C°6 - Thocee LES'LT6 PLOVOTT [S7Zard! 6€T°STI TESIIE 6T COv 9 10U ‘9[qBAISOAI SURIS PUE SIUNOIDY
008 TH1°1 - - - 805°C9 - - - T6T6LOT [e191B[[00 SUIPUS| SATJLINOSS
P68°611°6LT  $ - IPOVL6'S  $  66LTHI9  $ 9L9°99%8E  §  €TTHLI $ T1€960°C $ 999°€L9 $ CLI'TES'SIT  $ sjus[eAmba yses pue yse)

1§)3sse JUdLIN)

1ejoL suoneurwiy NS WIdY)ION s3urjg [ooyd>§ IS uonels ugwozoyg SIHSSV

pajepijosuo) sndwedadjuy ag8a[0D - NS - NS Surureay, uorsudXy JudwLrddxy - NSIN
NS sireq yedrn SIIIAIDG I NS [e1m [N LISY LIN

A-54

€10T ‘0€ dung jo sy
uonIsoJ JAN JO S)udW)EL)S Funepijosuo)) pIjpneun
K)ISI9ATU) )8} BUBIUOIA!



A-55

SP9°LLY'8SE s - $  89LT8TET $ SOL'BIL'SL $  €99°0€6°C9 $  090°LST $ (€€9°shh) LLS'ELIIT $  S0S°098°T€T $ 1834 Jo pud ‘uonisod JoN
796°L68°6S€E - YLT'PET'ET SPI'SObLI 869°€09°v9 LL809T (182°6€7) 0LTL001T 9L0°9TL'EET pajejsal se 1eak jo Juruuidaq ‘uonisod joN
(Lreoze'n - y6v'8y LSS'ETET (SE0°ELY‘D) (L18°€) (25€°9027) LOV*99T (1LS°S98) uonisod jou uy d3uey)
SI86TEL - 900°LTL €8L°1¢EL 86%°5TT - - SSLLT ELLLIYS SuonNQLIUOd pue sjuess [eyded ‘SyIn
SLI901 - - - - - - - SLI901 SJUMOPUD JudueuLdd 03 SUOIIPPY
OLL'T6TT) - €0¢ (6v9°h) (L0Z'91) 008 - 608°L (9T8°1¥C°1) §105SE [e31ded Jo [eS0dSIp UO $SO] 10 Uren
- - 000°0S - - - 6TLEET (506°91) (+28°991) (o) ur s1oysuer |,
(LES'PIEL) - (S18°87L) €TH'PT9 (97€°788°1) (L19'b) (180°0%€) 8hL'LYL (698°081°S) $3SSO] pue sure3 ‘sasuadxa ‘SINUIAIL 13YJ0 3.10§3q dwodu]
€99°88L TV - 79789901 SPO‘0EETT T0°L9S 8T 0E1°THL LIT679°S PLTY86°TL €ETLISIL (sasuadxd) sonuanar Juyeradouou joN
(9L0°€15°S) - (T16'9L) (17$'8LT) (90Z°9%5) - - (zeL) (S89°01L't) asuadxo 1saou]
91+°09T°1 - yeELEl LIETT 6126 68€ 10€°L #9581 616911°1 QUIOOU] JUSUIISIAU]
1L5°98L°€1 - €09°LL 762°€06 0S8°9¥8°1 - YTIell - TOL'SP8°01 SYIn
96L°1€6°1 - - - YTT'L8T - - - TLSHP9°1 QUIODUT SI[ES 19qUIT} Pue Juesd pue|
WYLOT0E - 109°6TS LLY'€6¥°C €ESLIEL - - - 1€8998°G1 SJueID [[2d
FISSITT0L - 9EPPTI9 005°001°6 608°695°61 1L TPL 769°805°S Wr996°T1 768°€01°LY suonjerrdordde [eoof pue ajeig
:(sasuadxa) sanuarax SunerddouoN
(00Z°€ST0ST) - (LLT'L6ETT) (TT9°S0LTT) (87L6VH"0E) (LYL'OPL) (861°696°S) (975°9€8°T1) (Z0I°8¥0°LL) sso] supedQ
66€°S08°€8Y (1L0°198°D) L6E69€E81 SPI'IEP €T 781°881°L9 9LL'606 LTHOL6'TL $96°8€S°81 6LT°8S6°'VHE sasuadxd gunesado [ejo],
756°ST0°0€ - CIEPLY 8SHE9T°T 69L 110 89T°0F 78869 0¥6°TT0° 1 TTEEP8TT uonezijowe pue uoneardo
L66°1%5°9T (088°27) 0€L°S0T°E 8LI'V99°1 880°STH'S - wTe LLYTI TE6°LTTIL sdrgsmoypay pue sdrysejoyog
0LT'9¥6°THT (161°855°0) 06€°9TH'Y 0FT'SPE9 010°011°1C 18€°€T¢E TT9°691°C SSH096°€ €9TELT'LOT sostdxo SunendQ
$89°8€T'8 - £EVY9T 1867SY LLT'ESTT PESSI 0s€°sTE €Ir'6SE L69°699°S gHdO uonnquuo) pannbay enuuy
$65°TS0°9LT - 1€5°865°6 887°€08°C1 8€E'88H € £65°0€S 10€°007°01 6Ly €81°ET S90°870°€61 sjouaq pue uonesuo duio)
:sasuadxa SuperadQ
661°7S9°€EE (ILO'T9S*D) 0T1°TL6°9 €TS'STLTL PSL'BEL'IE 620°€91 62T 100°L 8EPTOL'S LLI'016°L9T sanudAd1 Supnerado [ejo,
£90°6¥E"y - ¥66°S L2091 611°L6 - €8¢ 129°'%1 610°SITY sonuoAdI Sunjedo 1yIQ
L60°801 - - (€18%) €68°LS - - - LSOSS SUBO] UO PAUILI }SI33U]
T0°0£9°6 (Lv9°801) 9TT'EIT1 S80° 1L 061°80T°t - - - 881°97S°E SOOIAIOS PUE SA[ES AIRI[IXNE 1910 - ATeI[IXny
8E1VL6'91 - 686'79C 662709 06C°6£T° 1 - - - 0955981 IAI0S POOJ - AreI[IXNY
9T1'9TE LT - - 658'71S LOLLILT - 009°€ - 006°600°ST Sursnoy - Arerxny
TEY6T YT (YTh'L6€D) 02T°991 8LV 1€T 69T°65€°1 620°€91 119°TS1Y 789°80T°¢ LLYOTHLT SONUAALI YOBAIINO PUE BIAISS d1qnd ‘euoreonpy
$86°6¥E91 - 65t'L 618°6£T 911°20€ - - - 165°008°ST SILIDAODDI 1S00 ALJEIISIUILIPE PUE SIIN[LOE] 1DBIIUOD PUE JUBID)
€LO°LIE0T - 995°101 6¥L €Tl LY9°1SE - 6¥6°6£T - 791°055°6 SIOBIIUOD PUE SJULIS [BJUSLIULIDAOG-UON
S96°'L81°9 - LESSIE SE9LIS 07€°899 - 19¢°6€ - TI8'9Y9'Y S10RI)UOD PUE S)ULIS 0)eIS
€11°L6Y°69 (000°5S) 6¥SPLY 080°68L°T $0L°095°C - - - 08L°LTS €9 SJOBIJUOD PUE SIUBIT [21OPD ]
095 4+0°S - - - - - STH'S9S°T SET6LY'T - suonjerrdordde [exopa g
S69°€TS €SI $ - S 08TTLIY $  S0£TTO'S S 6LY9TIVT § - - - $  1€9°70€°611 S $99J pue uonin |,
:s9nuaAd uperddQ
eI0L suoneuIIy NS [ZEITION] saulqg 100y2§ DU uone)§ uewazog
sndwedrdyuy ESEY (o) -NSIN -NSI Surureay, UoISuXY JudurLiadxy -NSIN
s[[eq Jea1 SIS L] NS [eAm U3y LI

€10 ‘0€ dunf papug 183X dY) 10y

uonIsog JIN Ul saduey) pue sasuddxy ‘SINUANY Jo Judwd)e) § Suneprjosuo)) pajpneun

AJISIIATU() d)E) S BUBJUOIA!



A-56

8SS'8ST°081 § - $  9P0'PL6'S $  L90°L0T'9 § SI68LY'8E $§ €TTYLI T1€°960°€ $  999°p€EL9 S 0€E'E6V'6IT $ 1234 Jo pud Je sadueeqg
L80°0SH €8T - ¥80°L80°9 8T6'SLE9 16+°808°8€ 600°LET 90S'v6E"€ LLL'€689 T6TESLITI 1834 Jo Suuurzaq e sdduefeyg
(6TS°167°€) - (8€0°€TT) (198°891) (9L5°67€) VIT'LE (S61°860 (IT1°6SD) (296°6ST°D) spud[eAInbd ysed pue ysed ur d3ueyd JON
09S‘8EH'E - TIL8T 978°T1 TILY9T 991 06¥°€1 $€6°66 TIL6TI'E SINIANIE SUNSIAUT WO IFULYD YSEI JON
SI6LIFT - 224! 9Z8°11 L8L°LOT L8€ €0€°L #9581 POSLST'T ALOdUI JUAU SIAU]
S81°€79°T - 8LIY - $76°9S - L81°9 0LETS 9IS VLY STUOUWI}SIAUL JO O[S WOY SPIIV0IJ
(0¥$°209) - - - - (120 - - (61€°209) S)USUI) SIAUL JO SSBYIING
:SIPIANJE SUNSIAUT UIO.IJ SMO[J YSBD)
(IIT16€°9%) - (96S°LY9) (T90° 1€+ D) (PSEPLIY) (0z€'€D (106°89) (sTeeesn) (€79°77T'8€) sanunde Surdueuy [eyided wo.ay d3ueyd Ysed JON
(ST#°S19°S) - 016'9L) (SLL'99T) (20T°TSs) - - (zeL) (96L°818") predjsarajug
BETPILT) - (8¢LEr) (0gosen) (¥86°957) - - - (98€°8LT°T) JuatraA08 Arewnid woy sdoueApe jo JuawAeday
€66706°S - - - 698°ST1‘1 - - - PTI6LLY JuouIoA0S Areurid woly SoouBApY
(9¥8°1LY) - - - (€ov'8L) - - - (srb'e6) 1500 9NSSI 1QIP JO JUAAR]
(8£0°606°€S) - - (T6£°TEE) (067°865°L) - - (€L0%€) (€8T°SL6SY) JuSWaIAI 193
0€1°9L0°6Y - - - 06C°T91°L - - LY'LL £66°568° Tt STUIMOLIOQ WOY SPAAV0IJ
(0s9°C1) - - - - - - - 0s9°C1) sonAnoe Suoueuy [edes RYIQ
00£°CSS - - - - - - - 00€°TSS aseyoind [eydes 10] poIoLIISaI- SYID)
8€9°L8 - £0€ - ¥8€°S 008 - TLE9E 6LLYY syosse [ey1ded Jo [es woyy SpaadoId
(S81°68C°01) - (1sT°'LTs) (598°96L) (870°C86°€) 0zT1%2) (106°8S) (6£L°€88°T) (197910°¢€) spasse [ended jo aseyoing
:53nnyIde Surdueuy [eyded wouay smop yse)
LY ITIOP] - LES'TO80T T9L°TEH'TT 000°T¥6°8T TPLIbL SPS'SSL'S LES'6¥6°TT 1S0°86¥FFL SaNIPIE Supueuy [€)Ideduou Woy SWO YSed JON
- - 000°0S - - - 6TL'EET (S06°91) (¥28°991) SOIOUATE pue SASNded UdoMIdq SIQJSUBIL
SLI'901 - - - - - - - SLI901 sjuawmopud juoueuad 03 suonIppy
O1'79) - - - O1+%5) juowwood Arewnid woy soueApe uua}-Suof o juswkeday
LOLTE6'T - - - $TT'L8T - - - ELSPPOT Qwoour JueId pue
€L5°98L°€C1 €09°LL T67°€06 058°9p8° - PCIELT - YOL'SP8°01 (a1qepuadxd) suoNNqLIU0d PuUE SYID
ThLOT0E - 109°62S Y LLY'E6VT €ESLIEL - - - 1€8998°S1 poAredar spuny jueld [jod [e1opa]
PIS'SITTOL - 9EYTI9 00S°001°6 60869561 VL TvL 769°80S°S w996l $68°C01°Ly suoneudordde [eoo] pue d1eIg
(10t°8LE°€6) - (€55°891°6) (T6T8€T'10) - - - (955°1£9°99) S)UAWASINGSIP SUIPUI] 103X(]
10¥8LE°€6 - £55°89%°S T6T8ETIT - - - 95S°1L9°99 spasooid Surpuoy 1001
(€19°1L6) - L61°1T (805°+9) 91+08) - - - (988°LY8) SIOY}0 10 JSNI) UI P[OY SPUNJ JO (SIUAWASINGSIP) s3dIo0ay
:59pIpIE Surdueuy [eydeduou woay Moy yse)
(0SE09+°901) - (100°L8T°0T) (98€°Z8I°IT) (£06°097°ST) (ELE189) (67€°800°9) (LSTSLETT) (101°S99°1+) sapiupoe Juneado urpasn ysed JoN
- - - = 9SSL1 - - - [CISSTA)) S9]qeAIa0al1/so|qeled snduwreordiuy
S95°6T8°C - - 860°90€ 196°01S - - - 90$°C10°E paArdoar sjuswed ueo]
(800°866°7) - - (r9°z61) (€76°61€) - - - (125870 S)UdPNIS 0} IPEUL SUBO]
(8877592 - (0£L°50T°€) (8LT799°D) (880°STt°S) - (LT6) LLo‘en (€€6°LTT9T) sdigsmoyioy pue sdrysie[oyog
(b1°L89°6€1) 1L0°19S°C (€61°801°t) (1€2°565°9) (810°965°127) (€1L°€19) (¥€0°081°7) (0L68LE) (95L°69€°€01) sosuadxa Sunerodo
(0€S°TITHLT) - (T8E°THS 6) HSOPE9H1) (HO1°6E1°5€) (£99°128) (186°0TH01) (F9€°8€0°ET) (8L6°S16°061) S)joudq pue uonesudduo)
- :sosuadxa Suneradp
€90°6V< - $66°S L2091 611°L6 - €8¢ 1291 610°SITY s1diooar Sunerado 110
8LYVST - - - €68°LS - - - §79°961 S[QBAID0AI SUBO[ UO 1SIIU]
LO9°LO8‘EY (Ly9°801) #2081’ erEIEST SEEB6IL - 009°€ - TS6'P9E°EE sosLIdIo)ud AIB[IXNE JO SOIAIOS PUE SI[LS
196°LSL €T (VTr'L6£T) $60°CC1 967°CET 010°T€E’T LOOPST LY 866'996°C 8YSOLI'LI SONUDADI OBAIINO PUE dIAI0S orjqnd ‘Teuonesnpg
€19°€6€°91 - 6SY°L 618°6€C 911°20€ - - - 61781 SOLIOAOIAI 1509 JOAPUI JORIFUOD PUE JULID)
L69°S62°01 - 995°101 6PL°601 S8P°8TE - 6V6°6£T - 8K6°S15°6 $)0813U00 pue sjueId NeAL]
LTYLET'9 - 950°6£€ 8ETLSS €00°LLY - 19€°6€ - 696CSY $10eNU00 pue sjueId elg
98T HSE69 (000°5S) ST6'859 168°S€L°T 655°009°C - - - T16°€1+°€9 S10BIUOO PUE SJURIS [BIOPO,]
89%°GT9 Y - - - - - EECWIT SEI'6LY'T - suoneudordde [eropag
SY89LIYST  § - S 98Y9ITYy $  09T'SL8'S $  €5T'860FC s - - S - $  o9pg9go'ocl  $ $99) pue uoning,
:sonudAar SunerodQ
:sapmnpIe gunesado wouy smopy yse)
pajepijosuo) suonevuIwI NS 33[[0D WIYLION ssulg [ooyd s ERTTYETS] uonels§ uewaZog
NS snduredadyuy s[ied 1810 -NSIN -NSIN Sururea], UOISuAXY JuduLrddxyy -NSIN
EERIISEINERIT | NS e L3y A

€10T 0€ ounf papud 1eak oyy 1oy
UOTJEULIOJU] MO Y SED) PIJII[IS PIjIpnEur)
AJISIIATUN) I)E)S BUBIUOIA!



A-57

Montana State University
Unaudited Supplemental Information
As of and for the Year Ended June 30, 2013 (continued)

Montana State University—All Campuses and Agencies

Overview

The University is accredited by the Northwest Association of Schools and Colleges and, in addition, by national
professional accrediting organizations in teacher education, nursing, environmental health, engineering, engineering
technologies, architecture, foods and nutrition, chemistry, art, music and business.

Enrollment

Annual Full Time Equivalent Students

2013 2012 2011

Montana residents

Undergraduate 13,871 14,001 13,802

Graduate 1,090 1,168 1,179
Nonresidents

Undergraduate 3,503 3,108 2,851

Graduate 334 264 298
Western Undergraduate Exchange 1,026 879 816
Total 19,824 19,420 18,946

Tuition and Fees

Tuition and fees vary from campus to campus, and on each campus differ for residents and nonresidents and for
undergraduate students and graduate students. The ranges of tuition and fees charged for full-time students during
the 2012-2013 academic year, on a per-semester basis, were as follows:

Nonresident
Resident Undergraduate (WUE)—
Undergraduate—Graduate Graduate
Bozeman Campus $3,353 — $3,885 $4,730 — $10,564
Billings Campus $2,855 - $3,295 $4,013 — $8,803
Northern Campus $2,633 — $3,363 $3,673— $9,283
Great Falls Campus $1,539— N/A $2,162 — N/A

(1) Average of lower and upper divisions.
(2) Undergraduate program only.

Employees
As of Fall 2012, the University employed 8,048 employees and graduate assistants as follows:
Bozeman Billings Northern Great Falls Total
Faculty/Professional 1,948 462 187 167 2,764
State classified system 1,182 211 70 50 1,513
Temporary hourly 279 87 42 14 422
Students 2,170 336 135 65 2,706
Graduate assistants 623 20 - - 643
Total 6,202 1,116 434 296 8,048

Nearly all faculty and classified employees at the University are members of and represented by various collective
bargaining units. Currently, part-time employees and administrative employees are not represented by any of the
collective bargaining units.
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MSU- Bozeman

Campus Overview

On February 16, 1893, the Agricultural College of the State of Montana was founded in Bozeman as the state's land
grant institution, and was the first unit of higher education of the of the state of Montana. Later renamed The
Montana College of Agriculture and Mechanic Arts, the institution was popularly known as Montana Agricultural
College, or MAC. By the 1920s, the institution's preferred name was Montana State College and so it remained
until July 1, 1965, when, in recognition of the enormous advances in the College's commitment to scientific and
humanistic research, the thirty-ninth legislative assembly of the State of Montana changed MSC's name to Montana
State University. In 1994, the Board of Regents approved a restructuring plan that created a four-campus Montana
State University and gave the Bozeman campus administrative oversight of the, now, MSU-Billings, Great Falls
College MSU and MSU-Northern. Statutory authority for Montana State University- Bozeman is contained in Title
20, Chapter 25, Section 201 Montana Code Annotated.

The curricula offered are organized into ten undergraduate colleges, including a workforce development program
(Gallatin College), as well as a division providing for post-graduate advanced degrees, as follows: College of
Agriculture; College of Education, Health and Human Development; College of Engineering; College of Letters and
Science; College of Business; College of Nursing; College of Arts and Architecture; University Studies; and the
Graduate School. In fall of 2013, the honors program was organized into the 11the college, the University Honors
College. In addition to a degree in their regular majors, honors students who complete curriculum requirements also
graduate with a University Honors degree.

The campus offers a curriculum leading to associates’ degrees in three areas, bachelor's degrees in over 50 fields,
master's degrees in over 40 fields and doctorate degrees in nearly 20 fields, as well as maintaining an active role in
research through individual departments and programs.

Situated within the City of Bozeman, the campus comprises approximately 1,781 acres and more than 40 classroom
and administrative buildings, including a full-service library, ten residence halls, three cafeterias, an animal
bioscience facility, the recently renovated historic Hamilton Hall, the recently-renovated Gaines Hall, a heavily used
chemistry classroom building, the Museum of the Rockies, and numerous other classroom buildings and special
laboratories. A federally-funded $17 million renovation of one of the University’s most active research laboratory
facilities was recently completed, as was a suite-style residence hall. Currently under construction is a building
which will house the Jake Jabs College of Business and Entreprencurship. The building and related programs were
recently funded with a $25 million gift to the MSU Alumni Foundation.

As the state’s Land Grant institution, the University’s mission is to educate students, create knowledge and art, and
serve communities by integrating learning, discovery and engagement. The Extended University provides
educational opportunities to the citizens of the State by providing off-campus instruction in the form of courses,
institutes and conferences for individuals not regularly enrolled at the University. Public service and outreach are
central to the Bozeman campus’s mission. The campus is the hub of a network of over 50 Extension offices, seven
Agricultural Research Centers, five extended nursing campuses, a widely utilized teaching and research museum, a
statewide public television network and the state and national reach of the Burns Telecommunications Center.
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Enrollment

Student FTE for Fiscal Years Ended June 30,

2013 2012 2011 2010 2009

Resident Undergraduate 7,798 7,702 7,435 7,174 7,072
Gallatin College 271 254 217 - -

Graduate 730 802 801 797 705

Total resident 8,799 8,758 8,453 7,971 7,777

Nonresident Undergraduate 3,132 2,793 2,594 2,326 2,170
Gallatin College 94 77 62 - -

Graduate 307 236 274 231 321

Total nonresident 3,533 3,106 2,930 2,557 2,491

Western Undergraduate Exchange 609 488 438 348 240
Total 12,941 12,352 11,821 10,876 10,508

Degrees Granted - Fiscal Years Ended June 30,

2013 2012 2011 2010 2009

Undergraduate 1,980 1,853 1,831 1,835 1,889
Graduate 577 591 548 519 485
TOTAL: 2,557 2,444 2,379 2,354 2,374

Campus Outlook

MSU-Bozeman embraces five core themes in the accomplishment of its mission; education; the creation of
knowledge and art; community service; the integration of learning, discovery and engagement; and stewardship.
MSU- Bozeman has, over its 118 year history, built a national and international reputation for excellence in
undergraduate and graduate education in agriculture, business, engineering, biological and physical sciences,
architecture, education, health and human development, the liberal arts, nursing, and community outreach. It ranks
among the nation’s leaders in the number of students awarded Goldwater science, math and engineering
scholarships. It is an institution committed to positioning today's students for successful and meaningful lives in the
global economy of the 21st century.

As the number of high school graduates in north-central and eastern Montana has decreased, it has been important to
monitor the campus’s mix of in-state, out-of-state, and out-of-area students to maintain a healthy and diverse student
population. The provision of education to Montana students is our focus, as the state’s land grant institution;
however, the campus ensures continued attraction of out-of-state students as well, both because the campus values
the diversity these students bring to the college experience for our Montana students, and because of the financial
benefits derived from their enrollment by both the campus and the community.

In accomplishing its mission, MSU-Bozeman remains committed to the wise stewardship of resources through
meaningful assessment and public accountability. A dynamic strategic planning process was recently completed,
and guides MSU- Bozeman’s actions as it serves the citizens of the State of Montana. Management, faculty, staff
and student leadership will continue planning and working together, striving for balance by combining appropriate
levels of both expenditures and revenues, maintaining quality programs and assuring student access and success.
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Montana Agricultural Experiment Station (MAES)

Agency Overview

The Hatch Act of 1887 created the State Agricultural Experiment Station system. This unique federal/state
partnership, supporting agricultural and natural resource research and outreach, is a contract for maintaining viable
agricultural and natural resource communities and an affordable supply of food and fiber for America.

In 1893, Montana endorsed the terms of the Morrill Act, creating the land-grant university and the designation of the
Montana Agricultural Experiment Station (MAES). The MAES operates under these enabling Acts and subsequent
federal and state legislation and amendments through the authority of the MAES Director as approved by

USDA. The MAES houses people and programs at its research centers throughout Montana and at the Bozeman
campus.

The research centers consist of: Northern Agricultural Research Center (ARC) at Havre, Northwestern ARC at
Creston, Western ARC at Corvallis, Central ARC at Moccasin, Southern ARC at Huntley, Western Triangle ARC at
Conrad, and Eastern ARC at Sidney. The research centers are located in environments that serve the specific needs
of clientele in local areas consisting of multiple counties, as well as the broader needs of Montana’s agricultural and
natural resource systems. The oldest research centers, Central and Western, were established in 1907 with the most
recent, Western Triangle, established in 1978. The MAES also cooperates with the federal USDA ARS Fort Keogh
Livestock and Range Research Laboratory at Miles City, a partnership that has been in place since 1924 and the
USDA ARS research programs at Sidney.

The MSU-Bozeman MAES component includes the academic departments of Agricultural Economics and
Economics, Animal and Range Sciences, Land Resources and Environmental Sciences, Plant Sciences and Plant
Pathology, and Immunology and Infectious Diseases. The majority of the MAES faculty are located on the MSU-
Bozeman campus, with split appointments between research, teaching and some extension service, which provides
unique and high quality educational opportunities on- and off-campus that are appropriate for the region, and also
appeal to students and clientele from around the world.

The MAES cooperates with state, regional and federal agencies on research to generate and disseminate superior
knowledge and produce advances in technology that increase the competitiveness and profitability in agricultural
and natural resource systems. The MAES aids agriculture in competing and succeeding in a global environment,
preserving environmental quality, improving the quality of life, and adding value to state, regional and national
resources within the global economy, as well as developing cutting-edge outreach and education programs.

Highlights

The MAES and the College of Agriculture continue to be successful in securing and leveraging new extramural
funding to support research programs. The College of Agriculture, which is collaboratively funded by the MAES,
has been among the most productive of the academic disciplines in terms of sponsored program expenditures, at
approximately $20 million annually. The College of Agriculture and the MAES have three departments
(Immunology and Infectious Diseases, Land Resources and Environmental Science, and Plant Science and Plant
Pathology) that rank in the top five in a field of over 30 departments in terms of sponsored program

expenditures. The MAES received funding during the recent legislative session to hire personnel with specialties in
horticulture (Western Agriculture Research Center in Corvallis), animal science, wildlife habitat ecology, plant
physiology and pulse crops. Funding agencies include national, regional and state from multiple sources. Research
programs have impact in Montana, the region and nation.

Outlook

The MAES base-funded programs are financed by state (84%) and federal (16%) dollars. Recent appropriation
funding will support the operations and maintenance of new buildings across the MAES system and maintain an
internal equipment fund. The MAES foresees continued pressure to reduce agricultural research funding through
the upcoming farm bill. Competitive grant programs at state, regional and national levels are also significantly
constrained. These concerns occur concurrently with an increased need for agriculture to succeed as a primary
economic engine for Montana.
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MSU Extension Service (ES)

Agency Overview

The mission of the Montana State University Extension Service is to extend the positive impact of research-
generated knowledge throughout the state by making it accessible and useful to individuals, families and
communities, empowering them to improve their quality of life and strengthen agriculture, forestry and other
businesses. To meet the educational needs of Montanans, Extension coordinates educational and research resources
in the region through campus-based specialists and 54 local Extension offices providing outreach to all 56 Montana
counties and five tribal reservation agents. In addition, seven Tribal College agent offices are affiliated with
Extension through 1994 Tribal Extension programs. Because Montana’s communities are as diverse as its landscape,
the structure of our organization--MSU faculty living in Montana’s small towns and cities--ensures that programs
are in tune with local issues and can adapt quickly to changing needs.

The unique funding structure of the Extension Service combines State general fund, Federal Smith-Lever and county
resources. The State legislature appropriates general funds on a biennial basis. Extension agent salaries are paid
from both Federal Smith-Lever and county funding sources, while Extension specialists are paid from State general
funds. Extension funds the payroll benefit costs for all employees hired on State funding, while County agents’
benefits are paid from a blend of Federal Smith-Lever and State general fund dollars. Operational allocations are
made to specialists based on a pre-established formula, and other operating dollars are allocated to support staff
development, program development, personnel recruitment and general operating purposes.

To deliver the practical advice and information needed by Montana’s agricultural community, Extension taps into
the resources of the entire university system. Research results from the ARCs and funding through USDA assist in
developing programmatic responses. Primary concerns related to sustainability and profitability, natural resources
and the environment, and technology transfer/value-added opportunities are addressed through outreach efforts
across the state.

Extension’s Family & Consumer Sciences program area serves a wide variety of people and families, providing
specialized programs including those targeted toward the elderly, children, single parents and stepfamilies. Topics
include food and nutrition, housing, health, family issues, personal finance, environmental health and many other
subjects useful to Montanans. One special program emphasizes nutrition education for families with limited
resources.

Extension agents also work with Montana’s 4-H programs to serve youth throughout the state. In 2012, Montana 4-
H reached 18,647 Montana youth, ages 6-19. Approximately 55 percent of these youth are involved in year-long
community clubs, while the rest are active through a variety of short term and special interest education programs.
These youth are supported by 3,800 trained adult and youth volunteers who lead local programs and activities.

Local community and economic viability efforts continue to be an area of major emphasis for Extension's
Community Development program. Extension continues to collaborate with a variety of state and federal agencies
to provide local governance, strategic planning, and leadership development education for local communities and
individuals. Over the next year Extension will enhance its partnership with the USDA, Montana Community
Foundation, and Anaconda Local Development Corporation to design and implement a state-wide community
foundation education program.

Extension has developed a new strategic plan that outlines strategies and action plans designed to help Montana
families and communities thrive through practical application of research-based information. It is based on the
integration of extensive input and advice from Montana citizens, advisory boards and Extension personnel. Working
groups of Extension staff, an overall planning committee, and the Montana Extension Advisory Council chart annual
progress in achieving the goals and objectives for each major issue identified in the plan.
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Fire Services Training School (FSTS)

2013 Agency Overview

The Fire Services Training School (FSTS) is an educational outreach program of Montana State University’s
Extension Service. The FSTS is authorized in 20-31-102, MCA. The purpose of the FSTS is to provide fire service
personnel with professional training, identify new methods of fire prevention and suppression and disseminate
information about them, provide a resource center for use by local fire services, provide testing and certification for
personnel and apparatus, and coordinate fire services training in the state.

These goals are accomplished by building capacity in local governments for protecting citizens’ lives and property,
and safeguarding the community tax base and infrastructure from harm caused by fires, accidents, injuries,
hazardous materials incidents and other emergencies. FSTS trainers provide instruction and resources to local fire
and rescue services and are strategically located in Cascade, Custer, Valley, Roosevelt, Flathead, Missoula, and
Lewis & Clark counties.

The FSTS audience consists of 11,700 fire fighters in more than 400 organizations, 95 percent of whom are
volunteers. The FSTS provides 70 percent of its services to all- volunteer fire companies, 24 percent to combination
(with both paid and volunteer firefighters) fire companies, and 6 percent to all- paid fire companies.

The FSTS curriculum includes entry level recruit academies, hazardous materials and technical rescue courses,
leadership and management, as well as tactical and strategic level incident operations courses. The FSTS continues
to introduce new methods and technology into local fire service organizations, and has resulted in enhanced
firefighter safety, a higher level of citizen protection, and significantly reduced costs for fire insurance premiums in
many communities.
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MSU- Billings

Campus Overview

Montana State University Billings is a comprehensive public four-year higher education institution located in
Montana's largest population center, whose faculty is actively engaged in teaching, research, creative endeavors and
public service. The University opened in 1927 and was initially called Eastern Montana State Normal School at
Billings and was established to prepare teachers for elementary schools in eastern Montana. MSU Billings has
grown, with the city of Billings and Yellowstone County, into the major urban comprehensive higher education
center of south central Montana. The University consists of five colleges on two campuses: the College of Arts and
Sciences, the College of Business, the College of Education, the College of Allied Health Professions and City
College, which serves the comprehensive two-year mission of the University on a campus seven miles west of the
University Campus. MSU Billings offers a full complement of one- and two-year certificate programs, associate
degrees, and bachelor and master degrees, as well as pre-professional academic offerings in nearly 100 academic
areas; and features 23 programs that are completely available online. Several academic programs are unique to the
Montana University System. The MSU Billings Extended Campus also maintains a presence in Downtown Billings
through outreach education to underserved populations, GED preparation, summer programs for children and short-
term training/conference space.

MSU Billings is accredited by the Northwest Commission on Colleges & Universities. The MSU Billings College
of Business is accredited by the Association to Advance Collegiate Schools of Business, whose standards are used
as the basis to evaluate a business school’s mission, operations, faculty qualifications and contributions, programs,
and other critical areas. The MSU Billings College of Education is accredited by the National Council for the
Accreditation of Teacher Education for preparing elementary and secondary teachers and school counselors through
the Bachelor of Science and Master of Education degrees, and the Master of Science in Special Education degree.
MSU Billings is also accredited by the National Association of Schools of Music, the National Association of
Schools of Art and Design, the Commission on Accreditation of Athletic Training Education, and the Council on
Rehabilitation Education. City College programs are approved by the National Institute for Automotive Excellence
and the Montana Board of Nursing.

Public service is integral to the mission of the University. Its two primary public service entities are
KEMC/Yellowstone Public Radio and the Montana Center for Inclusive Education, a comprehensive education,
rehabilitation, and diagnostic center serving Montanans with disabilities.

Enrollment
Student FTE for Fiscal Years Ended June 30,
2013 2012 2011 2010 2009
Resident
Undergraduate 2,646 2,731 2,819 2,707 2,773
College of Technology 849 947 990 924 624
Graduate 291 314 317 264 256
Total Resident 3,786 3,992 4,126 3,895 3,653
Nonresident
Undergraduate 168 138 109 91 93
College of Technology 28 24 16 12 5
Graduate 27 28 24 31 44
Total nonresident 223 190 149 134 142
Western Undergraduate Exchange
Main Campus 263 252 233 193 217
College of Technology 46 44 47 37 29
Total Western Undergraduate Exchange 309 296 280 230 246

Total 4,318 4,478 4,555 4,259 4,041
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Degrees Granted - Fiscal Years Ended June 30,

2013 2012 2011 2010 2009
Senior Campus:
Associate Degrees 25 32 40 32 33
Bachelor’s Degrees 568 510 533 547 540
Master’s Degrees 139 152 125 128 106
Total Senior Campus 732 694 698 707 679
City College:
Certificates 26 36 29 28 32
Associate Degrees 258 291 212 196 189
Total City College 284 327 241 224 221
Grand Total Degrees 1,016 1,021 939 931 900

MSU Billings started the 2013-2014 academic year with just under 5,000 students. This is the first year in the past
five where enrollment has dipped below 5,000 students. With the slight decline, MSU Billings remains the third
largest higher education unit in Montana. While FTE enrollment growth was down for 2013, there was an increase
in non-resident students. Factors contributing to decreased student FTE in 2012 and 2013 include record graduating
classes, declining high school enrollments in Montana, and a strong economic growth in Eastern Montana. However
the five-year trend points to continued interest in MSU Billings and its programs.

Campus Outlook

MSU Billings continues to serve our students and community with superior levels of excellence and efficiency.

Base budgets have been reallocated to develop a student-centered learning environment using continuous assessment
of learner growth, student outcomes and increased academic student support services.

MSU Billings has made a substantial investment in distance learning by developing full degree programs, and
general education, online. This investment will continue in order to provide educational offerings to Montana
citizens who are place bound or time bound. Increasing opportunities for students to participate in internships and
cooperative education experiences continues to be a priority for the University.

Grants and research production continues. The work of two science faculty members on unique fungal research has
led to the approval of MSU Billings’ first patent. This project is being done in collaboration with INBRE and MSU
Bozeman. A U.S. Department of Justice grant allows continuation of training at the Montana Women’s Prison in
Billings. The University received a $1.2 million grant from the National Science Foundation (NSF) for a NOYCE
grant to prepare teachers for rural Montana. Other new grants include a NSF Science Partnership grant with
Montana Tech in Butte. In addition, MSU Billings recently received notice of a $1.5 million grant from the Dept. of
Labor as part of a $25 million federal grant to Montana higher education units to train and prepare workers for jobs
in energy and manufacturing industries.

Because Billings is the primary healthcare center of the region, MSU Billings partnered with the healthcare industry
to meet its educational needs and established the College of Allied Health Professions with key programs in athletic
training, health and human performance and rehabilitation and human services. The College of Allied Health
Professions continues growth in enrollments and graduations.

MSU Billings was ranked as one of “Top 100 Best Western Regional Universities” in U.S. News & World Report
for 2014. MSU Billings was also ranked as #4 in the “Affordable Colleges Online: Highest Return on Investment
Colleges in Montana” ranking.

The 2013 Montana Legislature appropriated $10 million to provide funds for the renovation and expansion of the
existing outdated science facility. An additional $5 million needed for the project will be raised through fundraising
efforts of the MSU Billings Foundation before construction begins. The renovated MSU Billings Yellowstone Hall
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will provide state-of-the-art facilities for both the College of Arts and Sciences and the College of Allied Health
Professions.

City College at MSU Billings (formerly known as the College of Technology) has continued its transition to a true
“community” college by expanding offerings and programs and focuses on the needs of two-year education in the
Billings region.

Support for the University continues to be strong. The MSU Billings Foundation Opportunity Campaign for MSU
Billings Scholarships raised over $7.2 million in gifts and pledges, exceeding the original $6 million goal. The
Foundation distributed over $1.4 million in scholarships in FY'13.
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MSU- Northern

Campus Overview

Established by the Legislative Assembly of the State of Montana in 1913, "The Northern Montana Agricultural and
Manual Training School" opened in 1929 under the name "The Northern Montana School." In 1931, the common
use of "Northern Montana College" came into existence. In 1994, Northern Montana College became Montana
State University-Northern (MSU-Northern) as part of the restructuring with Montana State University in Bozeman.
Montana State University-Northern offers liberal arts, professional and technical education programs ranging from
certificates through master’s degrees.

The university promotes a student centered and culturally enriched environment endorsing lifelong learning,
personal growth, and responsible citizenship. The university partners with a variety of community and external
entities to enhance collaborative learning, provide applied research opportunities, stimulate economic development,
and expand student learning experiences.

MSU-Northern is accredited by the Northwest Association of Schools and Colleges. MSU-Northern's
accreditations also include the National League for Nursing Accrediting Commission, the Montana State Board of
Nursing, the Accreditation Board of Engineering Technology, the National Automobile Technicians Education
Foundation, the Montana Board of Public Education, and the American Design Drafting Association.

MSU-Northern values individualized attention to its students, experientially based learning, and creating a culturally
rich and intellectually stimulating environment. From its North Central Montana High Plains main campus, the
University serves as a regional cultural center and maintains strong partnerships with communities, education,
business and industry.

Enrollment
Student FTE for Fiscal Years Ended June 30,
2013 2012 2011 2010 2009
Resident
Undergraduate 942 943 954 914 882
Graduate 69 52 61 66 75
Total resident 1,011 995 1,015 980 957
Nonresident
Undergraduate 44 41 47 45 50
Graduate 0 0 0 0 0
Total nonresident 44 41 47 45 50
Western Undergraduate Exchange 101 89 93 93 67
Total 1,156 1,125 1,155 1,118 1,074
Degrees Granted - Fiscal Years Ended June 30,
2013 2012 2011 2010 2009
Undergraduate 235 259 284 227 252
Graduate 23 10 39 13 28
Total: 258 269 323 240 280
Campus Outlook

MSU-Northern is located in the rural, northern region of Montana. With decreasing populations in certain areas of
the state, MSU-Northern understands the importance of careful monitoring of expenses and strategic investments in
areas that will help attract and retain students. Student enrollment drives a large portion of operating revenues, and
also affects the University’s level of state funding. Northern has begun to utilize partnerships, innovative teaching,
and alternate delivery methods. Partnerships with tribal colleges across Montana, a number of two-year colleges
throughout the Northwest, and Mid-South Community College in West Memphis, Arkansas, help these institutions
expand their program offerings in the realm of 4-year Baccalaureate degrees. Northern will also continue to explore
expanded program offerings at our sites in Lewistown and Great Falls.
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Great Falls College MSU

Campus Overview

Great Falls College Montana State University (GFCMSU), an affiliated campus of Montana State University, is an
independently accredited, comprehensive two-year college primarily serving north-central Montana. GFCMSU is a
progressive public institution offering two-year transfer degrees as well as degrees and certificates that prepare
students to enter high-skill, high-demand careers. Transfer degrees include general education (Associate of Arts,
Associate of Science, and the Montana University System Core) offerings. The Certificate and Associate of Applied
Science degrees include one- and two-year applied programs in Health Sciences, Business Trades, and Technology
disciplines. As part of being a comprehensive two-year college, additional offerings related to workforce
development, customized and contracted training, and community enrichment are provided as part of economic and
community development. Several of the Health Sciences and Trades programs are unique to the State and the
region. In partnership with the Great Falls Public Schools, the ABLE program is also housed on the Great Falls
College MSU campus. College Pathways advisers who are co-located at the two high schools in Great Falls also do
bridge advising for the ABLE students to prepare them to continue their education. The College has a full
complement of student, academic and administrative services reflective of a larger campus.

GFCMSU began as the Great Falls Vocational — Technical Center, established by the Montana State Legislature in
1969 to offer employment training in vocational and technical fields. In January 1994 the Montana Board of
Regents of Higher Education approved the restructuring of the Montana University System. Montana State
University-Bozeman, Montana State University-Billings, Montana State University-Northern and Great Falls
College Montana State University are related through common management; however, they are separate and distinct
entities. The mission of GFCMSU is to foster the success of our students and their communities through innovative,
flexible learning opportunities for people of all ages, backgrounds, and aspirations resulting in self-fulfillment and
competitiveness in an increasingly global society.

GFCMSU is regionally accredited by the Northwest Commission on Colleges and Universities NWCCU). Various
academic programs are accredited individually as well, primarily those within medical fields. The student
population at the GFCMSU campus has grown 4.1% over the last five years (1,409 FTE in fiscal year 2013 as
compared to 1,353 FTE in fiscal year 2009). The majority of students are Montana residents.

Enrollment
Student FTE for Fiscal Years Ended June 30,
2013 2012 2011* 2010 2009
Resident Undergraduate
Great Falls 1,365 1,424 1,387 1,293 1,138
College of Technology Bozeman - - - 182 161
Nonresident Undergraduate
Great Falls 39 35 23 17 8
College of Technology Bozeman - - - 46 38
Western Undergraduate Exchange 5 6 5 9 8
Total 1,409 1,465 1,415 1,547 1,353

*Effective July 1, 2010 Gallatin College at MSU Bozeman took over management of certain courses and programs which previously
operated under the auspices of GFCMSU, resulting in a decline in enrollment from 2010 to 2011.
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The number of degrees and certificates granted has increased 81.3% during the past five years.

Degrees Granted - Fiscal Years Ended June 30,

2013 2012 2011 2010 2009
Certificate of Applied Science 51 64 62 63 54
Professional Certificate 25 21 20 4 1
Associate of Science/Arts 156 132 80 69 55
Associate of Applied Science 185 186 179 174 120
Total 417 403 341 310 230

Campus Outlook

The College constructed an on-site child care facility (Bright Beginnings) to provide affordable, accessible child
care which allows our students to take advantage of educational opportunities to advance their lives and the lives of
their families. The facility is a separate 6,860 square feet building on the Great Falls campus with a capacity of 88
children from infants through five years of age. As of the Fall 2013 term, 83 of the positions are filled. Significant
funding necessary for construction was obtained through State and private donations and pledges. Bright
Beginnings opened in January 2013 and is operated by Bright Horizons, a nationally recognized early childhood
learning corporation.

In response to community and industry demand, GFCMSU is in the process of expanding its welding program. In
support of the oil industry, various companies providing equipment to the oil industry have located in the Great Falls
area in order to supply oil field operations in Montana, North Dakota and western Canada. Growing demand in
Montana and the region, coupled with the need to fill replacement welding job openings in U.S. and Canada place
GFC MSU at a strategic location to serve as a trans-boundary training and certification center to help meet this
demand. The welding program and faculty have been certified by both the American Welding Society and the
Canadian Welding Bureau which will facilitate the development of a trans-border training facility. To accommodate
this increased demand, GFCMSU applied for and was awarded a $1.5 million grant from the Economic
Development Agency of the US Department of Commerce. This grant will allow expansion of the current physical
welding facility to accommodate increased numbers of students and trainees.

In September, 2013 GFCMSU received notice that the Trade Act Adjustment Community College and Career
Training grant application submitted by the State of Montana to the US Department of Labor was awarded in the
amount of $25 million. GFCMSU is the lead campus for this 13 college consortia grant including eleven two-year
colleges and two tribal colleges in Montana. In addition to GFCMSU, the other institutions involved are Bitterroot
College, City College, Fort Peck Community College, Gallatin College, Dawson Community College, Highlands
College, Helena College, Little Big Horn College, MSU-Northern, Flathead Valley Community College, Miles
Community College, and Missoula College. Grant activities will extend over four years and will address workforce
development needs with specific focus on developing career readiness in the energy and advanced manufacturing
fields.
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Ms. Tori Hunthausen
Legislative Auditor
Legislative Audit Division
Room 160, State Capitol
P.O. Box 201705

Helena, MT 59620-1705

Dear Ms. Hunthausen:

Montana State University would like to thank the Legislative Audit Division for
auditing our financial statements for the fiscal year ended June 30, 2013. This
audit was productive and helpful with continually improving financial reporting
for all Montana State University campuses. We look forward to working with you
again next year.

Sincerely,

President

WC/msh

Office of the President
211 Montana Hall

P.0. Box 172420

Bozeman, MT 59717-2420
www.montana.edu

Tel (406) 994-2341
Fax (406) 994-1893
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