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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY

FINANCIAL STATEMENT REPORT SUMMARY
The audit of the accompanying financial statemehtsorthern lllinois University (University)
was performed by Clifton Gunderson LLP.

Based on their audit, the auditors expressed amalifigd opinion on the University’s basic
financial statements.



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’'s Report

Honorable William G. Holland
Auditor General
State of lllinois

As Special Assistant Auditors for the Auditor Gaalewe have audited the accompanying basic
financial statements of Northern lllinois UniveysifUniversity) and its aggregate discretely

presented component units, which collectively casga component unit of the State of Illinois,

as of and for the year ended June 30, 2006. Thesecial statements are the responsibility of
the University’s management. Our responsibilitytas express opinions on these financial

statements based on our audit. The prior yearagpbaamparative information has been derived
from the University’s June 30, 2005 financial staémts and, in our report dated October 13,
2005, we expressed an unqualified opinion on tfios@cial statements.

We conducted our audit in accordance with audisitesndards generally accepted in the United
States of America and the standards applicablan@né¢ial audits contained iGovernment
Auditing Standardsissued by the Comptroller General of the Unitedtés. Those standards
require that we plan and perform the audit to obtaiasonable assurance about whether the
financial statements are free of material misstatém An audit includes examining, on a test
basis, evidence supporting the amounts and disessu the financial statements. An audit also
includes assessing the accounting principles used significant estimates made by
management, as well as evaluating the overall fi@histatement presentation. We believe that
our audit provides a reasonable basis for our opsi

In our opinion, the financial statements referredlbove present fairly, in all material respects,
the financial position of Northern lllinois Univeng and its aggregate discretely presented
component units as of June 30, 2006, and the regp@hanges in net assets and cash flows for
the year then ended in conformity with accountimg@ples generally accepted in the United

States of America.

In accordance withGovernment Auditing Standards report on our consideration of the
University’'s internal control over financial repmg and on our tests of its compliance with
certain provisions of laws, regulations, contraats] grant agreements and other matters will be
issued under separate cover. The purpose ofeapattris to describe the scope of our testing of
internal control over financial reporting and corapte and the results of that testing, and not to
provide an opinion on the internal control overafigial reporting or on compliance. That
report, upon issuance, is an integral part of atitaaerformed in accordance witBovernment
Auditing Standardand should be considered in assessing the redudts audit.

Offices in 14 states and Washington, DC lnL ------- tionnt



The management’s discussion and analysis on page®dgh 14 is not a required part of the
basic financial statements, but is supplementaigramation required by accounting principles
generally accepted in the United States of Amerldé&e have applied certain limited procedures,
which consisted principally of inquiries of managerthregarding the methods of measurement
and presentation of the required supplementaryrnmétion. However, we did not audit the
information and express no opinion on it.

%WAL/A

Peoria, lllinois
November 1, 2006



STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2006

INTRODUCTION

The following management’s discussion and anal{8iB&A) provides an overview of the
financial position and activities of Northern I&is University (the “University”) for the year
ending June 30, 2006 with comparative information the year ended June 30, 2005. This
discussion has been prepared by management anddsheuread in conjunction with the
financial statements and the notes thereto, wtattvi this section.

The University is a comprehensive public institatiof higher learning with more than 25,000
students and approximately 1,250 faculty membels¢twcontributes to the region, state, and
nation through its instructional, basic and appliedearch, and public service programs. The
University is located in DeKalb, lllinois, with remal centers in Hoffman Estates, Naperville,
and Rockford, and the Lorado Taft Field Campus ragon, lllinois. The University offers 52
undergraduate and 74 graduate degree programsdingl10 Ph.D. and 6 Ed.D. programs, and
the Juris Doctorate. These programs are admindstered0 departments and schools in the
Colleges of Business, Education, Engineering angirteering Technology, Health and Human
Sciences, Law, Liberal Arts and Sciences, and Viand Performing Arts. The University also
offers more than 50 certificates of graduate studinterdisciplinary concentrations, a limited
number of undergraduate certificates, and more @&@astudy abroad programs worldwide.

The University’s interdisciplinary research and lulservice centers include the Center for
Biochemical and Biophysical Studies, the CenterBorma Studies, the Regional Development
Institute, the Plant Molecular Biology Center, @hd Center for Southeast Asian Studies, which
has been accorded status as an undergraduate &&iesource Center by the U.S. Department
of Educationone of seven in the United States. The Univerdgg aouses the [Henry David]
Thoreau Edition, a NEH-funded project founded 6490 recover the lost words of one of
America’s most influential writers. The Northertinbis University Press, one of three at lllinois
public universities, publishes on a variety of tspin the humanities, arts, and sciences; books
on Russian studies, railroad history, and the hystd Chicago and the Midwest are areas of
special focus.

The University is accredited by the Higher Learn@gmmission and is a member of the North
Central Association. It is also accredited by thetibhal Council for Accreditation of Teacher

Education to offer teacher preparation programschvare approved by the lllinois State Board
of Education. The College of Business is accreditgdhe Association to Advance Collegiate
Schools of Business (AACSB - International), thellé&ye of Engineering and Engineering
Technology is accredited by the Engineering Acdedidin Commission of the Accreditation

Board for Engineering and Technology (ABET), and tollege of Law is accredited by the
American Bar Association (ABA). All degree prograeigyible for accreditation are accredited
by their respective professional accrediting badidse University is included in the Doctoral/

Research Universities - Extensive category of taen€gie Foundation for the Advancement of
Teaching, and is a member of the National Assariatf State Universities and Land-Grant
Colleges and the Universities Research Association.



FINANCIAL HIGHLIGHTS

The University’s financial position remained strostgJune 30, 2006 in spite of increased costs
of health care and general revenue appropriatigp@ti below the fiscal year 2002 level.
Changes in net assets represent the operatingtyaativthe University, which results from
revenues, expenses, gains and losses, and are gaethfar the year ended June 30, 2006 and
2005 as follows:

(in thousands)

2006 2005
Total revenues $ 433,626 $ 408,283
Total expenses 420,800 405,281
Increase in net assets $ 12826 $ 3,002

USING THE FINANCIAL STATEMENTS

The University’s financial report includes threadncial statements: The Statement of Net
Assets, the Statement of Revenues, Expenses anmy&ha Net Assets and the Statement of
Cash Flows. These financial statements are prépareaccordance with Government
Accounting Standards Board (GASB) principles, whesiablish standards for external financial
reporting for public colleges and universities aaduire that financial statements be presented
on a consolidated basis to focus on the Univeesty whole. The financial statements include
the University and its discretely presented componenits. Information regarding the
component units is summarized in Notet@@he financial statements. This MD&A focuses on
the University excluding the discretely presentechponent units. MD&A for the component
units is included in their separately issued finalnstatements.

STATEMENT OF NET ASSETS

The Statement of Net Assets presents the finapasition of the University at the end of the
fiscal year and includes all assets and liabiliiEthe University. The difference between total
assets and total liabilities - net assets - isiodeator of the current financial condition of the
University, while the change in net assets is aticator of whether the overall financial
condition has improved or worsened during the yedssets and liabilities are generally
measured using current values. One notable excedi capital assets, which are stated at
historical cost less an allowance for depreciation.

A summary of the University’s assets, liabilitiesdanet assets at June 30, 2006 and 2005 is as
follows:

(in thousands)

2006 2005
Current assets $ 68961 $ 76,766
Noncurrent assets:
Investments 40,827 20,030
Capital assets, net 298,150 301,629
Other 12,197 12,421
Total assets 420,135 410,846
Current liabilities 38,281 38,910
Noncurrent liabilities 179,171 182,079
Total liabilities 217,452 220,989
Net assets $ 202,683 $ 189,857




A review of the University’s Statement of Net Assat June 30, 2006 shows that the University
continues to build upon its strong financial foutola This financial health reflects the prudent
utilization of its financial resources, includingareful cost controls, management of its
endowment, conservative utilization of debt andeaehce to its long range capital plan for the
maintenance and replacement of the physical plant.

Current assets consist primarily of cash, shortrtervestments and interest receivable, which
total $45.9 million at June 30, 2006. This amawpresents approximately 1.6 months of total
expenses (excluding depreciation and fringe bereffiense covered by supplemental state
appropriations). Net accounts receivable totalEsl@million at June 30, 2006.

The decrease in current assets during the fis@al rgdlects the University’s movement of liquid
cash and investments into longer term investmedatssified as noncurrent. Current liabilities
decreased slightly between fiscal years, with drgdst percentage change in deferred tuition
and fees.

Current accounts payable and accrued liabilitigsichv total $27.6 million at June 30, 2006,
consist primarily of trade accounts payable and dheent portion of performance contracts
payable, bonds payable, leases payable, and naigblp. Current liabilities also include
accrued compensated absences and deferred reva@nalecurrent liabilities are $38.3 million at
June 30, 2006.

CAPITAL AND DEBT ACTIVITIES

One of the critical factors in continuing the qtabf the University’'s academic programs and
student life is the development and renewal ofcépital assets. The University continues to
implement its long-range plan to modernize oldasstoom and research facilities, balanced
with new construction.

Capital additions totaled $23.8 million in 2006.apital additions primarily include renovation
and new construction of academic, research ancstugbrvice facilities, as well as significant
investments in equipment, including information hieclogy. Current year capital asset
additions were funded with capital appropriatiogsgnts from the State of lllinois and federal
government, debt proceeds, gifts, and unrestricetchssets which were designated for capital
purposes. The University depreciates its capgakts on a straight-line basis, using estimated
lives ranging from five to forty years.

During fiscal 2006, the University received frone thoundation the 37,000 square foot Barsema
Alumni & Visitor Center. The building opened fosaiin October of 2005. The building was
funded by donor gifts, Foundation financing andagirpent from the University. The University
recognized a gift from the Foundation in exces$m6 million.

The University has availed itself of Public Act 8886 to supplant funds available for use in
capital projects. Public Act 90-0486 allows stateversities to negotiate multi-year contracts
for the evaluation, design and implementation afilitg improvements that will be wholly
funded by the energy or operational savings ofpgfmect. Additionally, the provider of the
services to the University fully guarantees thersgssover the life of the contract. The effect is
that the University upgrades its facilities at mst; and at no risk. Currently the University has
seven separate performance contracts outstandotgling $10.5 million. Performance
guarantees are in place for each contract. Thegsoinclude upgrading of lighting and
heating/air conditioning affecting approximately Baildings on campus. The University
expects to continue to use performance contradteeifuture.



The University takes seriously its role of finarhcséewardship and works hard to manage its
financial resources effectively, including the peatluse of debt to finance capital projects. In
August 2001, the Moody’s Investors Service upgratiedUniversity credit rating to A2. Bonds
payable, excluding the amount currently due, tot&i&07.9 million at June 30, 2006. These
bonds have been issued to finance construction @k mon-academic facilities and
improvements.

Notes and certificates of participation payablalt&5.8 million at June 30, 2006. They have
been used to finance the acquisition of severaldeo&c and administrative facilities.
Capitalized leases payable totaled $17.9 millionJwte 30, 2006, and are considered to be
installment purchases.

The following table summarizes the University’'s tenpayable, leases payable and notes
payable outstanding on June 30, 2006 and 2005:

(in thousands)

2006 2005
Revenue bonds payable $ 113,725% 117,631
Leases payable 17,878 18,455
Notes payable 5,754 13,868
NET ASSETS

Net assets represent the residual interest in theelsity’'s assets after liabilities are deducted.
The University’s net assets at June 30, 2006 af8 a6e summarized as follows:

(in thousands)

2006 2005
Invested in capital assets, net of related debt 1%0,259 $ 142,589
Restricted:
Nonexpendable 3,118 2,962
Expendable 4,162 4,162
Unrestricted 45,144 40,144
Total net assets $ 202,683 $ 189,857

The University’'s net assets increased by $12.8onillluring fiscal year 2006.

Net assets invested in capital assets, net ofeckldebt represent the University’s capital assets
net of accumulated depreciation and outstandingcal balances of debt attributable to the
acquisition, construction or improvement of thosseds.

Restricted nonexpendable net assets primarily declihe University’s permanent endowment
funds. Restricted expendable net assets are subjegternally imposed restrictions governing
their use.

Although unrestricted net assets are not subjeekternally imposed stipulations, substantially
all of the University’s unrestricted net assets endbeen designated for various academic,
research and public service programs and initiafias well as capital projects. Additionally,
legislative restrictions exist on these funds aslirmd in the University Guidelines 1982, as
amended in 1997.



STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

The Statement of Revenues, Expenses and Changdstissets presents the University’'s
results of operations. Significant recurring sesrof the University’s revenues are considered
nonoperating, as defined by GASB Statement No. Bbese significant honoperating sources
include state appropriations, gifts, and investmeasbme. A summary of the University’s
revenues, expenses and changes in net assetsfgedh ended June 30, 2006 and 2005 is as
follows:

(in thousands)

2006 2005
Operating revenues:
Student tuition and fees $ 125,005 $ 116,252
Less: scholarship allowances (24,373) (23,429)
Net student tuition and fees 100,632 92,823
Sponsored programs 55,075 53,057
Auxiliary enterprises 87,643 81,928
Other 24,549 20,744
267,899 248,552
Operating expenses (412,610) (396,654)
Operating loss (144,711) (148,102)
Nonoperating revenues (expenses):
State appropriations:
General 102,985 102,285
Supplemental 50,283 51,810
Capital 4,246 3,517
Gifts 5,549 350
Net investment income 2,664 1,769
Interest expense and other, net (8,190) (8,627)
Net nonoperating revenues 157,537 151,104
Increase in net assets 12,826 3,002
Net assets, beginning of year 189,857 186,855
Net assets, end of year $ 202,683 $ 189,857




The following is a graphic illustration of revenueg source (both operating and nonoperating),
which are used to fund the University’s operatingj\ities for the year ended June 30, 2006.

Significant recurring sources of the University'svenues are considered nonoperating, as
defined by GASB Statement No. 35.

State appropriations
36.3%

Revenues

Gifts and investmet

income
1.9%

Tuition & Fees
23.2%

Grants & Contracts
12.7%

Auxiliary Enterprises Other Income
20.2% 5.7%

Dollars in millions

$ 100.6

$ 87.6

$ 551

$ 246

Revenue from charges for tuition and feespf scholarship allowance of $24.4.

Revenue from the operation of self-suppgréctivities such as residence halls, studentrynio
stadium, and recreation center; intercollegiatéetitis; parking; and university press.

Revenue from federal, state, and privadatgrand contracts covering research, public servic
educational services, financial aid.

Miscellaneous revenue consists primariljpobme from sales and services of educationaVitiet
that include conferences and seminars.

Total operating

Appropriations from State of Illinois gealerevenues for the current operations of the usityeand
on-behalf payments for fringe benefits includingurance programs and retirement. Also includes
appropriations for capital projects.

Building gift from Foundation.

Investment income, and change in fairevalinvestments.

Total non-operating
Total revenues
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Tuition and state appropriations are the primarwyses of funding for the University’s academic
programs. Student tuition and fees, net of allaxeanfor scholarships and fellowships, was
$100.6 million in 2006, an increase of $7.8 milliofhe increase is the result of an increase in
tuition necessitated by the decrease in state pgptions and the requirements imposed upon
the University by Truth in Tuition legislation thaegquires the University to guarantee tuition
rates over a four year span. General state apptigms were $103.0 million in 2006, an
increase of $.7 million from 2005, but still beldine FY 2002 level of $116.8 million.

Revenues for sponsored programs were $55.1 milid006, an increase of $2.0 million from
2005. The University receives revenues for spats@rograms from government and private
sources, which normally provide for the recoverylioéct and indirect costs.

Net investment income for the year ended June 806 2and 2005 consisted of the following
components:

(in thousands)

2006 2005
Income $ 3,014 $ 1,732
Net change in the fair value of investments (350) 37

$ 2,664 $ 1,769

Investment income has increased as a result ohthhease in market rates available.

Capital appropriations received from the State0&totaling $4.2 million, an increase of $.7
million from 2005, funded a portion of projects luding the laboratory space in the Engineering
Building.

A summary of the University’'s expenses for the yaated June 30, 2006 and 2005 is:

(in thousands)

2006 2005
Operating:

Compensation and benefits $ 263,969% 252,959
Supplies and services 107,035 103,555
Depreciation 27,134 26,221
Scholarships and fellowships 14,472 13,919
412,610 396,654

Nonoperating:
Interest and other 8,190 8,627
Total expenses $ 420,800 $ 405,281

Included in the operating expenses are on-behalinpats made by the State of Illinois for
employees of the University for contributions madé the State Universities Retirement
System and Central Management Services Group InseiraThese contributions are recorded
as staff benefits and are included in the compensand benefits total in the above summary.

11



The following is a graphic illustration of total genses for fiscal year 2006 by object:

Dollars in thousands

300,000 -
263,969

250,000 -

200,000 -

150,000 -

107,035
100,000 -
50,000 4 27,134
o . I e

Compensation & benefits Supplies & Depreciation Scholarships & Interest and Other
Services fellowships

In addition to their natural (object) classificatjoit is also informative to review operating
expenses by function. A summary of the Universitgkpenses by functional classification for
the year ended June 30, 2006 and 2005 is as follows

(in thousands)

2006 2005
Operating:
Instruction $ 114,033 $ 108,826
Research 15,941 14,402
Public service 27,210 25,738
Academic support 28,923 27,571
Student services 12,600 11,615
Auxiliary enterprises 68,102 67,066
Operations and maintenance of plant 24,509 23,607
Depreciation 27,134 26,221
Institutional support 30,718 27,015
Staff benefits 52,619 53,945
Student aid 10,821 10,648
Total operating expenses 412,610 396,654
Nonoperating:
Interest expense 8,190 8,627
Total expenses $ 420,800 $ 405,281

12



The following graphic illustrations present totapenses for fiscal year 2006 by function:

Expenses By Function

Student Aid
2.6%

Student Services
3.0%

Interest Expense

Researc 1.9%

3.8%

Staff Benefits
12.5%

Operation of Plant
5.8%

Public service
6.5%

Instruction
27.1%

Institutional Suppol
7.3%

Academic Support
6.9%

Depreciatior Auxiliary Enterprises

STATEMENT OF CASH FLOWS
The statement of cash flows provides additionabrimfation about the University’s financial
results, by reporting the major sources and use=ssli. A summary of the statement of cash
flows for the year ended June 30, 2006 and 208@s fsllows:

(in thousands)

2006 2005

Cash received from operations $ 274562 $ 252,168
Cash expended for operations (335,186) (314,553)
Net cash used in operating activities (60,624) (62,385)
Net cash used in investing activities (5,313) (14,730)
Net cash used in capital and related financingy#iets (37,435) (31,757)
Net cash provided by noncapital financing actigitie 108,345 103,428
Net increase (decrease) in cash and cashaenis 4,973 (5,444)
Cash and cash equivalents, beginning of year 7,100 12,544
Cash and cash equivalents, end of year $ 12,073% 7,100

The University’s cash and cash equivalents inck&80 million. The University’s significant
sources of cash provided by noncapital financirtgiies, as defined by GASB Statement No.
35, include state appropriations and private gifisd to fund operating activities, for which cash
received totaled $108.3 million in fiscal 2006.

13



THE UNIVERSITY’'S ECONOMIC OUTLOOK

State appropriations represent operating suppaoviged by the Governor and General

Assembly for University programs. The State alpprapriates funds to Central Management
Services (CMS) and the State Universities RetirarBgstem to pay the cost of health insurance
and retirement for University employees. Due tddmt constraints, in fiscal years 2003, 2004,
2005, and 2006, the State required the Universitsupplement the funds appropriated to CMS.
The net result of these payments and other rechgctim the State budget is an overall reduction
in direct State support compared to fiscal year2208Y 2007 budgeted state support is below
the fiscal year 2002 level, and modestly abovditoal year 2006 level.

To mitigate the impact of the decrease in stat@arpthe University raised tuition rates 7% for
continuing students, and 10% for students coveyedrbth-in-Tuition. Enrollment projections
continue to be strong.

The University’s institutional funds include revesufrom sponsored projects to fund indirect
administrative and facilities costs. The Universinticipates that this revenue will increase
slightly from fiscal year 2006 to fiscal year 20bdsed on sponsored project awards received
and continued incorporation into new agreementsthef facilities and administrative rate
negotiated in fiscal 2003.

The University is continuing to pursue supplemergalrces of revenue to continue its
outstanding academic reputation. The University k@ challenged but the Board of Trustees
and management have committed to continuing thedssity’s strong financial position and to

uphold our mission of instruction, research, anbdligtservice.

14



STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
STATEMENT OF NET ASSETS
June 30, 2006 (in thousands)
(with Comparative Totals for 2005)

University Component Units
June 30, 2006 June 30, 2005 June 30, 2006 June 30, 2005
ASSETS
Current assets
Cash and cash equivalents $ 12,073 $ 7,100 $ 4,727 $ 1,889
Investments and marketable securities 33,183 46,453 - -
Accrued interest receivable 655 206 - -
Accounts receivable - net 15,623 14,049 2,026 943
Appropriations receivable from state 696 2,264 - -
Inventories 3,629 3,343 - -
Due from component units 2,952 3,273 - -
Other assets 150 78 17 -
Total current assets 68,961 76,766 6,770 2,832
Noncurrent assets
Investments and marketable securities 40,827 20,030 49,158 46,585
Student loans receivable - net 9,673 9,724 - -
Unamortized debt discount 2,524 2,697 - -
Other - - 2,951 7,822
Capital assets, net of accumulated depreciation 298,150 301,629 4,259 4,232
Total noncurrent assets 351,174 334,080 56,368 58,639
TOTAL ASSETS 420,135 410,846 63,138 61,471
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities 27,578 29,629 1,112 3,227
Accrued compensated absences 1,957 1,688 - -
Students' deposits 36 215 - -
Deferred tuition and fees 8,218 6,939 - -
Due to NIU - - 2,952 3,273
Agency 492 439 - -
Total current liabilities 38,281 38,910 4,064 6,500
Noncurrent liabilities
Accounts payable and accrued liabilities - - 206 215
Performance contracts payable 9,392 8,003 - -
Accrued compensated absences 21,687 22,176 - -
Deferred revenue and grants 8,909 5,196 - -
Government loan fund advances 8,659 8,634 - -
Revenue bonds payable 107,885 111,891 - -
Leases payable 17,269 17,878 - -
Notes payable 5,370 8,301 1,410 -
Total noncurrent liabilities 179,171 182,079 1,616 215
TOTAL LIABILITIES 217,452 220,989 5,680 6,715
NET ASSETS
Invested in capital assets, net of related debt 150,259 142,589 4,259 4,232
Restricted:
Nonexpendable 3,118 2,962 30,022 26,795
Expendable 4,162 4,162 15,881 16,642
Unrestricted 45,144 40,144 7,296 7,087
TOTAL NET ASSETS $ 202,683 $ 189,857 $ 57,458 $ 54,756

See accompanying notes to financial statements.
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the year ended June 30, 2006 (in thousands)
(with Comparative Totals for 2005)

University Component Units

REVENUES
Operating revenues

June 30, 2006

June 30, 2005

June 30, 2006

June 30, 2005

Tuition and fees, net $ 100,632 $ 92,823 $ - -
Federal and state grants and other contracts 52,208 50,063 - -
Private gifts, grants, and contracts 2,867 2,994 12,450 13,904
Sales and service of educational activities 22,344 18,927 - -
Other sources 2,205 1,817 4,484 5,054
Auxiliary enterprises 87,643 81,928 - -
Total operating revenues 267,899 248,552 16,934 18,958
EXPENSES
Operating expenses
Instruction 114,033 108,826 5,153 4,583
Research 15,941 14,402 41 67
Public service 27,210 25,738 583 608
Academic support 28,923 27,571 42 1,624
Student services 12,600 11,615 894 565
Operation and maintenance of plant 24,509 23,607 132 7
Depreciation 27,134 26,221 - -
Institutional support 30,718 27,015 2,780 2,841
Staff benefits 52,619 53,945 - -
Student aid 10,821 10,648 783 77
Auxiliary enterprises 68,102 67,066 - -
Total operating expenses 412,610 396,654 10,408 11,072
Net operating income (loss) (144,711) (148,102) 6,526 7,886
NONOPERATING REVENUES (EXPENSES)
State appropriations - general 102,985 102,285 - -
State appropriations - on-behalf payments 50,283 51,810 - -
Investment income 3,014 1,732 235 205
Net increase (decrease) in fair value of
investments (350) 37 - -
Interest expense (8,190) (8,627) - -
Net nonoperating revenues 147,742 147,237 235 205
Income (loss) before other revenues,
expenses, gains, or losses 3,031 (865) 6,761 8,091
Capital appropriations 4,246 3,517 - -
Capital gifts 5,549 350 (4,059) 1,369
INCREASE IN NET ASSETS 12,826 3,002 2,702 9,460
NET ASSETS, BEGINNING OF YEAR 189,857 186,855 54,756 45,296
NET ASSETS, END OF YEAR $ 202,683 $ 189,857 $ 57,458 54,756

See accompanying notes to financial statements.
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
STATEMENT OF CASH FLOWS
For the year ended June 30, 2006 (in thousands)
(with Comparative Totals for 2005)

University

Component Units

June 30, 2006 June 30, 2005

June 30, 2006 June 30, 2005

Cash flows from operating activities

Student tuition and fees 101,625 93,298 $ - $ -
Federal and state grants and other contracts 55,922 49,604 - -
Private gifts, grants, and contracts 2,867 2,994 8,074 6,852
Sales and service of educational activities 20,971 20,790 - -
Auxiliary enterprises 87,547 81,932 - -
Payment to suppliers (105,301) (98,122) (2,013) (1,919)
Payment to employees (212,117) (200,846) - -
Payments for scholarships (14,472) (13,920) (3,801) (2,867)
Loans to students and employees 3,372 (1,665) - -
Collection of loans to students and employees (3,296) 1,807 - -
Other receipts, net 2,258 1,743 692 1,167
Net cash (used in) provided by operating activities (60,624) (62,385) 2,952 3,233
Cash flows from noncapital financing activities
State appropriations 108,345 103,428 - -
Private gifts - - 1,470 1,694
Payments for construction of building for NIU - - (5,394) (2,407)
Other - - 3,013 751
Net cash (used in) provided by noncapital
financing activities 108,345 103,428 (911) 38
Cash flows from capital and related
financing activities
Proceeds from issuance of debt 2,522 4,000 - -
Purchase of capital assets (18,240) (13,437) (38) (63)
Principal payments on capital debt (15,534) (15,888) - -
Interest payments on capital debt (6,183) (6,432) - -
Net cash (used in) provided by capital and related
financing activities (37,435) (31,757) (38) (63)
Cash flows from investing activities
Interest income on investments, net 2,214 1,693 (293) 1,208
Proceeds from sales and maturities of investments 473,370 377,989 8,996 5,569
Purchase of investments (480,897) (394,412) (7,868) (9,332)
Net cash (used in) provided by investing activities (5,313) (14,730) 835 (2,555)
Net increase (decrease) in cash
and cash equivalents 4,973 (5,444) 2,838 653
Cash and cash equivalents,
beginning of the year 7,100 12,544 1,889 1,236
Cash and cash equivalents,
end of the year 12,073 7,100 $ 4,727 $ 1,889
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
STATEMENT OF CASH FLOWS, CONTINUED
For the year ended June 30, 2006 (in thousands)
(with Comparative Totals for 2005)

University Component Units

June 30, 2006 June 30, 2005 June 30, 2006 June 30, 2005

Reconciliation of operating income
(loss) to net cash used in operating activities:

Operating income (loss) $ (144,711) $ (148,102) $ 6,526 $ 7,886
Adjustments to reconcile operating

income (loss) to net cash used in

operating activities:

Depreciation expense 27,134 26,221 11 9
(Gain) Loss on disposal of capital assets 133 211 - (300)
On behalf payments for fringe benefits 50,283 51,810 - -
State expenses for non-capitalized

CDB projects 454 110 - -

Changes in assets and liabilities

Accounts receivable (1,574) 1,890 (47) (1,427)
Inventories (286) 109 - -
Student loans receivable 51 (581) - -
Investments and other assets 248 (699) (3,565) (3,325)
Accounts payable and accrued liabilities 2,971 5,805 27 390
Accrued compensated absences (219) 199 - -
Students' deposits (279) 75 - -
Deferred revenue and grants 4,993 (82) - -
Government loan fund advances 25 723 - -
Agency 53 (74) - -
Net cash (used in) provided by operating

activities $ (60,624) $ (62,385) $ 2,952 $ 3,233

Noncash investing, capital, and
financing activities

On-behalf payments for fringe benefits $ 50,283 $ 51,810 $ - $ -
Accretion 1,834 1,931 - -
Transfer of capital assets from Foundation 5,549 350 (5,549) (350)
State expenses for non-capitalized
CDB projects 454 110 - -
Total noncash activities $ 58,120 $ 54,201 $ (5,549) $ (350)

See accompanying notes to financial statements.
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

1. Summary of Significant Accounting Policies

The significant accounting policies followed by Mwarn lllinois University (the “University” or
“NIU”) are presented below to assist the readerewaluating the financial statements and
accompanying notes.

A. Financial Reporting Entity

Governmental Accounting Standards Board (GASB)estant No.14 defines the financial
reporting entity. The University is a componenttuoii the State of lllinois for financial
reporting purposes because the State has oversgpnsibility. These financial statements
include all funds and departments over which theivemsity exercises oversight
responsibility. Oversight responsibility is defthas including the following considerations:
selection of governing authority, ability to signdntly influence operations, accountability
for fiscal matters, the scope of public servicesl/anspecial financing relationship. The
financial balances and activities included in th&ésancial statements are, therefore, also
included in the State’s comprehensive annual firzmeport.

The Northern lllinois University Foundation (thed#ndation”) and the Northern lllinois
University Alumni Association (the “Association”ye lllinois nonprofit corporations. The
Foundation was established to promote and serventbeests and welfare of the University
while the Association was established to build treteships between alumni and the
University. Both the Foundation and the Assocrati@re “University Related
Organizations,” as defined under the Universitydglines adopted by the State of Illinois
Legislative Audit Commission in 1982, as amended987, and are component units of the
University for financial reporting purposes. Thesanponent units are discretely presented
in a separate column to emphasize that they ar®ilil nonprofit organizations legally
separate from the University.

Complete financial statements for the Foundatioth ta@ Association may be obtained by
writing to the NIU Foundation Controller, Altgeldal 138, Northern lllinois University,
DeKalb, lllinois 60115.

B. Basis of Accounting and Measurement Focus

Effective for the year ending June 30, 2002, theveisity adopted GASB No. 3Basic
Financial Statements - and Management’s DiscusaimhAnalysis - for Public Colleges and
Universities which established new reporting requirements pamblic colleges and
universities. Other standards adopted are GASB 3%0.Recipient Reporting of Certain
Shared Nonexchange Revenu®aSB No. 37, an amendment to GASB No. 34; GASB No
38, Certain Financial Statement Note Disclosyraad GASB No. 39Determining Whether
Certain Organizations Are Component Un{en amendment of GASB Statement No. 14,
The Financial Reporting Entity).

Rather than issuing fund-type financial stateme@8SB Statement No. 35 requires a

Management’s Discussion and Analysis, basic firdrstatements including a Statement of

Net Assets, a Statement of Revenues, Expense&laamyes in Net Assets, and a Statement
of Cash Flows and notes to the financial statements
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

1. Summary of Significant Accounting PoliciegContinued)
B. Basis of Accounting and Measurement Focu€ontinued)

GASB Statement No. 35 requires the University’'soueses be classified into net asset
categories and reported in the Statement of Ne¢tAssThese categories are defined as (a)
Invested in capital assets, net of related debRé@stricted nonexpendable - assets restricted
by externally imposed stipulations (c) Restricteghandable - assets subject to externally
imposed restrictions that can be fulfilled by acfoof the University pursuant to those
stipulations or that expire by the passage of @me (d) Unrestricted - assets not subject to
externally imposed stipulations but may be desiphdbr specific purposes by action of
management or the Board of Trustees. The Univefissityapplies restricted net assets when
an expense or outlay is incurred for purposes foickvboth restricted and unrestricted net
assets are available.

The University prepared its financial statementa &usiness Type Activity, as defined by
GASB Statement No. 35, using the economic resouressurement focus and the accrual
basis of accounting. Business Type Activitiestaase financed in whole or in part by fees
charged to external parties for goods and servidesler the accrual basis of accounting,
revenues are recognized when earned, and experesescarded when an obligation has
been incurred. All significant intra-agency trarigats have been eliminated.

The Statement of Revenues, Expenses, and Chanfjiet issets classifies the University’s
fiscal year activity as operating and nonoperati@perating revenues generally result from
exchange transactions such as payments receiv@ddading goods and services, including
tuition and fees, net of scholarships and fellowshcertain grants and contracts, sales and
services of educational activities, and auxilianyegprise revenues.

Student tuition and fees, presented net of schufasand fellowships of $24,373,000 for
fiscal year 2006, are applied to student accowmitsle stipends and other payments made
directly to students are reported as scholarshipfelfowship expense. Net tuition and fees,
except for Summer Session, are recognized as resasithey are assessed. The portion of
Summer Session tuition and fees applicable todhewing fiscal year is deferred.

Grant and contract revenues, which are receivetecgivable from external sources, are
recognized as revenues to the extent of relateceresgs or satisfaction of eligibility
requirements on the accrual basis. Advances assitied as deferred revenue.

Certain revenue sources that the University retiasto provide funding for operations

including State appropriations, gifts, and invesitriacome are defined by GASB Statement
No. 35 as nonoperating. In addition, transactimtated to capital and financing activities
are components of nonoperating revenues.

Appropriations made from the State of lllinois GerleRevenue and Education Assistance

Funds for the benefit of the University are recagdi as nonoperating revenues when
eligibility requirements are satisfied.

20



STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

1. Summary of Significant Accounting PoliciegContinued)
B. Basis of Accounting and Measurement Focu€ontinued)

In accordance with Governmental Accounting Starsl&wolard (“GASB”) Statement No. 24,
Accounting and Financial Reporting for Certain Gtarmand Other Financial Assistandde
University and its component units reported a dbation of $50,283,000 made by the State
of lllinois in fiscal year 2006 to the State Unisities Retirement System (“SURS”) and
Central Management Services Group Insurance (“CM@"pehalf of the University’s and
its component units’ employees. The State coniobuis reported as revenue from State
appropriations with an equal and offsetting amoweported as staff benefit expenditures.
The on-behalf payments to SURS and CMS were $8600&and $41,613,000 for fiscal year
2006, respectively.

In accordance with GASB Statement No. Zxcounting and Financial Reporting for
Proprietary Funds and Other Governmental EntitieattUse Proprietary Fund Accounting
the University follows all applicable GASB prono@meents. In addition, the University
applies all applicable Financial Accounting StawndaBoard (FASB) Statements and
Interpretations, Accounting Principles Board (AP8pinions and Accounting Research
Bulletins of the Committee on Accounting Procedusssied on or before November 30,
1989, unless those pronouncements conflict witbomtradict GASB pronouncements. The
University has elected not to apply FASB pronouneets issued after November 30, 1989.

The basic financial statements include prior yeangarative information, which has been
derived from the University’s 2005 financial staemts. Such information does not include
all of the information required to constitute a g@etation in conformity with accounting
principles generally accepted in the United St&t@merica. Accordingly, such information
should be read in conjunction with the Universitfiisancial statements for the year ended
June 30, 2005.

Certain items in the June 30, 2005 financial stat@sihave been reclassified to correspond
to the June 30, 2006 presentation.

Auxiliary Enterprises

The auxiliary enterprises are primarily composedstifdent housing, the student union,
intercollegiate athletics, recreational facilitiesd parking operations.

Management Estimates

The preparation of financial statements in confoyrmith accounting principles generally
accepted in the United States of America requiregsagement to make estimates and
assumptions that affect the reported amount oftgslk&bilities and disclosure of contingent
assets and liabilities at the date of the finansialements, as well as the reported amounts of
revenues and expenses during the reporting pefiodlial results could differ from those
estimates.
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

1. Summary of Significant Accounting PoliciegContinued)
C. Cash and Cash Equivalents

The University considers all highly liquid investnte purchased with a maturity of three
months or less to be cash equivalents. Cash eguigatonsist principally of certificates of
deposit and U.S. government securities.

D. Investments and Marketable Securities

The University accounts for its investments and ketble securities at fair value in
accordance with GASB Statement No. Btcounting and Financial Reporting for Certain
Investments and for External Investment Podéfective for the year ending June 30, 2005,
the University adopted GASB No. 4Dgposit and Investment Risk DisclosuréBhe new
accounting guidance requires that state and lamargments communicate key information
about deposit and investment risks. Under GASB 40p.state and local governments are
required to disclose information covering four pipal areas: (1) investment credit risk
disclosures, including credit quality informatiossued by rating agencies, (2) interest rate
disclosures that include investment maturity infation, (3) interest rate sensitivity for
investments that are highly sensitive to changesiterest rates, and (4) foreign exchange
exposures that would indicate the foreign investraetenomination.

For the joint investing activity of the Foundati@md Alumni Association, interest and
dividends on investments are allocated to fundsichviparticipated in the investment
purchase according to the fund’s appropriate sbérthe total investment. The Alumni
Association pays an investment management feestéalindation.

E. Inventories

Inventories are carried at the lower of cost (daeteed by the first-in and first-out or average
cost method depending on the nature of the invegritiem) or market.

F. Unamortized Debt Discount

Amortization of unamortized debt discount is cadtetl on a straight-line basis over the term
of the related debt.

G. Capital Assets
Capital assets are recorded at cost when purcltadad value at the date of donation. The
University capitalizes buildings costing $100,000 more and equipment items costing

$5,000 or more. Depreciation is calculated on aigtit-line basis over the estimated useful
lives (five to forty years) of the respective asset
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

1. Summary of Significant Accounting PoliciegContinued)
H. Capitalized Leases

The assets associated with long-term leases, whreh considered to be installment
purchases, have been capitalized.

I. Accrued Compensated Absences

It is the policy of the University to accrue vaoatipay as earned. As of June 30, 2006 the
accrued liability for this benefit was $12,585,0@dd is included in accrued compensated
absences.

As a result of lllinois Public Act 83-976, the Ueisity is required to compensate certain
employees, generally civil service and administefprofessionals, for sick leave benefits
earned after January 1, 1984. Sick leave earnethdse employees after this date will
accumulate without limit and are payable upon taeation of employment for one-half of
the unused amount. As of January 1, 1998 per 8%5I1L05/14a, sick leave benefits earned
after that date are no longer compensable upornirtation of employment. All prior earned
benefits will still be paid. As of June 30, 20Q6e accrued liability of this benefit was
$11,059,000, and is included in accrued compensdisences.

As a result of recording the University’s liabilitgr vested sick and vacation pay, the change
in the University’s unrestricted net assets inctude increase of $219,000 for fiscal year
2006. The accrued compensated absences liabiiityo& funded through future State of
lllinois General Revenue Fund appropriations as tdmninating employees leave the
University.

2. Cash and Investments

As of June 30, 2006, cash deposits of $12,073,6060 hy the University were insured or
collateralized with securities held by the Universor its custodian in the name of the
University.

Policy - Investments and the investment process are gavdme30 ILCS 235, Public Funds
Investment Act. The Board of Trustees maintain®ranal Statement of Investment Policy,
which addresses the governing provisions of thée daw, as well as specifying additional
guidelines for the investment process. The alldevavestments per University policy mirror
those specified in State statue. In general tetimese investments include instruments issued by
the U.S. Government, federal agencies, high gradenercial paper, bank deposits, investment
pools created under the State Treasurer’'s Act,sahetted money market mutual funds. The
University prohibits foreign investments.
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

2. Cash and InvestmentgContinued)

It is the policy of the University to manage theilgmsity’s cash and investments for the use and
benefit of the University in a manner that will:

A. Preserve and maintain the real purchasing powtreoprincipal.

B. Maintain consistency with State laws, rules andil@gpns, bond indentures and Board
of Trustees’ policies.

C. Produce a yield which, when compared to the cumearketplace, would be described as
acceptable by conservative investment managers.

D. Assure an optimal flow of cash to meet universitligations.

Custodial credit risk -Custodial credit risk is the risk that when, iretbvent a financial
institution or counterparty fails, the Universityould not be able to recover value of deposits,
investments or collateral securities that are & pglbbssession of an outside party. 100% of the
University’s investments are held in the Universityame and are not subject to creditors of the
custodial institution. The University has no fotnmlicy in regard to custodial credit risk
exposure.

Concentration of credit risk €oncentration risk is the risk of loss attributedhie magnitude of
an entity’s investment in a single issue, othenttiee U.S. Government. The University has one
commercial paper investment that represents 9%etdtal investments and is held in a debt
service reserve fund. The commercial paper is30®0 in Bavaria Univ Fog. The University
has no formal policy limiting the amount that mayibvested in any one issuer.

Foreign currency risk Currency risk is the risk that changes in excharages will adversely
affect the fair value of an investment. The Unsitgr does not have any investments with
currency risk exposure.

Credit risk -Credit risk is the risk that an issuer or otherrderparty to a debt investment will
not fulfill its obligations. The University investin high grade investments. The University's
investments are summarized by current credit ratbejow ($000s):

lllinois Public,
Treasurer’'s
Investment Commercial U.S. uU.S.
Quality rating Pool Paper Agency Government Total

AAA $ - $ - $ 47,999 $ 4,666 $ 52,665
Al1P1 - 6,633 - - 6,633
AAAM 14,712 - - - 14,712
Total $ 14,712 $ 6,633 $ 47,999 $ 4,666 $ 74,010
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

2. Cash and InvestmentgContinued)

Interest rate risk Interest rate risk is the risk that changes inrggerates will adversely affect
the fair value of an investment. The following lelshows the University’s investments
categorized by duration:

lllinois Public
Treasurer’s
Investment Commercial U.S. uU.S.

Duration Pool Paper Agency Government Total
0-1year $ 14,712 $ 6,633 $ 11,838 $ - $ 33,183
1-3years - - 31,105 3,451 34,556
3 -5 years 2,120 - 2,120
5—10 years 2,936 - 2,936

10 — 20 years - - - 1,215 1,215
Total $ 14,712 $ 6,633 $ 7,999 $ 4,666 $ 74,010
Component Units ($000's)
Limited
Quality rating Mutual Funds Stock Partnerships Other Total
AA+ $ 859 $ - $ - $ - $ 859
AA 4,621 - - - 4,621
AAA 6,232 - - - 6,232
Not rated 30,693 2,342 4,191 220 37,446
$ 42,405 $ 2,342 $ 4,191 $ 220 $ 49,158
Duration Mutual Funds
1 -3 years 4,524
3 —5years 6,329
5-10 years 859
Total $ 11,712

3. Receivables

Accounts Receivable are reported net of an alloedoicuncollectible accounts of $4,223,000 at
June 30, 2006. The composition of accounts reb&vat June 30, 2006 is summarized as
follows ($000’s):

Component
University Units

Student accounts $ 11,043 $ -
Customer accounts 2,256 -
Grants receivable 5,853 -
Others 694 2,360
Gross receivables 19,846 2,360
Less: allowance for uncollectible accounts (4,223) (334)

Net accounts receivable
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

3. ReceivablegContinued)

Student loans made through the Federal Perkins Ryagram comprise substantially all of
student loans receivable at June 30, 2006 totid®73,000 and are reported net of an
allowance for uncollectible accounts of $484,000.

4. Capital Assets

Capital assets activity for the year ended Jun306 is summarized as follows:

University ($000’s) Balance Balance
June 30, 2005 Additions Retirements Transfers June 30, 2006

Land $ 18,928 $ - % - % - $ 18,928
Land improvements 50,875 - - 2,734 53,609
Buildings 395,483 8,094 - 4,778 408,355
Equipment 148,107 6,638 (2,212) - 152,533
Construction

in-progress 12,456 9,056 - (7,512) 14,000
Total 625,849 23,788 (2,212) - 647,425
Less: accumulated

Depreciation (324,220) (27,134) 2,079 - (349,275)
Capital assets, net $ 301,629 $ (3,346) $ (133) $ - $ 298,150
Component Units ($000’s) Balance Balance

June 30, 2005 Additions Retirements Transfers June 30, 2006

Land $ 3,829 $ - $ - $ - $ 3,829
Buildings 147 - - - 147
Collections 191 4 - - 195
Furniture 74 34 - - 108
Total 4,241 38 - - 4,279
Less: accumulated

depreciation (9) (11) - - (20)
Capital assets, net $ 4,232 $ 2 3 -$ - $ 4,259

5. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities as of Bhe2006 are as follows ($000’s):

Component
University Units

Payable to vendors/suppliers $ 11,34 $ 1,31

Accrued payroll 8,051 -
Current portion of noncurrent liabilities:

Performance contracts payable 1,142 -

Revenue bonds payable 5,840 -

Leases payable 609 -

Notes payable 384 -

Unapplied awards 209 -

Total $ 2757 $ 1,31
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

6. Performance Contracts Payable

The University has entered into multiple performarmontracts, as defined by Public Act
90-0486, passed by the State Legislature in 19B7e Public Act allows State universities to
negotiate multi-year contracts for the evaluati@lgsign and implementation of facility
improvement measures that will pay for themselviesguaranteed energy and/or operational
savings over the life of the contract. The Uniutgrs guaranteed by the provider that the annual
energy and/or operational savings realized asuwdtresthe implementation and servicing of the
energy conservation measures will equal or exckedahnual expenditures for the term of the
financed installation. Sufficient bonding must pested by the provider to further protect the
long-term interests of the University. The underdyassets in the performance contracts have
been capitalized. Outstanding balances at Jun20®®, are as follows ($000’s):

Outstanding Annual

Performance Contract Original Issue Retirements Balance 6/30/06 Current Portion Interest Rate(s) Maturity To
DuSable Hall $ 3 3 243 $ 145 $ ¢ 5.62% May-09
Phase | Lighting 1,601 698 903 16t 4.35% Jan-11
Convocation Center 2,00( 635 1,365 204 4.35% Jan-12
Phase Il Lighting 2,39¢ 759 1,640 24¢ 3.90% May-12
West Plant 4,207 986 3,221 402 4.35% Jan-13
West Campus Control

Valve Retrofit 8% 137 738 7¢ 4.35% Jan-14
Energy Infrastructure

Improvements 2,52: - 2,522 - 4.16% Jan-17

$ 10,534 $ 1,1¢

Future minimum payments on these performance adstpayable are ($000’s):

Year West Energy

Ended DuSable Phase | Convocation Phase II West Campus Control Infrastructure

June 30 Hall Lighting Center Lighting Plant Valve Retrofit Improvements Total
2007 $ 50 $ 20z $ 26: % 30¢ % 53¢ $ 110 $ - $ 1474
2008 55 20z 262 31C 53¢ 110 360 1,838
2009 55 20z 262 30¢ 539 110 360 1,839
2010 - 20¢ 262 31C 53¢ 110 360 1,783
2011 - 20z 262 30¢ 53¢ 110 350 1,773
2012-2016 - - 262 309 1,078 331 1,545 3,525
2017-2021 - - - - - - 175 175
Subtotal 16C 1,01« 1,57¢ 1,85¢ 3,771 881 3,150 12,407
Less Interest 15 111 21C 21€ 550 143 628 1,873
Total $  14F $ 90z $ 1,36 $ 164 $ 3221 $ T7° $ 252 $ 10,53
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STATE OF ILLINOIS
NORTHERN ILLINOIS UNIVERSITY
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30, 2006

7. Revenue Bonds Payable

Revenue bonds outstanding as of June 30, 200& dofl@vs ($000’s):

Outstanding Annual Amount of
Original Balance Current Interest Maturity Defeased
Issue Issue Accreted Defeased Retired 6/30/06 Portion Rate(s) To Outstanding
Series 1992 (B) $14,49¢ $ 20,067 $ - $6650 $ 27,915 $ 3,730 Accreted Oct-16 N/A
5.30% to
Series 1996 49,995 31,760 15,770 2,46t 570 6.00% Apr-22 31,760
5.00% to
Series 1999 38,410 22,335 4,080 11,995 795 6.00% Apr-29 22,335
4.00% to
Series 2001 76,000 - 4,650 71,350 745  5.00% Apr-29

$ 113,725 $ 5,840

The Auxiliary Facilities Revenue Bonds, Series 1982 matures serially at varying amounts
from fiscal years 2005 through 2017, and pays roeati interest. The University records the
annual increase in the principal amount of thesedbaas interest expense and accretion on
bonds payable.

The Auxiliary Facilities Revenue Bonds, Series 199@ture at varying amounts from 1999 to
2022. Interest payments are due semi-annuallyA@yust 30, 2001, the Board established an
irrevocable trust with an escrow agent to advamdend $31,760,000 of original principal of
bonds maturing serially from October 1, 2010 thtoégril 1, 2022.

The Auxiliary Facilities Revenue Bonds, Series 198@&ture at varying amounts from 2001
through 2029. Interest payments are due semi-dgnuan August 30, 2001, the Board
established an irrevocable trust with an escrowageadvance refund $22,335,000 of original
principal of bonds maturing serially from October2022 through April 1, 2029.

On August 15, 2001, the Board issued on behalfhef Wniversity, the Auxiliary Facilities
System (System) Revenue Bonds, Series 2001, ipriheipal amount of $76,000,000. The
bonds mature at varying amounts from 2002 throu@R92 Interest payments are due semi-
annually. Part of the proceeds of the issue wad ts@advance refund a portion of the Series
1992 Bonds, the Series 1996 Bonds, the Series BOA@s.

All of the refunded bonds are considered to be atefd. Neither the defeased bonds nor the

related trusts are reflected on the University'skso The amount of bonds outstanding that have
been defeased consists of the following:
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7. Revenue Bonds Payabl@Continued)

Advanced Refunded Bonds
($000’s)
Outstanding at

Series June 30, 2006
1967 $ 345
1983 B 2,790
1996 31,760
1999 22,335
Total $ 57,230

Under the terms of the bond resolutions, the Usitgris required on or before five banking
days prior to April and October 1 of each year épakit in a Bond and Interest Sinking Fund
Account amounts sufficient to equal the semi-anno&rest and principal to become due

following April 1 or October 1.

The bonds are payable from and secured by, sutgebe prior pledge to and lien of the Prior

Bonds, a pledge of and lien on the net revenugbefSystem and pledged fees. The Series
1992, Series 1996, Series 1999 and Series 20(réner secured by non-cancelable policies of
municipal bond insurance. A pledge and lien ordgésl tuition also secure the Series 1996,

Series 1999, and Series 2001 bonds.

Aggregate payments required on the bonds for the inee years and in later years are as
follows ($000’s):

Fiscal Year Ending Outstanding Future
June 30 Principal Accretion Interest Total
2007 $ 5726 $ 114 $ 4311 $ 10,151
2008 5,611 333 4,204 10,148
2009 5,515 545 4,090 10,150
2010 5,430 745 3,977 10,152
2011 5,368 932 3,857 10,157
2012-2016 22,798 7,087 17,606 47,491
2017-2021 34,592 348 12,557 47,497
2022-2026 15,750 - 5,007 20,757
2027-2029 12,935 - 1,610 14,545
Total $ 113,725 $ 10,104 $ 57,219 $ 181,048
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8. Capitalized Leases

Certain leases, in which the University’s governlmgard is the lessee, are considered to be
equivalent to installment purchases for accounpiregentation. The assets recorded under these
leases have been capitalized at the present véli#ure lease payments, measured at lease
inception date. These assets totaled $18,623@@f accumulated depreciation of $2,215,000
at June 30, 2006.

Naperville Project

On February 1, 1999, the University entered intblaster Lease Agreement with the lllinois

Development Finance Authority (Authority) for theqaisition of an 11.2 acre site and the
construction thereon of an approximately 113,00tsgrsquare foot facility. The initial term of

the lease is from February 1, 1999 through Septerhp2024. The lease agreement calls for
payments in amounts sufficient to pay the principlaland interest on, the Series 1999 bonds
that the Authority issued in relation to the leas€éhe principal matures serially at varying

amounts from 2000 to 2024. Interest payments aee stmi-annually starting September 1,
1999 at interest rates ranging from 4.5% to 5.0%.

The bonds are secured by a pledge and lien oflneayanents under the Master Lease, a security
interest in the constructed facility and leases agr@ements relating to the constructed facility.

|ASBO Building

The University entered into a lease agreement daggdember 30, 1997 with a not-for-profit
corporation, IASBO (lessee) to lease certain retdte upon which the lessee will construct an
office building. The term of the lease is from Sapber 25, 1998 to September 30, 2023. At the
end of the initial term of the lease, the buildmdj become the sole property of the University.
The lessee has the option of extending the tertheofease for an additional ten years under the
conditions described in the lease. No rent paymsml be due from the lessee to the University
during the lease term. However, the lessee hazadrepay the principal and interest on the
debt incurred in connection with the constructiéthe building.

The University has agreed in the lease to sublFasethe lessee one-half of the building for a
monthly rental of $6,000. Such subrental paymenédl §e made to the lessee beginning June 1,
1999 to May 31, 2024. The capital leases payalpeesent the present value of these minimum
lease payments.

Future minimum lease payments for the above asseter capital leases at June 30, 2006 on
originally scheduled minimum payments and estimategtest are ($000’s):
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8. Capitalized LeasegContinued)
| ASBO Building (Continued)

Naperville IASBO
Year Ending June 30 Project Building Total

2007 $ 1,385 $ 70 % 1,455
2008 1,383 70 1,453
2009 1,385 70 1,455
2010 1,381 70 1,451
2011 1,382 70 1,452
2012-2016 6,898 350 7,248
2017-2021 6,870 350 7,220
2022-2025 5471 204 5,675
Total minimum lease payments 26,155 1,254 27,409
Less interest 9,095 436 9,531
Present value of future lease

payments as of June 30, 2006 $ 17,06 $ 818 % 17,87
Current portion of leases payable $ 58 $ 2 $ 60!

9. Notes and Certificates of Participation Payable

Notes and certificates of participation payabléuate 30, 2006 total $5,754,000 consisting of the
following issues ($000’s):

Outstanding Annual
Original Balance Current Interest Maturity
Issue Issue Retirements 6/30/06 Portion Rate(s) To
Notes Payable:
Lincoln Highway
Conference Facility $ 416 % 25. % 164 $ 59 6.00% Jul-08
PS Student Admin
System 809 809 - - 4.25% Jun-08
Student System Fit Gap
and Planning 1,869 1,869 - - 4.35% Jun-08
Student System
Infrastructure 2,326 2,326 - - 4.00% Jun-08
Family Health,
Wellness and 2.50% to
Literacy Center 4,000 4,000 - - 5.00% Jun-06
Certificates of
Participation:
Series 1993 - Hoffman 2.95% to
Estates Facility 8,485 2,89t 5,590 325 5.30% Sep-16
Total $ 5754 $ 384
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9. Notes and Certificates of Participation PayabléContinued)

In August 1993, the University issued $8,485,00@artificates of participation to refinance an
educational center occupied by Northern lllinoiswdnrsity in Hoffman Estates, lllinois. Of the

proceeds, $8,002,000 was used to refund Series t@ftificates and $483,000 provided
additional funds for additional construction. Toertificates are payable through installment
payments commencing September 1, 1994, for a pefibelenty-three years.

In May 2001, the University entered into a contrit $416,000 to purchase the building at
1201 W. Lincoln Hwy., which had previously been @dnby GKC Theaters. The purchase
contract is for an 8-year period with installmeayments commencing August 29, 2001. The
University has named this facility the Lincoln Hgaly Conference Facility.

In July 2003, the University entered into a cortrimr $809,000 to finance the perpetual
licensing of certain software and integrated s@wic The licensing contract is for a 5-year
period with installment payments commencing Jun2Z0D4. The contract was retired this fiscal
year.

In February 2004, the University entered into at@mi for $2,326,000 to lease certain
equipment. The contract is for a 4-year periochvinistallment payments commencing June 1,
2004. The contract was retired this year.

In June 2004, the University entered into a comti@c$1,869,000 to finance licensing of certain
software and services. The licensing and senacgract is for a 4-year period with installment
payments commencing September 30, 2004. The comies retired this year.

In June 2005, the University entered into a comtiac$4,000,000 to purchase a 23 acre tract of
land, buildings and equipment from DeKalb GeneGgsporation. The property is located on
Route 23 and Bethany Road in DeKalb and will hotleeNIU Family Health, Wellness and
Literacy Center. The note was retired during tineent fiscal year.

Future minimum payments on these notes and ceaitficof participation payable are ($000’s):

Hoffman Lincoln
Year Estates Highway

Ending Educational  Conference

June 30 Center Facility Total
2007 $ 617 $ 70 % 687
2008 619 69 688
2009 621 44 665
2010 625 - 625
2011 624 - 624
2012-2016 3,149 - 3,149
2017-2021 1,340 - 1,340
Subtotal 7,595 183 7,778
Less interest 2,005 19 2,024
Total $ 559 % 16 $ 5,75
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10. Operating Leases

The University leases various buildings under ofregdease agreements. Total rental expense
for the year ended June 30, 2006, under theseragregs was $520,000.

Minimum lease payments are ($000’s):

Year Ending
June 30 Amount
2007 $ 344
2008 157
2009 157
Total $ 658

11. Retirement Plan

The University contributes to the State Universititetirement System Of lllinois (“SURS”), a
cost-sharing multiple employer defined benefit pemsplan with a special funding situation
whereby the State of lllinois makes substantially actuarially determined required
contributions on behalf of the participating em@sy SURS was established July 21, 1941 to
provide retirement annuities and other benefitsdtaff members and employees of the state
universities, certain affiliated organizations arettain other state educational and scientific
agencies and for survivors, dependents and othegfice&aries of such employees. SURS is
considered a component unit of the State of llshénancial reporting entity and is included in
the state’s financial reports as a pension trust.fuSURS is governed by Section 5/15, Chapter
40, of the lllinois Compiled Statues. SURS issaepublicly available financial report that
includes financial statements and required suppiang information. That report may be
obtained by writing to SURS, 1901 Fox Drive, ChaigpalL 61820 or by calling 1-800-275-
7877.

Participation by eligible employees is mandatoBmployees are ineligible to participate if (1)
employed less than one academic term or (2) emgl®gs than full-time and attending classes
with an employer; or (3) receiving a retirement @tyn from SURS. Of those University
employees ineligible to participate, the majoritg atudents at the University.

Plan members are required to contribute 8.0% of #mual covered salary and substantially all
employer contributions are made by the State widils on behalf of the individual employers at
an actuarially determined rate. The current ratd0.18% of annual covered payroll. The
contribution requirements of plan members and eygpkare established and may be amended
by the lllinois General Assembly. The employer tadwtions to SURS for the years ended
June 30, 2006, 2005, and 2004 were $8,670,000944800, and $90,843,000, respectively,
equal to the required contributions for each year.
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11. Retirement Plan(Continued)

SURS also provides a defined contribution planaptiPlan members are required to contribute
8.0% of their annual covered salary, with the Statgributing 7.6%.

SURS provides retirement, disability, and deathefiesi Members are eligible for normal
retirement at any age after 30 years of servicagat60 after 8 years of service, or at age 62
after 5 years of service. There are also provssion early retirement. Retirement benefits are
based on certain formulas that generally are atiomof years of service and the average salary
based on the highest earnings of any 4 consecysiaes. Disability benefits are paid to disabled
members with two years of covered service geneel§0 percent of basic compensation until
the total benefits paid equal 50 percent of thal tearnings in covered service. Death benefits
are payable to survivors of an active member with and one-half years of covered service or
of a former member with 10 years of covered servidénese benefits are payable until all
children attain the age of 18 or 24 if a full tisudent, to a spouse after age 50 and to a
dependent parent after the age of 55. Benefitsegtmal to the retirement contributions and
interest, a lump sum payment of $1,000, and morghtyity equal to a portion of the accrued
normal retirement benefit based on specified foasul

University employees hired prior to April 1, 1986 aexempt from contributions under the
Federal Insurance Contribution Act. Employees chiadfter March 31, 1986 are required to
contribute 1.45% of their gross salary to MedicafEhe University is required to match this
contribution.

Employees may also elect to participate in cerakasheltered investment plans and thus defer
federal and state income taxes on their contribstiand the accumulated earnings under the
plan. Participation and the level of employee’stabution are voluntary. The employer is not
required to make contributions to these plans.

12. Post-employment Benefits

In addition to providing the above benefits, that&tprovides certain health, dental, and life
insurance benefits to the University’s annuitantewparticipate in the SURS. Substantially all

University employees become eligible for post emplent benefits if they eventually become

annuitants. Health and dental benefits includeddasnefits for annuitants under the State’s self-
insurance plan and insurance contracts currentfgrice. Life insurance benefits for annuitants

under the age of 60 are equal to the annual satahe time of retirement; life insurance benefits
for annuitant age 60 and older are limited to fiveusand dollars per annuitant.

For annuitants retiring January 1, 1998 and aftey,State allows a 5% credit for each full-year
of service toward the monthly premium. The montigmium is determined for annuitants as a
separate group. The cost of health, dental, dadnsurance benefits is recognized by the State
on a pay-as-you-go basis. These costs are fungethd State except for certain non-
appropriated funds funded by the University.
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13. Operating Expenses by Natural Classification

Operating expenses by natural classification ferythar ended June 30, 2006 are summarized as
follows:

University
($000's) Compensation Supplies and Scholarships
& Benefits Services and Fellowships Depreciation  Total

Instruction $ 96,047 $ 16,71 @ $ 1,268% -$114,033
Research 10,302 5,545 94 - 15,941
Public Service 16,352 10,187 671 - 27,210
Academic

Support 17,242 11,194 487 - 28,923
Student Services 9,130 3,456 14 - 12,600
Oo&M 11,376 13,133 - - 24,509
Depreciation - - - 27,134 27,134
Inst. Support 21,537 9,181 - - 30,718
Staff Benefits 52,619 - - - 52,619
Student Aid 842 484 9,495 - 10,821
Auxiliary 28,522 37,137 2,443 - 68,102
Total $ 263,96 $ 107,035 $ 14,47 $ 27,134% 412,61(
Component Units
($000's) Compensation Supplies and Scholarships

& Benefits Services and Fellowships Depreciation Total

Instruction $ - $ 5034  $ 119 $ -$ 5,153
Research - 40 1 - 41
Public Service - 583 - - 583
Academic

Support - 42 - - 42
Student Services - 838 56 - 894
Oo&M - 132 - - 132
Inst. Support 472 2,295 2 11 2,780
Staff Benefits - - - - -
Student Aid - 17 766 - 783
Total $ 47,  $ 898 $ 944 $ 1 $ 10,40¢
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14. Insurance

The University participates in a statutory coopeeatknown as the lllinois Public Higher

Education Cooperative (IPHEC). Through IPHEC thaiviersity has contracted with

commercial carriers to provide various excess litglinsurance coverages, including educators’
legal and other general liability insurance. Thewvdrsity’s liability coverages have a general
$350,000 deductible per occurrence, which may béiaflg funded by a self-insurance fund

authorized by the NIU Board of Trustees. Additidpakhe University purchases property
insurance coverage for replacement value of Unityergal property and contents. Settled
claims have not exceeded commercial coveragesyiofahe three preceding years.

The University is afforded coverage by the State deneral liability, automobile liability,
worker’'s compensation and employers’ liability, amdployee indemnity by a number of State
of lllinois Self-Insured Plans administered by epartment of Central Management Services.
Contract and tort claims are also subject to theols Court of Claims Act, under which proven
claims may be satisfied by appropriations by thedsa Assembly to the Secretary of State.

15. Commitments and Contingencies
Encumbrances

Encumbrances which represents goods or servicebdlia been ordered for which delivery has
not been made or the services have not been rehdetine 30, 2006, are not recorded in the
accompanying financial statements. Encumbrances $&089,000 at June 30, 2006.

Grants and Contracts

The University receives monies from federal andesgppvernment agencies under grants and
contracts for research and other activities. Toss; both direct and indirect, charged to these
grants and contracts are subject to audit and |loveahce by the granting agency. The

University administration believes that any disatmce or adjustment would not have a

material effect on the University’s financial pait.

Legal Action
The University is a defendant in several lawsuitdowever, University officials are of the
opinion, based on the advice of legal counsel, @ahgtultimate liability which could result from

such litigation would not have a material effecttba University’s financial position or its future
operations.
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16. University Related Organizations

The entity’s financial statements include the agtiwof the University Related Organizations
which represent the discretely presented componaiis. Below are condensed financial
statements by organization. ($000’s)

ALUMNI
FOUNDATION ASSOCIATION TOTAL

Condensed Statement of Net Assets
ASSETS:
Current assets $ 6,768% 2% 6,770
Noncurrent assets

Capital assets, net of accumulated depreciation 4,259 - 4,259

Investments administered by NIU Foundation - 2,332 2,332

Other noncurrent assets 52,109 - 52,109
TOTAL ASSETS $ 63,136% 2,334% 65,470
LIABILITIES:
Current liabilities $ 4,015% 49% 4,064
Noncurrent liabilities

Deposits held for NIU Alumni Association 2,332 - 2,332

Contractual payments to income beneficiaries 206 - 206

Notes payable 1,410 - 1,410
TOTAL LIABILITIES 7,963 49 8,012
NET ASSETS:
Invested in capital assets 4,259 - 4,259
Restricted

Nonexpendable 29,901 121 30,022

Expendable 15,645 236 15,881
Unrestricted 5,368 1,928 7,296
Total net assets 55,173 2,285 57,458
TOTAL LIABILITIES AND NET ASSETS $ 63,136 $ 2,334% 65,470
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16. University Related OrganizationgContinued)

ALUMNI
FOUNDATION  ASSOCIATION TOTAL

Condensed Statement of Revenues, Expenses
and Changes in Net Assets
Operating revenues $ 16,934 $ -$ 16,934
Operating expenses 10,094 314 10,408
Operating income (loss) 6,840 (314) 6,526
Nonoperating revenue (expenses) (4,079) 255 (3,824)
Increase (decrease) in net assets 2,761 (59) 2,702
Net assets, beginning of year 52,412 2,344 54,756
Net assets, end of year $ 55,173 % 2,285% 57,458
Condensed Statement of Cash Flows
Net cash flows (used in) provided by operatingvititis $ 2,952% -$ 2,952
Net cash flows (used in) provided by noncapital

financing activities (911) - (911)
Net cash flows (used in) provided by capital arldtesl

financing activities (38) - (38)
Net cash flows (used in) provided by investing\atiéis 835 - 835
Net increase (decrease) in cash and cash equivalent 2,838 - 2,838
Cash and cash equivalents, beginning of year 1,889 - 1,889
Cash and cash equivalents, end of year $ 4,727 $ -$ 4,727

Reconciliation of operating income (loss) to net ch

provided by (used in) operating activities:
Operating income (loss) $ 6,849 (314)% 6,526
Adjustments to reconcile operating income (loss) to

net cash provided by (used in) operating activiiés:
Changes in assets and liabilities: (3,888) 314 (3,574)
Net cash used in operating activities $ 2,952 $ -$ 2,952

17. Segment Information

The following financial information represents itiéable activities for which one or more
revenue bonds are outstanding. The Auxiliary Reesl System is comprised of University
owned housing units, student union, recreation atidetic facilities, and similar auxiliary
service units including parking. ($000’s)
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17. Segment Information(Continued)

ASSETS:

Current assets

Noncurrent assets:
Capital assets, net of accumulated depreciation
Other noncurrent assets

TOTAL ASSETS

LIABILITIES:
Current liabilities
Noncurrent liabilities:
Long term debt
TOTAL LIABILITIES

NET ASSETS:

Invested in capital assets, net of related debt
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

CONDENSED STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS

Operating revenues

Operating expenses
Operating income

Nonoperating expenses
Increase in net assets

Net assets, beginning of year

NET ASSETS, END OF YEAR

CONDENSED STATEMENT OF CASH FLOWS

Net cash flows provided by operating activities

Net cash flows used in capital and related finageaictivities
Net cash flows provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

39

$ 31,105

102,610
2,085
$ 135,800

$ 10,911

108,103
119,014

5,490)
22,279
16,786

$ 135,800

$ 76,683
(58,679
18,009
(5,540
12,469
4,317

$ 16,786

17,978
(14,806)
620

4,799

583,1
$ 17,952
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18. New Governmental Accounting Standards
The Governmental Accounting Standards Board (GA&B)issued the following statements:

e Statement No. 43 Financial Reporting for Postemployment Benefit Bl&dther Than
Pension Planswhich establishes uniform financial reportingnstards for OPEB plans
and supersedes the interim guidance included itef8ent No. 26Financial Reporting
for Postemployment HealthcarePlans AdministeredDiefined Benefit Pension Plans
This statement is effective for the period begigninly 1, 2006.

e Statement No. 45 -Accounting and Financial Reporting by Employers for
Postemployment Benefits Plans Other Than Penswimsh establishes standards for the
measurement and display of OPEB expense/expenslituré related liabilities (assets),
note disclosures, and if applicable, required seipeintary information (RSI) in the
financial reports of state and local governmentleygys. This statement is effective for
the period beginning July 1, 2007.

e Statement No. 47 Accounting for Termination Benefitestablishes standards for
reporting termination benefits. The requiremerftshes Statement are effective in two
parts. For termination benefits provided througheaisting defined benefit OPEB plan,
the provisions of this Statement will be implementsimultaneously with the
requirements of Statement No. 45. For all othenitgation benefits, this Statement is
effective for the period beginning July 1, 2005.

Management has not yet completed their assessméhe oampact of these statements on the
University’s financial statements.

19. Subsequent Events

At the September Board of Trustee meeting the Usityesought and received permission to
enter into a ground lease with Collegiate Housimgirfelation and enter into a management
agreement which will provide for the overall dayday operations of a new Housing for
Students with Dependents project. Groundbrealonghie project was October 12, 2006.

At the September Board of Trustees meeting the é#aity sought and received permission to
enter into a lease with the Northern lllinois Unrisiey Foundation for the Academic and Athletic
Performance Center, for a term not to exceed tamsyeThe 60,000 square foot facility is being
constructed by the Foundation just north of Huskiadium. The center has been supported
through the generous donations of NIU alumni arehfrs.

This information is an integral part of the accompag financial statements.

40



