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From the Vice President/Chief Financial Officer, Comptroller

UNIVERSITY OF ILLINOIS
Urbana-Champaign e Chicago e Springfield

Office of Vice President/Chief Financial Officer, Comptroller
349 Henry Administration Building

506 South Wright Street

Urbana, IL 61801

December 16, 2011

The Annual Financial Report of the University of Illinois for the fiscal year ended June 30, 2011, documents that
the financial position of the University continues to be sound.

The ongoing economic recession impacting our state and nation once again demanded the best from
administrators and business staff across the University. They made wise management and budgetary decisions,
guided by best practices and the goal of ensuring the financial integrity of University programs and initiatives
through efficient and effective utilization of resources.

The University of Illinois’ tradition of excellence in teaching, research, public service, health care and economic
development has made it a distinguished leader in higher education. Our efforts focus on continuing that
tradition, while increasing the stature of the University of Illinois and the return on investment it provides to the
state and the nation.

Respectfully submitted,

o ato £ o

Walter K. Knorr,
Vice President/Chief Financial Officer,
Comptroller



M KPMG LLP

303 East Wacker Drive
Chicago, IL 60601-5212

Independent Auditors Report

The Honorable William G. Holland
Auditor General of the State of Illinois
and

The Board of Trustees

University of Illinois:

As Special Assistant Auditors for the Auditor General, we have audited the accompanying financial
statements of the business-type activities and the aggregate discretely presented component units
(University Related Organizations) of the University of 1llinois, acomponent unit of the State of Illinois, as
of and for the year ended June 30, 2011, which collectively comprise the University of Illinois financial
statements. These financial statements are the responsibility of the University of Illinois’ management. Our
responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of the discretely presented component units. The financial statements of the discretely
presented component units were audited by other auditors whose reports thereon have been provided to us,
and our opinion, insofar as it relates to the amounts included for the aggregate discretely presented
component units, is based solely on the reports of the other auditors. The 2010 comparative information
has been derived from the University of Illinois 2010 financial statements and in our report dated
December 20, 2010 we expressed an ungualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller Genera of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The financial statements of The University of Illinois Alumni Association, Wolcott, Wood,
and Taylor, Inc., Prairieland Energy, Inc., lllinois Ventures, LLC, The University of Illinois Research Park,
LLC, and Ul Singapore Research, LLC (discretely presented component units) were not audited in
accordance with Government Auditing Standards. An audit includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the University of Illinois internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financia statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit and the reports of other
auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financia statements referred to
above present fairly, in all material respects, the respective financial position of the business-type activities
and the aggregate discretely presented component units of the University of Illinois as of June 30, 2011,
and the respective changes in its financial position and its cash flows, where applicable, for the year then
ended, in conformity with U.S. generally accepted accounting principles.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.



In accordance with Government Auditing Standards, we have also issued our report dated December 16,
2011 on our consideration of the University of Illinois 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 the
internal control over financia reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

The management’s discussion and analysis on pages4 through 12 is not a required part of the basic
financial statements, but is supplementary information required by U.S. generally accepted accounting
principles. We have applied certain limited procedures, which consisted principaly of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

KPMme LP

Chicago, lllinois
December 16, 2011



UNIVERSITY OF ILLINOIS
Management’s Discussion and Analysis (Unaudited)
June 30, 2011

Introduction and Background

The following Management’s Discussion and Analysis (MD&A) provides an overview of the financial position
and activities of the University of Illinois (University) for the year ended June 30, 2011. The MD&A should be
read in conjunction with the audited financial statements and notes appearing in this report.

The University was founded in 1867 in response to the federal Land Grant Act of 1862. The University’s
evolution over 140 years as a land-grant institution has produced a set of core values that underlie all aspects of
its present and future programs. The University is a comprehensive public university, a family of three distinct
campuses — Urbana-Champaign, Chicago and Springfield serving the people of Illinois through a shared
commitment to our missions of excellence in teaching, research, public service and economic development.

Our campuses currently enroll approximately 77,000 students. The University has internationaly renowned
faculty that are known for being world leaders in research and currently employs approximately
5,700 faculty members on its three campuses. The University offers a diverse range of degree programs from
baccalaureate to doctoral levels. Approximately 19,000 degrees are awarded annually. The operating budget for
fiscal year 2011, from all fund sources, was approximately $4.8 billion. Our faculty, staff and students share their
knowledge and expertise and the resources of the University with citizens in every corner of Illinois through
more than 700 public service and outreach programs.

Using the Financial Statements

The University’s financia report includes three financial statements. the Balance Sheet; the Statement of
Revenues, Expenses and Changes in Net Assets; and the Statement of Cash Flows. The financia statements are
prepared in accordance with Governmental Accounting Standards Board (GASB) principles, which establish
standards for external financial reporting for public colleges and universities and require that financial statements
focus on the University as awhole.

The financial statements encompass the University and its discretely presented component units; University of
[llinois Foundation; University of Illinois Alumni Association; Wolcott, Wood and Taylor, Inc.; Illinois
Ventures, LLC; University of Illinois Research Park, LLC; Prairieland Energy, Inc.; and Ul Singapore Research,
LLC. This MD&A focuses on the University, excluding the discretely presented component units. Condensed
financial information is disclosed separately for each of the discretely presented component units in note 16 to
the financial statements.

Financial Highlightsand Key Trends

The fiscal year 2011 state appropriations (excluding capital) were approximately $700 million. In addition to this
appropriation, the four scientific surveysincluded within the University were separately appropriated by the state
in the amount of $17 million for fiscal years 2011 and 2010. The overal budget utilized by the University
increased by approximately 4%, even though direct funding from the State of Illinois was relatively unchanged.
This trend demonstrates the University’s ability to rely on other diverse sources of funding to provide services to
our students and support our mission.

4 (Continued)



Net assets, which represent the residua interest in the University’s assets after liabilities, increased during the
current year by approximately $404 million. Even after consideration of increases in on-behalf payments from
the State of Illinois, the University’s change in net assets remained constant in fiscal year 2011 as compared to
fiscal year 2010. This resulted from factors such as an increase in tuition revenue and positive financia operating
results from the medical center and related activities located on the Chicago campus. In addition, the University
had unrealized gains on itsinvestments due to improved market conditions.

Balance Sheet

The Baance Sheet presents the financial position of the University at the end of the fiscal year and includes all
assets, deferred outflows of resources, and liabilities of the University using the accrual basis of accounting. The
difference between total assets and deferred outflows of resources and total liabilities, net assets, is one indicator
of the current financial condition of the University. The changes in net assets that occur over time indicate
improvement or deterioration in the University’s financial condition. Generally, assets, deferred outflows of
resources, and liabilities are reported at cost with the exception of investments and permanently endowed real
estate and farms, which are reported at fair value. Capital assets are reported at historical cost less accumulated
depreciation. A summarized comparison of the University’ s assets, deferred outflows of resources, liabilities and
net assets at June 30, 2011 and 2010 is as follows:

2011 2010
(In thousands)
Current assets:
Cash and investments $ 972,763 771,161
Accounts and notes receivable 411,866 381,511
Receivable from State of 1llinois General Revenue Fund 288,669 265,624
Other current assets 150,944 142,702
Noncurrent assets:
Investments 734,727 561,726
Notes receivable 52,736 53,021
Capital assets, net of accumulated depreciation 3,295,809 3,329,807
Other assets 15,542 13,950
Deferred outflows of resources 19,576 21,720
Total assets and deferred outflows of resources $ 5,942,632 5,541,222
Current liabilities:
Accounts payable, accrued liabilities and deferred revenue $ 517,035 526,331
Bonds payable 37,683 94,875
L easeholds payable and other obligations 28,430 84,031
Accrued self insurance 60,388 59,008
Other current liabilities 167,736 148,818
Noncurrent liabilities:
Bonds payable 1,058,324 967,323
L easeholds payable and other obligations 496,353 504,912
Accrued self insurance 184,106 147,821
Accrued compensated absences 180,198 197,178
Derivative instruments — swap liability 22,919 25,379
Total liabilities 2,753,172 2,755,676
Net assets 3,189,460 2,785,546
Tota liabilities and net assets $ 5,942,632 5,541,222

5 (Continued)



Total assets and deferred outflows increased by $401 million or 7.2% to $5.9 billion during fiscal year 2011. The
largest components of this change included increases of $375 million in cash and investments and $53 million in
receivables, including, the receivable from the State of Illinois.

Tota liabilities stayed relatively constant remaining at approximately $2.8 billion for fiscal year 2011. The
combined bond and leasehold debt decreased by $30 million during the year, while the current portion of each
decreased more significantly. In fiscal year 2010, certain liquidity facility agreements related to variable-rate
bonds and certificates of participation were to expire in fiscal year 2011, which caused the balance of the related
bonds and certificates of participation to be classified as current. The renewal of these agreements in fiscal year
2011, extending the terms of these facilities, resulted in a shift from current to noncurrent for significant portions
of long-term debit.

The following graphs illustrate the University’s assets, deferred outflows of resources, and liabilities with the
current and noncurrent categories combined:

Assets (i nthousands)

3,500,000 $3,295,8090 $3,329,807
3,000,000 |
2,500,000 I
2,000,000 I
$1,707,490
1,500,000 $1,332,887
1,000,000 |
$753.271 700,156
500,000 — I
$186,062 $178,372
0]
Cash and investments Accountsand notes Other assets, including Capitd assets, net
receivable including state deferred outflow of
receivable resources
Liabilities (in thousands)
1,200,000
$1,096,007 $1,062,198
1,000,000

800,000

$588,943
600,000

$517,035 $526,331 $524,783
400,000 $370,853 $371,375
$244,494 $206,829
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Bonds payable Payables, accrued Other lidbilities, Accrued sdf Lesseholds payable

ligbilities, and incduding derivative insurance and other obligations

deferred revenue swep liability
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Capital Assets

The University’s policy requires the capitalization of equipment at $5,000, software and other intangibles at
$100,000, buildings and improvements at $100,000, infrastructure at $1,000,000 and al land and collection
purchases regardless of cost. The University depreciates its capital assets on a straight-line basis, using estimated
useful lives ranging from three to fifty years. The following table illustrates the composition of the University’s
capital assets, net of accumulated depreciation, by category:

Capital Assets, Net of Accumulated Depreciation
(In thousands)

2011 2010
Buildings $ 2,294,089 69.6% $ 2,327,499 69.9%
Improvements and infrastructure 349,177 10.6 359,832 10.8
Construction in progress 122,123 3.7 108,655 33
Land 133,273 4.0 132,617 4.0
Equipment and software 259,377 7.9 266,947 8.0
Collections 137,770 4.2 134,257 4.0
$ 3,295,809 100.0% $ 3,329,807 100.0%

Capital assets, net of accumulated depreciation, decreased by $34 million in fiscal year 2011. This decrease was
primarily due to current year depreciation partialy offset by current year additions. Construction in progress
primarily increased due to additions of new residence halls funded by bonds issued in fiscal year 2011. Other
facilities under construction included projects funded by prior year revenue bonds, certificates of participation,
private gifts, internal funds and state capital appropriations.

Long — Term Debt

The University has historically utilized revenue bonds to finance capital projects related to the Auxiliary
Facilities System, the Health Services Facilities System and the UIC South Campus project. These activities
generally have the ability to generate resources from student fees, users and third parties sufficient to service the
debt. In fiscal year 2011, the University issued Auxiliary Facilities System Revenue Bonds of $56.7 million to
fund the costs of various improvements and additions to the System. The following table details the various
bonded debt outstanding at June 30, 2011 and 2010:

Bonds Payable
(In thousands)

2011 2010
Auxiliary Facilities System $ 977,742 940,126
Health Services Facilities System 58,431 59,193
UIC South Campus 59,834 62,879
$ 1,096,007 1,062,198

The University has issued certificates of participation (COPs) which are reported as leaseholds payable on the
financial statements. The COPs have funded projects such as Ul Integrate, utility infrastructure, College of
Medicine facilities, Petascale Computing Facility and deferred maintenance on medical, academic and research
facilities. The reduction in the outstanding balance of the COPs was due to scheduled redemptions and utilization
of a $60 million grant from the Illinois Department of Commerce and Economic Opportunity related to the
Petascale Computing Facility located on the Urbana campus. The outstanding balances of the COPs as of
June 30, 2011 and 2010 were $464,274,000 and $541,315,000 respectively.

7 (Continued)



Net Assets

The University’s resources are classified into net asset categories on the Balance Sheet. These categories are
defined as (a) Invested in capital assets, net of related debt — capital assets net of accumulated depreciation and
related outstanding debt balances, (b) Restricted nonexpendable — net assets restricted by externally imposed
stipulations, (c) Restricted expendable — net assets subject to externally imposed restrictions that can be fulfilled
by actions of the University pursuant to those stipulations or that expire by the passage of time and
(d) Unrestricted — net assets not subject to externally imposed stipulations but may be designated for specific
purposes by action of management or the Board of Trustees. The University's net assets increased by
$404 million during fiscal year 2011. Net assets balances are detailed below:

Net Assets
(In thousands)
2011 2010
Net assets:
Invested in capital assets, net of related debt $ 1,865,699 1,895,395
Restricted 636,520 503,618
Unrestricted 687,241 386,533
$ 3,189,460 2,785,546

The growth in unrestricted net assets of approximately $301 million included increases resulting from higher
tuition rates, tighter expenditure constraints and increases related to various self-supporting activities, such as the
hospital and auxiliary operations. The largest components of the $133 million increase in restricted net assets
included increases in endowment assets due to unrealized gains and net assets related to the Medical Service
Plans. The amount of net assets invested in capital assets, net of related debt, decreased by approximately
$30 million which included changes in capital assets and long-term debt as discussed in preceding sections of
thisMD&A.

8 (Continued)



Statement of Revenues, Expenses and Changesin Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets presents the University’s results of operations.
In accordance with GASB reporting standards, revenues and expenses are classified as either operating or
nonoperating. A summarized comparison of the University’s Statement of Revenues, Expenses and Changes in

Net Assets for the years ended June 30, 2011 and 2010 is asfollows:

Operating revenues:
Student tuition and fees
Grants and contracts
Hospital and other medical activities
Auxiliary enterprises and independent operations
Educational activities
Medical service plan
Other

Total operating revenues
Operating expenses
Operating loss

Nonoperating revenues (expenses):
State appropriations and on behalf payments
Transfer of state appropriation to the Hospital Services Fund
Private gifts
Federal grants, nonoperating
Investment income
Net increase in the fair value of investments
Other nonoperating expenses, net

Net nonoperating revenues

Capital state appropriations and capital gifts and grants
Endowment gifts

Increase in net assets

Net assets, beginning of year
Change in accounting principles

Net assets, end of year

Revenues

2011

2010

(In thousands)

905,693 823,488
920,156 873,737
547,168 577,866
389,817 381,475
267,609 251,770
223,654 185,061

15,456 17,772
3,269,553 3,111,169
4,465,371 4,341,575

(1,195,818) (1,230,406)

1,399,995 1,352,045
(45,000) (45,000)
133,498 144,099

67,404 103,101

26,066 19,338

68,810 54,980

(77,984) (50,661)
1,572,789 1,577,902
26,019 82,508
924 98
403,914 430,102
2,785,546 2,357,758
(2,314)

3,189,460 2,785,546

The University’s revenues are generated from multiple sources, which supplement what is received from state
appropriations and student tuition and fees. GASB reporting standards require revenues to be categorized as
operating or nonoperating. Operating revenues are derived from activities associated with providing goods and
services by the University and generally result from exchange transactions where each of the parties to the
transaction either give up or receive something of equal or similar value. The University also relies on revenue,
such as state appropriations, gifts, certain federal grants and investment income to support operations which

GASB reporting standards define as nonoperating.

(Continued)



The following graph illustrates the revenues by source (both operating and certain nonoperating) which were
used to fund the University’ s operating activities for the year ended June 30, 2011

Revenues
o - 5% Medical serviceplan
19% Student tuitionand $223.7million <19 Other operating
fees revenues
$905.7million $15.5 million

) o 33% Nonoperaing
5% Educailona_ll activities revenues
$267.6million $1,582.0million Giftsand  Other, 1%

grants, 4%

8% Auxiliary enterprises
and independent
operations
$389.8million

\

11% Hospitd and other
medical services
$547.1million

State
appropriations
and on behal f

19% Grants and contracts payments, 28%

$920.2million

Total $4,851.6million

Operating and nonoperating revenues experienced a net increase in fiscal year 2011. Tuition and fee revenue
increased by $82.2 million during fiscal year 2011 primarily due to a tuition increase approved by the Board of
Trustees and specia tuition differentials in various graduate and undergraduate programs. Grants and contracts,
in operating revenues, increased $46.4 million during fiscal year 2011, primarily due to an increase in funding for
federal grants. Revenues from payments made by the State on behalf of the University to Central Management
Services (CMS) and the State Universities Retirement System (SURS), classified as nonoperating, for fiscal year
2011 were $683.2 million compared to $634.7 million in fiscal year 2010, representing an increase of
$48.5 million. This increase is caused by growth in state funding for employer required contributions to SURS
and CMS. Medica service plan revenues rose by $38.6 million primarily due to additional cost reimbursements
from Medicaid and other sources. These increases were partialy offset by decreases in several revenue
categories. Hospital and other medical activities revenues decreased by $30.7 million largely due to a reduction
in receipts of retroactive reimbursements for services provided in prior fiscal years. Nonoperating grants
decreased by $35.7 million due to American Recovery and Reinvestment Act stimulus funding received in fiscal
year 2010, and not in fiscal year 2011, partially offset by a small increase in Pell grant revenue in fiscal year
2011.
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Expenses

The majority of the University’s expenses are exchange transactions, which GASB standards define as operating

expenses. Nonoperating expenses include capital financing and other costs related to capital assets.

Operating expenses.
Instruction
Research
Public service
Support services
Hospital and medical activities
Auxiliary enterprises and

independent operations

Scholarships and fellowships
Operation and maintenance of plant
Depreciation

Total operating expenses

2011
(In thousands)

$ 1,006,190 225% $ 970,339 22.3%
680,651 15.2 652,229 15.0
387,461 8.7 395,343 9.1
690,674 15.5 709,483 16.4
633,795 14.2 597,426 13.8
330,308 7.4 322,861 7.4
238,722 5.3 215,270 5.0
287,825 6.5 269,739 6.2
209,745 4.7 208,885 4.8

$ 4,465,371 100.0% $ 4,341,575 100.0%

The increase in operating expenses included increases in payments on behalf, which are appropriately allocated
across the operating functions, and other increases associated with growth in activities. After consideration of the
$48.5 million increase in on behalf payments, total operating expenses actually increased by $75.3 million, or
2.0%. This relatively low rate of increase, as compared to the 5.1% increase in operating revenues, illustrates

conservative spending policies aligned with

budgetary constraints.

The University chooses to report their expenses by functional classifications in the Statement of Revenues,
Expenses and Changes in Net Assets. For the reader’s information, the expenses are displayed in their natural

classifications in note 14. The following graph illustrates the expenses by natural classification:

Operating Expenses

65% Compensation
and benefits
$2,884.1 million

29% Suppliesand
services
$1,307.9 million

1% Student aid
$63.6 million

5% Depreciation
$209.8 million

Tota $4,465.4 million
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The University’s Economic Outlook

The University continues to maintain its level of excellence in service to students, patients, the research
community, the state and the nation. A critical element to the University’s future continues to be a strong
relationship with the State of I1linois since state appropriations from the Governor and General Assembly provide
essential operating support for University programs. The direct appropriation for fiscal year 2012, signed into
law by the Governor, reflects a decrease of $7.11 million (1.01%) from the original budget appropriated in fiscal
year 2011. While all major sources of funding for the University were strong in fiscal year 2011, cash flow issues
that existed in fiscal year 2010 continued to be an issue in fiscal year 2011, where the University ended the year
with areceivable of $289 million from the state. Similar to last year, the State has extended the state |apse period
(PA097-0075) allowing the state to pay liabilities related to fiscal year 2011 until December 31, 2011. Therefore,
the University anticipates full payment of the fiscal year 2011 appropriation by the end of the calendar year;
however, the University expects cash flows from the state to continue to be a major concern even with the tax
increase, as the economy slowly recovers. The State of Illinois also appropriates funds for payments-on-behalf of
University employeesto CMS, aswell as SURS, to pay benefits for our employees.

Based on known enrollment levels and tuition rates, the University projects an increase in tuition and
miscellaneous departmental revenue in fiscal year 2012. The recommended $939.1 million fiscal year 2012
tuition and miscellaneous departmental revenue budget represents a $96.5 million (11.5%) increase from fiscal
year 2011. Undergraduate students have a four-year tuition guarantee. Incremental tuition income of
$93.0 million results from tuition increases of $359 per semester at Urbana, $315 per semester at Chicago and
$18.75 per credit hour at Springfield for the freshman cohort, and varying increases in the graduate and
professional programs. The remaining increase results from cost recovery programs, extramural, new special
programs that have differential tuition rate increases, adjustments for enrollment levels, investment income on
tuition revenue, nonrecurring funds carried forward from fiscal year 2011 and revenues associated with the
library/IT assessment.

In fiscal year 2009, the Governor and General Assembly transferred control of the four state scientific surveys,
previously operated as divisions of the Illinois Department of Natural Resources, to the University of Illinois. For
fiscal year 2012, there were no funds included in the budget for the State Surveys. Funding for fiscal year 2012
from the State’'s General Revenue Fund to provide operating support for the surveys has been approved by the
[llinois Legislature and is awaiting approval from the Governor. It is anticipated that such funds will again
transfer from the State’ s General Revenue Fund into the University’s Income Fund in fiscal year 2012 to provide
operating support for the Surveys. Private gifts are an important supplement to the University’s sources of
funding for operating costs, a significant factor in the growth of academic units, and essential for capital
acquisition and construction. On Junel, 2007, the University publicly announced the “Brilliant Futures’
campaign, the largest and most ambitious campaign in the history of the University of Illinois. As of June 30,
2011, the University had met 97.78% of its goal to raise $2.25 billion for students, faculty, research and the
campus environment. On June 9, 2011, the University publicly announced “Access lllinois; The Presidential
Scholarship Initiative” with a goal of raising $100 million to help students and their families. The three year
campaign will promote student access and will help ensure that deserving students are not shut out due to cost.

Research is one of four components of the University’s mission. Research leading to the development of new
products and services is aso the engine driving economic development, another component of the University’s
mission. The growth in externally sponsored research illustrates the public and private sectors confidence in the
University’s research faculty. The fiscal year 2012 sponsored project budget is an estimate of grant and contract
awards for direct costs and represents a 5.6% increase from fiscal year 2011 grant and contract expenditures.

The University experienced growth from a variety of funding sources during fiscal year 2011. To maintain its
financial position, the University continues to develop multiple and diverse sources of revenue to support our
mission of instruction, research, public service and economic development. The University’s Board of Trustees
and management are committed to upholding the University’s outstanding academic reputation and financial
condition.

12



UNIVERSITY OF ILLINOIS

Balance Sheet
June 30, 2011

(with comparative totals for June 30, 2010)

(In thousands)

Assets and Deferred Outflow of Resources

Current assets:
Cash and cash equivalents
Cash and cash equivalents, restricted
Investments
Investments, restricted
Securities lending collateral
Accrued investment income
Accounts receivable, net of allowance for uncollectible
Receivable from State of 1llinois General Revenue Fund
Pledges receivable, net of alowance
Notes receivable, net of allowance for uncollectible
Accrued interest on notes receivable
Inventories
Prepaid expenses and deferred charges
Due from related organizations

Total current assets

Noncurrent assets:
Cash and cash equivalents, restricted
Investments
Investments, restricted
Pledges receivable, net of alowance
Notes receivable, net of allowance for uncollectible
Prepaid expenses and deferred charges
Due from related organizations
Capital assets, net of accumulated depreciation
Other assets

Total noncurrent assets

Deferred outflow of resources

Total assets and deferred outflows of resources

Liabilities

Current ligbilities:

Accounts payable and accrued liabilities

Accrued payroll

Accrued compensated absences, current portion

Accrued self insurance, current portion

Deferred revenue and student deposits

Accrued interest payable

Securities lending collateral

Notes payable

Bonds payable, current portion

Due to related organizations, current portion

L easeholds payable and other obligations, current portion

Assets held for others

Total current liabilities

Noncurrent liabilities:
Bonds payable
L easeholds payable and other obligations
Due to related organizations
Accrued compensated absences
Accrued self-insurance
Deferred distributions
Derivative instrument — swap liability

Total noncurrent liabilities

Total liahilities
Net Assets
Invested in capital assets, net of related debt
Restricted:
Nonexpendable
Expendable
Unrestricted
Total net assets

Total liabilities and net assets

See accompanying notes to financial statements.
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University Related

University Organizations
2011 2010 2011 2010
633,283 438,557 7,354 5,837
225,378 270,812 1,853 1,751
49,706 13,486 230 876
64,396 48,306
92,895 82,720
2,297 2,348 1,265 1,340
403,136 373,747 16,028 21,220
288,669 265,624
13,023 13,044
8,730 7,764 73 81
2,929 2,928
31,187 31,581 7 7
20,723 22,011 2,118 2,294
913 1114
1,824,242 1,560,998 41,951 46,450
607 368
430,811 324,207 25,410 21,011
303,916 237,519 1,349,639 1,107,895
71,007 78,032
52,736 53,021
9,750 9,312
701 968
3,295,809 3,329,807 13,308 13,763
5,091 3,670 132 68
4,098,814 3,958,504 1,460,103 1,221,137
19,576 21,720
5,942,632 5,541,222 1,502,054 1,267,587
230,825 247,005 33,242 28,231
139,128 137,035 311 332
21,090 17,810 1,782 1,433
60,388 59,008
147,082 142,291 50 695
17,503 17,242
92,895 82,720
4,932 5,133
37,683 94,875
913 1,114
28,430 84,031 6,503 6,428
36,248 31,046 2,013 2,022
811,272 913,063 49,746 45,388
1,058,324 967,323
496,353 504,912 47,943 46,248
701 968
180,198 197,178
184,106 147,821
129 134
22,919 25,379
1,941,900 1,842,613 48,773 47,350
2,753,172 2,755,676 98,519 92,738
1,865,699 1,895,395 8,376 8,631
75,065 60,965 726,649 665,701
561,455 442,653 642,646 529,854
687,241 386,533 25,864 (29,337)
3,189,460 2,785,546 1,403,535 1,174,849
5,942,632 5,541,222 1,502,054 1,267,587




UNIVERSITY OF ILLINOIS
Statement of Revenues, Expenses and Changes in Net Assets

Y ear ended June 30, 2011
(with comparative totals for year ended June 30, 2010)

Operating revenues:
Student tuition and fees, net
Medical fees for services — state appropriation
Federal appropriations
Federal grants and contracts
State of Illinois grants and contracts
Private and other governmental agency grants and contracts
Educational activities
Auxiliary enterprises, net
Hospital and other medical activities, net
Medical service plan
Independent operations
Interest and service charges on student loans
Allocation from the University
Other sources

Total operating revenues

Operating expenses:
Instruction
Research
Public service
Academic support
Student services
Ingtitutional support
Operation and maintenance of plant
Scholarships and fellowships
Auxiliary enterprises
Hospital and medical activities
Independent operations
Depreciation
Distributions on behalf of the University

Total operating expenses
Operating loss

Nonoperating revenues (expenses):
State appropriations
Transfer of state appropriations to the Illinois DHFS
Hospital Services Fund
Private gifts
Federal grants, nonoperating
On behalf payments for fringe benefits
Net investment income (net of investment expense of $2,189)
Net increasein the fair value of investments
Interest expense
L oss on sale/disposal/impairment of capital assets
Other nonoperating revenues, net

Net nonoperating revenues
Income before other revenues

Capital state appropriations
Capital giftsand grants
Private gifts for endowment purposes

Increase in net assets

Net assets, beginning of the year
Cumulative effect of change in accounting principle

Net assets, beginning of year, as adjusted
Net assets, end of year

See accompanying notes to financial statements.

(In thousands)

University Related

University Organizations
2011 2010 2011 2010
$ 905,693 823,488
1,014
13,919 16,188
689,392 641,708
83,625 84,065 175 125
147,139 147,964 100,186 110,585
267,609 251,770
374,644 368,515
547,168 576,852
223,654 185,061
15,173 12,960
1,537 1,584
14,548 16,016
44,943 40,322
3,269,553 3,111,169 159,852 167,048
1,006,190 970,339
680,651 652,229
387,461 395,343
349,095 354,238
131,827 126,635
209,752 228,610 66,042 65,007
287,825 269,739
238,722 215,270
316,442 310,794
633,795 597,426
13,866 12,067
209,745 208,885 1,161 1,095
147,404 147,125
4,465,371 4,341,575 214,607 213,227
(1,195,818) (1,230,406) (54,755) (46,179)
716,794 717,300
(45,000) (45,000)
133,498 144,099
67,404 103,101
683,201 634,745
26,066 19,338 14,999 12,863
68,810 54,980 207,445 103,159
(76,672) (77,368) (95) (140)
(35,675) (7,041) — —
34,363 33,748 144 64
1,572,789 1,577,902 222,493 115,946
376,971 347,496 167,738 69,767
21,274 20,610
4,745 61,898
924 98 60,948 31,606
403,914 430,102 228,686 101,373
2,785,546 2,357,758 1,174,849 985,161
(2314 88,315
2,785,546 2,355,444 1,174,849 1,073,476
$ 3,189,460 2,785,546 1,403,535 1,174,849
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UNIVERSITY OF ILLINOIS
Statement of Cash Flows

Y ear ended June 30, 2011
(with comparative totals for year ended June 30, 2010)

(In thousands)

Cash flows from operating activities:

Student tuition and fees $

Medical fees for service — state appropriations
Federal appropriations

Federal, state, and local grants and contracts
Other governmental agencies and private grants, and contracts
Sales and services of educational activities
Auxiliary activities and independent operations
Hospital and other medical activities

Medical service plan

Payments to employees and benefits
Paymentsto suppliers

Payments for scholarships and fellowships
Student loans issued

Student |oans collected

Student loan interest and fees collected

Net cash used in operating activities

Cash flows from noncapital financing activities:
State appropriations
State appropriations transferred to Illinois DHFS Hospital Services Fund
Gifts transferred from University of Illinois Foundation
Direct lending receipts
Direct lending payments
Proceeds from issuance of energy services agreement installment payable
Principal and issuance costs paid on energy services agreement installment payable
Federa grants and contracts, nonoperating
Private gifts for endowment purposes
Repayments from related organizations
Other receipts
Other disbursements

Net cash provided by noncapital financing activities

Cash flows from capital and related financing activities:
Proceeds from issuance of capital debt
Capital state appropriations
Capital giftsand grants
Purchase of capital assets
Principal payments on bonds and capital |eases
Interest payments on bonds and capital |eases
Payment of bond issuance costs

Net cash used in capital and related financing activities

Cash flows from investing activities:
Interest and dividends on investments, net
Proceeds from sales and maturities of investments
Purchase of investments

Net cash (used in) 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 $

15

University
2011 2010
906,919 827,757
7,377
14,503 15,391
762,831 706,547
144,562 140,825
272,031 265,560
390,939 375,214
552,598 565,283
201,317 187,632
(2,207,330) (2,184,217)
(1,277,270) (1,230,609)
(63,499) (55,256)
(9,454) (7,624)
8,670 8,111
1,536 1,438
(301,647) (376,571)
648,749 531,215
(10,000)
133,498 144,099
477,604 450,781
(479,025) (450,179)
18,355
(654)
67,404 103,101
924 98
468 61
33,689 30,775
(187) (420)
900,825 799,531
59,334
1,394 2,579
2,552 61,193
(194,871) (196,071)
(118,135) (75,060)
(69,184) (69,079)
(591)
(319,501) (276,438)
19,446 16,086
1,712,106 1,507,311
(1,861,937) (1,410,623)
(130,385) 112,774
149,292 259,296
709,369 450,073
858,661 709,369

(Continued)



UNIVERSITY OF ILLINOIS
Statement of Cash Flows

Y ear ended June 30, 2011
(with comparative totals for year ended June 30, 2010)

(In thousands)

University
2011 2010
Reconciliation of operating loss to net cash used in operating activities:

Operating loss $ (1,195,818) (1,230,406)

Adjustments to reconcile operating loss to net cash used in operating activities:
On behalf payments for fringe benefits expense 683,201 634,745
Depreciation expense 209,745 208,885

Changesin assets and liabilities:
Accounts receivable, net (29,492) (20,533)
State of Illinois receivable associated with hospital operations 6,363
Notes receivable, net (681) 821
Accrued interest on notes receivable (D] (146)
Inventories 394 (1,440)
Prepaid expenses and deferred charges 726 1,029
Accounts payable and accrued liabilities (5,772) 7,266
Accrued payroll 2,093 (252)
Deferred revenue and student deposits 4,791 (3,831
Accrued compensated absences (13,700) (2,547)
Accrued self insurance 37,665 25,002
Assets held for others 5,202 (1,527)
Net cash used in operating activities $ (301,647) (376,571)
Noncash investing, capital, and financing activities:

On behalf payments for fringe benefits $ 683,201 634,745
State appropriation 45,000 35,000
Transfersto Illinois DHFS Hospital Services Fund (45,000) (35,000)
Net increase in fair value of investments 68,810 54,980
Giftsin kind — capital assets 2,044 540
Decrease of capital asset obligations in accounts payable (10,408) (13,518)
Capital asset acquisitions by Capital Devel opment Board 19,880 18,031
Capital asset acquisitions via leaseholds payable 1,128 3,653
Net interest capitalized 2,216 5,234
Other capital asset adjustments 1,691 7,167
L oss on sale/disposal/impairment of capital assets 35,675 7,041
Capital appreciation on bonds payable 9,955 10,390

See accompanying notes to financial statements.
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UNIVERSITY OF ILLINOIS
Notes to Financial Statements
June 30, 2011

Organization and Summary of Significant Accounting Policies
Organization

The University of Illinois (University), afederal land grant institution and a component unit of the State of
Illinois, conducts education, research, public service and related activities principally at its three campuses
in Urbana-Champaign, Chicago, which includes the University of Illinois Hospital (Hospital) and other
health care facilities, and Springfield. The governing body of the University is The Board of Trustees of
the University of Illinois (Board).

As required by U.S. generally accepted accounting principles, as prescribed by the Governmental
Accounting Standards Board (GASB), these financia statements present the financial position and
financial activities of the University (the primary government) and its component units as well as certain
activities and expenses funded by other State agencies on behalf of the University or its employees. The
component units discussed below are included in the University’s financial reporting entity (Entity)
because of the significance of their financial relationship with the University.

The University Related Organizations (UROs) column in the financial statements includes the financial
data of the University’s discretely presented component units. The University of Illinois Foundation
(Foundation), the University of Illinois Alumni Association (Alumni Association), Wolcott, Wood and
Taylor, Inc. (WWT), Prairieland Energy, Inc. (Prairieland), Illinois Ventures, LLC (lllinois Ventures), The
University of Illinois Research Park, LLC (Research Park) and Ul Singapore Research, LLC (Singapore
Research) are included in the University’s reporting entity because of the significance of their operational
or financial relationship with the University. These component units are discretely presented in a separate
column and are legally separate from the University.

The Foundation was formed for the purpose of providing fund raising and other assistance to the
University in order to attract private gifts to support the University’s instructional, research and public
service activities. In this capacity, the Foundation solicits, receives, holds and administers gifts for the
benefit of the University. Complete financial statements for the Foundation may be obtained by writing the
Senior Vice President for Administration, 400 Harker Hall, 1305 W. Green Street, Urbana, IL 61801.

The Alumni Association was formed to promote the general welfare of the University and to encourage
and stimulate interest among students, former students and others in the University’s programs. In this
capacity, the Alumni Association offers memberships in the Alumni Association to former students,
conducts various activities for students and alumni, and publishes periodicals for the benefit of alumni.
Complete financial statements for the Alumni Association may be obtained by writing the Chief Financial
Officer, Alice Campbell Alumni Center, 601 S. Lincoln Avenue, Urbana, IL 61801.

WWT was formed to provide practice management support services and operate as a billing/collection
entity for health care activities under the laws of the State of Illinois. Complete financial information may
be obtained by writing the President and CEO, 200 W. Adams, Suite 225, Chicago, IL 60606.

Prairieland, a for profit, wholly owned corporation, was formed for the purpose of providing support for
the University through delivery of comprehensive economical utility services to the University and other
organizations. Complete financial information may be obtained by writing the Controller, 106 Town
Center, Suite 304, Champaign, IL 61820.
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Illinois Ventures, a for-profit, wholly owned corporation, exists to facilitate the development of new
companies commercializing technology originated or developed by faculty, staff and/or students of the
University and other organizations. The University desires lllinois Ventures to foster technology
commercialization and economic devel opment in accordance with the teaching, research and public service
missions of the University. Complete financial information may be obtained by writing the CEO and
Managing Director, 2001 South First Street, Suite 201, Champaign, IL 61820.

Research Park, a for-profit, wholly owned corporation, was formed to aid and assist the University and
other organizations by establishing and operating a research park on the University’s Urbana-Champaign
campus. The Research Park was designed to promote the development of new companies which
commercialize University technologies. Complete financial information may be obtained by writing The
University of Illinois Research Park, LLC, 60 Hazelwood Drive, Champaign, IL 61820.

Singapore Research, a for-profit, wholly owned corporation, was formed to organize, develop, hold and
operate, through a Singapore entity, a research center in Singapore to encourage and facilitate research,
development and commercialization of the intellectua assets of the University. Complete financial
information may be obtained by writing the Treasurer, Ul Singapore Research, LLC, 349 Henry
Administration Building, 506 South Wright Street, Urbana, IL 61801.

The Foundation, Alumni Association, WWT, Prairieland, Illinois Ventures, Research Park and Singapore
Research are related organizations as defined under University Guidelines adopted by the State of Illinois
Legidative Audit Commission.

The University is a component unit of the State of Illinois for financial reporting purposes. The financial
balances and activities included in these financial statements are, therefore, also included in the State's
comprehensive annual financia report.

Significant Accounting Policies
(@ Financial Statement Presentation and Basis of Accounting
University

The University prepared its financial statements as a Business Type Activity, as defined by
GASB Statement No. 35, Basic Financial Statements — and Management Discussion and Analysis —
for Public Colleges and Universities, using the economic resources measurement focus and the
accrua basis of accounting. Business Type Activities are those financed in whole or in part by fees
charged to external parties for goods and services.

Under the accrual basis, revenues are recorded when earned, and expenses are recorded when a
liability is incurred, regardless of the timing of the related cash flows. Grant and contract revenues,
which are received or receivable from external sources, are recognized as revenues to the extent of
related expenses or satisfaction of eligibility requirements. Advances are classified as deferred
revenue. Appropriations made from the State of 1llinois General Revenue Fund for the benefit of the
University are recognized as nonoperating revenues when ligibility requirements are satisfied.
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(b)

(©)

(d)

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the Entity follows
al applicable GASB pronouncements. In addition, the Entity applies al applicable Financial
Accounting Standards Board (FASB) Statements and Interpretations. Accounting Principles Board
(APB) Opinions and Accounting Research Bulletins of the Committee on Accounting Procedures
issued on or before November 30, 1989 unless those pronouncements conflict with or contradict
GASB pronouncements. The Entity has elected not to apply FASB pronouncements issued after
November 30, 1989.

The financial statements include certain prior year comparative information, which has been derived
from the University’s 2010 financial statements. Such information does not include all of the
information required to constitute a presentation in conformity with U.S. generally accepted
accounting principles. Accordingly, such information should be read in conjunction with the
University’sfinancial statements for the year ended June 30, 2010.

Certain items in the June 30, 2010 comparative information have been reclassified to correspond to
the June 30, 2011 financial statement presentation.

UROs

The financia statements of WWT, Prairieland, Illinois Ventures, Research Park and Singapore
Research are prepared using the same presentation and basis of accounting as the University, as
described above.

Beginning in fiscal year 2010, the Foundation and Alumni Association follow Financial Accounting
Standards Board (FASB) standards for financial statement presentation. Consequently,
reclassifications have been made to convert their financial statements to the GASB format for
inclusion in the UROs column of the financial statements and disclosure in note 16.

Cash and Cash Equivalents

The Statements of Cash Flows details the change in the cash and cash equivalents balance for the
fiscal year. Cash and cash equivalents include bank accounts and investments with original
maturities of ninety days or less at the time of purchase. Such investments consist primarily of
U.S. Treasury bills, commercial paper, repurchase agreements and money market funds.

I nventories

Inventories are stated at the lower of cost or market. Cost is determined principally by the average
cost method, or the first-in, first-out method depending on the type of inventory.

I nvestments

Investments are recorded at fair value. Fair value is determined by quoted market prices for the
University’s investments. The fair values of the rea estate and farm properties held as investments
by permanent and term endowments are determined by a periodic appraisal of the property by a
certified real estate appraiser. Fair value for investments in limited partnerships and certain mutual
funds is determined using net asset values as provided by externa investment managers. The
University also has real estate and farm properties held as investments by quasi-endowments, which
are carried at cost, or when donated, at the fair value at the date of donation.
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(f)

Changesin fair value during the reporting period are reported as a net increase (decrease) in the fair
value of investments.

Endowments

For donor restricted endowments, the Uniform Prudent Management of Institutional Funds Act
(UPMIFA), as adopted in Illinois, permits the respective Boards for both the University and the
Foundation to appropriate an amount of realized and unrealized endowment appreciation as they
determine to be prudent. The University’s policy is to retain the realized and unrealized appreciation
within the endowment after spending rule distributions.

University

The University utilizes the total return concept in allocating endowment income. The focus is to
preserve the real value or purchasing power of endowment pool assets and the annual support the
assets provide. Distributions are made from the University Endowment Fund to the University
entities that benefit from the endowment funds. The endowment spending rule provides for an annual
distribution of 4.00% of the two-quarter lagged, six-year moving average market value of fund units.
At June 30, 2011, net appreciation of $27,262,000 was available to be spent, of which $20,918,000
was restricted to specific purposes.

URO - Foundation

Interpretation of Relevant Law: The Board of Directors of the Foundation interprets the Illinois
UPMIFA to require consideration of the following factors, if relevant, in making a determination to
appropriate or accumul ate donor-restricted endowment funds:

The duration and preservation of the endowment fund

The purposes of the institution and the endowment fund

General economic conditions

The possible effect of inflation or deflation

The expected total return from income and the appreciation of investments
Other resources of the institution

The investment policy of the institution

In accordance with the Foundation’s interpretation of UPMIFA, absent explicit donor stipulation to
the contrary, the Foundation shall classify as permanently restricted net assets (restricted —
nonexpendable) the original value of the gifts donated to the permanent endowment, but such
classification does not limit the expenditures from the endowment fund only to income, interest,
dividends, or rents, issues or profits. The portion of the fund’'s value spendable annualy for the
donor-designated purpose is to be determined, from time to time, by the Foundation's Board of
Directors, acting in good faith, with the care that an ordinarily prudent person in a like position
would exercise under similar circumstances, considering the above relevant factors. The
Foundation’s Board approved spending was $64,591,000 for fiscal year ended June 30, 2011.

Capital Assets

Capital assets are recorded at cost or, if donated, at fair value at the date of a gift. Depreciation of the
capital assetsis calculated on a straight-line basis over the estimated useful lives (noted below) of the
assets. The University’s policy requires the capitalization of all land and collection purchases
regardless of cost, equipment over $5,000, software, easements, buildings and improvements over
$100,000 and infrastructure over $1,000,000. The University does not capitalize collections of works
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(9)

(h)

(i)

()

of art or historical treasures held for public exhibition, education or research in furtherance of public
service rather than capital gain, unless they were previously capitalized as of June 30, 1999.
Proceeds from the sale, exchange or other disposal of any item belonging to a collection of works of
art or historical treasures must be applied to the acquisition of additional items for the same
collection. Estimated useful lives for capital assets are asfollows:

Useful life Useful life
(in years) (in years)
Buildings: Improvements other than buildings:
Shell 50 Site improvements 20
Service systems 25 Infrastructure 25
Fixed equipment 15
Remodeling 25 M oveable equipment 3-15
Intangibles:
Software 5-10

Deferred Outflow of Resources

Under hedge accounting, the University has determined that the interest rate swap agreements on
bonds payable and certificates of participation, as hedging derivative instruments, are an effective
hedge, and accordingly, changes in the fair values of the interest rate swaps, since being associated
with the related outstanding bonds or certificates, are reported as deferred outflow of resources on
the accompanying balance sheet. Additionally, interest rate swaps reassigned to new debt, after a
refunding of debt that the swap was previously hedging, normally have an other than zero fair value
upon the reassociation. For swaps with a fair value of other than zero upon reassociation with a
hedgeable item, the fair value is amortized as an adjustment to interest expense in a systematic
manner.

Compensated Absences

Accrued compensated absences for University personnel are charged as an operating expense, using
the vesting method, based on earned but unused vacation and sick leave days including the
University’s share of social security and Medicare taxes. At June 30, 2011, the University estimates
that $105,490,000 of the accrued compensated absences liability will be paid out of State of Illinois
General Revenue Fund appropriations to the University in subsequent years, rather than from
unrestricted net assets available at June 30, 2011. The amount associated with future General
Revenue Fund appropriations was calculated based upon the unused vacation and sick leave days
and pay rates for the applicable employees.

Premiums, I ssuance Costs and Deferred Loss on Refundings

Premiums, issuance costs and losses on refundings for bonds and certificates of participation are
deferred and amortized over the life of the debt issue using the straight-line method.

Net Assets

The Entity’s resources are classified into net asset categories and reported in the Balance Sheet.
These categories are defined as (a) invested in capital assets, net of related debt — capital assets net of
accumulated depreciation and related outstanding debt balances attributable to the acquisition,
construction, or improvement of those capital assets, (b) Restricted nonexpendable — net assets
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(m)

restricted by externally imposed stipulations, (c) Restricted expendable — net assets subject to
externally imposed restrictions that can be fulfilled by actions of the Entity pursuant to those
stipulations or that expire by the passage of time, and (d) Unrestricted — net assets not subject to
externally imposed stipulations but may be designated for specific purposes by action of
management or the Board. The Entity first applies restricted net assets when an expense or outlay is
incurred for purposes for which both restricted and unrestricted net assets are available.

Classification of Revenues

The Statement of Revenues, Expenses and Changes in Net Assets classifies the Entity’s fiscal year
activity as operating and nonoperating. Operating revenues generally result from exchange
transactions such as payments received for providing goods and services, including tuition and fees,
net of scholarships and fellowships, certain grants and contracts, sales and services of educational
activities, hospital, medical service plans, and auxiliary enterprises revenues. Certain revenue
sources that the Entity relies on to provide funding for operations including State appropriations,
gifts, on-behaf payments for fringe benefits and investment income are defined by GASB Statement
No. 35, Basic Financial Satements — and Management Discussion and Analysis — for Public
Colleges and Universities, as nonoperating revenues. In addition, transactions related to capital and
financing activities are components of nonoperating revenues.

In fiscal year 2011, $45,000,000 of State appropriations were transferred to the University of Illinois
Hospital Services Fund, which is a special fund established in the State of Illinois Treasury pursuant
to the State Finance Act, 30 ILCS 105/6z-30. This fund is owned and operated by the Illinois
Department of Healthcare and Family Services (IDHFS) and this fund is not part of or a related
organization of the University.

Tuition, Scholarships and Fellowships

Scholarships and fellowships of $221,921,000 and $7,051,000 are netted against student tuition and
fees and auxiliary enterprises revenues, respectively. Stipends and other payments made directly to
students are reported as scholarship and fellowship expense. Net tuition and fees, except for summer
session, are recognized as revenues as they are assessed. The portion of summer session tuition and
fees applicable to the following fiscal year is deferred.

Patient Services Revenue — Hospital

With respect to the Hospital, net patient service revenue is reported at the estimated net realizable
amounts due from patients, third-party payors and others for services rendered, including estimated
retroactive adjustments under reimbursement agreements with third-party payors. Retroactive
adjustments are accrued on an estimated basis in the period the related services are rendered and
adjusted in future periods as final settlements are determined. The Hospital has agreements with
third-party payors that provide for payments to the Hospital at amounts different from its established
rates. Payment arrangements include prospectively determined rates per discharge reimbursed costs,
discounted charges and per diem payments. Approximately 96% of the Hospital’ s net patient service
revenues were derived from Medicare, Medicaid, Blue Cross and managed care programs for the
year ended June 30, 2011. Payments under these programs are based on established program rates or
cost, as defined, of rendering services to program beneficiaries. The Hospital provides contractual
allowances on a current basis for the differences between charges for services rendered and the
expected payments under these programs. For the year ended June 30, 2011, the contractual
allowances totaled $1,019,690,000.
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The University provides care without charge or at amounts at less than its established rates to
patients who meet the criteria of its charity care policy. Because the University does not pursue
collection of amounts determined to qualify as charity care, they are not reported as revenue.
Consideration for eligibility of charity care is based on the application of the University’s charity
care policy and includes patient qualification criteria, financial resource criteria and service criteria.
The University does not include the unreimbursed cost of providing care to Medicaid and Medicare
patients as charity care.

The net cost of charity care provided in 2011 was approximately $16,154,000, a decrease of 2% from
the prior year. The net cost of charity careis determined by the total charity care cost less any patient
related revenue due to the sliding scale payments or other patient specific resources. Most of the
patient specific resources came from the Center for Medicare & Medicaid Services 1011 program
reimbursement.

Classification of Expenses

The magjority of the Entity’s expenses are exchange transactions which GASB defines as operating
expenses for financial statement presentation. Nonoperating expenses include transfers of state
appropriations and capital financing costs.

Employment Contracts

Employment contracts for certain academic personnel provide for twelve monthly salary payments,
although the contracted services are rendered during a nine-month period. The liability for those
employees who have completed their contracted services, but have not yet received final payment,
was $53,262,000 at June 30, 2011 and is recorded in the accompanying financial statements. This
amount will be paid from amounts specifically included in State of Illinois General Revenue Fund
appropriations to the University for fiscal year 2012 rather than from the unrestricted net assets
available at June 30, 2011.

On-Behalf Payments for Fringe Benefits

In accordance with GASB Statement No. 24, Accounting and Financial Reporting for Certain
Grants and Other Financial Assistance, the University reported payments made to the State
Universities Retirement System on behalf of the Entity for contributions to retirement programs for
Entity employees of approximately $321,272,000 for the year ended June 30, 2011. Substantially all
employees participate in group health insurance plans administered by the State of Illinois. The
employer contributions to these plans for University employees paid by State appropriations and
auxiliary enterprises are paid to Central Management Services on behalf of the University and
include postemployment benefits. The employer contributions to these plans on behalf of employees
paid from other University held funds are paid by the University. The on-behalf payments were
approximately $361,929,000 for year ended June 30, 2011. On-behalf payments are reflected as
nonoperating revenues. The corresponding on-behalf expense is reflected as an operating expense
and is alocated by function.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reported period. Actual
results could differ from those estimates.
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Cash, Cash Equivalentsand I nvestments

The carrying amount of the University’s cash totaled $87,406,000 at June 30, 2011. The June 30, 2011
total bank account balances for the University aggregated $111,732,000 and was covered by federal
depository insurance.

Certificates of deposit held by the University totaled $5,800,000 at June 30, 2011 of which $4,900,000
were not covered by federal depository insurance or collateral held by an agent in the University’ s name.

Illinois Statutes require a third-party custodian to perfect the University’s security interest under
repurchase agreements. The University follows industry standards and requires that securities underlying
repurchase agreements must have a fair value of at least 102% of the cost of the repurchase agreement. At
June 30, 2011, the University had repurchase agreements of $488,000 and the market value of securities
underlying these repurchase agreements was $516,000 at June 30, 2011.

Illinois Statutes govern the investment policies of the University. Allowable investments under these
policiesinclude:

. Obligations of the U.S. Treasury, other federal agencies and instrumentalities

. Interest-bearing savings accounts and time deposits of any bank as defined by the Illinois Banking
Act

Corporate bonds, stocks and equities

Commercial paper

Repurchase agreements

Mutual funds

Additionally, the University has real estate and farm properties held as investments by permanent and term
endowments reported at fair value of $58,288,000. The fair value of the real estate and farm properties is
determined by a periodic appraisal