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REPORT OF INDEPENDENT AUDITORS

Idaho State Board of Education
Idaho State University
Pocatello, Idaho

Report on the Financial Statements

We have audited the accompanying financial statements of Idaho State University (the “University”) and
its discretely presented component unit, Idaho State University Foundation, Inc. (the Foundation), as of
and for the years ended June 30, 2016 and 2015, and the related notes to the financial statements, which
collectively comprise the University’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We did not
audit the financial statements of the Foundation, which represents the entirety of the University’s
discretely presented component unit as described in Note 14. Those financial statements were audited
by other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the
amounts included for that component unit, are based solely on the report of 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. The financial statements of the Idaho State
University Foundation, Inc. were not audited in accordance with Government Auditing Standards. Those
standards require that we plan and perform the audits 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 control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

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 respective financial position of Idaho State University
and its discretely presented component unit, as of June 30, 2016 and 2015, and the respective changes in
financial position and, where applicable, cash flows thereof for the years then ended in accordance 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 listed in the table of contents and certain information in Note 11, Pension Plan and
Note 12, Postemployment Benefits Other Than Pensions and labelled as “required supplementary
information,” 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 opinions on the financial statements that
collectively comprise the University's basic financial statements. The schedule of expenditures of federal
awards, as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance) is
presented for purposes of additional analysis and is not a required part of the basic financial statements.

The schedule of expenditures of federal awards is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the schedule of expenditures of federal awards is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 29,
2016 on our consideration of Idaho State University's internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Idaho State University's
internal control over financial reporting and compliance.

/N oss Adams LLP

Portland, Oregon
September 29, 2016
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Management’s Discussion and Analysis

Management’s Discussion and Analysis
For the fiscal year ended June 30, 2016

INTRODUCTION

The following analysis and discussion provides an overview of the financial position and activities of
Idaho State University (the University or ISU) for the fiscal year ended June 30, 2016, with comparative
information for the fiscal year ended June 30, 2015. This overview has been prepared by management
and should be read in association with the financial statements and accompanying footnote disclosures
of the University included in this report.

PROFILE OF THE UNIVERSITY

Idaho State University, a Carnegie-classified doctoral research and teaching institution founded in 1901,
attracts students from around the world to its Idaho campuses. At the main campus in Pocatello, and at
locations in Meridian, Idaho Falls and Twin Falls, ISU offers access to high-quality education in more than
250 programs. Over 13,000 students attend ISU, receiving education and training in those programs.
Idaho State University is the state's designated lead institution in health professions.

Idaho State University faculty and students are leading the way in cutting-edge research and innovative
solutions in the areas of energy, health professions, nuclear research, teaching, humanities, engineering,
performing and visual arts, technology, biological sciences pharmacy and business. Idaho State
University combines exceptional academics amidst the grand natural beauty of the West. ISU is at the
heart of an outdoor-lover's paradise and a short drive to some of America's greatest natural wonders
and exciting outdoor recreation opportunities.

USING THE FINANCIAL STATEMENTS

Idaho State University’s financial statements for the fiscal year 2016 are presented in this report for your
review. Condensed operations and financial position data will be presented in this section in order to
illustrate certain increases and decreases over fiscal year 2015. The emphasis of the following
discussions about these statements will be on changes in current year data versus the prior year.

The financial statements presented in this report include the University and its discretely presented
component unit, the Idaho State University Foundation, Inc. (Foundation). The financial reports include
the University’s Statement of Net Position, the Statement of Revenues, Expenses and Changes in Net
Position, and the Statement of Cash Flows.

The financial statements are prepared in accordance with the generally accepted accounting principles
and standards of the Governmental Accounting Standards Board (GASB). GASB establishes governmental
accounting and financial reporting standards for state and local governments, including public colleges
and universities.

Management’s discussion and analysis highlights supplementary information regarding the Statement of
Net Position and the Statement of Revenues, Expenses and Changes in Net Position.
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Management’s Discussion and Analysis

IMPACT FROM CHANGES IN FINANCIAL REPORTING REQUIREMENTS

GASB No 68, Accounting and Financial Reporting for Pensions, was implemented for the year ending
June 30, 2015, which had significant implications for all public colleges and universities with defined-
benefit pension plans. The cost of pension expense is now recognized during the employee service
period — the time worked until separation or retirement. Each employer’s proportionate share of the net
pension liability is calculated based on the employer’s annual contributions as a percentage of the
contributions of all participating employers, and reported on the statement of net position along with
deferred inflows and outflows relating to changes in the net pension liability. An adjustment to
beginning net position for fiscal year 2015 was necessary to give a retroactive effect to the
implementation of the standard. Fiscal year 2014 information has not been adjusted for comparative
presentation. Deferred outflows are defined as a consumption of net assets that is applicable to a future
reporting period. Deferred inflows are defined as an acquisition of net assets that is applicable to a
future period.

FINANCIAL HIGHLIGHTS

The University’s financial position at June 30, 2016, reflects gains over the previous record-breaking
fiscal year.

e Assets increased by $1.7 million to end the year at $344.5 million.

e Liabilities increased by $3.7 million to end the year at $100.0 million.

e Net position, invested in capital assets totaled $127.0 million, an increase of $0.4 million.

e Net position, which is the residual of assets and deferred outflows after deducting liabilities and
deferred inflows, increased by $4.1 million to end at $245.2 million.

Other significant changes to operations were as follows:

e Operating revenues totaled $141.8 million, an increase of $0.6 million.
e Operating expenses totaled $248.3 million, an increase of $19.7 million.
e Nonoperating revenues, net of expense, totaled $110.8 million, a decrease of $1.0 million.

CONDENSED FINANCIAL INFORMATION AND ANALYSIS
Financial Position - Statement of Net Position

The Statement of Net Position is a snapshot at a point in time, June 30, 2016 (fiscal year end), of the
University’s financial position. It reports the University’s assets and deferred outflows (financial
resources), liabilities and deferred inflows (financial obligations), and net position (remaining balance in
assets after paying creditors) based on end-of-year data.

Assets are classified as current, noncurrent, or capital. Current assets can be expected to easily

convert to cash to meet the University’s expenses within 12 months and include cash and cash
equivalents, accounts receivable, inventories, prepaid expenses, and investments. Noncurrent assets
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can be expected to be held more than one year and include items such as, student loans receivable.
Capital assets are reported net of accumulated depreciation and include construction in progress,
furniture and equipment, land, buildings, and improvements.

Liabilities are classified as current or noncurrent. Current liabilities are obligations that are due and
payable within 12 months and include payroll and benefits, amounts payable to suppliers for goods
and services received, and debt principal payments due within one year. Noncurrent liabilities are
obligations payable after more than one year and include installment contracts and bond
commitments.

Deferrals represent the consumption and acquisition of resources applicable to future reporting
periods. Deferred outflows of resources reflect expenditures applicable to future reporting periods
and so will not be recognized as an expense until then. Deferred inflows of resources are revenue
that is associated with future reporting periods and so it will not be recognized as revenue until then.

Liquidity is an important indicator of financial stability, which can be measured by the number of
days an institution is able to operate using unrestricted cash and investments that can be liquidated
and spent within one year. The University has maintained its ability to cover operating costs (see
ratios later in this section). Within the industry, it is generally considered prudent to maintain
reserves to cover operating expenses for at least 60 to 90 days. At fiscal year end, the University has
significantly better coverage than the industry average.

Net position is divided into three categories:

e Netinvestment in capital assets: represents capital assets net of accumulated depreciation
and outstanding principal balances of debt attributable to the acquisition, construction, or
improvement of those assets.

e Restricted, expendable: consists of funds subject to restrictions established by outside
entities directing their use, such as scholarships, research sponsors, loans, capital projects,
and debt service.

e Unrestricted: represent those funds available to the University for the general and
educational obligations to meet current expenses for any purpose. Unrestricted net assets
are not subject to externally imposed stipulations; however, the University has designated
the majority of unrestricted net assets for various academic programs and university support
functions.

SUMMARIZED STATEMENTS OF NET POSITION

The Statement of Net Position reflects the financial position of the University at the end of the fiscal
year. The sum of assets and deferred outflows, less liabilities and deferred inflows, represents net
position. Changes in net position occur over time and are one important indicator of the financial
condition of the University. Net Position is presented in three major categories on the statement, each
of which is described in more detail within the footnotes to the statements. A summary comparison of
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the assets, deferred outflows, liabilities, deferred inflows, and net position for the years ended June 30,
2016, 2015, and 2014 is presented below.

Schedule of Net Position

2016 vs 2015
June 30,2016 June 30, 2015 Change June 30,2014
Assets:
Current Assets S 170,695,382 S 164,011,927 S 6,683,455 S 142,751,585
Noncurrent Assets 173,770,417 178,737,418 (4,967,001) 180,629,916
Total Assets 344,465,799 342,749,345 1,716,454 323,381,501
Deferred outflows of resources 8,599,691 3,964,810 4,634,881 566,757
Liabilities:
Current Liabilities 37,133,064 35,082,474 2,050,590 33,383,756
Noncurrent Liabilities 62,825,387 61,174,040 1,651,347 59,050,041
Total Liabilities 99,958,451 96,256,514 3,701,937 92,433,797
Deferred inflows of resources 7,870,309 9,350,207 (1,479,898) 29,795
Net Position:
Invested in capital assets 126,984,356 126,573,391 410,965 123,062,611
Restricted, expendable 5,053,113 4,961,978 91,135 5,267,523
Unrestricted 113,199,261 109,572,065 3,627,196 103,154,532
Total Net Position S 245,236,730 S 241,107,434 S 4,129,296 S 231,484,666

SIGNIFICANT CHANGES IN THE STATEMENTS OF NET POSITION

e The total net position of the University at June 30, 2016, was $245.2 million, an increase of $4.1
million over the prior year. The University’s total net position includes its investment in capital
assets, net of related debt, which increased $0.4 million to $127.0 million. The restricted portion
of net position increased $0.1 million to $5.0 million, and the unrestricted portion of net position
increased $3.6 million to a total of $113.2 million.

e |n 2016, the increase in current assets is largely due to the increases in cash and cash equivalents
of $6.8 million and cash with treasurer of $10.0 million, which was partially offset by a decrease
of $10.4 million in accounts receivable. The primary drivers of decline in noncurrent assets is
attributed to net capital assets, which decreased $4.8 million and the $0.1 million decline in
student loans receivable. Deferred outflows of resources is up $4.6 million due to increases in
deferred outflow for pensions of $4.2 million and deferred cost of refunding of $S0.4 million.

e During the current fiscal year, total liabilities increased by $3.7 million, primarily due to increases
in current liabilities of $2.0 million and to a net increase in noncurrent liabilities of $1.7 million.
Noncurrent liability increases in other post-employment benefits payable of $0.8 million and
pension liability of $5.2 million were partially offset by declines in notes and bonds payable for
debt service payments of $4.3 million. Deferred inflows of resources reflect a decrease of $1.5
million due to a reduction in deferred inflow for pensions.
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Financial Health Indicators

There are a number of ratios used to evaluate financial health of institutions. Each ratio measures
one aspect of performance. The Composite Financial Index (CFl), combines four core ratios into a
single metric. Blending the four key metrics of financial health into a single number provides a more
balanced view of the institution’s financial health. A shortcoming in one measure may be offset by
the strength of another measure.

The four core ratios are the viability ratio, the net operating revenues ratio, the return on net assets
ratio and the primary reserve ratio. Each of these ratios is adjusted for their strength factor using a
common scale then multiplied by the designated weighting factors and summed to compute the
composite financial index.

The graph that follows displays the CFl of Idaho State University over the past eight years compared
to the benchmark established for universities in the State of Idaho by the State Board of Education.
The ratio was climbing until the 2012 dip in revenues driven by the decline in state appropriations.
At that time the University put proactive actions in place to generate greater diversity of revenues in
combination with strategic spending reduction plans driving performance increases in 2013-2015.
The significant increase in operating expense in 2016 is the primary driver of the CFl decline over last
year. Operating expense growth is driven by increases in personnel, repairs and maintenance in the
facilities of the University.

Composite Financial Index
6.00

5.00

4.00

Ratio

3.00 — o

o

2.00

1.00

FY09 FY10 Fy11 FY12 FY13 FY14 FY15 FYie
=@-Ratio 2.56 2.98 4.09 3.06 3.54 4.75 5.24 3.79
Benchmark 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Results of Operations - Statement of Revenues, Expenses, and Changes in Net Position
The Statement of Revenues, Expenses and Changes in Net Position is comparable to the income

statement of for-profit entities. It reflects the sources and amounts of revenues earned and the expense
types and amounts incurred during the year, grouped as operating, nonoperating or other. The
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statement of revenues, expenses, and changes in net position reports the revenues earned and expenses
incurred during the year on an accrual basis, identified as operating and nonoperating activities as
prescribed by GASB.

Operating revenues represent the funds obtained from providing goods and services to the University’s
customers. They include tuition and fees, grant and contract payments, and sales and service revenue
generated by student housing, student dining, and other University operations. Operating expenses are
those expenditures made to acquire or produce the services provided to generate operating revenues
and in carrying out the mission of the University.

Nonoperating revenues are resources for which goods and services are not provided and include state
appropriations, federal student aid, gifts, and investment income. Nonoperating expenses include such
expenditures as interest expense on long-term debt and amortization of bond insurance costs. One of
ISU’s primary sources of revenue is appropriations provided by the state of Idaho, which, as directed by
GASB standards, are classified as nonoperating revenue. As a result, the University’s financial statements
typically show an operating loss. A more comprehensive assessment of the operations of the University
is reflected in the change in net position at the end of the year.

Other revenues and expenses include capital gifts or grants and gains or losses on the disposal of capital
assets.
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SUMMARIZED STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

A comparative statement summarizing the University’s revenues, expenses, and changes in net position
for the years ended June 30, 2016, 2015, and 2014, is shown below.

Summary Statement of Revenues, Expenses, and Changes in Net Position

Operating revenues
Student tuition and fees (net of scholarship
discounts and allowances)
Federal grants and contracts
State and local grants and contracts
Private grants and contracts
Sales and services of educational activities
Sales and services of auxiliary enterprises
Other

Total operating revenues

Operating expenses

Operating loss

Nonoperating revenues/(expenses)
State appropriations
State Department of Public Works
Title IV grants
Gifts
Net investment income
Amortization of bond insurance costs
Bond issuance costs
Interest on capital asset related debt

Net nonoperating revenues

Other expenses
Loss on disposal of fixed assets

Net other expenses
Increase in net position
Net position - beginning of year
Cummulative effect of implementing GASB 68 (Note 2)

Net position - beginning of year (as restated)

Net position - end of year
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2016 vs 2015

2016 2015 Change 2014
$ 87,208,911 $ 88,206,974 $  (998,063) S 80,067,373
10,019,841 9,290,225 729,616 8,267,766
12,249,400 11,733,975 515,425 10,964,430
7,251,844 7,012,923 238,921 7,409,810
6,979,623 7,311,610 (331,987) 6,757,178
14,236,801 14,015,044 221,757 13,507,916
3,858,144 3,678,615 179,529 3,560,921
141,804,564 141,249,366 555,198 130,535,394
248,285,034 228,567,678 19,717,356 219,960,108
(106,480,470) (87,318,312) (19,162,158) (89,424,714)
86,773,095 83,835,488 2,937,607 79,825,405
3,408,499 4,985,344 (1,576,845) 2,593,121
16,668,145 18,879,046 (2,210,901) 21,120,080
5,632,083 5,843,281 (211,198) 5,994,344
189,275 195,658 (6,383) 107,819
(6,936) (7,267) 331 (7,267)
(185,960) - (185,960) -
(1,704,084) (1,923,003) 218,919 (2,068,697)
110,774,117 111,808,547 (1,034,430) 107,564,805
(164,351) (85,380) (78,971) 95,764
(164,351) (85,380) (78,971) 95,764
4,129,296 24,404,855 (20,275,559) 18,235,855
241,107,434 231,484,666 9,622,768 213,248,811
- (14,782,087) 14,782,087 -

216,702,579 24,404,855

$ 245,236,730 $ 241,107,434 S 4,129,296 $ 231,484,666
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SIGNIFICANT CHANGES IN THE STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET
POSITION

e Total revenues for the year ended June 30, 2016, were $254.5 million, representing an increase
of $0.4 million over fiscal year 2015. Below is a graphic illustration of revenues by source (both
operating and nonoperating) for the years ended June 30, 2016 and 2015.

Operating Revenue from all Sources

2016 Revenue from all Sources 2015 Revenue from all Sources
Gifts and Other nonoperating Gifts and capital Other nonoperating
capital grants revenues grants revenues
: 221% 0.07% 229% 0.04%
Title IV grants Title IV grants

6.55%

7.41% o
Tuition and fees Tuitionand
34.27% fees
, Stiitet- State 34.60%
A A appropriations

and DPW Grantsand and DPW Grants and

35.44% contrasts 34.85% contracts
‘ 11.60% ‘ 11.00%

Other revenue Sales andservices of Other revenue Sales and services of

1.52% Auliary educational activities 1.44% ARG educational activities
\ 2.74% : 2.87%
enterprises enterprises
5.60% 5.50%

As the above graphs show, the University’s primary sources for revenue are state appropriations and
tuition and fees. State appropriations contribute a significant share of the funds needed for instructional
activities. Tuition and fees represent the next largest source of revenue.

e State Appropriations: The largest component of nonoperating revenue is state appropriations. In
2016, state funding increased overall by $1.4 million, or 1.5%, over the prior year. The largest
increase was in state appropriations for general education totaling $71.0 million in 2016 and
$68.0 million in 2015, a 4% increase amounting to $3.0 million. Funding from the Department of
Public Works (DPW) fluctuates from year to year depending on the number and extent of
building projects, finishing the year with a $1.6 million decline over 2015. Increases in
endowment income and other state appropriations were offset by a decline in professional
technical education.

e Tuition and Fees: The enrollment profile continues to reflect a decline in the student population.
Tuition and fee revenue reflects a decline of $1.0 million over the prior year with a total of $87.0
million.

e Grants and Contracts: Fiscal year 2016 showed an increase in federal grants and contracts
revenue over the prior year of $0.73 million to $10.0 million. Private grant revenue was $7.3
million in 2016, up $0.24 million from 2015. State grant revenue increased by $0.51 million over
2015 to $12.2 million for 2016. In total, grant revenue increased by $1.48 million in 2016 to
$29.5 million.
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e Federal Title IV Grants: There was a $2.2 million decrease in Title IV revenue from the prior year.
This decrease was due to the federal government restricting Pell grant availability, and
tightening the eligibility requirements, coupled with declining domestic enrollment.

e Sales and Services: Revenue decreased $0.1 million to $21.2 million for fiscal year 2016.

e Other Revenue: Revenues increased $0.2 million to $3.9 million in 2016.

Expenses

Operating expenses consist mainly of employee compensation, supplies and services costs, and student
scholarships and fellowships that enable us to carry out the mission of the University. Nonoperating
expenses are generally those associated with interest on debt and the disposal loss of fixed assets.
Salaries, wages, and benefits are the major support cost for the University’s programs, followed by
services and supplies, scholarships, and other operating expenses. Embedded in the personnel costs is
the pension expense recorded as a result of the adoption of GASB 68. GASB 68 implemented in 2015
required pension expense for defined-benefit plans to be actuarially determined instead of cash
contributions made to the plan during the fiscal year. The table below compares expenses for fiscal years
ending June 30, 2016, 2015, and 2014.

Summary Statement of Expenses

2016 vs 2015
2016 2015 Change 2014
Operating Expenses
Personnel costs $ 160,776,462 S 149,425,555 S 11,350,907 S 143,971,434
Services 30,142,180 26,747,825 3,394,355 24,862,319
Supplies 18,916,787 14,823,343 4,093,444 11,891,858
Insurance, utilities and rent 7,486,150 7,350,446 135,704 7,466,242
Scholarships and fellowships 11,960,896 12,514,538 (553,642) 14,302,237
Depreciation expense 12,776,292 12,622,576 153,716 12,781,070
Other operating expenses 6,226,267 5,083,395 1,142,872 4,684,948
Total operating expenses S 248,285,034 S 228,567,678 S 19,717,356 S 219,960,108
Nonoperating Expenses
Amortization of bond insurance costs S 6,936 S 7,267 S (331) S 7,267
Bond issuance costs 185,960 - 185,960 -
(Gain) or loss on disposal of fixed assets 164,351 85,380 78,971 (95,764)
Interest on capital asset related debt 1,704,084 1,923,003 (218,919) 2,068,697
Total nonoperating expenses S 2,061,331 S 2,015,650 S 45,681 S 1,980,200

2016 Operating and Nonoperating Expenses

Other operating
Depreciation expenses
Scholarshipsand _ 5.10% 2.49%
fellowships
4.78%

Nonoperating costs
0.82%

= Personnel costs

* Services
Insurance, utilitiesand P\ ‘

rent supplies
2.99%
» Insurance, utiities and rent

Scholarships and fellowships

Depreciation
Supplies » Other operating expenses

7.56%
Services
12.04% Personnel costs
64.22%

» Nonoperating costs

Nonoperating costs include et decrease ininvestments fairvalue, intereston capital debt and bond amortization & issuance costs
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An alternative view of operating expenses is by functional (programmatic) classification. Instructional
expenses by far comprise the largest single category of operating costs. Fluctuations in expenses for
maintenance and operations are largely impacted by noncapitalized facility improvements associated
with project expenses that are not capitalized to an asset. The amount varies by year depending on
several factors including the types and timing of projects undertaken. See Footnote 13 for additional
details regarding functional expenses.

2016 Operating Expenditures by 2015 Operating Expenditures by
Functional Classification Functional Classification
Seholatshipsant Studentservices, Academic Scholars‘hipsand Studentservices, Academic Auxiliary
3.86% support, 6.40% - auxiliary fellowships, 5.50% 3.90% support, 5.70%aterprises,

fellowships, 4.83%

Research, 8.58% '
2

Instruction, Instruction,
39.52% 40.80%

enterprises, Research, 7.20% 10.10%

S Publicservices, ’
Publicservices, . 2.50% . Depreciation,
Depreciation, AR, 5.50%
5.15% Maintenance and ‘ I

2.27%
Maintenance and

operations,
8.00%

operations, 7.50% Institutional
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e Operating expenses in fiscal year 2016 increased by $19.7 million, or 9%, from the prior year.
The largest component of this increase is personnel costs of $11.4 million. Other increases
included services and supplies, which increased by $3.4 and $4.1 million, respectively, and a
$1.1 million increase in miscellaneous expenses. Scholarships and fellowships, insurance,
utilities and rent, and depreciation decreased by a total of $0.3 million. Key drivers of services
and supplies were building services at an increase of $2.3 million, and building materials and
supplies also at an increase of $2.3 million.

e Nonoperating expenses in fiscal year 2016 remained relatively flat.

CASH FLOWS

The statement of cash flows presents the inflows and outflows of cash for the year; summarized by
operating, noncapital financing, capital and related financing, and investing activities.

The various sources of cash, along with their application and use, are presented in the Statement of Cash
Flows. This analytical perspective is useful in assessing the ability of the University to satisfy its financial
obligations as they come due. The statement classifies the flow of cash in the following four categories.

Operating activities — Displays the net cash flow required to conduct the day-to-day operating
activities of the University and reflects the continued need for funding from the state of Idaho.

Noncapital financing activities — Reflects the net cash flow of nonoperating transactions not related
to investing or capital financing activities, and includes funds provided by state appropriations.
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Capital and related financing activities — Includes payments for the acquisition of capital assets,
proceeds from long-term debt, and debt repayment.

Investing activities — Details the funds involved in the purchase and sale of investments and reflects
the change in rates of return on invested funds.

The statement summarizes the net cash flow and reconciles to the operating income or loss, as reflected
on the Statement of Revenues, Expenses, and Changes in Net Position.

A comparative summary of the Statement of Cash Flows for the years ended June 30, 2016, 2015, and
2014, is presented below.

Summary Statement of Cash Flows

2016 vs 2015
2016 2015 Change 2014

Cash and cash equivalents (used in) or provided by:

Operating activities S (89,325,088) S (74,819,842) $ (14,505,246) S (69,063,536)
Noncapital financing activities 119,760,013 96,584,043 23,175,970 104,717,232
Capital and related financing activities (13,656,652) (15,091,402) 1,434,750 (13,645,211)
Investing activities 18,088 17,009 1,079 (14,944,746)
Net increase in cash 16,796,361 6,689,808 10,106,553 7,063,739
Cash and cash equivalents, beginning of year 110,790,792 104,100,984 6,689,808 97,037,245
Cash and cash equivalents, end of year S 127,587,153 S 110,790,792 S 16,796,361 S 104,100,984

For purposes of the Statement of Cash Flows, the University considers all highly liquid investments with
an original maturity of three months or less and all nonnegotiable certificates of deposit to be cash

equivalents.

CAPITAL ASSET AND DEBT ACTIVITIES

The University considers the effective management of the institution’s physical resources as a
fundamental element of its financial stewardship, including the prudent use of debt to finance such
resources. The development and maintenance of our physical resources is a key factor in creating and
sustaining a learning environment that permits education to flourish, but continues to be a challenge

due to lack of adequate funding.

Capital Assets

Idaho State University’s total capital assets decreased by $4.8 million; from $177.3 million in 2015 to
$172.5 million in 2016, with depreciation expense outpacing capital additions.
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June 30, 2016 June 30, 2015 Change
Land $ 5,012,553 $ 5,012,553 S -
Construction in progress 2,861,766 1,763,051 1,098,715
Buildings, net 138,556,827 144,119,834 (5,563,007)
Intangibles, net 1,384,039 1,494,762 (110,723)
Equipment, net 14,310,538 13,790,562 519,976
Library materials, net 10,367,190 11,105,668 (738,478)
Total capital assets, net  $172,492,913 $ 177,286,430 $(4,793,517)

A summary of changes in capital assets is disclosed in Note 6.

Debt

Total notes and bonds payable declined by $4.8 million from $51.3 million at June 30, 2015, to $46.5
million at June 30, 2016. The University completed advance refunding of its 2004B and 2007 series bonds
to reduce its total debt service payments over the next 18 years and obtain an economic gain of $1.9
million. The University continues to pay down existing debt according to the debt schedule detailed in
the notes of this report.

June 30, 2016 June 30, 2015 Change

Notes and bonds payable S 46,470,693 S 51,277,411 S (4,806,718)

A summary of changes in debt is disclosed in Note 8.
Debt Ratios

The debt service coverage ratio provides an indicator of the University’s ability to repay annual principal
and interest relative to its overall expenses. The graph below shows the University’s debt service ratio
for the past eight years and indicates the University has sufficient resources to pay its long-term debt
obligations 2.61 times over. The decline in 2016 is driven by the increase in operating loss, due to
operating expense increases for personnel, repairs and maintenance in the facilities of the University.

Debt Service Coverage Ratio

6.00
5.00
4.00
3.00

2.00
1.00

2009 2010 2011 2012 2013 2014 2015 2016
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ECONOMIC OUTLOOK

The financial position of Idaho State University has remained stable for the past several years, as we
move into 2017 enrollment will be our top priority and challenge. Enrollment is a significant driver of
funding for the University and presents challenges due to increasing competition for students, a low
unemployment rate in the region and Idaho’s bottom 10 ranking of students who go on and finish a four
year college degree. Consistent with state trends in higher education, the University is projecting
enrollment declines in the 2016 Fall semester. Leadership has implemented the first year of a multi-year
enrollment management plan, focused on driving improvements in enrollment and student retention.
Further, operating expenses will continue to grow due to state approved employee compensation
increases and repairs and maintenance in the facilities of the University. As a result, financial
performance will be under pressure in 2017.

During the year, the University proposed and received approval for a 2.5% tuition and fee increase for
fiscal year 2017, the lowest increase in 28 years. ISU is and remains extremely competitive in tuition and
fees, even after the increase, which is essential in enabling the University to balance its budget and
continue to provide quality educational opportunities to students. The University’s general state
appropriation for fiscal year 2017 has increased by 8.5% over 2016 providing key support for operations.

Through the Institutional Effectiveness and Assessment Council, the University’s leadership evaluates
regularly the adequacy of its resources, capacity, and effectiveness of operations to document its
ongoing potential to fulfill its mission, accomplish its core theme objectives, and achieve the goals or
intended outcomes of its programs and services, wherever offered and however delivered. Investments
in student recruiting and financial incentives are aimed at attracting and retaining the student
population. Implementation of a campus-wide, university strategic planning process is being utilized to
achieve a consistent and focused approach to ensure utilization of resources is aligned with the mission
of the University. The core themes of learning and discovery, access and opportunity, leadership in
health sciences, and community engagement and impact are at the forefront of prioritizing the
investments of the University. The strategic plan will guide the University with long-term planning that
supports the achievement of the vision and mission fulfillment.

The audited financial statements included in this report, along with the accompanying notes to the
financial statements, provide pertinent information and details related to the financial activities
discussed in this analysis.
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IDAHO STATE UNIVERSITY
STATEMENT OF NET POSITION
AS OF JUNE 30, 2016 AND 2015

2016 2015
ASSETS
CURRENT ASSETS:
Cash and cash equivalents S 38,858,790 S 32,067,327
Cash with Treasurer 88,728,363 78,723,465
Investments 20,408,666 20,237,619
Student loans receivable, net 300,834 325,398
Accounts receivable and unbilled charges, less allowance
for doubtful accounts of $3,825,771 and $1,826,349, respectively 16,452,119 26,845,864
Due from state agencies 3,634,429 4,022,347
Inventories 236,039 272,493
Prepaid expenses 2,076,142 1,517,414
Total current assets 170,695,382 164,011,927
NONCURRENT ASSETS:
Student loans receivable, less allowance for
doubtful loans of $647,875 and $590,980, respectively 945,660 1,062,945
Assets held in trust 298,400 294,626
Prepaid bond insurance costs 33,444 85,417
Capital assets, net 172,492,913 177,286,430
Other long-term assets - 8,000
Total noncurrent assets 173,770,417 178,737,418
TOTAL ASSETS 344,465,799 342,749,345
DEFERRED OUTFLOWS OF RESOURCES
Deferred cost of refunding 948,554 503,784
Deferred outflow for pensions 7,651,137 3,461,026
Total deferred outflows of resources 8,599,691 3,964,810
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES S 353,065,490 S 346,714,155
LIABILITIES
CURRENT LIABILITIES:
Accounts payable and accrued liabilities S 6,875,970 S 4,756,193
Due to state agencies 704,796 103,707
Accrued salaries and benefits payable 10,618,098 11,408,978
Compensated absences payable 5,485,812 5,217,489
Deposits 364,957 375,435
Funds held in custody for others 1,051,977 928,072
Unearned revenues 6,906,787 6,626,293
Accrued interest payable 427,110 523,819
Notes and bonds payable 4,697,557 5,142,488
Total current liabilities 37,133,064 35,082,474
NONCURRENT LIABILITIES:
Other post-employment benefits payable 9,020,000 8,265,000
Pension liability 12,032,251 6,774,117
Notes and bonds payable 41,773,136 46,134,923
Total noncurrent liabilities 62,825,387 61,174,040
TOTAL LIABILITIES 99,958,451 96,256,514
DEFERRED INFLOWS OF RESOURCES
Deferred cost of refunding 19,863 24,829
Deferred inflow for pensions 7,850,446 9,325,378
Total deferred inflows of resources 7,870,309 9,350,207
NET POSITION:
Invested in capital assets 126,984,356 126,573,391
Restricted, expendable 5,053,113 4,961,978
Unrestricted 113,199,261 109,572,065
Total net position 245,236,730 241,107,434
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES, AND NET POSITION S 353,065,490 S 346,714,155

See Accompanying Notes to Financial Statements
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IDAHO STATE UNIVERSITY COMPONENT UNIT

IDAHO STATE UNIVERSITY FOUNDATION
STATEMENT OF FINANCIAL POSITION
AS OF JUNE 30, 2016 AND 2015

ASSETS

Cash and cash equivalents

Cash held pursuant to bond requirements
Promises to give, net

Life insurance cash surrender value
Inventory

Pharmacy receivables, net
Miscellaneous receivables

Prepaid Expenses

Capitalized bond issuance costs, net
Property and Equipment, net
Goodwill, net

Donated land held for sale
Investments

Total assets

LIABILITIES AND NET ASSETS
Liabilities
Accounts payable
Scholarships and other payables to Idaho State University
Obligations to beneficiaries under split-interest agreements
Funds held in custody for others
Long-term debt

Total liabilities

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

2016 2015

$ 2,551,354 2,167,955
- 447,429

3,841,977 4,253,218

92,082 100,979

412,280 361,181

202,039 218,853

40,325 1,684

114,171 63,701

- 88,036

372,700 183,535

199,241 199,241

1,824,556 1,945,856
52,845,818 53,918,942

$ 62,496,543 63,950,610
$ 432,700 391,565
426,317 423,941

850,798 917,521

716,020 652,640

5,291,106 5,957,779
7,716,941 8,343,446
(4,350,626) (4,086,482)
18,388,380 20,726,350
40,741,848 38,967,296
54,779,602 55,607,164

$ 62,496,543 63,950,610

See Accompanying Notes to Financial Statements
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IDAHO STATE UNIVERSITY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
FOR THE YEARS ENDED JUNE 30, 2016 AND 2015

2016 2015
OPERATING REVENUES
Student tuition and fees (net of scholarship discounts and
allowances of $25,947,403 and $25,916,197, respectively)  $ 87,208,911 S 88,206,974
Federal grants and contracts 10,019,841 9,290,225
State and local grants and contracts 12,249,400 11,733,975
Private grants and contracts 7,251,844 7,012,923
Sales and services of educational activities 6,979,623 7,311,610
Sales and services of auxiliary enterprises 14,236,801 14,015,044
Other 3,858,144 3,678,615
Total operating revenues 141,804,564 141,249,366
OPERATING EXPENSES
Personnel costs 160,776,462 149,425,555
Services 30,142,180 26,747,825
Supplies 18,916,787 14,823,343
Insurance, utilities and rent 7,486,150 7,350,446
Scholarships and fellowships 11,960,896 12,514,538
Depreciation 12,776,292 12,622,576
Miscellaneous 6,226,267 5,083,395
Total operating expenses 248,285,034 228,567,678
OPERATING LOSS (106,480,470) (87,318,312)
NONOPERATING REVENUES (EXPENSES)
State appropriations:
State general account - general education 71,057,200 68,005,400
Endowment income 3,004,200 2,599,200
Other state appropriations 2,970,873 2,818,075
Professional technical education 9,740,822 10,412,813
Department of Public Works 3,408,499 4,985,344
Title IV grants 16,668,145 18,879,046
Gifts (including $5,274,496 and $5,158,769 from the
Idaho State University Foundation, respectively) 5,632,083 5,843,281
Net investment income 189,275 195,658
Amortization of bond insurance costs (6,936) (7,267)
Bond issuance costs (185,960) -
Interest on capital asset related debt (1,704,084) (1,923,003)
Net nonoperating revenues 110,774,117 111,808,547
INCOME BEFORE OTHER REVENUES AND EXPENSES 4,293,647 24,490,235
OTHER EXPENSES
Loss on disposal of fixed assets (164,351) (85,380)
Net other expenses (164,351) (85,380)
INCREASE IN NET POSITION 4,129,296 24,404,855
NET POSITION, BEGINNING OF YEAR 241,107,434 231,484,666
CUMULATIVE EFFECT OF IMPLEMENTING GASB 68 (NOTE 2) - (14,782,087)
NET POSITION, BEGINNING OF YEAR (AS RESTATED) 216,702,579
NET POSITION, END OF YEAR S 245,236,730 S 241,107,434

See Accompanying Notes to Financial Statements
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IDAHO STATE UNIVERSITY COMPONENT UNIT

IDAHO STATE UNIVERSITY FOUNDATION
STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2016

REVENUES
Contributions and gifts
Contributed services
Interest and dividends
Net realized/unrealized gain on investments
Fees, charges, and miscellaneous

Pharmacy revenue

Less cost of goods sold

Net pharmacy charges

Net change in value of split-interest agreements and life insurance
Donor designated transfers
Net assets released from program restrictions

Total Revenues

EXPENSES
Program support to Idaho State