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YOUNGSTOWN STATE UNIVERSITY

MESSAGE FROM PRESIDENT SWEET
October 12, 2004

Youngstown State University continued the focused implementation of its Centennial Strategic
Plan during Fiscal Year 2004. By building on our strengths and implementing new initiatives, we
are setting the stage for the University’s Centennial in 2008 and beyond.

The University’s report on its Fiscal Year 2004 Annual Plan is available on the YSU Web site at
http://www.cc.ysu.edu/Strategic_Plan/. It details progress in addressing the Strategic Plan’s ten
critical issues and its four core values--Centrality of Students, Excellence and Innovation, Integrity
and Human Dignity, and Collegiality and Public Engagement.

Progress continues despite the State of Ohio’s increasingly challenging financial environment and
consequent decline in State support for public higher education. Sound and focused management
has enabled YSU to remain the most efficient and cost-effective State university in Ohio. The
highlights of Fiscal Year 2004 include:

o Successful completion of the $12.1 million fund-raising campaign and ground-breaking for
the Andrews Student Recreation and Wellness Center. Student participation in design and
planning was critical to the final plan.

¢ Inauguration of the Youngstown Early College High School testifies to the University’s
partnership to improve educational attainment for inner-city high school students.

e Completion of the Information Technology Master Plan and the partnership with SunGard
SCT Banner to replace our administrative information systems with a fully integrated suite of
software packages. YSU has committed a minimum of $15 million to implement the plan
over a three-year period.

¢ Improvement of our Moody’s bond rating from A3 to A2.

o Achievement of a positive Senate Bill 6 (SB6) composite score of 4.0 on a scale of 1 to 5, up
from 3.0 in Fiscal Year 2000. The score provides a formalized structure for monitoring the
financial health of Ohio’s colleges and universities and is calculated based on financial ratios.

e Implementation of Governmental Accounting Standards Board No. 39, Determining
Whether Certain Organizations Are Component Units, through the cooperative efforts of
the Youngstown State University Foundation and the University Housing Corporation.

e Continued high marks in the 2003 Performance Report for Ohio’s Colleges and Universities,
an annual snapshot of how the state’s public universities and colleges are performing.

o Restructuring and building the professional staff capacity of the University’s financial
administration.

While the University has had to increase tuition to maintain academic quality and to offset the loss
of state funds, our tuition remains the lowest among the comprehensive public universities in Ohio.
In partnership with the YSU Foundation, we have taken a number of steps to help offset tuition
increases with scholarship initiatives. The high-quality education offered at Youngstown State
University is affordable and represents an investment offering tremendous, life-long tangible and
intangible rewards for students.

Sincerely,
David C. Sweet
President
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925 Euclid Avenue
Cleveland, Ohio 44115-1405

Report of Independent Auditors

Board of Trustees
Youngstown State University

We have audited the accompanying statements of net assets of Youngstown State University
(University), a component unit of the State of Ohio, as of June 30, 2004 and 2003, and the
related statements of revenues, expenses, and changes in net assets, and cash flows for the years
then ended. These financial statements are the responsibility of the University’s management.
Our responsibility is to express an opinion on these financial statements based on our audits. We
did not audit the financial statements of The Youngstown State University Foundation, a
discretely presented component unit of the University. Those financial statements were audited
by other auditors whose report thereon has been furnished to us, and our opinion, insofar as it
relates to the amounts included for the University, is based solely on the report of the other
auditors.

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

In our opinion, based on our audits and the report of other auditors, the financial statements
referred to above present fairly, in all material respects, the financial position of the University,
as of June 30, 2004 and 2003, and the changes in its net assets and cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States of
America.

Management’s discussion and analysis on pages 4 through 16 is not a required part of the
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
on it.

As discussed in Note 1 to the financial statements, in fiscal 2004, the University adopted GASB
Statement No. 39, Determining Whether Certain Organizations Are Component Units, which
required the discrete presentation of The Youngstown State University Foundation and
University Housing Corporation’s financial statements as component units of the University.

A Member Practice of Ernst & Young Global
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In accordance with Government Auditing Standards, we have also issued our report dated
October 12, 2004 on our consideration of the University’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
grant agreements and other matters. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the financial statements of the
University taken as a whole. The accompanying schedule of expenditures of federal awards for
the year ended June 30, 2004 is presented for purposes of additional analysis as required by the
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the financial
statements, and in our opinion, is fairly stated in all material respects in relation to the financial

statements taken as a whole.
ém ¥ MLL?

October 12, 2004
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YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Introduction

This section of Youngstown State University’s (YSU or University) Financial Report
presents a discussion and analysis of the financial performance of the University during the
fiscal year ended June 30, 2004 with comparative information for the fiscal years ended June
30, 2003 and 2002. This discussion has been prepared by management and should be read in
conjunction with the financial statements and the accompanying notes that follow.

In 1908, The Youngstown College was founded. In 1955, The Youngstown College became
the Youngstown University. On September 1, 1967, Youngstown University became
officially known as Youngstown State University. The University is composed of six
colleges and one school and operates on a main campus and a Metro College. It has an
annual enrollment of approximately 15,400 students. There are approximately 400 full-time
faculty members and a total faculty of 894. In total, the University employs more than 2,105
people.

Using the Financial Statements

Youngstown State University’s financial report includes three basic financial statements: the
Statement of Net Assets, the Statement of Revenues, Expenses and Changes in Net Assets,
and the Statement of Cash Flows. These financial statements are prepared in accordance
with the financial reporting format required by the Governmental Accounting Standards
Board’s (GASB) Statements No. 34, Basic Financial Statements and Management’s
Discussion and Analysis for State and Local Governments and No. 35, Basic Financial
Statements and Management’s Discussion and Analysis for Public Colleges and Universities,
as amended by GASB Statements No. 37, Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments: Omnibus and No. 38, Certain
Financial Statement Note Disclosures. These statements establish standards for external
financial reporting for public colleges and universities and require that financial statements
be presented on a basis to focus on the financial condition of the University, the results of
operations, and cash flows of the University as a whole. Key presentation elements include:

> Assets and liabilities are categorized as either current or noncurrent. Current
assets and liabilities will be consumed or fulfilled within one year.

> Revenues and expenses are categorized as either operating or nonoperating.
Significant recurring sources of the University’s revenues, including State of
Ohio (State) appropriations, gifts and investment income are considered
nonoperating, as defined by GASB Statement No. 35.

» University scholarships that represent reduced tuition (i.e. are applied to
student accounts rather than refunded to students) are shown as a reduction of
tuition, fees and other student charges, while payments made directly to
students are presented as scholarship expense. Third party scholarships are
treated as though the students made the payments themselves.

» Capital assets are reported net of accumulated depreciation.



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

In fiscal year 2004, the University adopted the provisions of GASB Statement No. 39,
Determining Whether Certain Organizations Are Component Units. As a result of
implementing this new standard, The Youngstown State University Foundation (YSUF or
Foundation) and University Housing Corporation (UHC) are treated as component units of
the University. Accordingly, these component units are discretely presented in this report by
presentation of the individual financial statements of the units immediately following the
University’s respective GASB financial statements. Additional information on these
component units is contained in Note 13 and are excluded from Management’s Discussion
and Analysis.

Complete financial statements for the University Housing Corporation can be obtained from
University Housing Corporation, c/o Youngstown State University, Financial Affairs,
University Plaza, Youngstown, Ohio 44555.

Financial and Other University Highlights

e Continued increase in enrollment

e Continued decrease in State of Ohio support

e Positive Senate Bill 6 ratios

e Upgrading of YSU’s credit rating from A3 to A2 by Moody’s Investors Service

e Progress on four major planning initiatives including enrollment management,
technology, the campus master plan, and the centennial capital campaign

e Partnership with SunGard SCT Banner to implement an Enterprise Resource Planning
(ERP) System to replace all administrative information systems within the University
over the next three years



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
The Statements of Net Assets
These statements present the financial position of the University at the end of the fiscal year
and includes all assets and liabilities of the University. The difference between total assets
and total liabilities — net assets — is an indicator of the current financial condition of the
University.

A summary of the University’s assets, liabilities and net assets at June 30, 2004, 2003 and

2002 follows:

June 30, 2004

June 30, 2003

June 30, 2002

Assets
Current assets $ 40,245,160 $ 36,779,811 $ 40,302,367
Capital assets, net 142,257,459 142,861,175 140,848,821
Other assets 29,070,282 24,647,930 14,971,439
Total Assets 211,572,901 204,288,916 196,122,627
Liabilities
Current liabilities 18,992,688 19,518,782 19,054,135
Noncurrent liabilities 20,937,814 21,804,367 23,549,358
Total Liabilities 39,930,502 41,323,149 42,603,493
Total Net Assets $ 171642399 $ 162,965,767 $ 153,519,134
Net Assets
Invested in capital assets, net of related debt ~ $ 128,979,986 $ 128,791,756 $ 125,974,595
Restricted - nonexpendable 5,125,548 5,018,540 4,854,893
Restricted - expendable 16,046,325 11,447,744 5,992,415
Unrestricted 21,490,540 17,707,727 16,697,231
Total Net Assets $ 171,642,399 $ 162,965,767 $ 153,519,134

Assets

Assets primarily consist of cash and cash equivalents, investments, receivables and capital
assets as reflected in the following table and graphs:

June 30, 2004

June 30, 2003

June 30, 2002

Cash and cash equivalents $ 13,246,709 3 3,185305 $ 2,943,172
Investments 36,578,580 39,004,847 36,871,039
Accounts, loans and pledges receivable, net 16,492,723 16,351,710 12,480,630
Capital assets, net 142,257,459 142,861,175 140,848,821
Other 2,997,430 2,885,879 2,978,965

Total Assets $ 211572901 $ 204,288916 $ 196,122,627




YOUNGSTOWN STATE UNIVERSITY
'MANAGEMENT'S DISCUSSION AND ANALYSIS

Total Assets
FY 2004

Other Govtl and private

gifts, grants

and contracts
16%

Pledges, net
46%

Capital
assets
67%

Accts, loans,
pledges, net
8%

Capital
appropriations
4%

Student
accounts, net
7%

Investments Student
18%

Non-student
accounts, net
18% 9%

Total Assets
Other FY 2003
1%

Govtl and private
gifts, grants
and contracts

Pledges, net
16%

37%

Capital
assets
70%

Accts, loans,
pledges, net
8%

Capital
appropriations
3%

Student
Investments accounts, net
19% Student  Non_student 18%
loans, net  accounts, net
19% 7%

Total cash and cash equivalents and investments increased $7.6 million primarily due to
receipt of gifts for the construction of the Andrews Recreation and Wellness Center.
Invested balances for the construction of the Andrews Recreation and Wellness Center
increased $2 million in fiscal year 2004 (total $5 million at June 30, 2004) and are
reflected in current assets. Endowment principal and other investments are included in
noncurrent assets. The composition from current to noncurrent balances shifted from the
prior year reflecting a change in investment philosophy and a shift of invested balances
for the Andrews Recreation and Wellness Center from noncurrent to current due to the
anticipated completion of construction within the next year. The total fair value of
investments increased slightly from the prior year. The Statement of Cash Flows
provides additional information on sources and uses of the University’s cash and cash
equivalents.



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

At June 30, 2004, the University had $142,257,459 in capital assets, net of accumulated
depreciation. Depreciation and amortization charges totaled $7,853,906 in FY2004 and
$7,484,527 in FY2003. Details of capital assets, net are shown below.

June 30, 2004

June 30, 2003 June 30, 2002

Land $ 13,104,291 $ 12,835387 $ 12,053,837
Buildings 111,032,198 114,053,556 112,356,649
Improvements other than buildings 7,231,219 7,690,540 8,194,742
Construction-in-progress 3,962,224 1,122,689 2,171,617
Moveable equipment and furniture 6,584,791 6,781,749 5,692,799
Historical treasures 297,513 297,513 297,513
Capital leased assets 45,223 79,741 81,664

Total $ 142,257,459 $ 142,861,175 $ 140,848,821

Major capital activity during the year included the addition of properties to allow for future
expansion of the University campus, completion of projects including the Bliss Hall
Rehabilitation and the Bryson Lot, and the commencement of the West Campus Gateway
Project, which includes the Andrews Recreation and Wellness Center. More detailed
information about the University’s capital assets is presented in Note 7 to the financial
statements.

Liabilities

Liabilities substantially consist of accrued payroll, payroll withholdings, deferred revenue,
debt, and compensated absences. The following table summarizes balances at June 30, 2004,
2003 and 2002:

June 30, 2004

June 30, 2003 June 30, 2002

Accounts payable $ 1,161,860 $ 1397920 $ 2,286,618
Payroll liabilities 7,843,203 7,882,456 7,793,907
Bonds and capital leases payable, net 13,492,373 14,263,619 14,992,226
Deferred revenue 7,705,117 7,820,349 7,065,539
Compensated absences 6,092,104 6,114,964 5,455,846
Refundable advance 2,758,350 2,830,609 2,665,300
Other 877,495 1,013,232 533,454
Unfunded workers' compensation - - 1,810,603

Total Liabilities $ 39,930,502 $ 41,323,149 $ 42,603,493

At June 30, 2004, the University had $13,680,000 in principal debt outstanding compared to
$14,440,000 at June 30, 2003 and $15,175,000 at June 30, 2002. More detailed information
about the University’s debt and long-term liabilities is presented in Note 9 to the financial
statements. See Note 8 for a further breakout of accounts payable, accrued liabilities and
other liabilities.



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

Net Assets

Many of the University’s unrestricted net assets have been designated or reserved for specific

purposes such as operating reserves, capital projects and reserve for encumbrances.

following table shows allocations at June 30,:

Current funds, year end balances
Unallocated
General operating
Auxiliary enterprises
Allocated
Subtotal

Operating reserves
General operating
Auxiliary enterprises

Subtotal

Reserve for encumbrances
Plant reserves

Other plant

Debt service

Loan funds

Total

Unrestricted Net Assets
FY2004

B1% O1%

B1%

021%

08%

E35%

The

2004 2003 2002
$ 3,406,987 $ 3,139,119 $ 2,189,098
632,571 1,271,624 1,094,999
3,155,320 725,654 40,548
7,194,878 5,136,397 3,324,645
6,308,386 5,828,386 6,519,282
922,500 1,270,000 1,009,326
7,230,886 7,098,386 7,528,608
1,732,291 1,689,685 2,200,380
4,592,642 2,886,942 2,724,488
306,113 301,690 316,769
162,126 322,773 328,183
271,604 271,854 274,158
$ 21,490,540 $ 17,707,727 $ 16,697,231

033%

@ Current funds, year end balances

O Reserve for encumbrances

B Other plant
B Loan funds

Unrestricted Net Assets
FY2003

W2%

m1% 02%

016% 029%

010%

W40%

B Operating reserves
O Plant reserves
O Debt service



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

Overall, unrestricted net assets increased $3.8 million or 21% from June 30, 2003 to June 30,
2004. This increase includes $1.1 million in General Operating funds designated for the
Technology Master Plan and $1.2 million in Auxiliary operating funds designated for future
plant expenditures including parking improvements and a Bookstore Expansion. Operating
reserves increased slightly and represent approximately 5% of the total FY2005 operating
budget.

2003 Versus 2002

Current assets decreased in 2003 primarily due to a change in the investment policy, while
noncurrent assets increased due to increases in investments, endowments and other restricted
investments, and pledges receivable. Liabilities decreased slightly from 2002 to 2003 with
liabilities primarily consisting of accrued payroll, payroll withholding, debt, compensated
absences, and deferred revenue. Net assets increased due to increases in funds invested in
capital assets and a $1.8 million increase in unrestricted net assets due to the reallocation of
the Ohio workers’ compensation liability from the University to the State of Ohio.

10



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
The Statements of Revenues, Expenses, and Changes in Net Assets
These statements present the operating results and the nonoperating revenues and expenses of
the University. Annual State appropriations, while budgeted for operations, are considered

nonoperating revenues according to generally accepted accounting principles.

A summary of revenues, expenses and changes in net assets for the years ended June 30,
2004 and 2003 follows:

June 30, 2004 June 30, 2003

Operating Revenues

Net tuition, fees and other student charges $ 58,880,154 $ 52,824,818

Auxiliary enterprises 15,112,244 15,974,326

Grants and contracts 14,630,097 12,425,612

Other 1,995,908 1,058,226
Total Operating Revenues 90,618,403 82,282,982
Operating Expenses 152,739,865 149,300,934
Operating Loss (62,121,462) (67,017,952)
Nonoperating Revenues (Expenses)

State appropriations 44,482,947 43,917,610

Gifts, grants, and contracts 19,338,226 21,037,452

Investment income 830,018 1,195,060

Other nonoperating expenses, net (2,405,860) (1,801,758)
Net Nonoperating Revenues: 62,245,331 64,348,364
Income (Loss) Before Other Revenues, Expenses, and Changes 123,869 (2,669,588)
Other Revenues, Expenses, and Changes

State capital appropriations 4,947,102 7,064,521

Capital grants and gifts 3,535,536 3,205,174

Reallocation of Ohio workers' compensation liability - 1,810,603

Other 70,125 35,923
Total Other Revenues, Expenses, and Changes 8,552,763 12,116,221
Increase in Net Assets 8,676,632 9,446,633
Net Assets at Beginning of Year 162,965,767 153,519,134
Net Assets at End of the Year $ 171,642,399 $ 162,965,767
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YOUNGSTOWN STATE UNIVERSITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
Revenues
Following is a graphic illustration of revenues by source (both operating and nonoperating),

which were used to fund the University’s activities for the years ended June 30, 2004 and
2003:

June 30, 2004 June 30, 2003
Net tuition, fees and other student charges $ 58,880,154 $ 52,824,818
Gifts, grants, and contracts 37,503,859 36,668,238
Auxiliary enterprises 15,112,244 15,974,326
State appropriations 44,482 947 43,917,610
Investment Income 830,018 1,195,060
Other revenue 2,089,195 1,418,727
State capital appropriations 4,947,102 7,064,521
Reallocation of Ohio workers' compensation liability - 1,810,603
Total Revenues $ 163,845,519 $ 160,873,903
Revenues by Source Revenues by Source
FY2004 FY2003

0,
m4%m 100 - O1%

01%
m3% 0% o0 o27%
023% 023%
09% 010%
@ 36% @33%
O state appropriations B Net tuition, fees and other student charges
U Auxiliary enterprises U Gifts, grants and contracts

B State capital appropriations O Investment income

B Reallocation of Ohio workers' O Other revenue
compensation liability

Overall, the University’s total net revenue increased $3 million or 1.9%. The majority of the
University’s revenue, 63% in FY2004 and 60% in FY2003, is attributed to State
appropriations and tuition and fees. Combined, these two revenue streams increased $6.6
million from FY2003 to FY2004, although the composition shifted - State appropriations
accounted for 43% of the combined total in FY 2004 compared to 45% in FY 2003. The
elimination of the $1.8 million unfunded workers’ compensation liability favorably
impacting FY2003 revenue is a non-recurring item on the Statements of Revenues, Expenses
and Changes in Net Assets.

12



YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

EXxpenses

Operating expenses can be displayed in two formats: natural classification and functional
classification. The table below, summarizing both formats, is followed by graphs of each.

Natural Classification

Functional Depreciation

Classification Compensation  Operating  Scholarships and Amortization

2004 2003
Total Total
Functional Functional

Instruction and departmental research  $ 53,500,138 $ 3,903,110 $ 45551 $ -

$ 57,448,799 $ 55,620,251

Separately budgeted research 936,841 582,416 25,928 - 1,545,185 1,175,276
Public service 4,751,553 3,753,595 32,108 - 8,537,256 7,859,113
Academic support 7,291,291 2,504,570 9,573 - 9,805,434 9,645,412
Student services 6,738,922 1,438,221 103,032 - 8,280,175 8,367,906
Institutional support 15,984,048 5,300,053 16,066 - 21,300,167 19,711,581
Operation and maintenance of plant 3,803,076 5,472,314 - - 9,275,390 9,078,315
Scholarships - 9,627,199 - 9,627,199 11,011,449
Auxiliary enterprises 6,793,956 12,272,398 - - 19,066,354 19,347,104
Depreciation and amortization - - 7,853,906 7,853,906 7,484,527

Total Natural $99,799,825 $35226,677 $ 9,859,457 $ 7,853,906 $ 152,739,865 $ 149,300,934

Salaries and benefits totaled 66% of the FY2004 expenses compared to 63% of the expenses
in FY2003. Other operating expenses totaled 23% of total expense in FY2004 and 24% in
FY2003. Scholarships and depreciation totaled 11% of total expenses in FY2004 compared
to 13% in FY2003. The allocation of operating expenses among the functional areas

remained consistent from FY 2003 to FY2004.

Operating Expenses by Function
2004

W Scholarships O Academic support
6% 6%
@ Operation and maintenance
of plant
6%

O Institutional
support

14% 6%

@ Other
17% O Depreciation
5%

B Auxiliary
enterprises
12% O Student services

5%

\

=] Instruction and
departmental research
39%

13

O Public service

@ Separately budgeted
research

1%



YOUNGSTOWN STATE UNIVERSITY
MANAGEMENT'S DISCUSSION AND ANALYSIS

Operating Expenses by Function
2003

® Scholarships O Academic support
8% 6%
@ Operation and maintenance
of plant
6%

O Institutional
support

O Public service
13%

5%

@ Other

16% O Depreciation

5% @ Separately budgeted
research

1%

B Auxiliary
enterprises

13% O Student services

\

= Instruction and 5%
departmental research
38%

The Statements of Cash Flows

These Statements of Cash Flows provide information about cash receipts and cash payments
during the year. This statement also assists users in assessing the University’s ability to
generate net cash flows, its ability to meet its obligations as they come due, and its need for
external financing.

A summary of cash flows for the years ended June 30, 2004 and 2003 follows:

June 30, 2004 June 30, 2003

Cash provided (used) by:

Operating activities $ (53,591,265) $ (60,329,389)
Investing activities 3,245,449 (828,219)
Capital and related financing activities (429,205) (125,040)
Noncapital financing activities 60,836,425 61,524,781
Net increase in cash 10,061,404 242,133
Cash and cash equivalents - Beginning of year 3,185,305 2,943,172
Cash and cash equivalents - End of year $ 13,246,709 $ 3,185,305

Material sources of cash included State appropriations, tuition and fees and grants and
contracts. Material uses of cash and cash equivalents were for payments to employees,
payments to suppliers and vendors, and scholarships.
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YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Economic Factors for the Future

Looking to the future, management believes the University is well-positioned to continue its
favorable financial condition and level of excellence in service to students. The University’s
positive financial position is reflected in its Senate Bill 6 (SB6) composite scores. These
scores are required to be calculated by Ohio legislation and provide a formalized structure for
monitoring the financial health of the State’s colleges and universities. These ratios,
calculated annually, assess viability, financial strength and net income. The overall
maximum score is 5 and the threshold for fiscal watch is 1.75. The University’s SB6
composite score for the year ended June 30, 2004 was 4.0 compared to 3.7 at June 30, 2003
and 3.5 at June 30, 2002.

A crucial element to the University’s future will continue to be its relationship with the State
as work continues toward providing quality education at an affordable price. The University
continues to experience a decline in its revenue from State appropriations as illustrated
below:

State Appropriations
Fiscal Years 2000 through 2005

$49,000,000

$48,000,000 1

$47,000,000 1

$46,000,000

$45,000,000 AN

$44,000,000 \/\

$43,000,000 T T T
FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

Note: Graph includes five years actual plus budgeted amount for FY2005

There is an inverse relationship between State support and the University’s tuition rates, as
declines in State appropriations continue to result in higher tuition, fees and other related
charges.
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YOUNGSTOWN STATE UNIVERSITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

The University continues its recovery from a long-term trend of declining headcount
enrollment as reflected below:

Fall Term Enrollment Trends
1992 through 2004

Wivarep,

1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
B Full-Time Equivalent [11,045/10,897/10,508| 9,954 | 9,714 | 9,462 | 9,729 | 9,733 | 9,203 | 9,766 |10,171/10,311/10,518
@ Headcount 14,806|14,501|13,979(13,273|12,801|12,324/12,533|12,222/11,787|12,250|12,698|12,858| 13,101

Projections for the next State budget are pessimistic. The best-case scenario is for stable
funding. The temporary 1% State sales tax will expire, as well as the one-time dollars used
to fill the gap in this year’s budget, leaving at least a $3 billion hole for the Governor and
legislature to deal with next year.

Although the impact of future State funding is uncertain, the University is working diligently
with its sister institutions and the Ohio Board of Regents to ensure that the State continues to
recognize the importance of public higher education and places an appropriate balance to its
funding.

16



YOUNGSTOWN STATE UNIVERSITY

STATEMENTS OF NET ASSETS AT JUNE 30, 2004 AND 2003
June 30, 2004 June 30, 2003

ASSETS
Current Assets
Cash and cash equivalents $ 13,246,709  $ 3,185,305
Investments 6,890,509 18,499,588
Restricted investments 5,673,173 667,829
Interest receivable 217,624 206,789
Accounts receivable, net 6,052,399 7,153,863
Pledges receivable, net 5,086,540 4,087,647
Loans receivable, net 513,300 493,900
Inventories 1,905,244 1,773,457
Prepaid expenses and deferred charges 659,662 711,433
Total Current Assets 40,245,160 36,779,811
Noncurrent Assets
Investments 19,304,514 12,539,359
Endowments and other restricted investments 4,710,384 7,298,071
Pledges receivable, net 2,464,722 2,018,743
Loans receivable, net 2,375,762 2,597,557
Deposits on land 214,900 194,200
Capital assets, net 142,257,459 142,861,175
Total Noncurrent Assets 171,327,741 167,509,105
Total Assets 211,572,901 204,288,916
LIABILITIES AND NET ASSETS
Current Liabilities
Accounts payable 1,161,860 1,397,920
Payroll liabilities 7,843,203 7,882,456
Bonds payable 805,000 760,000
Capital leases payable 22,213 35,225
Deferred revenue 7,705,117 7,820,349
Compensated absences 577,800 609,600
Other liabilities 877,495 1,013,232
Total Current Liabilities 18,992,688 19,518,782
Noncurrent Liabilities
Bonds payable, net 12,648,442 13,429,463
Capital leases payable 16,718 38,931
Compensated absences 5,514,304 5,505,364
Refundable advance 2,758,350 2,830,609
Total Noncurrent Liabilities 20,937,814 21,804,367
Total Liabilities 39,930,502 41,323,149
NET ASSETS
Invested in capital assets, net of related debt 128,979,986 128,791,756
Restricted:
Nonexpendable 5,125,548 5,018,540
Expendable 16,046,325 11,447,744
Unrestricted 21,490,540 17,707,727
Total Net Assets $ 171,642,399 $ 162,965,767

See accompanying notes to financial statements.
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THE YOUNGSTOWN STATE UNIVERSITY FOUNDATION

STATEMENTS OF FINANCIAL POSITION AT JUNE 30, 2004 AND 2003

ASSETS

Cash and cash equivalents

Accrued interest receivable

Due from University Housing Corporation
Prepaid insurance

Property acquired for resale to Youngstown State University

Investments - at market value:
Common stock
Preferred stock
Fixed income securities:
U.S. Government and Agencies
Corporate
Temporary cash investments

Contribution receivable
Contribution receivable from remainder trusts
Cash surrender value of insurance policies
Office furniture and equipment, at cost, less accumulated
depreciation of $28,948 in 2004 and $27,341 in 2003
TOTAL ASSETS

LIABILITIES AND NET ASSETS

Liabilities

Accounts payable

Retirement benefits payable

Grant commitments to Youngstown State University
for scholarship awards
Total Liabilities

Net Assets

Unrestricted:
Designated by Board for endowment
Undesignated

Temporarily restricted
Permanently restricted
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

See accompanying notes to financial statements.
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June 30, 2004

June 30, 2003

$ 3,745295 $ 3,857,668
744,753 803,806
96,805 92,140
11,584 17,762
108,834 108,834
78,604,045 67,136,807
4,776,696 4,318,112
23,892,075 23,977,410
23,374,550 26,156,670
587,849 1,741,499
131,235,215 123,330,498
24,653 34,653
1,189,224 1,125,729
67,099 68,852
3,974 5,581
137,227,436 129,445,523
29,458 22,688
44,410 44,613
3,360,000 3,446,500
3,433,868 3,513,801
105,242,356 99,283,633
1,820,261 1,599,462
107,062,617 100,883,095
1,282,548 1,066,411
25,448,403 23,982,216
133,793,568 125,931,722

$ 137,227,436

$ 129,445,523




UNIVERSITY HOUSING CORPORATION

STATEMENTS OF FINANCIAL POSITION AT JULY 31, 2004 AND 2003

ASSETS

Current Assets

Cash

Restricted cash

Prepaid expenses

Accounts receivable, net

Interest receivable

Restricted investments
Total Current Assets

Property, Facilities, and Equipment, net

Other Assets
Bond issue costs, net

TOTAL ASSETS

LIABILITIES AND NET DEFICIT
Liabilities
Current Liabilities

Accounts payable

Lease payable, current portion

Retainage payable

Accrued bond interest payable

Bonds payable, current portion

Prepaid rent

Due to Ambling Company

Loan payable - Youngstown State University Foundation
Accounts payable - Youngstown State University
Security deposits

Other accruals

Total Current Liabilities

Long Term Debt

Bonds payable
Interest rate swap
Capital lease payable

Total Long Term Debt

Total Liabilities

Unrestricted Net Deficit

TOTAL LIABILITIES AND NET DEFICIT

See accompanying notes to financial statements.
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July 31,2004 July 31, 2003
$ 157472 $ 125984
299,527 5494
205,225 172,037
28,427 -

939 17,996
2,686,506 5,786,387
3,378,096 6,107,898
17,830,414 16,533,548
385,063 398,939
21,593,573 23,040,385
17,741 1,020,597
16,287 -

- 412,750

71,074 69,543
30,000 30,000
38,339 -
9,626 11,576
98,772 93,066
120,000 4,900
127,097 121,700
10,501 -
539,437 1,764,132
21,980,000 22,010,000
1,212,027 1,193,725
81,344 -
23,273,371 23,203,725
23,812,808 24,967,857
(2,219,235) (1,927,472)
$ 21593573 $ 23,040,385




YOUNGSTOWN STATE UNIVERSITY

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2004 AND 2003

June 30, 2004 June 30, 2003
REVENUES
Operating Revenues
Tuition, fees, and other student charges (net of scholarship
allowance of $15,520,785 in 2004 and $14,328,397 in 2003) $ 58,880,154 $ 52,824,818
Federal grants and contracts 5,062,754 3,835,542
State grants and contracts 8,424,481 7,299,150
Local grants and contracts 487,149 391,263
Private grants and contracts 655,713 899,657
Sales and services 247,013 241,999
Auxiliary enterprises 15,112,244 15,974,326
Other operating revenues 1,748,895 816,227
Total Operating Revenues 90,618,403 82,282,982
EXPENSES
Operating Expenses
Instruction and departmental research 57,448,799 55,620,251
Separately budgeted research 1,545,185 1,175,276
Public service 8,537,256 7,859,113
Academic support 9,805,434 9,645,412
Student services 8,280,175 8,367,906
Institutional support 21,300,167 19,711,581
Operation and maintenance of plant 9,275,390 9,078,315
Scholarships 9,627,199 11,011,449
Auxiliary enterprises 19,066,354 19,347,104
Depreciation and amortization 7,853,906 7,484,527
Total Operating Expenses 152,739,865 149,300,934
Operating Loss (62,121,462) (67,017,952)
NONOPERATING REVENUES (EXPENSES)
State appropriations 44,482 947 43,917,610
Federal grants 11,538,639 11,001,208
Private gifts 7,799,587 10,036,244
Unrestricted investment income (net of investment expense) 355,877 900,473
Restricted investment income (net of investment expense) 474,141 294,587
Interest on capital asset-related debt (669,893) (713,223)
Other nonoperating expenses, net (1,735,967) (1,088,535)
Net Nonoperating Revenues 62,245,331 64,348,364
Income (Loss) Before Other Revenues, Expenses, and Changes 123,869 (2,669,588)
OTHER REVENUES, EXPENSES, AND CHANGES
State capital appropriations 4,947,102 7,064,521
Capital grants and gifts 3,535,536 3,205,174
Reallocation of Ohio workers' compensation liability - 1,810,603
Additions to the principal of endowments 70,125 35,923
Total Other Revenues, Expenses, and Changes 8,552,763 12,116,221
Total Increase In Net Assets 8,676,632 9,446,633
NET ASSETS
Net Assets at Beginning of the Year 162,965,767 153,519,134
Net Assets at End of the Year $ 171,642,399 $ 162,965,767

See accompanying notes to financial statements.
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THE YOUNGSTOWN STATE UNIVERSITY FOUNDATION

STATEMENTS OF ACTIVITIES AND CHANGE IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2004 AND 2003

Revenues, gains (losses) and other support:
Contributions
Investment earnings
Net realized gain (loss) on sale of investments
Net unrealized gain (loss) on long-term investments
Increase in value of deferred gifts
Net assets released from restrictions
Total Revenues, gains (losses) and other support

Expenditures and other distributions:

Administrative expenditures

Distribution to Youngstown State Unversity:
Grants for property
Scholarships and other

Benefits for retired Youngstown State University faculty
Total Expenditures

Change in Net Assets
Net Assets at Beginning of the Year
NET ASSETS

Revenues, gains (losses) and other support:
Contributions
Investment earnings
Net realized gain (loss) on sale of investments
Net unrealized gain (loss) on long-term investments
Increase in value of deferred gifts
Net assets released from restrictions
Total Revenues, gains (losses) and other support

Expenditures and other distributions:

Administrative expenditures

Distribution to Youngstown State Unversity:
Grants for property
Scholarships and other

Benefits for retired Youngstown State University faculty
Total Expenditures

Change in Net Assets

Net Assets at Beginning of the Year
NET ASSETS

See accompanying notes to financial statements.

June 30, 2004

Temporarily ~ Permanently

Unrestricted Restricted Restricted Total
$ 339,381 $ 225,522 $ 896,544 $ 1,461,447
5,750,268 24,295 - 5,774,563
(49,849) 21,764 (949) (29,034)
5,704,321 62,382 507,097 6,273,800
- - 63,495 63,495
117,826 (117,826) - -
11,861,947 216,137 1,466,187 13,544,271
547,907 - - 547,907
7,500 - - 7,500
5,100,075 - - 5,100,075
26,943 - - 26,943
5,682,425 - - 5,682,425
6,179,522 216,137 1,466,187 7,861,846
100,883,095 1,066,411 23,982,216 125,931,722
$ 107,062,617 $ 1,282,548 $ 25,448,403 $ 133,793,568

June 30, 2003
Temporarily ~ Permanently

Unrestricted Restricted Restricted Total
$ 230,890 $ 142,443 $ 1,513,023 $ 1,886,356
5,252,415 14,819 - 5,267,234
(63,484) 4,333 (31,388) (90,539)
683,602 (49,536) 340,476 974,542
- - 62,495 62,495
46,713 (46,713) - -
6,150,136 65,346 1,884,606 8,100,088
509,507 - - 509,507
33,700 - - 33,700
4,902,865 - - 4,902,865
30,847 - - 30,847
5,476,919 - - 5,476,919
673,217 65,346 1,884,606 2,623,169
100,209,878 1,001,065 22,097,610 123,308,553
$ 100,883,095 $ 1,066,411 $ 23,982,216 $ 125,931,722
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UNIVERSITY HOUSING CORPORATION

STATEMENTS OF ACTIVITIES

FOR THE YEARS ENDED JULY 31, 2004 AND 2003

Income
Rental income
Interest income
Other income
Total Income

Expenses
Administrative
Contract services
Interest expense - bonds
Interest expense - other
Depreciation expense
Amortization expense
Bad debt expense
Management fees
Marketing and leasing
Bond fees
Payroll and payroll-related
Accounting and legal
Repairs and maintenance
Insurance
Unit utilities expense
Start up costs
Bond and other owners fees
Total Expenses

Decrease in Unrestricted Net Deficit
Unrestricted Net Deficit at Beginning of Year

UNRESTRICTED NET DEFICIT AT END OF YEAR

See accompanying notes to financial statements.
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July 31,2004  July 31, 2003
$ 2025003 $ -
139,703 -
49,339 10,287
2,214,045 10,287
32,925 -
32,753 -
874,590 420,286
9,935 -
527,318 14,008
13,876 -
61,974 -
104,786 -
21,405 -
258,223 -
155,338 -
47514 23,372
66,458 -
59,963 5,948
207,849 -
12,599 265,204
18,302 186,159
2,505,308 914,977
(291,763) (904,690)
(1,927,472) (1,022,782)

$ (2,219,235)

$ (1,927,472)




YOUNGSTOWN STATE UNIVERSITY

STATEMENTS OF CAsSH FLows

FOR THE YEARS ENDED JUNE 30, 2004 AND 2003

Cash Flows from Operating Activities
Student tuition and fees
Federal, state, and local grants and contracts
Private grants and contracts
Sales and services of educational and other departmental activities
Payments to suppliers
Payments to employees
Payments for benefits
Payments for scholarships
Student loans issued
Student loans collected
Student loan interest and fees collected

Other receipts,

net

Total Cash Flows Used In Operating Activities

Cash Flows from Investing Activities
Proceeds from sale of investments
Purchase of investments
Interest on investments
Total Cash Flows Provided By (Used In) Investing Activities

Cash Flows From Capital and Related Financing Activities
State capital appropriations

Private capital

gifts and grants

Purchase of capital assets
Principal payments on capital debt
Interest payments on capital debt
Total Cash Flows Used In Capital and Related Financing Activities

Cash Flows from Noncapital Financing Activities

Federal grants

State educational appropriations

Private gifts

Additions to the principal of endowments
Other nonoperating expenses
Total Cash Flows Provided by from Noncapital Financing Activities

Net Increase in

Cash and Cash

Cash and Cash

Cash and Cash Equivalents
Equivalents, Beginning of Year

Equivalents, End of Year

See accompanying notes to financial statements.
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June 30, 2004

June 30, 2003

$ 60,268861 $ 51,457,910
13,489,543 11,525,955
797,822 899,657
14,793,445 15,369,395
(35,522,982) (34,466,246)
(76,202,660) (73,371,389)
(23,370,401) (21,555,718)
(9,627,199) (11,011,449)
(537,929) (762,720)
571,340 768,989
36,343 42,165
1,712,552 774,062
(53,591,265) (60,329,389)
69,598,206 51,789,083
(67,441,750) (53,696,488)
1,088,993 1,079,186
3,245,449 (828,219)
4,747,290 7,968,006
3,535,536 2,511,624
(7,270,892) (9,130,244)
(795,225) (785,644)
(645,914) (688,782)
(429,205) (125,040)
11,688,726 11,166,517
44,482,947 43,917,610
6,354,715 7,259,854
70,125 35,923
(1,760,088) (855,123)
60,836,425 61,524,781
10,061,404 242,133
3,185,305 2,943,172
$ 13246709 $ 3,185305




YOUNGSTOWN STATE UNIVERSITY

STATEMENTS OF CASH FLOWS (CONT.)
FOR THE YEARS ENDED JUNE 30, 2004 AND 2003
June 30,2004  June 30, 2003

Operating income loss $ (62,121,462) $ (67,017,952)
Adjustments to reconcile operating loss to net cash used in
operating activities:

Depreciation and amortization 7,853,906 7,484,527
Provision for bad debts 652,521 964,200
Changes in assets and liabilities:
Accounts receivable, net 595,395 (2,827,391)
Loans receivable, net 33,411 (134,986)
Inventories (131,787) 31,333
Prepaid expenses and deferred charges 51,771 27,422
Accounts payable (236,090) (888,698)
Accrued and other liabilities (150,838) 618,231
Deferred revenue (115,232) 754,807
Compensated absences (22,860) 659,118
Net Cash Flows Used In Operating Activities $ (53,591,265) $ (60,329,389)

Noncash Transactions
Gifted capital assets $ - $ 693,550

See accompanying notes to financial statements.
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YOUNGSTOWN STATE UNIVERSITY

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2004

Note 1 — Organization and Summary of Significant Accounting Policies

Organization and Basis of Presentation

Youngstown State University (the University or YSU) is a coeducational, degree granting
state-assisted metropolitan university and was established by the General Assembly of the
State of Ohio in 1967. The University provides a wide range of opportunities in higher
education primarily to residents in northeastern Ohio and western Pennsylvania. The
University offers degrees at the undergraduate, masters and doctoral levels.

In accordance with Governmental Accounting Standards Board (GASB) Statement No.14,
The Reporting Entity, the University’s financial statements are included, as a discretely
presented component unit, in the State of Ohio’s (State) Comprehensive Annual Financial
Report. During fiscal year 2004, the University adopted GASB Statement No. 39,
Determining Whether Certain Organizations are Component Units. In accordance with that
standard, the Youngstown State University Foundation’s and University Housing
Corporation’s financial statements are included, as discretely presented component units, in
the University’s financial report by presentation of the individual financial statements of the
units immediately following the University’s respective GASB financial statements.
Additional information regarding these component units is contained in Note 13.

The financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America as prescribed by the GASB.

The University, together with Kent State University and The University of Akron, created a
consortium to establish and govern Northeastern Education Television of Ohio, Inc. (NETO),
Channels 45 and 49, Kent, Ohio, and Northeastern Ohio Universities College of Medicine
(NEOUCOM), Rootstown, Ohio. These organizations are legally separate from the
University; accordingly, their financial activity is not included within the accompanying
financial statements.

Under the provisions of GASB Statement No. 35, resources are classified for accounting and
reporting purposes into the following four net asset categories:

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

e Restricted Nonexpendable - Net assets subject to externally imposed

stipulations that they be maintained permanently by the University. Such assets
include the University’s permanent endowment funds.
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YOUNGSTOWN STATE UNIVERSITY

NOTES TO FINANCIAL STATEMENTS (CONT.)
FOR THE YEAR ENDED JUNE 30, 2004

e Expendable - Net assets whose use by the University is subject to externally-
imposed stipulations that can be fulfilled by actions of the University pursuant
to those stipulations or that expire by the passage of time.

e Unrestricted — Net assets that are not subject to externally imposed stipulations.
Unrestricted net assets may be designated for specific purposes by action of
management, Board of Trustees, Board of Regents or may otherwise be limited
by contractual agreements with outside parties. Substantially all unrestricted net
assets are designated for academic and research programs and initiatives, capital
programs, and operating reserves.

Summary of Significant Accounting Policies

The accompanying financial statements have been prepared on the accrual basis. The
University reports as a Business Type Activity, as defined by GASB Statement No. 35.
Business Type Activities are those that are financed in whole or in part by fees charged to
external parties.

The University has the option to apply all Financial Accounting Standards Board (FASB)
pronouncements issued after November 30, 1989, unless FASB conflicts with GASB. The
University has elected to not apply FASB pronouncements issued after the applicable date.
When an expense is incurred that can be paid using either restricted or unrestricted resources
the University’s policy is to first apply the expense towards restricted resources, and then
towards unrestricted resources.

Budget Process — The Operating budget for General, Auxiliary and Capital Funds is
presented to the Board of Trustees annually for approval. Quarterly, a budget to actual report
for the General Operating Fund is presented to the Board of Trustees. In accordance with
Ohio Revised Code, Section 3345.03, the annual budget is filed with the Ohio Board of
Regents and the legislative budget office of the legislative services commission. Quarterly
reports are submitted to the Board of Regents. If it appears that the projected expenses of the
University will exceed projected revenues, the Board of Regents is required to direct the
Board of Trustees to reduce expenses accordingly.

The State of Ohio approves a capital budget every two years. YSU and other public
universities submit requests to the Ohio Board of Regents, which sends the requests to the
Governor. State capital improvements budget project lists are presented to the Board of
Trustees for endorsement. The current fiscal year spending plan is approved by the Board of
Trustees.

Cash Equivalents — The University considers all highly liquid investments with an original
maturity of three months or less to be cash equivalents. Cash and cash equivalents are stated
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YOUNGSTOWN STATE UNIVERSITY

NOTES TO FINANCIAL STATEMENTS (CONT.)
FOR THE YEAR ENDED JUNE 30, 2004

at cost, which approximates fair value and excludes amounts restricted by board designation
or whose use is limited.

Investments — In accordance with GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment Pools, investments are
reported at fair value based on quoted market prices. Changes in unrealized gain (loss) on the
carrying value of investments are reported as a component of investment income in the
Statement of Revenues, Expenses, and Changes in Net Assets.

Endowment Policy — The University Endowment Fund consists of 78 named funds. Each
named fund is assigned a number of shares in the University Endowment Fund based on the
value of the gifts to that named fund. Investments are managed by The Youngstown State
University Foundation. The University’s policy is to distribute realized investment income
monthly, based on each funds pro-rata share to the total endowment shares.

Pledges Receivable — The University receives pledges and bequests of financial support from
corporations, foundations, and individuals. Revenue is recognized when a pledge
representing an unconditional promise to pay is received and all eligibility requirements have
been met. In the absence of a conditional pledge, revenue is recognized when the gift is
received. Pledges are recorded net of allowance for uncollectible amounts and are
discounted to net present value.

Inventories — Inventories are determined on first-in, first-out (FIFO) method and stated at the
lower of cost or market. Cost is determined on the average cost basis.

Accounts Receivable — Accounts receivable consists of tuition and fee charges to students
and auxiliary enterprise services provided to students, faculty and staff. Also included are
amounts due from federal, state, and local governments, or private sources, in connection
with reimbursement of allowable expenditures under the applicable University grants and
contracts. Accounts are recorded net of allowance for uncollectible amounts.

Capital Assets — Capital assets are stated at cost or fair value at date of gift. Infrastructure
assets are included in the financial statements and are depreciated. The University’s
capitalization threshold for equipment, furniture and vehicles is $5,000 and for buildings and
improvements is $100,000. Land is capitalized regardless of cost. Library purchases are
excluded from capitalization and expensed as purchased.

Depreciation is computed using the straight-line method over the estimated useful life of the
asset and is not allocated to the functional expenditure categories. Historical collections,
including assets that are held for public exhibition, education, or research in furtherance of
public service, which are protected and preserved, are not depreciated.
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YOUNGSTOWN STATE UNIVERSITY

NOTES TO FINANCIAL STATEMENTS (CONT.)
FOR THE YEAR ENDED JUNE 30, 2004

When capital assets are sold, or otherwise disposed of, the carrying value of such assets and
any accumulated depreciation are removed from asset accounts and net assets-invested in
capital assets. The costs of normal maintenance and repairs that do not add to the value of
the capital asset or materially extend the capital asset’s life are expensed. Estimated lives are
as follows:

Classification Estimated Life
Buildings 50 years
Improvements other than buildings 15 years
Moveable equipment, furniture and vehicles 3to 7 years

Deferred Revenue — Deferred revenue includes tuition and fee revenues billed or received
prior to the end of the current fiscal year end, but related to the period after June 30, 2004.

Compensated Absences — Accumulated unpaid vacation and sick leave benefits have been
accrued in accordance with GASB Statement No. 16, Accounting for Compensated Absences.

Refundable Advances from Government for Federal Loans — Funds provided by the United
States government under the Federal Perkins program are loaned to qualified students and re-
loaned after collections. These funds are ultimately refundable to the government and,
therefore, are recorded as a liability in the accompanying financial statements.

Income Taxes — The Internal Revenue Service has ruled that the University’s income is
generally exempt form Federal income taxes under Section 115 of the Internal Revenue
Code. The University is subject to tax on unrelated business income.

Measurement Focus and Financial Statement Presentation — Operating revenues and
expenses generally result from providing educational and instructional service in connection
with the University’s principal ongoing operations. The principal operating revenues include
student tuition. The University also recognizes as operating revenue grants classified as
exchange transactions and auxiliary activities. Operating expenses include educational costs,
administrative expenses and depreciation on capital assets. All revenues and expenses not
meeting this definition including State share of instruction are reported as nonoperating
revenues and expenses.

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

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

Encumbrances — Encumbrance systems are maintained to track outstanding purchase orders
and other commitments for materials or services not received during the year. Encumbrances
outstanding at June 30, 2004 do not constitute expenses incurred or liabilities and are not
reflected in the financial statements.

Newly Issued Accounting Pronouncements — In March, 2003, GASB issued Statement No.
40, Deposit and Investment Risk Disclosures, an amendment to GASB Statement No. 3.
Deposits with Financial Institutions, Investments (including repurchase agreements) and
Reverse Repurchase Agreements. The statement requires that state and local governments,
including colleges and universities, disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: credit risk, interest rate and
investment maturity, interest rate sensitivity and foreign exchange exposure. The provisions
of GASB Statement No. 40 are effective for financial statements for periods beginning after
June 15, 2004. Management has not yet determined the impact that GASB Statement No. 40
will have on the University’s financial statement disclosures.

In November 2003, GASB issued Statement No. 42, Accounting and Financial Reporting for
Impairment of Capital Assets and for Insurance Recoveries. The statement establishes
accounting and financial reporting standards for impairment of capital assets and clarifies
established accounting requirements for insurance recoveries. The provisions of GASB
Statement No. 42 will be effective for fiscal periods beginning after December 15, 2004.
Management has not yet determined the impact that GASB Statement No. 42 will have on
the University’s financial statements and disclosures.

In June 2004, GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions (OPEB). The statement
establishes standards for ~measurement, recognition, and display of OPEB
expense/expenditures and related liabilities (assets), note disclosures, and, if applicable,
required supplementary information (RSI) in the financial reports of state and local
governmental employers. The University will be required to implement this statement
concurrent with the State in fiscal 2008. Management has not yet determined the impact that
GASB Statement No. 45 will have on the University’s financial statements and disclosures.
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Reclassification — Certain reclassifications have been made to the 2003 amounts to conform
with the 2004 presentation, including an increase in deferred revenue and a decrease to
expendable restricted net assets of $1.1 million at July 1, 2002.

Note 2 — State Support

The University receives support from the State in the form of State appropriations and capital
appropriations. As required by GASB Statement No. 35, these are reflected as non-operating
revenues on the Statement of Revenues, Expenses, and Changes in Net Assets.

State appropriations totaled $44,482,947, including $41,530,117 in State share of instruction
and $2,952,830 in challenge funds in fiscal year 2004 compared to State appropriations of
$43,917,610, including $41,539,147 in State share of instruction and $2,378,463 in challenge
funds in fiscal year 2003. The State share of instruction is student based and determined
annually by the Ohio Board of Regents.

Capital appropriations from the State totaled $4,947,102 in fiscal year 2004 and $7,064,521
in fiscal year 2003 and included funding for equipment and the construction/major
renovations of plant facilities.

Funding for the construction of major plant facilities on the University campus is obtained
from the issuance of revenue bonds by the Ohio Public Facilities Commission (OPFC),
which in turn is used for the construction and subsequent lease of the facilities by the Ohio
Board of Regents.

University facilities are not pledged as collateral for the revenue bonds. Instead, the bonds
are supported by a pledge of monies in the Higher Education Bond Service Fund established
in the custody of the Treasurer of State of Ohio. If sufficient monies are not available from
this fund, a pledge exists to assess a special student fee uniformly applicable to students in
state-assisted institutions of higher education throughout the State.

Outstanding debt issued by OPFC is not included on the University’s Statement of Net
Assets. In addition, the appropriations by the General Assembly to the Board of Regents for
payment of debt service are not reflected as appropriation revenue received by the
University, and the related debt service payments are not recorded in the University’s
accounts.

Note 3 — Cash and Cash Equivalents

For financial statement presentation purposes, cash in banks has been combined with the
University’s cash equivalents and temporary investments in repurchase agreements and
certificates of deposit.
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The aggregate cost of repurchase agreements, which approximates market value, included in
cash and cash equivalents is $39,337 and $59,077 at June 30, 2004 and 2003, respectively.

In accordance with Section 135.18 of the Ohio Revised Code, public depositories must give
security for all public funds on deposit. These institutions may either specifically
collateralize individual accounts in excess of amounts insured by the Federal Deposit
Insurance Corporation (FDIC) or pledge a pool of securities with a value of at least 110% of
the total value of public monies on deposit at the institution. All collateral, both specific and
pooled, is held by the Federal Reserve Bank of Cleveland or by a designated trustee as agent
for the public depositories used by the University.

GASB Statement No. 3, Deposits with Financial Institutions, Investments (including
Repurchase Agreements), and Reverse Repurchase Agreements, requires cash, cash
equivalents and temporary investments held by the University to be categorized into the
following credit risk categories:

1. Insured or collateralized with securities held by the University, or by its agent in
the University’s name.

2. Collateralized with securities held by the pledging financial institution’s trust
department or agent in the University’s name.

3. Uncollateralized which includes any bank balance that is collateralized with
securities held by the pledging financial institution or by its trust department or
agent, but not in the University’s name.

At June 30, 2004 and 2003, the carrying amount of the University’s bank deposits and cash
equivalents was $13,246,709 and $3,185,305 and the bank balances were $15,763,792 and
$5,717,173, respectively. The difference in carrying amount and bank balance is caused by
items in transit and outstanding checks. Of the balance, $100,000 was covered by federal
depository insurance (credit risk category 1); the remaining balance of $15,663,792 in 2004
and $5,617,173 in 2003 is uncollateralized (credit risk category 3). At times during the year,
uncollateralized deposits may have been higher. Deposits held in safekeeping by a bank, as
trustee, included in cash and investments totaled $81,502 as of June 30, 2004 and $66,032 as
of June 30, 2003, which approximates market. These deposits, including interest on the
investments, are retained in the trust for payment of principal and interest on the related
outstanding indebtedness.
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Note 4 — Investments

The University’s investment policy authorizes the University to invest non-endowment
University funds in compliance with provisions of the Ohio Revised Code and all other
applicable laws and regulations.

In accordance with the Policies of the Board of Trustees of the University, the types of
investments which may be purchased by the University include United States Treasury
securities, United States government agency securities, obligations of commercial banks
including repurchase agreements, reverse repurchase agreements, money market mutual
funds, certificates of deposit, commercial paper, and banker’s acceptances, mutual funds,
index funds, and separately invested accounts, municipal or state bonds, corporate bonds and
notes, asset backed securities, collateralized mortgage obligations, and investment programs
offered by The Commonfund and shares of the State Treasury Asset Reserve (STAR Ohio).
University policy requires that depository banks pledge collateral for funds on deposit,
including certificates of deposit, with a market value at all times at least equal to the
uninsured amount of the deposit or instrument.

During 2004, the University entered into an agreement with an investment manager to
manage non-endowment funds. The University’s endowment funds, as well as funds
received for the purpose of the recreation center, are managed by The Youngstown State
University Foundation under the provisions of two agreements (see Note 13).

GASB Statement No. 3 requires investments held by the University to be categorized into the
following credit risk categories:

1. Insured or registered, or securities held by the University or its agent in the
University’s name.

2. Uninsured and unregistered, with securities held by the broker’s trust
department or agent in the University’s name.

3. Uninsured and unregistered with securities held by the broker or by its trust
department or agent, but not in the University’s name.

In accordance with GASB Statement No. 3, the University’s investments at June 30, 2004
and 2003 are categorized as credit risk category 3 below:
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Pooled Investments:
U.S. Government and Agency Securities
Certificates of Deposit

Subtotal

Investments Managed by Investment Manager:

U.S. Government and Agency Securities
Foreign Bonds
Corporate Bonds
Other Securities
Subtotal

Investments managed by YSUF:
Common Stock
Corporate Notes and Bonds
Preferred Stock
U.S. Government and Agency Securities
Other Securities

Subtotal

Total Investments
Less: Current Portion
Net Noncurrent

June 30, 2004

June 30, 2003

Cost Fair Value Cost Fair Value

$ - $ - $9,538,507 $9,538,507
4,000,000 4,000,000 21,500,000 21,500,000
4,000,000 4,000,000 31,038,507 31,038,507
11,783,013 11,694,436 - -
29,899 28,933 - -
8,311,743 8,231,147 - -
2,240,507 2,240,507 - -
22,365,162 22,195,023 - -
1,751,891 2,815,569 1,674,709 2,396,743
1,398,916 1,433,101 734,786 737,957
350,000 340,440 350,000 371,120
1,159,592 1,150,155 2,212,326 2,251,409
4,644,292 4,644,292 2,209,111 2,209,111
9,304,691 10,383,557 7,180,932 7,966,340
$35,669,853 36,578,580 $38,219,439 39,004,847
12,563,682 19,167,417

$24,014,898 $19,837,430

At times during the year, the amounts of uninsured and unregistered investments may have
been higher. Net unrealized gains on investments during FY2004 were $123,318 and net
unrealized gains on investments during FY2003 were $226,403 and are reflected in the
Statements of Revenues, Expenses and Changes in Net Assets.

Note 5 — Accounts and Loans Receivable

Accounts and loans receivable at June 30, 2004 and 2003 consist of the following:

Accounts receivable
Student accounts
Grants and contracts
State capital appropriations
Other receivables
Subtotal

Less: allowance for doubtful accounts

Student
Non Student
Accounts receivable, net

Loans receivable — student notes
Less: allowance for doubtful accounts

Loans receivable, net
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2004 2003
$2,630,936 $4,420,636
2,708,880 2,588,494
741,647 541,836
1,770,256 1,412,702
7,851,719 8,963,668
(1,435,650) (1,508,603)
(363,670) (301,202)
$6,052,399 $7,153,863
$3,333,891 $3,367,301
(444,829) (275,844)
$2,889,062 $3,091,457
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Note 6 — Pledges Receivable

Unconditional promises to give to the University recorded as pledges receivable at June 30,
2004 and June 30, 2003 were as follows:

Total pledges receivable

Less: amount estimated to be uncollectible

and present value discount
Pledges receivable, net
Less: current portion

Pledges receivable, noncurrent portion

2004
Pledges 2004
Receivable Current Portion 2003
$8,213,964 $5,169,050 $6,565,362
(234,756) (82,510) (156,068)
(427,946) - (302,904)
7,551,262 $5,086,540 6,106,390
(5,086,540) (4,087,647)
$2,464,722 $2,018,743

Pledges have been discounted to net present value at a rate of 3.625% in FY 2004 and 3.25%

in FY2003.

Note 7 — Capital Assets

Capital assets activity for the year ended June 30, 2004 was as follows:

Nondepreciable assets:
Land
Construction-in-progress
Historical treasures
Depreciable assets:
Buildings
Improvements other than buildings
Moveable equipment, furniture
and vehicles
Capital leases
Total cost

Less accumulated depreciation:
Buildings
Improvements other than buildings
Moveable equipment, furniture
and vehicles
Capital leases
Total accumulated depreciation
Capital assets — net

Beginning Reductions Ending

Balance Additions and transfers Balance
$ 12,835,387 $ 268,904 $ - $13,104,291
1,122,689 3,528,774 (689,239) 3,962,224
297,513 - - 297,513
225,893,256 1,336,489 - 227,229,745
19,822,048 888,114 - 20,710,162
24,206,513 1,990,697 (841,697) 25,355,513
172,590 - - 172,590
284,349,996 8,012,978 (1,530,936) 290,832,038
111,839,700 4,357,847 - 116,197,547
12,131,508 1,347,435 - 13,478,943
17,424,764 2,114,106 (768,148) 18,770,722
92,849 34,518 - 127,367
141,488,821 7,853,906 (768,148) 148,574,579
$142,861,175 $ 159,072 $(762,788)  $142,257,459
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Capital assets activity for the year ended June 30, 2003 was as follows:

Beginning Reductions Ending
Balance Additions and transfers Balance

Nondepreciable assets:

Land $12,053,837 $ 781,550 $ - $12,835,387

Construction-in-progress 2,171,617 5,236,627 (6,285,555) 1,122,689

Historical treasures 297,513 - - 297,513
Depreciable assets:

Buildings 219,879,250 653,572 5,360,434 225,893,256

Improvements other than buildings 19,048,181 102,530 671,337 19,822,048

Moveable equipment, furniture

and vehicles 19,551,811 2,975,696 1,679,006 24,206,513

Capital leases 2,676,059 32,595 (2,536,064) 172,590
Total cost 275,678,268 9,782,570 (1,110,842) 284,349,996
Less accumulated depreciation:

Buildings 107,522,601 4,360,806 (43,707) 111,839,700

Improvements other than buildings 10,853,439 1,278,069 - 12,131,508

Moveable equipment, furniture

and vehicles 13,859,012 1,811,134 1,754,618 17,424,764

Capital leases 2,594,395 34,518 (2,536,064) 92,849
Total accumulated depreciation 134,829,447 7,484,527 (825,153) 141,488,821
Capital assets — net $140,848,821 $2,298,043 $ (285,689) $142,861,175

Note 8 — Accounts Payable, Accrued Liabilities and Other Liabilities

Accounts payable, accrued liabilities and other liabilities at June 30, 2004 and 2003 consist

of the following:

Accounts payable

Payroll liabilities:

Accrued compensation and benefits

Accrued health care benefits payable

Retirement system contribution payable
Subtotals

Other liabilities:

Deposits held in custody
Refunds payable
Interest payable
Other liabilities
Subtotals
Totals
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2004 2003
$1,161,860 $1,397,920
4,618,804 4,287,073
1,286,802 1,824,670
1,937,597 1,770,713
7,843,203 7,882,456
266,943 339,699
78,787 109,310
26,272 27,687
505,493 536,536
877,495 1,013,232
$9,882,558 $10,293,608
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Encumbrances representing estimated amounts of expenses ultimately to result, if
unperformed contracts in process at June 30, 2004 are completed, totaled $13,819,888 and

included $2,591,710 in State capital appropriations. These amounts do not constitute
expenses incurred or liabilities.

Note 9 — Liabilities

Long-Term Liabilities

Long-term liability activity for the year ended June 30, 2004 was as follows:

Beginning Ending Current
Balance Additions Reductions Balance Portion

Bonds and capital leases payable:
General receipts bonds principal ~ $14,440,000 $ - $ 760,000 $13,680,000 $ 805,000

Less: unamortized bond
discount and issue costs (250,537) - (23,979) (226,558) -
Bonds payable, net 14,189,463 - 736,021 13,453,442 805,000
Capital leases payable 74,156 - 35,225 38,931 22,213
Total, net 14,263,619 - 771,246 13,492,373 827,213
Other liabilities:

Compensated absences 6,114,964 - 22,860 6,092,104 577,800
Refundable advance 2,830,609 146,474 218,733 2,758,350 -
Total 8,945,573 146,474 241,593 8,850,454 577,800
Total long-term liabilities $23,209,192 $146,474 $1,012,839 $22,342,827 $1,405,013

Long-term liability activity for the year ended June 30, 2003 was as follows:

Beginning Ending Current
Balance Additions Reductions Balance Portion

Bonds and capital leases payable:
General receipts bonds principal ~ $15,175,000 $ - $ 735,000 $14,440,000 $ 760,000

Less: unamortized bond
discount and issue costs (274,979) - (24,442) (250,537) -
Bonds payable, net 14,900,021 - 710,558 14,189,463 760,000
Capital leases payable 92,205 32,595 50,644 74,15