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UNIVERSITY OF LOUISVILLE AND AFFILIATED CORPORATIONS
A Component Unit of the Commonwealth of Kentucky
Management's Discussion and Analysis (Unaudited)
Introduction

The following discussion and analysis provides an overview of the financial position and activities of
the University of Louisville and Affiliated Corporations (the University) for the years ended June 30,
2006, 2005 and 2004. This discussion has been prepared by management and should be read in
conjunction with the financial statements and the notes thereto, which follow this section.

The University is a state supported urban university located in Kentucky’s largest metropolitan area. It
was a municipally supported public institution for many decades prior to joining the state university
system in 1970. The University has three campuses with an enrollment of 21,760 students and 5,764
faculty and staff members. The 287-acre Belknap Campus is three miles from downtown Louisville
and houses eight of the University’s twelve colleges and schools. The Health Sciences Center is
situated in downtown Louisville’s medical complex and houses the University’s health related
programs and the University of Louisville Hospital (Hospital). On the 243-acre Shelby Campus
located in eastern Jefferson County are the National Crime Prevention Institute and the Division of
Distance and Continuing Education. In recent years, the University has also offered expanded campus
courses at both off-site and international locations.

The University offers graduate, professional, baccalaureate, and associate degrees, as well as
certificates, in 189 degree programs through 12 schools and colleges. In the 2005-2006, 2004-2005
and 2003-2004 academic years, the University conferred 4,289, 4,143 and 3,833 degrees, respectively,
consisting of:

2006 2005 2004
Baccalaureate 2,253 2,148 1,890
Masters/Specialist 1,368 1,373 1,325
First Professional 327 333 330
Certificate 68 109 112
Doctorate 144 112 106
Associate 51 48 45
Post Baccalaureate 78 20 25

In an effort to improve Kentucky’s postsecondary education system by the year 2020, the Kentucky
Postsecondary Education Improvement Act of 1997 was passed. Also known as House Bill 1 (HB1),
this legislation established a goal for the University to become a nationally recognized metropolitan
teaching and research university by the year 2008.

The Challenge for Excellence (Challenge): Full Speed Ahead serves as the University’s strategic plan
to achieve national preeminence as a metropolitan teaching and research university. The Challenge
focuses on promoting programmatic areas of distinction and opportunities for excellence within the
current scope of academic programs at the University and is consistent with the University’s
commitment to advancing the intellectual, social and economic development of its diverse communities
and citizens. In addition, the University will promote a challenging and supportive academic
environment and user-friendly student services and selectively develop new academic programs in
targeted areas that meet the interests and needs of students and the state. The Challenge also articulates
specific commitments to support the goal of becoming a preeminent metropolitan university. These
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range from recruiting and retaining the best scholars to creating a culture of excellence and
entrepreneurship throughout the University. Through continued support from the Commonwealth’s
Research Challenge Trust Fund (Bucks for Brains program), the University continues to attract
renowned scholars and researchers to join an already strong faculty. This program has encouraged
private philanthropy and helped move the University’s research agenda forward rapidly. Also through
the Challenge, the University will continue to develop leading-edge facilities for students and faculty in
order to contribute to the quality of our teaching, research, athletics and student life programs.

The University has made enormous strides in its efforts to become a nationally recognized metropolitan
teaching and research university since the Commonwealth of Kentucky (Commonwealth) passed
legislation in 1997 mandating postsecondary education reform. The University reinvested in and
reorganized undergraduate education including the honors program, significantly increased its federal
funding excluding financial aid to $118.2 million, raised the average ACT scores of entering freshmen
to 23.9 in the Fall of 2005, and the number of endowed chairs to 107 for fiscal year 2005. An Aquatic
Facility with an indoor 50-meter pool and diving area designed for use by University athletics and
students and an Indoor Football Practice Facility were completed December 2005. The 117,000 square
foot Belknap Campus Research Building was completed in Spring 2006. The building is to become
home for more than 40 scientists from the College of Arts and Sciences, Speed School of Engineering
and Health Sciences Center engaged in multidisciplinary research. During the Fall of 2005 the
University received a $22 million grant from the National Institute of Allergy and Infectious Diseases
to build a 37,000 square foot Level 3 biosafety lab on its Shelby Campus with an estimated total cost of
$34.6 million including local match and equipment costs. The lab is geared to developing vaccines to
fight bioterrorism and emerging infectious diseases.

The University is dedicated to education reform and strives to achieve the goals established by the
Commonwealth in an effort to improve the quality of life for the citizens of our metropolitan area and
the Commonwealth.

Financial Highlights

e The University’s financial position remains strong at June 30, 2006, with assets of $824.5 million
and liabilities of $259.8 million. Net assets, which represent the residual interest in the
University’s assets after liabilities are deducted, were $564.7 million as of June 30, 2006.

e Gross tuition and fees were $144.9 million for the year ended June 30, 2006, an increase of $15.6
million, or 12% compared to the $129.3 million reported in the previous year. Approved tuition
rate increases for 2005-06 generated approximately $10.5 million in additional tuition revenues as
well as increased enrollments, which contributed an additional $4.4 million.

o Total general fund appropriations from the Commonwealth were $166.9 million for the year.
Appropriations and certain other revenues and expenses are reported under Government
Accounting Standards Board (GASB) Statement No. 35 as nonoperating revenues.

e Operating revenues amounted to $464.0 million and operating expenses were $628.6 million
resulting in a net operating loss of $164.6 million. When adjusted for $166.9 million in state
appropriations and $30.0 million in other net nonoperating revenues, net assets of the University
increased by $32.3 million for the year ended June 30, 2006.

Using the Financial Statements
The University’s financial report includes three financial statements: the Statements of Net Assets; the

Statements of Revenues, Expenses and Changes in Net Assets; and the Statements of Cash Flows.
These financial statements are prepared in accordance with GASB principles.
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Significant presentations within the financial statements include:

e Revenues and expenses are categorized as either operating or nonoperating. Significant recurring
sources of the University’s revenues, including state appropriations, gifts and investment income

(loss) are considered nonoperating.

e Scholarships and fellowships applied to student accounts are shown as a reduction of student
tuition, while stipends and other payments made directly to students continue to be presented as

scholarship and fellowship expenses.

o Capital assets are recorded net of the effects of accumulated depreciation.

Depreciation is

recognized on the straight-line basis, over the estimated useful lives of the capital assets, as an

operating expense.

Statements of Net Assets

The statements of net assets present the financial position of the University at the end of the fiscal year
and include all assets and liabilities of the University. Net assets, the difference between total assets
and total liabilities, provide a snapshot of the current financial condition of the University at the end of
a fiscal year. The change in net assets indicates whether the overall financial condition has improved
or worsened during the year. Assets and liabilities are generally measured using current values.
Pledges receivable with payment terms greater than one year are discounted. Capital assets are stated
at historical cost less accumulated depreciation. The University’s assets, liabilities and net assets at

June 30, 2006, 2005 and 2004 are summarized below:

Condensed Statements of Net Assets
June 30, 2006, 2005 and 2004
(In Thousands)

2006 - 2005 2005 - 2004
2006 2005 2004 Change Change
ASSETS
Current assets $ 145,631 $ 164,228 $ 163,914 $ (18,597) % 314
Long-term investments 72,115 35,259 32,086 36,856 3,173
Capital assets, net 553,302 523,600 480,845 29,702 42,755
Other 53,404 59,137 78,920 (5,733) (19,783)
Total assets 824,452 782,224 755,765 42,228 26,459
LIABILITIES
Current liabilities 109,250 92,143 82,742 17,107 9,401
Noncurrent liabilities 150,553 157,687 169,224 (7,134) (11,537)
Total liabilities 259,803 249,830 251,966 9,973 (2,136)
NET ASSETS
Invested in capital assets, net of
related debt 422,666 399,316 358,031 23,350 41,285
Restricted - nonexpendable 1,051 923 818 128 105
Restricted - expendable 54,310 56,800 68,833 (2,490) (12,033)
Unrestricted 86,622 75,355 76,117 11,267 (762)
Total net assets $ 564,649 $ 532,394 $ 503,799 $ 32,255 $ 28,595




Assets

As of June 30, 2006, total assets of $824.5 million exceed liabilities of $259.8 million by a ratio of
3:1, consistent with the ratio as of June 30, 2005. Current assets amounting to $145.6 million consist
primarily of cash of $35.0 million, short-term investments of $42.3 million, and loans, accounts and
contributions receivable of $46.8 million.

Capital assets, net of accumulated depreciation amount to $553.3 million or 67% of total assets. Other
noncurrent assets consist of restricted cash primarily related to construction commitments of $17.8
million, long-term investments of $72.1 million and loans, accounts and contributions receivable of
$25.2 million.

Investments increased $41.1 million, attributed to improved cash flow derived from grants and
contracts and the operation of clinics. The restricted cash and cash equivalents decreased $5.1 million
due to the near completion of construction on capital projects in progress as of July 1, 2005 including
Belknap Research Building ($8.3 million) and the Natatorium ($2.3 million). Biomedical Research IlI
decreased $2.5 million due to the expenditure of funds allotted to meet costs of design. These
decreases were partially offset by the receipt of interim financing for the purchase of land for and
construction of a baseball stadium ($5.9 million). Loans, accounts and contributions receivable
decreased $16.7 million due mainly to improved collection of amounts due under grants and contracts
and pledges due to the University of Louisville Athletic Association, Inc. (Association).

Liabilities

As of June 30, 2006, the University’s $259.8 million in total liabilities consist of $109.3 million in
current liabilities and $150.5 million in noncurrent liabilities. Accounts payable and accrued liabilities
of $44.0 million and $45.1 million of deferred revenue comprise 82% of total current liabilities.
Current deferred revenue increased $13.4 million, mainly due to an increase in deferred receipts from
University of Louisville Research Foundation grants and contracts ($5.5 million), advances from
Jewish Hospital for the construction of a Cardiovascular Innovation Institute (3.6 million), and for the
deferral of summer tuition and financial aid ($1.3 million).

Noncurrent liabilities consist chiefly of $114.3 million in bonds and notes payable. This represents
the portion of bonds, notes, and leases payable due in excess of one year. The $7.1 million decrease in
noncurrent liabilities relates primarily to the $5.7 million decrease in bonds and notes payable. The
decrease in bonds and notes payable resulted from scheduled principal payments of $18.7 million
offset by the issuance of $10.5 million of Kentucky Asset Liability Commission interim project notes
and $4.0 million of capital leases.

Net Assets

Net assets represent the residual interest in the University’s assets after liabilities are deducted. The
University’s net assets at June 30, 2006 were $564.7 million. A review of the University’s statements
of net assets at June 30, 2006 and 2005 reflects the University’s prudent management of its financial
resources as provided through appropriations from the Commonwealth, private donations transferred
from the University of Louisville Foundation, Inc. (Foundation) and research initiatives. Stability also
prevails due to budgetary controls, maintaining and preserving existing assets and conservative
utilization of debt.

The Statements of Revenue, Expenses and Changes in Net Assets detail the changes in net assets.

The University’s total net assets are summarized into four major categories in accordance with
GASB Statement No. 35 reporting requirements which are shown on the following page:
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Invested in capital assets, net of related debt - $422.7 million

The University’s $422.7 million in net capital assets represent land, buildings, equipment and
depreciable library materials, net of accumulated depreciation and debt attributable to the acquisition,
construction or improvement of those assets.

Restricted nonexpendable net assets - $1.1 million

Restricted nonexpendable net assets consist of those net assets that may not be spent due to externally
imposed restrictions from external sources such as creditors, donors, laws or government regulations.

These net assets are permanent endowments owned by the Association. The principal, as specified by
donors, is invested in perpetuity and may not be spent. Permanent endowments donated for the
benefit of the University are invested by the Foundation.

Restricted expendable net assets - $54.3 million

Restricted expendable net assets also represent net assets that are subject to externally imposed
restrictions governing their use for a particular purpose or period of time. The University’s most
significant net assets in this category as of June 30, 2006 consist of expendable net assets restricted
for debt service ($25.9 million), capital projects ($13.9 million) and institutional support ($5.1
million) relating primarily to the operation of the Hospital and funds restricted within the
Association. The net assets remain restricted until a contract is completed or the restrictions are
otherwise expired.

Unrestricted net assets - $86.6 million

Unrestricted net assets result primarily from net operating income in excess of expenses. Although
unrestricted net assets are not subject to externally imposed stipulations, substantially all of the
University’s unrestricted net assets have been designated for various academic programs, research
initiatives, as well as capital projects.

Capital Assets

Actual capital additions totaled $61.0 million in 2006. Capital additions consisted mainly of $32.9
million in additions to construction in progress, $14.9 million in investments in equipment, including
information technology and $8.5 million investment in library materials.

Construction in process at June 30, 2006 includes $7.5 million related to the Cardiovascular
Innovation Institute, and $2.8 million related to the Biomedical Research I11.

Prior year discussion

Total assets increased $26.5 million to $782.2 million as of June 30, 2005. The restricted cash and
cash equivalents decreased $24.1 million due to the near completion of construction of capital
projects including the Belknap Research Building and the Natatorium. Capital assets increased $42.8
million, net of accumulated depreciation. Loans, accounts and contributions receivable increased
$15.1 million due to increases related to sponsored agreements, pledges from external donors to the
Association and from the UMC affiliation agreement.

Liabilities decreased $2.2 million from $252.0 million at June 30, 2004 to $249.8 million at June 30,
2005. The decrease is the result of scheduled $16.7 million principal payments partially offset by the
issuance of $4.2 million of bonds, $0.7 million of capital leases and an increase in the deferral of
receipts to the Association of $3.2 million.
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Net assets increased $28.6 million as compared to June 30, 2004. The $28.6 million increase reflects
the University’s prudent management of its financial resources, continuing investment in plant and
conservative utilization of debt.

Statements of Revenues, Expenses and Changes in Net Assets
The statements of revenues, expenses and changes in net assets present the University’s results of

operations. Condensed statements of the University’s revenues, expenses and changes in net assets
for the years ended June 30, 2006, 2005 and 2004, are summarized below:

Condensed Statements of Revenues, Expenses and Changes in Net Assets
Years ended June 30, 2006, 2005 and 2004
(In Thousands)

2006-2005 2005 - 2004

2006 2005 2004 Change Change
OPERATING REVENUES
Student tuition and fees, net $ 110356 $ 98901 $ 87218 $ 11455 $ 11,683
Clinical services and practice plan 141,768 130,962 121,657 10,806 9,305
Grants and contracts 149,874 147,586 124,495 2,288 23,091
Facilities and administrative cost recoveries 18,623 17,122 14,861 1,501 2,261
Other 43,408 36,629 35,845 6,779 84
Total operating revenues 464,029 431,200 384,076 32,829 47,124
OPERATING EXPENSES
Depreciation 31,387 29,086 28,249 2,301 837
Other 597,262 556,435 525474 40,827 30,961
Total operating expenses 628,649 585,521 553,723 43,128 31,798
NONOPERATING REVENUES (EXPENSES)
State appropriations 166,922 156,323 155,544 10,599 779
Other nonoperating revenues 29,953 26,593 32,392 3,360 (5,799)
Total nonoperating revenues 196,875 182,916 187,936 13,959 (5,020)
Increase in net assets 32,255 28,595 18,289 3,660 10,306
Net assets at beginning of year 532,394 503,799 485,510 28,595 18,289
Net assets at end of year $ 564649 $ 532394 $ 50379 $ 32255 $ 2859%

Operating Revenues

Tuition and state appropriations provide the chief sources of support for the University's academic
programs. Revenues from tuition, clinical services, and grants and contracts are classified as
operating revenues as defined by GASB Statement No. 35. Other revenue sources, such as state
appropriations and investment income are considered nonoperating revenues.

Student tuition and fees, net of allowances for scholarships and fellowships of $34.5 million and $30.4
million, were $110.4 million and $98.9 million, or 24% and 23% of total operating revenues for the
years ended June 30, 2006 and 2005, respectively. Gross tuition and fees revenues increased $15.6
million, or 12% compared to the previous year. This was due mainly to approved tuition rate increases
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of $10.5 million and increased enrollments of $4.4 million. The increase was offset by the increase in
tuition discount of $4.1 million, due mainly to increased scholarships related to the increase in tuition
rates.

Clinical services and practice plan revenue amounted to $141.8 million and $131.0 million or 31%
and 30% of total operating revenues for the years ended June 30, 2006 and 2005, respectively. These
revenues relate to patient care performed in clinics under contractual arrangements with governmental
and private insurers, laboratory services and clinical support provided by affiliated hospitals and the
University’s professional practice plan. Clinical services and practice plans revenue increased by
$10.8 million primarily due to increased revenue from hospital profits and operation of the University
clinics.

Revenues for research grants and contracts were $149.9 million and $147.6 million in 2006 and 2005,
respectively. The increase of $2.3 million is a result of decreased federal grants of $3.4 million offset
by increases in state and local grants of $1.6 million and nongovernmental grants of $4.1 million. The
increase in state and local grants was reflected in the receipt of matching funding from the
Commonwealth for cancer research purposes. The monies derived from the tobacco excise tax
advance the University’s goal of becoming a nationally recognized cancer treatment center. The
University receives revenues for research and contracts from government and private sources, which
normally provide for the recovery of direct and indirect costs. Facilities and administrative cost
recoveries for the years ended June 30, 2006 and 2005 were $18.6 million and $17.1 million,
respectively. The University of Louisville Research Foundation, Inc. (Research Foundation) is
committed to reach the research goals in the Challenge.

The following is a graphic illustration of revenues by source that are used to fund the University’s
operating activities for the years ended June 30, 2006, 2005 and 2004 (in millions).

Operating Revenues
Years ended June 30, 2006, 2005 and 2004

@ Student tuition and fees
O Clinical services
OGrants and contracts
O F&A cost recoveries

M Other




Operating Expenses

Operating expenses amounted to $628.6 million and $585.5 million and exceeded operating revenues
by $164.6 million and $154.3 million for the years ended June 30, 2006 and 2005, respectively. When
offset by total nonoperating revenues of $196.9 million and $182.9 million, total net assets for the year
increased by $32.3 million and $28.6 million for the years ended June 30, 2006 and 2005, respectively.

Operating expenses increased by $43.1 million or 7% over the amount reported in the previous year.
These increases relate mainly to Instruction, $10.0 million and Public service, $11.9 million and reflect
the efforts of the University to reach the goals established in the Challenge for Excellence.

On the following pages are graphic illustrations of total expenses by functional and natural categories
for the years ended June 30, 2006, 2005 and 2004 (in millions):

Operating expenses by functional category
Years ended June 30 2006, 2005, and 2004

M Instruction

O Research

W Public service

O Academic support

H Other

O Intercollegiate athletics
O Depreciation
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Operating expense by natural category
Years ended June 30, 2006, 2005, and 2004

O Salaries and wages

B Employee benefits

O Utilities

O Scholarships and fellowships
@ Depreciation

O Supplies and other services

2006 2005 2004

The University is committed to recruiting and retaining an outstanding faculty and staff and the
compensation package is one way to successfully compete with peer institutions and nonacademic
employers. The resources expended for compensation and benefits were $397.3 million and $375.1
million in 2006 and 2005, respectively.

Nonoperating Revenues (Expenses)

General appropriations amounting to $166.9 million and $156.3 million were the most significant
nonoperating revenues for the years ended June 30, 2006 and 2005, respectively.

In total, nonoperating revenues increased $14.0 million from the prior year. State appropriations
increased $10.6 million. Gifts increased $4.1 million primarily for funds pledged to the Association.
Other nonoperating expense decreased $3.5 million from the prior year, due primarily to the inclusion
in 2005 of a nonrecurring expense of $4.4 million related to the use of non-state appropriation funds to
cover state budget cuts.

Prior year discussion

Gross tuition and fees revenues increased $15.7 million, or 14% compared to the previous year. This
was due mainly to approved tuition rate increases of $11.3 million and increased enrollments of $2.5
million. Clinical services and practice plan revenue amounted to $131.0 million and $121.7 million or
30% and 32% of total operating revenues for the years ended June 30, 2005 and 2004, respectively.
This is a net increase of $9.3 million. Revenues for research grants and contracts were $147.6 million
and $124.5 million in 2005 and 2004, respectively, an increase of $23.1 million.

Operating expenses increased by $31.8 million or 6% over the amount reported in the previous year.
These increases relate mainly to Instruction, $8.0 million; Research, $14.2 million; and Intercollegiate
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Athletics, $5.2 million and reflect the efforts of the University to reach the goals established in the
Challenge.

In total, nonoperating revenues recognized during the fiscal year ended June 30, 2005 decreased $5.0
million compared to fiscal year ended June 30, 2004. Other nonoperating expense increased $5.3
million over the fiscal year ended June 30, 2004, due to a nonrecurring expense of $4.4 million related
to the use of non-state appropriation funds to cover budget cuts during the fiscal year ended June 30,
2005.

Statements of Cash Flows

The statements of cash flows provide additional information about the University’s financial results by
reporting the major sources and uses of cash. The condensed statements of cash flows for the years
ended June 30, 2006, 2005 and 2004 are summarized below:

Condensed Statements of Cash Flows
Years ended June 30, 2006, 2005 and 2004
(In Thousands)

2006 - 2005 2005 - 2004
2006 2005 2004 Change Change
Cash (used)/provided by:
Operating activities $ (103,557) $ (131,580) $(129,034) $ 28,023 $ (2,546)
Noncapital financing activities 191,666 171,735 179,669 19,931 (7,934)
Capital and related financing activities (64,252) (81,060) (24,771) 16,808 (56,289)
Investing activities (34,143) 12,761 (4,629) (46,904) 17,390
Net (decrease)/increase in cash and cash

equivalents (10,286) (28,144) 21,235 17,858 (49,379)
Cash and cash equivalents, beginning of year 63,057 91,201 69,966 (28,144) 21,235
Cash and cash equivalents, end of year $ 52,771 $ 63,057 $ 91,201 $ (10,286) $ (28,144)

The University's cash and cash equivalents decreased $10.3 million due to cash used for operating
purposes of $103.6 million, capital and related financing activities of $64.3 million and investing
activities of $34.1 million.  These funds used were offset by the funds provided by noncapital
financing activities of $191.6 million.

Cash used for operating activities decreased $28.0 million due to an increase of $26.2 million from
grants and contracts, $13.0 million from student tuition and fees and $16.4 million from clinical
services and practice plan revenue. Grants and contracts increased due to improved billing of
sponsors.  Student tuition and fees reflects an increase in the tuition rate averaging 9.75% and
improved enrollment. Clinical services revenue increased for the operation of the University’s clinics
and for hospital profits. Partially offsetting the above was an increase in payments to employees of
$17.9 million.

Cash from noncapital financing activities increased $19.9 million primarily due to a $10.6 million
increase in the state appropriation and a $3.6 million increase in gifts. The increase in gifts resulted
primarily from the collection by the Association.

Cash used for capital and related financing activities decreased $16.8 million, due mainly to a net
decrease of $13.5 million in cash used to purchase capital assets and an increase of $6.3 million in
cash proceeds from the issuance of long-term debt. During the fiscal years ended June 30, 2006 and
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June 30, 2005, the University issued bonds and notes payable totaling approximately $10.5 and $4.2
million respectively.

Cash from investing activities decreased due mainly to a net purchase of $39.7 million in investments
for the fiscal year ended June 30, 2006 as compared to a net sale of $8.1 million for the fiscal year
ended June 30, 2005.

Prior year discussion

For the fiscal year ended June 30, 2005, the University's cash and cash equivalents decreased $28.1
million due to cash used for operating purposes of $131.6 million and capital and related financing
activities of $81.1 million. These funds used were partially offset by funds provided by noncapital
financing activities of $171.7 million and investing activities of $12.8 million.

Cash from noncapital financing activities decreased due to a $3.0 million decrease in transfers from
the Foundation for construction and a $4.8 million increase in the use of cash for other noncapital
financing activities due to a payment to meet a budget cut affecting non-state appropriation funds.

Cash used for capital and related financing activities increased $56.3 million, due mainly to the net
$34.0 million decrease in cash received from the issuance of long-term debt and an increase in cash
used to purchase capital assets ($35.2 million).

Cash from investing activities increased due mainly to a net sale of $8.1 million in investments
for the fiscal year ended June 30, 2005 as compared to a net purchase of $8.1 million for the
fiscal year ended June 30, 2004.

Economic Factors that May Affect the Future

The University remains firmly committed to the tenets and vision of HB1, the Postsecondary
Education Improvement Act. This vision has set the University on course to become a “premiere
metropolitan research University” by the year 2020. The University is committed to making the
Commonwealth’s vision a reality through the Challenge, a 10-year “roadmap” specifying goals and
guantifiable benchmarks to ensure progress is made to achieve this long-term goal. The Challenge is
the heart of a strategic plan that already has led to record public and private support, significant growth
in extramural research, increased interest in the University from highly qualified students and new
economic and community initiatives benefiting citizens throughout the Commonwealth.

In April 2006, the Kentucky legislature enacted a comprehensive 2006-08 budget plan for the
Commonwealth. Included in the enacted budget was a $3.4 million increase in benchmark funding for
the University. This amount was only 25% of the Council on Postsecondary Education’s (CPE)
original $13.5 million funding request for the University. While disappointing for fiscal year 2006-07,
the University did fare better in the second year of the state budget.

Specifically the budget includes $3.4 million for base funding distributed based upon the CPE’s
“Funding Distribution Methodology.” Other changes to the University’s base appropriation include an
additional $0.3 million to fund the University Medical Center’s Quality and Charity Care Trust
(QCCT) cost escalator, $0.3 million earmarked for the Equine Industry Program in the College of
Business and a minor technical adjustment to the base appropriation. The University’s appropriation
also includes a scheduled $0.2 million decrease in state-supported debt service. The CPE’s budget
includes pass-through funds of $0.5 million earmarked for research infrastructure at the University.
These funds will be transferred to the University after July 1, 2006.

The University continues to finalize fund raising efforts for the Endowment Match Program (a.k.a.
Bucks for Brains Program). To date, the University has matched approximately $94.7 million with the
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final additional pledges forthcoming. This program is a bold initiative that continues to return
economic and intellectual dividends for the University and the Commonwealth.

The University does not record a liability for post-employment retiree health benefits. Governmental
Accounting Standards require that this liability be recognized in the financial statements for fiscal
periods beginning after December 15, 2006. Based on preliminary actuarial calculations, the
University expects the actuarial accrued liability at July 1, 2007 to be approximately $68.8 million and
the annual required contribution to be $7.4 million for the fiscal year ended June 30, 2008. The
University is not required and does not plan to fund the actuarial accrued liability.
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University of Louisville and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky
Statements of Net Assets
As of June 30, 2006 and 2005
(In Thousands)

2006 2005
ASSETS
Current Assets
Cash and cash equivalents $ 34,955 40,172
Deposit with bond trustee 14,924 14,741
Short-term investments 42,258 38,057
Loans, accounts and contributions receivable, net 46,829 60,870
Due from University of Louisville Foundation, Inc. 249 2,118
Inventories 1,760 1,554
Other assets 4,656 6,716
Total current assets 145,631 164,228
Noncurrent Assets
Restricted cash and cash equivalents 17,816 22,885
Deposit with bond trustee 8,427 8,482
Loans, accounts and contributions receivable, net 25,155 27,770
Investments held with University of Louisville Foundation, Inc. 34,539 33,326
Other long-term investments 37,576 1,933
Other long-term assets 2,006 -
Capital assets, net 553,302 523,600
Total non current assets 678,821 617,996
Total assets 824,452 782,224
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 44,041 41,080
Deferred compensation and wages payable 1,210 2,177
Deferred revenue 45,087 31,697
Note payable to University of Louisville Foundation, Inc., current 500 500
Bonds and notes payable, current 18,412 16,689
Total current liabilities 109,250 92,143
Noncurrent Liabilities
Due to University of Louisville Foundation, Inc. 3,705 4,400
Deferred compensation and wages payable 5,841 5,653
Note payable to University of Louisville Foundation, Inc. 316 316
Deposits 6,921 6,810
Deferred revenue 968 1,182
Amounts due to federal government for student loan programs 16,755 16,951
Other long-term liabilities 1,737 2,338
Bonds and notes payable 114,310 120,037
Total noncurrent liabilities 150,553 157,687
Total liabilities 259,803 249,830
NET ASSETS
Invested in capital assets, net of related debt 422,666 399,316
Restricted for:
Nonexpendable
Scholarships and fellowships 1,051 923
Expendable
Scholarships and fellowships 411 203
Research 806 2,153
Instruction 1,767 1,698
Public service 2,124 1,921
Academic support 216 -
Institutional support 5,115 5,557
Student Services 8 10
Loans 3,585 3,150
Capital projects 13,887 15,523
Debt service 25,918 25,321
Other 473 1,264
Unrestricted 86,622 75,355
Total net assets $ 564,649 532,394

See notes to the financial statements
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University of Louisville Foundation, Inc. and Affiliate
Consolidated Statements of Financial Position

June 30, 2006 and 2005
(In Thousands)

ASSETS

Cash and cash equivalents
Accounts, notes, and accrued interest receivable

Loan receivable from the University of Louisville Athletic Association, Inc.

Prepaid expenses
Contributions receivable
Due from University of Louisville
Investments
Funds held in trust by others
Restricted investments
Other assets
Capital assets, net
Total assets

LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable
Funds held in trust for others
Bonds payable
Other
Due to University of Louisville
Total liabilities

Net assets:
Unrestricted:
Unrestricted - designated
Unrestricted - undesignated
Total unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

See notes to the financial statements
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2006 2005
$ 11,579 $ 14,706
8,402 4,838
4,205 4,900
1,102 871
38,125 37,547
67 -
688,501 611,830
44,407 44,957
7,337 4,285
29 -
54,528 42,667
$ 858,282 $ 766,601
$ 4,038 $ 4323
46,145 43,451
53,548 37,729
9,863 8,666
- 1,802
113,594 95,971
367,840 331,751
19,795 19,029
387,635 350,780
47,979 44,982
309,074 274,868
744,688 670,630
$ 858,282 $ 766,601




University of Louisville and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky
Statements of Revenues, Expenses and Changes in Net Assets
Years Ended June 30, 2006 and 2005
(In Thousands)

2006 2005
REVENUES
Operating revenues
Student tuition and fees, net of scholarship allowance of
$34,518 in 2006 and $30,352 in 2005 $ 110,356 $ 98,901
Clinical services and practice plan 141,768 130,962
Federal grants and contracts 109,296 112,663
State and local grants and contracts 26,282 24,662
Nongovernmental grants and contracts 14,296 10,261
Sales and services of educational departments 2,271 1,607
Facilities and administrative cost recoveries 18,623 17,122
Auxiliary enterprises, net of discount of $759
in 2006 and $719 in 2005 9,626 9,762
Intercollegiate athletics 29,693 23,458
Other operating revenues 1,818 1,802
Total operating revenues 464,029 431,200
EXPENSES
Operating expenses
Instruction 196,149 186,105
Research 116,670 114,598
Public service 68,479 56,542
Academic support 54,279 49,870
Student services 16,761 14,821
Institutional support 36,534 36,511
Operation & maintenance of plant 38,039 31,977
Scholarships/fellowships 27,190 25,170
Auxiliary enterprises 2,673 3,061
Intercollegiate athletics 40,488 37,780
Depreciation 31,387 29,086
Total operating expenses 628,649 585,521
Operating loss (164,620) (154,321)
NONOPERATING REVENUES (EXPENSES)
State appropriations 166,922 156,323
Gifts 20,312 16,205
Investment income 5,730 3,996
Realized and unrealized gain on investments 2,066 2,219
Interest on capital asset-related debt (4,848) (4,871)
Other nonoperating revenues/(expenses) 64 (3,468)
Net nonoperating revenues 190,246 170,404
Income before other revenues, expenses, gains and losses 25,626 16,083
Capital gifts 3,435 9,887
Net assets transferred from University of Louisville Foundation, Inc. 3,194 2,625
Total other expenses 6,629 12,512
Increase in net assets 32,255 28,595
NET ASSETS
Net assets-beginning of year 532,394 503,799
Net assets-end of year $ 564,649 $ 532,394

See notes to the financial statements
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University of Louisville Foundation, Inc. and Affiliate
Consolidated Statements of Activities
Years Ended June 30, 2006 and 2005
(In Thousands)

Unrestricted Temporarily restricted Permanently restricted Totals
2006 2005 2006 2005 2006 2005 2006 2005
REVENUES, GAINS AND OTHER SUPPORT
Gifts $ 15941 $ 22,703 $ 2,659 $ 11661 $ 14,706 $ 9,766 $ 33,306 $ 44,130
Research Challenge Trust Fund - - - - 20,050 8,029 20,050 8,029
Investment income 2,155 1,375 - - - - 2,155 1,375
Endowment income 9,104 10,531 583 616 - - 9,687 11,147
Net realized and unrealized gain (loss) on investments 62,399 51,820 2,226 910 (550) 735 64,075 53,465
Residence hall income 4,278 4,194 - - - - 4,278 4,194
Change in fair value of interest rate swap agreements 500 666 - - - - 500 666
Other 1,076 1,104 5 4 - - 1,081 1,108
Net assets released from restrictions:
Satisfaction of program restrictions 1,964 2,027 (1,964) (2,027) - - - -
Expiration of time restrictions 512 1,103 (512) (1,103) - - - -
Total revenues, gains and other support 97,929 95,523 2,997 10,061 34,206 18,530 135,132 124,114
EXPENSES
Contributions to various University departments 3,194 2,625 - - - - 3,194 2,625
Payments on behalf of the University of Louisville for:
Instruction 3,959 3,977 - - - - 3,959 3,977
Research 18,048 13,140 - - - - 18,048 13,140
Public service 1,347 857 - - - - 1,347 857
Academic support 10,114 10,833 - - - - 10,114 10,833
Student services 153 49 - - - - 153 49
Institutional support 7,130 3,950 - - - - 7,130 3,950
Operation and maintenance of plant 1,723 823 - - - - 1,723 823
Scholarships/fellowships 5,886 6,149 - - - - 5,886 6,149
Payments to annuitants and present value adjustment 507 1,103 - - - - 507 1,103
Interest expense 1,801 1,792 - - - - 1,801 1,792
Residence hall operations, including depreciation 3,125 3,281 - - - - 3,125 3,281
General and administrative, including fundraising 4,087 3,680 - - - - 4,087 3,680
Total expenses 61,074 52,259 - - - - 61,074 52,259
Net change in assets from operations 36,855 43,264 2,997 10,061 34,206 18,530 74,058 71,855
Net assets at beginning of year 350,780 307,516 44,982 34,921 274,868 256,338 670,630 598,775
Net assets at end of year $ 387,635 $ 350,780 $ 47,979 $ 44,982 $ 309,074 $ 274,868 $ 744,688 $ 670,630

See notes to the financial statements
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University of Louisville and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky
Statements of Cash Flows
Years Ended June 30, 2006 and June 30, 2005
(In Thousands)

2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Student tuition and fees $ 110,940 $ 97,952
Clinical services and practice plan 145,707 129,276
Grants and contracts 166,066 139,905
Sales and services of educational departments 2,336 1,717
Payments to suppliers (129,529) (127,948)
Payments for utilities (15,374) (12,541)
Payments to employees (313,068) (295,142)
Payments for benefits (67,444) (62,251)
Payments for scholarships and fellowships (23,359) (21,230)
Loans issued to students and employees 291 (1,492)
Aucxiliary enterprises 9,797 9,664
Facilities and administrative cost recoveries 18,623 17,123
Intercollegiate athletics, net (10,294) (8,951)
Other receipts 1,751 2,338
Net cash used by operating activities (103,557) (131,580)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State appropriations 166,922 156,323
Gifts and grants 21,433 17,806
Transfers from related entities 2,991 996
Other noncapital financing activities 320 (3,390)
Net cash provided by noncapital financing activities 191,666 171,735
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Payment on Note Payable to ULF, Inc. (500) (500)
Capital gifts received 5,300 7,415
Purchases of capital assets (56,258) (69,748)
Proceeds from issuance of long-tem liabilities 10,530 4,238
Principal paid on long-term liabilities (18,679) (16,847)
Interest paid on long-term liabilities (4,171) (4,770)
Deposits with bond trustee (332) 133
Other capital financing activities - loss on defeasance of bonds (142) (981)
Net cash used by capital and related financing activities (64,252) (81,060)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 35,055 227,145
Purchase of investments (74,744) (219,070)
Investment in Minerva Ventures, LLC - 125
Interest on investments 5,546 4,561
Net cash (used)/provided by investing activities (34,143) 12,761
Net decrease in cash (10,286) (28,144)
Cash and cash equivalents - beginning of year 63,057 91,201
Cash and cash equivalents - end of year $ 52,771 $ 63,057
RECONCILIATION OF NET OPERATING LOSS TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating loss $ (164,620) $ (154,321)
Adjustments to reconcile operating loss to net cash used by operating activities:
Depreciation 31,387 29,086
Loss on equipment disposals 103 120
Forgiveness of loan payable to University of Louisville Foundation, Inc. (195) -
Change in assets and liabilities:
Loans, accounts and contributions receivable, net 14,907 (13,299)
Inventories (205) (154)
Other assets and deferred compensation expense (686) (530)
Accounts payable and accrued liabilities 2,261 3,169
Deferred revenue 11,842 3,341
Deposits 112 (2,955)
Due to University of Louisville Foundation, Inc. 1,840 (1,584)
Deferred compensation and wages payable 142 3,491
Other long-term liabilities (445) 2,056
Net cash used by operating activities $ (103,5557) $ (131,580)
Non cash transactions:
Transfer of equipment from the University of Louisville Foundation, Inc. $ 203 $ 1,443
Capital lease additions $ 4,043 $ 697

See notes to the financial statements
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University of Louisville and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky
Notes to Financial Statements

June 30, 2006 and 2005

1. Nature of Operations, Basis of Presentation and Summary of Significant Accounting Policies

The University of Louisville (University) is a state supported metropolitan research university
located in Kentucky’s largest metropolitan area and is a component unit of the Commonwealth of
Kentucky.

The University has three campuses. The 287-acre Belknap Campus is three miles from downtown
Louisville and houses eight of the University’s twelve colleges and schools. The Health Sciences
Center, consisting of 46 acres, is situated in downtown Louisville’s medical complex and houses
the University’s health related programs. On the 243-acre Shelby Campus located in eastern
Jefferson County are the National Crime Prevention Institute and the Division of Distance and
Continuing Education. In recent years, the University has also offered expanded campus courses
both offsite and at international locations.

a.

Basis of Presentation

The financial statements include the financial position and operations of the University and
the following affiliated corporations, since they are related through certain common
management and trustees:

University of Louisville Athletic Association, Inc. (the Association)
University of Louisville Research Foundation, Inc. (the Research Foundation)

Under the provisions of GASB Statement No. 39, Determining Whether Certain
Organizations Are Component Units, the University reports the University of Louisville
Foundation, Inc. and Affiliate (the Foundation) as a component unit.

The financial statement presentation required by GASB Statement No. 35 is intended to
provide a comprehensive, entity-wide perspective of the University’s assets, liabilities, net
assets, revenues, expenses, changes in net assets and cash flows.

Pursuant to GASB Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities that Use Proprietary Fund Accounting, the
University has elected to apply the provisions of all relevant pronouncements of the Financial
Accounting Standards Board (FASB) that were issued on or before November 30, 1989, and
do not conflict with or contradict GASB pronouncements.

The separate financial statements of the Association, the Research Foundation, and the
financial statements of the University of Louisville can be found at the following:

http://www.louisville.edu/vpf/financialadm/statements.html
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Cash and Cash Equivalents

The University considers all investments (not held for long-term purposes) with original
maturities of three months or less to be cash equivalents.

Deposits With Bond Trustee

As of June 30, 2006 and 2005, deposits with bond trustee consist of cash and investments in
governmental securities of $3.6 million and $3.9 million, for the Stadium Project Lease
Revenue Bonds, respectively; $0.2 million and $0.3 million for the Adjustable Rate Sports
Stadium Revenue Bonds, respectively; and $19.5 million and $19.1 million for the
Educational Building and Housing System Revenue Bonds, respectively.

Investments and Investment Income

Investments in marketable securities and real estate are stated at current market value.
Market value is determined using quoted market prices. Investment income consists of
interest and dividend income and the net change for the year in the fair value of investments
carried at fair value.

Accounts Receivable

Accounts receivable consists of tuition and fee charges to students and charges for auxiliary
enterprise services provided to students, faulty and staff. Accounts receivable is recorded net
of estimated uncollectible amounts.

Loans to Students

The University makes loans to students under various federal and other loan programs. Such
loans receivable are recorded net of estimated uncollectible amounts. The allowance for
uncollectible loans netted against loans to students was approximately $421,000 and
$722,000 at June 30, 2006 and 2005, respectively.

Inventories

Inventories are valued at the lower of cost or market, under the first-in, first-out method.

Capital Assets

Capital assets are stated principally at cost, or estimated market value at date of receipt from
donors. Capital assets are depreciated using the straight-line basis over the estimated useful
lives of the assets as follows: buildings — 40 years, infrastructure — 60 years, land
improvements — 40 years, equipment — 3-15 years, leasehold improvements — 20 years, and
library materials — 10 years. Assets under capital leases are amortized on the straight-line
basis over the estimated useful life of the asset, or the lease term, whichever is shorter.

Deferred Compensation Expense

Deferred compensation expense is recognized as expense over the term of the related
employment agreement.

Deferred Revenue

Revenues of summer school academic terms are reported in the fiscal year earned.
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Compensated Absences

University policies permit most employees to accumulate vacation and sick leave benefits
that may be realized as paid time off or, in limited circumstances, as a cash payment.
Expense and the related liability are recognized as vacation or sick benefits are earned,
whether the employee is expected to realize the benefit as time off or in cash. Compensated
absence liabilities are computed using the regular pay and termination pay rates in effect at
the statement of net assets date plus an additional amount for compensation-related payments
such as social security and Medicare taxes computed using rates in effect at that date.

Net Assets

Net assets of the University are classified in four components. Net assets invested in capital
assets, net of related debt, consist of capital assets net of accumulated depreciation and
reduced by the outstanding balances of borrowings used to finance the purchase or
construction of those assets. Restricted nonexpendable net assets are subject to externally
imposed restrictions that require the University to maintain the assets in perpetuity. Restricted
expendable net assets are noncapital assets that must be used for a particular purpose as
specified by creditors, grantors or donors external to the University, including amounts
deposited with trustees as required by bond indentures, reduced by the outstanding balances
of any related borrowings. Unrestricted net assets are remaining assets less remaining
liabilities that do not meet the definition of invested in capital assets, net of related debt or
restricted expendable.

. Classification of Revenues

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

Operating revenues - Operating revenues include activities that have the characteristics of
exchange transactions, such as (1) tuition, (2) clinical operations, (3) grants and contracts, and
(4) intercollegiate athletic activities.

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

Student Tuition and Fees

Student tuition and fees are presented net of scholarships and fellowships applied to student
accounts. Stipends and other payments made directly to students are presented as scholarships
and fellowships expense.

Clinical Services and Practice Plan Revenue

The University has agreements with third-party payers that provide for payments to the
University at amounts different from its established rates. Clinical services and practice plan
revenues are reported at the estimated net realizable amounts from patients, third-party payers
and others for the services rendered and includes estimated retroactive revenue adjustments
and a provision for uncollectible accounts. Retroactive adjustments are considered in the
recognition of revenue on an estimated basis in the period the related services are rendered
and such estimated amounts are revised in future periods as adjustments become known.
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p. Government Grants

Support funded by grants is recognized as the University performs the contracted services or
incurs outlays eligible for reimbursement under the grant agreements. Grant activities and
outlays are subject to audit and acceptance by the granting agency and, as a result of such
audit, adjustments could be made.

g. Tax Status

As a state institution of higher education, the income of the University is generally exempt
from federal and state income taxes under Section 115(a) of the Internal Revenue Code and a
similar provision of state law. However, the University is subject to federal income tax on
any unrelated business taxable income.

r. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

s. Reclassifications

Certain 2005 amounts have been reclassified to conform with 2006 presentation. These
reclassifications had no effect on the change in net assets.

2. Cash on Deposit and Investments

a. Summary of Carrying Values

The fair market value of deposits and investments as of June 30, 2006 and 2005 are as
follows (in thousands):

2006 2005

Deposits $ 52,771 $ 63,057
Investments

Variable rate demand notes 18,729 18,295
U.S. Treasury obligations 38,160 34,177
U.S. agencies obligations 40,674 4,915
Other government obligations 585 -
External investment pools 3,037 3,851
Investments held with the Foundation 34,539 33,326
Certificates of deposit 1,900 1,900
Annuities 100 75

$ 190,495 $ 159,596
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The deposits and investments shown are included in the statements of net assets as follows (in
thousands):

2006 2005
Included in the following statement
of net assets captions:

Cash and cash equivalents $ 34,955 $ 40,172
Deposit with bond trustee-current 14,924 14,741
Short-term investments 42 258 38,057
Restricted cash and cash equivalents 17,816 22,885
Deposit with bond trustee-noncurrent 8,427 8,482
Investments held with the Foundation 34,539 33,326
Other long-term investments 37,576 1,933

$ 190,495 $ 159,596

Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the event of a bank failure, a government’s
deposits or collateral securities may not be returned to it. The University currently uses
commercial banks and the Commonwealth of Kentucky (the Commonwealth) as its
depositories. Deposits with commercial banks are substantially covered by federal depository
insurance or collateral held by the bank in the University’s name. At the Commonwealth, the
University's accounts are pooled with other agencies of the Commonwealth. These
Commonwealth-pooled deposits are substantially covered by federal depository insurance or
by collateral held by the Commonwealth in the Commonwealth's name. The custodial credit
risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, a government will not be able to recover the value of investment or collateral
securities that are in the possession of an outside party. Investments in the Common Fund
and Variable Rate Demand Notes are substantially covered by collateral held by the financial
agent. The University does not have a formal policy addressing custodial credit risk.
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At June 30, 2006 and 2005, the University had the following deposits subject to custodial
credit risk as follows (in thousands):

State Overnight
June 30, 2006 Deposits Investments Total
Collateralized with securities
held by the pledging
financial institution $ 1,803 1,803
Collaterized with securities held
by the Commonwealth in the
Commonwealth's name $ 39,537 - 39,5637
Total $ 39,5637 3 1,803 $ 41,340
State Overnight
June 30, 2005 Deposits Investments Total
Uninsured and uncollateralized $ 1,912 $ 1,912
Collateralized with securities
held by the pledging
financial institution 10,030 10,030
Collaterized with securities held
by the Commonwealth in the
Commonwealth's name $ 50,731 - 50,731
Total $ 50,731 $ 11,942 $ 62,673

Interest Rate Risk

Interest rate risk is the risk a government may face should interest rate variances affect the
fair value of investments. The University’s policy is to invest in U.S. government and U.S.
government agency securities, commercial paper, bankers acceptances, and variable rate
demand notes with a maturity not greater than one year. The University has entered into
forward purchase agreements for the investment of bond fund reserves. The provider
financial institution agrees to deliver U.S. Treasury obligations yielding a guaranteed rate at
an amount equal to the scheduled bond fund reserve. The final maturity under these
agreements is May 1, 2023.
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As of June 30, 2006 and 2005, the University had the following investments subject to
interest rate risk (in thousands):
Maturities in years

June 30, 2006 Fair Value Less than 1 15 6-10  More than 10
U.S. Treasury obligations $ 38,160 $ 21662 $ 492 $ 7948 $ 3,588
U.S. Agencies obligations 40,674 23,818 16,856 - -
Other government obligations 585 - 585 - -
Common Fund pool 3,037 3,037 - - -
Certificates of deposit 200 100 100 -

$ 82,656 $ 48617 $ 22503 $ 7948 $ 3588

Maturities in years

June 30, 2005 Fair Value Less than 1 1-5 6-10 More than 10
U.S. Treasury obligations $ 4177 $ 9736 $ 11725 $ 8927 $ 3789
U.S. Agencies obligations 4915 4915 - - -
Common Fund pool 3,851 3,851 - - -
Certificates of deposit 200 200 - - -

$ 43,143 $ 18702 $ 11725 $ 8927 $ 3,789

Credit Risk

Credit risk is the risk that the issuer or other counterparty to an investment will not fulfill its
obligations. By University policy, commercial paper must be rated the highest (A-1/P-1) by
at least one rating service and by each rating service rating said credit. Banker’s acceptances
must be issued by a bank having a Thomson Bank Bankwatch rating of A or A/B. Variable
rate demand notes must be backed by an unconditional letter of credit issued by a domestic
bank having outstanding commercial paper rated the highest (A-1/P-2) by at least one rating
service and by each rating service rating said credit. All commercial paper and banker’s
acceptances must be issued by domestic entities. The Commonwealth investment pool can
invest in U.S. treasuries and agencies; commercial paper or asset backed securities rated in
the highest category by a nationally recognized rating agency; certificates of deposit, bankers
acceptances, state or local government securities and corporate, Yankee and Eurodollar
securities rated in one of the three highest categories by a nationally recognized rating
agency; shares of mutual funds (up to 10%); and state and local property tax certificates of
delinquency secured by interests in real estate.
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As of June 30, 2006 and 2005 the University had the following deposits and investments
exposed to credit risk as follows (in thousands):

S&P Credit Ratings

June 30, 2006 Al+/P1 Al/P1 AAA Not Rated No Risk Total
Variable rate demand notes $ 980 $ 16,842 $ 907 $ 18,729
External investment pools - - $ 3,037 - 3,037
Investment held with the

Foundation - - - $ 34,539 - 34,539
$ 980 $ 16,842 $ 3,037 $ 34,539 $ 907 $ 56,305
S&P Credit Ratings

June 30, 2005 Al+/P1 Al/P1 AAA Not Rated No Risk Total
Variable rate demand notes $ 1,115 $ 16,237 $ 943 3% 18,295
External investment pools - - $ 3,851 - 3,851
Investment held with the

Foundation - - - $ 33,326 - 33,326
$ 1,115 $ 16,237 $ 3,851 $ 33,326 $ 943 $ 55,472

e. Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s
investment in a single issuer, excluding investments issued or explicitly guaranteed by the
U.S government and investments in mutual funds, external investment pools and other pooled
investments.

At June 30, 2006 and 2005, the University has no investments in any one issuer as defined
above that represent 5% or more of total investments.

The asset allocation for investments held with the Foundation as of June 30, 2006 and 2005
was as follows:

2006 2005

Preferred and common stock 34% 38%
Corporate bonds 3% 3%
Mutual funds 42% 39%
Marketable alternatives 6% 5%
Real estate 2% 3%
Investment in partnerships 9% 9%
U.S. Government securities 4% 3%

Total 100% 100%

The Foundation’s investments do not have a significant concentration of credit risk within

any industry or specific institution.
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f. Foreign Currency Risk

This risk relates to adverse affects on the fair value of an investment from changes in
exchange rates. The University had no investments denominated in foreign currency at June
30, 2006 and 2005.

3. Loans, Accounts and Contributions Receivable, net

Loans, accounts and contributions receivable, net as of June 30, 2006 and 2005 are as follows
(in thousands):

2006
Gross Net
Receivable Allowance Receivable
Student tuition and fees $ 23988 $ (3199) $ 20,789
Patient care 11,816 (3,756) 8,060
Contributions receivable 16,821 (836) 15,985
UMC affiliation agreement 4,885 - 4,885
Sponsored agreements 17,423 (1,114) 16,309
Rent 5,000 - 5,000
Trade receivables 528 - 528
Other 428 - 428
Total $ 8088 $ (8,905) 71,984
Current portion 46829
Noncurrent portion $ 25155
2005
Gross Net
Receivable Allowance Receivable
Student tuition and fees $ 2438 $ (3654) $ 20,731
Patient care 11,553 (1,926) 9,627
Contributions receivable 18,827 (941) 17,886
UMC affiliation agreement 7,207 - 7,207
Sponsored agreements 28,040 (812) 27,228
Rent 4,750 - 4,750
Investment income 200 - 200
Trade receivables 607 - 607
Other 404 - 404
Total $ 95973 $ (7,333) 88,640
Current portion 60,870
Noncurrent portion $ 27,770

Contributions receivable consist primarily of charitable gifts totaling $16.8 million pledged from
individual and corporate donors that are associated with the construction projects of the
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Association. Receivables with payment schedules in excess of one year are stated at their
discounted present value.

Contributions receivable as of June 30, 2006 and 2005 are due to be received as follows (in
thousands):

2006 2005
Less than one year $ 3,412 $ 3,624
One to three years 5,338 5,602
Greater than three years 8,071 9,601
Subtotal 16,821 18,827
Less allowance (836) (941)
Net contributions receivable $ 15,985 $ 17,886

In accordance with GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions, as amended by GASB Statement No. 36 Recipient Reporting for
Certain Shared Nonexchange Revenues, the University records operating and capital pledges as
revenue when all eligibility requirements have been met. Endowment pledges are not
recognized as revenue until the gifts are received.

Capital Assets, Net

Capital assets as of June 30, 2006 and 2005 are as follows and on the following page (in

thousands):

2006
Beginning Retire- Ending
Balance Additions ments Transfers Balance
Cost - Non depreciable
Land $ 40,571  $ 944 $ 41515
Rare books 41,484 - 41,484
Construction in progress 56,549 32,855 $ (73,240) 16,164
Subtotal 138,604 33,799 § - (73,240) 99,163
Cost - Depreciable
Buildings 541,000 3,838 - 72,278 617,116
Infrastructure 4,132 - - - 4,132
Land improvements 3,419 - - 962 4,381
Equipment 100,676 14,882 (2,104) 524 113,978
Leasehold improvements 500 - - - 500
Library materials 113,879 8,470 - - 122,349
Subtotal 763,606 27,190 (2,104) 73,764 862,456
Total capital assets-cost 902,210 60,989 (2,104) 524 961,619
Accumulated depreciation
Buildings 222,094 13,722 - - 235,816
Infrastructure 1,844 68 - - 1,912
Land improvements 428 103 - - 531
Equipment 75,743 10,463 (2,001) 321 84,526
Leasehold improvements 154 20 - - 174
Library materials 78,347 7,011 - - 85,358
Total accumulated depr. 378,610 31,387 (2,001) 321 408,317
Capital assets, net $ 523,600 $ 29,602 $ (103) $ 203 $ 553,302

-29-



Cost - Non depreciable
Land
Rare books
Construction in progress
Subtotal

Cost - Depreciable
Buildings
Infrastructure
Land improvements
Equipment
Leasehold improvements
Library materials
Subtotal
Total capital assets-cost

Accumulated depreciation
Buildings
Infrastructure
Land improvements
Equipment
Leasehold improvements
Library materials

Total accumulated depr.

Capital assets, net

2005

Beginning Retire- Ending
Balance Additions ments Transfers Balance
$ 37,0562 3% 3,159 $ 360 $ 40571
41,484 - - 41,484
25,225 46,617 (15,293) 56,549
103,761 49776  $ - (14,933) 138,604
524,707 2,945 - 13,348 541,000
4,132 - - - 4,132
3,419 - - - 3,419
90,314 9,613 (2,413) 3,162 100,676
500 - - - 500
105,829 7,996 - 54 113,879
728,901 20,554 (2,413) 16,564 763,606
832,662 70,330 (2,413) 1,631 902,210
209,273 12,821 - - 222,094
1,775 69 - - 1,844
343 85 - - 428
68,511 9,337 (2,293) 188 75,743
134 20 - - 154
71,781 6,566 - - 78,347
351,817 28,898 (2,293) 188 378,610
$ 480,845 $ 41432 $ (120) $ 1,443 $ 523,600

During the fiscal years ended June 30, 2006 and 2005, the University received capital assets
from the Foundation with a net value of $203,000 and $1,443,000 respectively.

5. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consist of the following at June 30, 2006 and 2005

(in thousands):

Salaries and benefits

Payroll taxes
Clinical
Construction

Accrued interest

Other

2006 2005

$ 17652 $ 18313
9,657 9,096

1,643 1,643

5,309 3,937

864 935

8,916 7,156

$ 44041 $ 41,080
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6. Loan Payable to University of Louisville Foundation, Inc.

In January 1999, the Association obtained an $8.5 million dollar unsecured, non-interest bearing
loan from the Foundation for the construction of Cardinal Park. The Association is obligated to
repay the loan upon collection of contributions receivable. Such contributions are currently being
solicited from public and private sources as part of a campaign drive to provide funding for the
Cardinal Park project. During each of the years ended June 30, 2006 and 2005, the Association
repaid $0.5 million. During the year ended June 30, 2006, $0.2 of this loan was forgiven, leaving
an outstanding loan balance of $4.2 million and $4.9 million as of June 30, 2006 and 2005,
respectively.

In July 2001, the Association obtained a $347,000 unsecured, non-interest bearing loan from the
Foundation for the refurbishing of the Cardinal Basketball offices. The outstanding loan balance
is approximately $316,000 as of June 30, 2006 and 2005.

Bonds, Notes and Capital Leases

Long-term debt of the University consisted of the following at June 30, 2006 and 2005 (in

thousands):

Year of
Interest Rate Maturity 2006 2005

Consolidated Educational Building
Revenue Bonds:

Series K of 1994 4.5% 2007 $ 914 $ 1,783

Series L of 1996 4.8% 2007 1,970 3,956

Series M of 2003 1.5% to 4.0% 2016 58,769 66,835

Series N of 2004 2.0% to 4.1% 2023 19,025 19,875

Series O of 2004 2.0% to 4.3% 2023 8,466 9,233

Series P of 2005 3.0% to 4.0% 2025 4,238 4,238
Housing Systems Revenue Bonds:

Series E of 2003 1.8% to 3.5% 2013 4,764 5,463

Series F of 2004 2.5% t0 4.2% 2014 5,222 5,528
County of Jefferson, Kentucky

Governmental Project Lease

Revenue Bonds, Series 1997 4.8% to 5.4% 2018 13,125 13,905
County of Jefferson, Kentucky Variable to maximum of 10%

Adjustable Rate Sports Stadium (4.2% and 2.4% as of June 30,

Revenue Bonds, Series 1997 2006 and 2005, respectively) 2007 1,800 2,600
KY ALCo Series A-2 - note Variable (4.4% as of June 30, 2026 10,530 -

2006)
Columbia agreement N/A 2008 243 405
Firstar Bank - note Variable (6.6% and 4.6% as of 2007 67 100
June 30, 2006 and 2005,
respectively)
Capital lease obligations 3.0% to 4.8% 2010 3,589 2,805
Total long-term debt $132,722 $136,726
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The change in bonds, notes and capital leases is summarized as follows (in thousands):

Note payable
Columbia agreement
Bonds payable
Capital leases

Total

Note payable
Columbia agreement
Bonds payable
Capital leases

Total

2006
Beginning Retire- Ending Current  Noncurrent
Balance Additions ments Balance Portion Portion
$ 100 $ 10,530 $ (33) $ 10,597 $ 33 $ 10,564
405 - (162) 243 162 81
133,416 - (15,123) 118,293 16,421 101,872
2,805 4,044 (3,260) 3,589 1,796 1,793
$ 136,726 $ 14,574 $(18,578) $132,722 $18412 $ 114,310
2005
Beginning Retire- Ending Current  Noncurrent
Balance Additions ments Balance Portion Portion
$ 133 $ (33 $ 100 $ 33 3 67
567 (162) 405 162 243
144,022 $ 4,238 (14,844) 133,416 15,124 118,292
3,815 697 (1,707) 2,805 1,370 1,435
$ 148,537 $ 4,935 $(16,746)  $136,726 $ 16,689 $ 120,037

Principal maturities and interest on bonds, notes and capital leases for the next five years and in
subsequent five-year periods are as follows (in thousands):

For the year ended

June 30, Principal Interest Total
2007 $ 18,412 $ 4,779 $ 23,191
2008 11,714 4,149 15,863
2009 11,493 3,803 15,296
2010 11,557 3,421 14,978
2011 11,372 2,972 14,344

2012-2016 39,663 9,550 49,213

2017-2021 12,787 4,890 17,677

2022-2026 15,724 2,701 18,425
Total $ 132,722 $ 36,265 $ 168,987

The University has capitalized leased equipment with a net book value of $5.0 million and $3.0

million as of June 30, 2006 and 2005, respectively.

Bonds are collateralized by mortgages on certain University properties and the pledge of certain
building revenues, tuition and fees for the Consolidated Educational Building Revenue Bonds and
auxiliary revenues for the Housing System Revenue Bonds. Adjustable Rate Sports Stadium
Revenue Bonds are collateralized by contributions receivable. As of June 30, 2006 and 2005,
investments (U.S. government securities) at current market value totaling approximately $23.4
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million and $23.2 million, respectively, for retirement of indebtedness and renewal and
replacement funds have been deposited with the Bond Trustees as required under the various
bond indentures. The KY ALCo Series A-2 note is not secured.

County of Jefferson (the County), Kentucky Governmental Project Lease Revenue Bonds,
Series 1997

In March 1997, the County issued $18.5 million of lease revenue bonds to be used for the
acquisition, construction and installation of the Stadium. The Association entered into a Trust
Indenture and Financing Agreement with the County, which requires the Association to pay the
Trustee for all monetary obligations of the bonds. The County has entered into a lease agreement
with the University and has agreed to make lease payments to the Trustee of up to $2 million
annually if the Association is unable to pay their minimum debt requirements, all as defined in
the lease agreement. The County has also entered into a Sublease and Assignment Agreement
with the City of Louisville (the City) where the City will make sublease rental payments to the
County of up to 50% of the amounts paid as lease rental payments by the County.

County of Jefferson, Kentucky Adjustable Rate Sports Stadium Revenue Bonds, Series
1997

In May 1997, the County issued $10 million in revenue bonds, the proceeds of which were loaned
to the Association for the construction of the Stadium. The Association intends to repay the
revenue bonds from future collections of Stadium contributions receivable as identified in Note 3.
The bonds are secured by an irrevocable letter of credit issued by J.P. Morgan Trust Company,
NA on behalf of the Association. The variable interest rate charged is established on a weekly
basis based upon the prevailing financial markets, not to exceed an annualized rate of 10%. As of
June 30, 2006 and 2005, the weekly rate was 4.2% and 2.4%, respectively. During the years
ended June 30, 2006 and 2005, the weekly rates ranged from 2.1% to 4.2% and 1.2% to 3.1%,
respectively.

CEBRB Series P of 2005

In June 2005, the University issued approximately $4.2 million in revenue bonds, the proceeds of
which funded the acquisition of the Home of the Innocents property to be subsequently renovated
for use by the School of Public Health and Information Sciences. Delivery of the Series N Bonds
took place on June 15, 2005. The bonds mature incrementally on May 1 of each year beginning
May 1, 2007 until May 1, 2025. The interest on the bonds is paid semiannually, on May 1 and
November 1, commencing November 1, 2005. The interest rate on the bonds ranges from 3.0% to
4.0%.

Kentucky Asset/Liability Commission Project Note, 2005 Agency Fund Second Series A-2

In December 2005, the Kentucky Asset/Liability Commission issued $10.5 million in notes
payable, the proceeds of which were loaned to the University for the construction of a
multipurpose fieldhouse and practice facility, and the purchase of land for and construction of a
baseball stadium. The loan agreement is renewable at the option of the University through final
maturity on June 30, 2026. Under the loan agreement, the University agreed to pay the debt
service obligation due on each debt service date. The interest rate charged is an indexed put rate
established on a weekly basis based upon the prevailing financial markets. As of June 30, 2006,
the weekly rate was 4.4%. During the year ended June 30, 2006, the weekly rates ranged from
3.3% to 4.4%.
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8. Other Liabilities

Other liabilities of the University consisted of the following at June 30, 2006 and 2005 (in

thousands):
2006
Beginning Retire- Ending Current  Noncurrent
Balance Additions ments Balance Portion Portion
Due to University of
Louisville Foundation, Inc. $ 316 $ 316 $ 316
Deferred compensation
and wages payable 7830 $ 2122 $ (2,901) 7,051 $ 1,210 5,841
Loan payable to University
of Louisville Foundation, Inc. 4,900 - (695) 4,205 500 3,705
Deposits 6,810 144 (33) 6,921 - 6,921
Deferred revenue 32,879 40,779 (27,603) 46,055 45,087 968
Amounts due federal government
for student loan program 16,951 - (196) 16,755 - 16,755
Other long-term liabilities 2,338 56 (657) 1,737 - 1,737
Total $ 72,024 $ 43,101 $ (32,085) $ 83,040 $ 46,797 $ 36,243
2005
Beginning Retire- Ending  Current Noncurrent
Balance Additions ments Balance  Portion Portion
Due to University of
Louisville Foundation, Inc. $ 316 $ 316 $ 316
Deferred compensation
and wages payable 4441 $ 3,767 $ (378) 7,830 $ 2,177 5,653
Loan payable to University
of Louisville Foundation, Inc. 5,400 - (500) 4,900 500 4,400
Deposits 9,764 84 (3,038) 6,810 - 6,810
Deferred revenue 27,953 23,841 (18,915) 32,879 31,697 1,182
Amounts due federal government
for student loan program 16,541 410 - 16,951 - 16,951
Other long-term liabilities 404 2,056 (122) 2,338 - 2,338
Total $ 64819 $ 30,158 $(22,953) $72,024 $34374 $ 37,650

9. Component Units - University of Louisville Foundation, Inc. and ULH, Inc.

The Foundation is a legally separate, tax-exempt component unit of the University, under the
provisions of GASB Statement No. 39. The Foundation acts primarily as a fund-raising
organization to supplement the resources that are available to the University in support of its
programs. The fifteen-member board of the Foundation is self-perpetuating. Although the
University does not control the timing or amount of receipts from the Foundation, the majority of
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resources, or income thereon, that the Foundation holds and invests are restricted to the activities
of the University by the donors. Because these restricted resources held by the Foundation can
only be used by, or for the benefit of, the University, the Foundation is considered a component
unit of the University and is discretely presented in the University's financial statements.

Total expenditures by the Foundation on behalf of the University for the years ended June 30,
2006 and 2005 were $48.4 million and $39.8 million, respectively. Complete financial statements
for the Foundation can be obtained from the Controller’s Office at University of Louisville,
Louisville, KY 40292 or at the website www.louisville.edu/vpf/financialadm/statements.html.

The Foundation is a private nonprofit organization that reports under Financial Accounting
Standards Board (FASB) standards, including FASB Statement No. 117, Financial Reporting for
Non-for-Profit Organizations. As such, certain revenue recognition criteria and presentation
features are different from GASB revenue recognition criteria and presentation features. No
modifications have been made to the Foundation’s financial information in the University’s
financial statements for these differences.

a. ULH, Inc.

ULH, Inc. (ULH) is affiliated with the Foundation through a common Board of Directors and
certain common management. ULH’s purpose is to (a) lease and or acquire and operate
university housing projects and issue revenue bonds for university housing, and (b) receive
and dispose or retain gifts of real estate independent of the Foundation. ULH owns and
operates student housing facilities for the benefit of University students.

b. Investments and Investment Income

Investments as of June 30, 2006 and 2005 are as follows (in thousands):

2006 2005

Preferred and common stock $ 224,932 $ 232,533
Corporate bonds 17,368 19,495
Mutual funds 291,410 237,234
Real estate 16,164 15,881
Investment in partnerships 64,268 55,188
U.S. government securities 30,369 18,899
Land and buildings 1,733 1,845
Marketable alternatives 41,653 30,755
Annuities 604 -

Total investments $ 688,501 $ 611,830

The Foundation’s investments do not have a significant concentration of credit risk within
any industry or specific institution.

The market risk inherent in certain of the Foundation’s investments is primarily the potential
loss arising from adverse changes in quoted market prices on equity securities and in interest
rates on fixed income securities. In an effort to mitigate this market risk, the Foundation has
adopted a policy of maintaining a diverse investment pool through the use of target asset
allocation guidelines. These guidelines require that the Foundation’s investment pool be
made up of a mix of publicly traded fixed income and equity securities, private equities and
other nonmarketable securities, and real estate investments.
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The major portion of long-term investments is pooled in the Combined Endowment Fund.
The Combined Endowment Fund is the general endowment pool for the Foundation. The
Foundation has adopted an investment objective whereby the average annual return over the
long term should equal the rate of inflation (measured by the Consumer Price Index) plus the
average level of spending (as defined below) from the Combined Endowment Fund. The
average annual return for the Combined Endowment Fund was 13.0% and 14.1% in 2006 and
2005, respectively.

The Combined Endowment Fund is pooled using a market value basis, with each individual
fund subscribing to, or disposing of, units on the basis of the market value per unit at the end
of the prior calendar month during which the transaction takes place. The investment
objectives of the Foundation are to preserve the principal of the endowment funds in both
absolute and real terms while maximizing, over the long-term, the total rate of return (yield
and appreciation) within reasonable risk parameters. In connection with these objectives, the
Board of Trustees determines the portion of total return which may be expended. The
approved spending policy establishes that 5.5% of the three-year moving average of the
Combined Endowment Fund market value as of December 31 be made available for spending
in the subsequent fiscal year. Effective January 1999, the Board of Trustees approved a
resolution to include an additional 0.5% assessment for development, alumni relations, and
support services.

The amount available for spending under the policy was approximately $23.9 million and
$21.8 million for the years ended June 30, 2006 and 2005, respectively, of which
approximately $17.3 million and $21.8 million was actually expended for the years then
ended. Additionally, the Foundation spent $1.5 million during the year ended June 30, 2005
of funds made available from previous years’ endowment spending budgets.

At June 30, 2006 the historic dollar value of certain endowment funds exceeded market value
by an aggregate of approximately $67,000. As of June 30, 2005 there were no endowments
with historic dollar value in excess of market value.

The Foundation maintains the Grawemeyer Fund separate from the Combined Endowment
Fund. The Grawemeyer awards are monetary awards for distinguished achievements in the
areas of music, religion, education, psychology and world order. These awards, which are
paid from accumulated earnings, amount in total to $200,000 each, payable over five years.
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At June 30, 2006, the Foundation had the following commitments under contracts with
private equity investment managers to fund capital calls. These capital calls will occur over
the term of the respective agreements, which is generally a four-year period (in thousands):

Endowment Venture Partners IlI, LP

Endowment Venture Partners IV, LP

Endowment Venture Partners V, LP

Endowment Private Equity Partners
IV, LP

Capital Venture Partners VI, LP

Capital Private Equity Partners V, LP

Chrysalis Ventures Il, LP

Lone Star

Triathlon Medical Ventures

International Private Equity V, LP

Private Equity Partners VI

Endowment Venture Partners VII

Kentucky Seed Fund

Crow Holdings Realty Partners IV

EnCap Oil & Gas

Total Contributed to Remaining

Commitment Date Commitment
$ 7,715 $ 7,638 $ 77
10,000 9,325 675

4,400 3,494 906

5,000 4,555 445

2,100 819 1,281

3,000 1,402 1,598

2,500 2,012 488

10,000 9,523 477

2,500 731 1,769

3,000 264 2,736

3,000 173 2,827

2,000 86 1,914

1,000 315 685

5,000 412 4,588

2,800 - 2,800

$ 64,015 $ 40,749 $ 23,266
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c. Bonds payable

Bonds payable were issued by ULH and consist of the following at June 30, 2006 and 2005
(in thousands):

Series 2001A
(non taxable)

Series 2002A
(non taxable)

Series 2002B
(non taxable)

Series 2005A
(non taxable)

Series 2005B
(taxable)

Description

Year of Maturity

2006

2005

Principal payments of $115 to $2,935 are
due annually beginning 9/1/02 through
maturity, and interest is due monthly at
variable rates up to 12% (3.99% and
2.30% as of June 30, 2006 and 2005,
respectively)

Principal payments of $25 to $985 are
due annually beginning 7/1/05 through
maturity, and interest is due monthly at
variable rates up to 12% (3.99% and
2.30% as of June 30, 2006 and 2005,
respectively)

Principal payments of $70 to $100 are
due annually beginning 7/1/04 through
maturity, and interest is due monthly at
variable rates up to 12% (5.96% and
3.84% as of June 30, 2006 and 2005,
respectively)

Principal payments of $270 to $1,060 are
due annually beginning 6/1/16 through
maturity, and interest is due monthly at
fixed rates from 4% to 5%.

Principal payments of $55 to $390 are
due annually beginning 6/1/07 through
maturity, and interest is due monthly at a
fixed rate of 4.91%.

Total bonds payable
Less unamortized premium and discount
Bonds payable, net

2029

2032

2007

Ranging from 2016
to 2035

2016

$ 23485

14,110

180

13,910

2,115

$ 23735

14,135

255

53,800

(252)

38,125
(396)

$ 53548

$ 37,729

The bonds of ULH are secured by a letter of credit and the guaranty of the Foundation.
Amounts payable under the guaranty are limited to $30.0 million in total, and the lesser of (1)
$1.5 million or (2) annual debt service, annually.
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Principal payments on the above obligations due in the next five years and thereafter are as
follows (in thousands):

Principal

For the Year Ended June 30, Due
2007 $ 510
2008 665
2009 765
2010 905
2011 1,055
Thereafter 49,900
Total $ 53,800

d. Derivative financial instruments (in thousands)

As a strategy to maintain acceptable levels of exposure to the risk of changes in future cash
flows due to interest rate fluctuations, ULH entered into interest rate swap agreements for a
portion of its floating rate debt. Under the agreements, ULH pays or receives the net interest
amount monthly, with the monthly settlements included in interest expense. The agreements
are recorded at their fair value with subsequent changes in fair value included in change in
fair value of swap agreements in nonoperating (expenses) revenues.

ULH has a swap agreement whereby ULH pays a fixed interest rate of 3.60% on notional
amounts of $14,110 and $14,135 as of June 30, 2006 and 2005, respectively, in exchange for
receiving payments based on a floating interest rate tied to the Municipal Bond Association
Index. The floating rate is reset on a weekly basis. The market value of this agreement was
approximately $40 and ($167) at June 30, 2006 and 2005, respectively, and is included in
other assets in 2006 and in other liabilities in 2005 on the statements of financial position.
This agreement terminates on July 2, 2007.

ULH also has two swap agreements whereby ULH pays a fixed interest rate of 3.88% and
3.66%, equally divided on notional amounts of $23,485 and $23,735 as of June 30, 2006 and
2005, respectively, in exchange for receiving payments based on a floating interest rate tied
to the Municipal Bond Association Index. The floating rate is reset on a weekly basis. The
market values of these agreements were approximately ($11) and ($304) at June 30, 2006 and
2005, respectively, and are included in other assets in 2006 and in other liabilities in 2005 on
the statements of financial position. These agreements terminate on September 1, 2006.

e. Funds held in trust by others

The Foundation has been designated by the University as the income beneficiary of various
trusts and financial entities which are held and controlled by others. One of these is a
perpetual and irrevocable trust known as the University of Louisville Trust (Trust). It was
created in 1983 to receive, administer, and invest assets which result from gifts to the Trust.
The market value of the Trust was approximately $18.4 million and $18.3 million as of
June 30, 2006 and 2005, respectively. The Foundation’s portion of the market value of the
remaining trusts was approximately $26.0 million and $26.7 million as of June 30, 2006 and
2005, respectively. These funds are invested in various equities and income producing assets.
For the years ended June 30, 2006 and 2005, the Foundation received income of
approximately $1.2 million and $1.4 million, respectively, from these trusts. These receipts
are included in endowment income.

-39 -



10.

11.

f. Funds held in trust for others

The Foundation is the custodian of funds owned by the Association. The Association is a
separate corporation organized for the purpose of promoting the intercollegiate athletic
activities of the University. The Foundation serves in an agency capacity and invests funds
on behalf of the Association based on a formal trust agreement. As of June 30, 2006 and
2005, the Foundation held approximately $34.5 million and $33.3 million, respectively, for
the Association’s investment purposes.

During the year ended June 30, 2004 the Foundation entered into an agreement with the
University Medical Center (UMC) whereby the Foundation will serve in an agency capacity
to invest funds on behalf of the UMC. The UMC is a separate corporation organized for the
purpose of providing clinical services, instruction, and research activities for University
faculty and students. As of June 30, 2006 and 2005, the Foundation held approximately $2.0
million and $1.3 million, respectively, for the UMC’s investment purposes.

During the year ended June 30, 2005, the Foundation entered into an agreement with Jewish
Hospital whereby the Foundation will serve in an agency capacity to invest funds on behalf of
Jewish Hospital. Jewish Hospital is a separate corporation organized for the purpose of
providing healthcare services. As of June 30, 2006 and 2005, the Foundation held
approximately $9.6 million and $8.9 million, respectively, for Jewish Hospital’s investment
purposes.

The Foundation, acting in an agent capacity, does not reflect earnings on investments held in
trust for others as these earnings are distributed to the owners of the funds.

Recent Accounting Pronouncements

In June 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions. This statement establishes
standards for the measurement, recognition and display of other postemployment benefit
expenses/expenditures and related liabilities (assets), note disclosures, and, if applicable, required
supplementary information (RSI) in the financial reports of employers subject to governmental
accounting standards. The provisions of this statement are effective for financial statements for
fiscal periods beginning after December 15, 2006. Based on preliminary actuary calculations, the
University expects the actuarial accrued liability at July 1, 2007 to be approximately $68.8
million and the annual required contribution to be $7.4 million for the fiscal year ended June 30,
2008.

Risk Management

The University is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. These
risks are covered by (1) the State Fire and Tornado Insurance Fund (the “Fund”); (2) Sovereign
Immunity and the State Board of Claims or, (3) in the case of risks not covered by the Fund and
Sovereign Immunity, commercial insurance, or participation in insurance risk retention groups.

The Fund covers losses to property from fire, wind, earthquake, flood and other named perils
between $250 and $300,000 per occurrence. Losses in excess of $300,000 are insured by
commercial carriers up to $200 million per occurrence on an actual cash value basis. As a state
agency, the University is vested with Sovereign Immunity and is subject to the provisions of the
Board of Claims Act, under which the University’s liability for certain negligence claims is
limited to $200,000 for any one person and $350,000 for multiple claims resulting from a single
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12.

13.

act of negligence. Claims against educators’ errors and omissions and wrongful acts are insured
through a risk retention group. There have been no significant reductions in insurance coverage
from 2005 to 2006. Settlements have not exceeded insurance coverage during the past three years.

The University and its agents are insured against medical malpractice by commercial liability
insurance and an excess coverage fund established by the Commonwealth of Kentucky.

The University is self-insured for the medical benefits provided to employees. The cost of such
self-insured benefits provided during the years ended June 30, 2006 and 2005, respectively, was
approximately $27.7 million and $26.1 million, including $3.1 million and $3.3 million accrued
for estimated claims incurred but not reported.

Natural Classification

The University’s operating expenses by natural classification were as follows for the years ended
June 30, 2006 and 2005 (in thousands):

2006 2005
Salaries and wages $ 329,396 $ 309,663
Employee benefits 67,896 65,374
Utilities 15,781 12,312
Scholarships and fellowships 30,617 27,509
Depreciation 31,387 29,085
Supplies and other services 153,572 141,578

$ 628,649 $ 585521

Retirement Plans

a. Defined Contribution Plan

Permanent, full-time University employees become eligible to participate in a defined
contribution plan upon completion of one year's service and attainment of age 21. This plan
was established by the University and approved by the Board of Trustees. Eligible
employees not contributing to the plan are entitled to a 7.5 percent of base salary contribution
on their behalf by the University. Employees wishing to contribute are allowed to contribute
2.5 percent of base salary and are entitled to up to 10.0 percent base salary contribution on
their behalf by the University. All payments are vested immediately, and the contracts with
the providers are owned by the individual employees. Other information relating to this plan
for 2006 and 2005 is as follows (in thousands):

2006 2005
Total University payroll $ 337,561 $ 312,218
Total payroll covered by the plan 322,585 265,329
Employee contributions 16,807 15,064
University contributions 21,703 20,644
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b. Prior Service Defined Benefit Program

Effective July 1, 1977, the University entered into an agreement with Teachers Insurance
Annuity Association (TIAA) to fund, over approximately 30 years, the prior service defined
benefit program for both currently retired and eligible actively employed participants. The
annual required contributions under this agreement were approximately $484,000 for the year
ended June 30, 2005. There were no annual required contributions for the year ended June
30, 2006. Subsequent annual contributions under this agreement are subject to periodic
actuarial re-evaluations to reflect changes in the consumer price index, interest rates and
group experience performance.

The most recent comparison of the accumulated plan benefits and plan net assets, as
determined by TIAA, as of June 30, 2006 and 2005 are as follows (in thousands):

2006 2005
Actuarial present value of non-vested accumulated plan benefits $ 3750 $ 4193
Net assets available for benefits $ 3657 $ 3980
Net pension obligation $ 93 3 213

The actuarial present value of plan benefits is non-vested because the plan and benefits
provided there under are at all times at the discretion of the University. The net pension
obligation represents the amount of the actuarial liability in excess of net assets available for
benefits. The assumed rate of return used to determine the present value of accumulated non-
vested benefits was 6.0% for the years June 30, 2006 and 2005 respectively, for preretirement
and postretirement periods.

In addition to the above retirement plans, the University provides certain health care benefits
for eligible retired employees. The University accounts for and funds the cost of such
benefits as they are paid. The total of these costs was $1.1 million and $1.2 million in 2006
and 2005, respectively.

14. Affiliation and Lease Agreements

a.

University Medical Center, Inc. Affiliation and Lease Agreement

Effective February 6, 1996, the University entered into an affiliation agreement with Jewish
Hospital Healthcare Services, Inc. (JHHS), Alliant Health System, Inc. (AHS) and University
Medical Center, Inc. (UMC) for the joint operation of the University of Louisville Hospital
(Hospital).

This agreement provides for, among other things, UMC to pay the University its annual
Surplus Cash Flow calculated in a statement of cash flows prepared by UMC in accordance
with accounting principles generally accepted in the United States of America. Revenues
reflected in the accompanying financial statements relative to this item were approximately
$9.9 million and $7.6 million for the fiscal years ended June 30, 2006 and 2005, respectively.
Payments of surplus cash flows shall be made by UMC to the University (a) on January 1 and
July 1 of each year of the affiliation agreement based on a good faith estimate of half the
surplus cash flow existing on such date, and (b) within one hundred twenty (120) days
following the end of the UMC fiscal year based on surplus cash flow as reflected on the
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audited financial statements (less amounts previously paid by UMC in the semi-annual
estimated payments).

The agreement also calls for, among other things, UMC to provide funding (salary, benefits
and malpractice coverage) for certain full-time equivalent resident positions over the term of
the affiliation agreement. Annually, UMC determines the number of resident positions it will
fund based upon (a) staffing at comparable academic medical centers, (b)the services
provided by the Hospital and (c) the clinical load at the Hospital and related facilities.
Funding levels for each of the years ended June 30, 2006 and 2005 were approximately $19.4
million and $16.4 million respectively.

The Commonwealth and the University as lessor entered into a lease agreement with UMC to
lease the Hospital. The annual lease payment was $5 million through February 7, 2001. At
that time, it escalated by $500,000 annually and will continue to escalate every five years
thereafter up to $7.5 million.

The accompanying statements of net assets as of June 30, 2006 and June 2005 include
approximately $5.0 million and $4.8 million, respectively, in accounts receivable
representing amounts due from UMC pursuant to the above agreements.

The term of the affiliation and lease agreements is twenty years with two potential five-year
renewal terms.

In June 1997, UMC, pursuant to the Affiliation and Lease Agreement, issued $85 million of
Health Facilities Revenue Bonds (the Series 1997 Bonds), which were secured in part by a
pledge of the revenues of the Hospital. Prior to the termination of the Affiliation Agreement,
the University is not responsible for the payment of the principal, premium, if any, or interest
on the Series 1997 Bonds. Pursuant to the terms of the Affiliation Agreement, upon the
effective date of the termination of the Affiliation Agreement, the University has agreed, to
the extent permitted by law, to pay all debt, including the Series 1997 Bonds of UMC that
was approved by the Board of Directors of UMC prior to the termination of the Affiliation
Agreement or incurred in the ordinary course of business. In such event, the security interest
in the pledged revenues shall remain in effect, and the Series 1997 Bonds shall be payable
solely from the pledged revenues and amounts, if any, appropriated by the Kentucky
legislature.

In the opinion of counsel to the University, the security interest in the pledged revenues of the
Hospital granted to the University is enforceable in accordance with its terms.

The laws of Kentucky currently prohibit agencies of the State, such as the University, from
incurring general obligation debt without the prior approval of the electorate. Therefore, the
unconditional obligation of the University to pay the debt of UMC may be unenforceable. To
the extent pledged revenues are insufficient to pay the obligations secured thereby (including
the payments with respect to the Series 1997 Bonds), such payments may be made only from
funds, if any, appropriated by the Kentucky legislature for such purposes pursuant to its
biennial budget process. Under the Affiliation Agreement, the University has agreed to use
its best efforts to obtain any and all approvals and authorizations (including legislative
appropriations) which may be required to undertake the payment of UMC’s debt, including
its indebtedness with respect to the Series 1997 Bonds. No assurance can be given that the
Kentucky legislature will appropriate funds for the payment of debt service on the Series
1997 Bonds.

The above agreements address the patient care needs of the Hospital’s inpatients. The
University’s School of Medicine operates various clinics, which generate patient care
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revenues from the treatment of outpatients as well as laboratories that serve both inpatients
and outpatients.

Medical School Practice Association

The Medical School Practice Association (MSPA), doing business as University Physician’s
Associate, provides and administers the medical care of patients at the clinics and the medical
educational missions of the University. Additionally, MSPA performs the credentialing
service for the physicians and to contract with the insurance groups on behalf of the Physician
groups.

The Board of Directors consists of the Chairmen of the departments of the University of
Louisville School of Medicine. However, the University is not able to impose its will on the
Boards of the organization. It does not influence the normal operations of the MSPA or the
clinics it operates. Therefore, the MSPA is not included in the statements of the University.

Quality and Charity Care Trust Transfers for Hospital Operations

In April 1996, the University entered into the Quality and Charity Care Trust agreement with
the Commonwealth of Kentucky, Jefferson County, the City of Louisville, and the University
Medical Center for the purpose of providing medically necessary hospital care, both inpatient
and outpatient, to indigent patients in the Louisville area.

The University established an affiliated corporation known as the Quality and Charity Care
Trust, Inc. to receive government funds and disburse them for Trust operations in accordance
with the terms of the agreement.

The Trust, funded by the Commonwealth and the local governments, is charged with the
obligation to provide for the health care needs of economically disadvantaged persons who
have historically been ministered to by the University as a public service in the course of its
teaching programs.

The University and the Commonwealth selected UMC, a Kentucky non-profit corporation, as
the provider of the health care services through the Hospital.

Funding of $23.0 million and $22.7 million for the years ended June 30, 2006 and 2005,
respectively, provided by the government is held for the Trust by the University and paid to
UMC as specified in the Trust agreement. This funding is not included in state
appropriations in the statements of revenues, expenses and changes in net assets as it is a
pass-through to UMC.

Cardiovascular Innovation Institute, Inc.

In October 2003, The University of Louisville and Jewish Hospital Cardiovascular
Innovation Institute (the Institute) was incorporated with the purpose including, but not
limited to, the development and operation of a world-class institute to test, clinically evaluate,
and develop heart assist devices, biosensors, and related technologies to improve the care for
patients with heart disease.

The University entered into a Master Facility Agreement with Jewish Hospital HealthCare
Service, Inc. (Jewish Hospital) to set forth the principles regarding the facility to support the
Institute. The Master Facility Agreement calls for a research building to be built on land
owned by the University by Jewish Hospital at costs not to exceed $15 million. Jewish
Hospital will own a portion of the building, but will transfer the use of that portion of the
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building, through a lease or other contract, to the Institute or to the University, for exclusive
use by the Institute. The University is overseeing the construction of the building, including
payment of all construction costs for which it receives reimbursement from Jewish Hospital.
The building is expected to be completed in December 2006 and there is no lease contract at
this time.

15. Commitments and Contingencies

a.

Commitments

At June 30, 2006 and June 30, 2005, the University had approximately $19.5 million and
$24.5 million respectively in encumbrances outstanding for future expenditures.

Litigation

The University has been named as defendant in several lawsuits, including several actions
initiated by patients involving alleged malpractice. It is the opinion of management and its
legal counsel, based in part on the doctrine of sovereign immunity, commercial insurance
coverages and other statutory provisions, that the ultimate outcome of litigation will not have
a material effect on the future operations or financial position of the University beyond the
amounts already provided.

During 1989, the Kentucky Supreme Court ruled that the Board of Claims statute cannot bar
lawsuits against employees of the Commonwealth who can be held personally liable for their
own negligent acts. Certain of the University's employees have lawsuits pending against
them for medical negligence claims. Any judgments on such claims are not the liability of
the University, although the University may settle or pay judgments from the statutory fund
established per KRS 156.895 and 164.890 - 164.895, or per liability insurance purchased for
its employees and agents.

Government Grants

The University is currently participating in numerous grants from various departments and
agencies of the federal and state governments. The expenditures of grant proceeds must be
for allowable and eligible purposes. Single audits and audits by the granting department or
agency may result in requests for reimbursement of unused grant proceeds or disallowed
expenditures. Upon notification of final approval by the granting department or agency, the
grants are considered closed.

Operating Lease Obligations

The University has entered into operating leases related to academic, research and athletic
facilities. The University has two operating lease agreements related to use of athletic
facilities. Under these lease agreements, the University’s rights have been assigned to the
Association.

The University has an agreement with the Kentucky State Fair Board (KSFB) for the use of a
basketball arena. Annual lease payments are equal to the greater of 10 percent of gross ticket
sales or a minimum lease amount of $5,000 per game and annual lease payments for private
suites are 9.75 percent of the first $35,000 of gross rental income and 25 percent thereafter.
Total lease payments during the years ended June 30, 2006 and 2005 were approximately
$786,000 and $753,000, respectively.
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The University also has an agreement with the KSFB for use of a football stadium. Due to
the construction of an on-campus stadium, the original lease was amended and restated
effective November 1, 1997 to allow for its use by the baseball and field hockey programs.

The University’s annual minimum lease payments are due as follows (in thousands):

Lease
Payments
For the Year Ended June 30, Due

2007 $ 1,407
2008 718
2009 102
2010 102
2011 102
2012-2016 528
2017-2021 557
2022-2026 436
2027 12
Total $ 3,964
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