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Independent Auditors’ Report

Honorable William G. Holland
Auditor General
State of Illinois

and

The Board of Trustees
Western Illinois University

As Special Assistant Auditors for the Auditor General, we have audited the accompanying financial
statements of Western Illinois University (University) and its discretely presented component unit,
collectively, a component unit of the State of Illinois, as of and for the year ended June 30, 2004,
which collectively comprise the University’s basic financial statements, as listed in the table of
contents. These financial statements are the responsibility of the University’s management. Our
responsibility is to express opinions on these financial statements based on our audit. The prior year
partial comparative information has been derived from the University’s 2003 financial statements,
which were audited by other auditors whose report dated November 7, 2003, expressed unqualified
opinions on those statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the University and its discretely presented component unit, as of
June 30, 2004, and the respective changes in financial position and cash flows thereof for the year
then ended in conformity with accounting principles generally accepted in the United States of
America.
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In accordance with Government Auditing Standards, we have also issued our report dated

November 12, 2004 on our consideration of the University’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of our testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The accompanying management’s discussion and analysis as listed in the table of contents is not a
required part of the basic financial statements but is supplementary information required by
accounting principles generally accepted in the United States of America, promulgated by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information
and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the University’s basic financial statements. The accompanying supplementary
information, including the Schedule of Expenditures of Federal Awards required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, is presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole. The sections marked “unaudited” have not
been subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we express no opinion on them.
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WESTERN ILLINOISUNIVERSITY

MANAGEMENT’'SDISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2004

This section of the Western Illinois University (University) annual financia report presents management’s discussion and
analysis (MD&A) of the financial performance of the University during the fiscal year ended June 30, 2004. This discussion
should be read in conjunction with the accompanying financial statements and footnotes. The discussion and analysis are
designed to focus on current activities, resulting change and current known facts. The financia statements, footnotes and this
discussion are the responsibility of University management.

This MD&A focuses on the University. The University’s component unit, Western Illinois University Foundation
(Foundation), issues separate financial statements that may be obtained at the Foundation's administrative office as
summarized in Note 1.

Using the Financial Report
The University’s annual 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. The financial statements are
prepared in accordance with generally accepted accounting principles promulgated by the Governmental Accounting
Standards Board (GASB).

The financia statements focus on the financial position, changes in financial position and cash flows of the University
as awhole. They are prepared under the accrual basis of accounting. Assets and liabilities are categorized as current
(due within one year) and noncurrent (due in greater than one year). Current year revenues and expenses are recognized
when earned or incurred, regardless of when cash is exchanged. Revenues and expenses are reported as either operating
or nonoperating. Significant recurring sources of the University’s revenues, including State appropriations, gifts and
investment income, are nonoperating as defined by GASB. Scholarship discounts and allowances applied to student
accounts are shown as a reduction of tuition and fee revenue and auxiliary enterprise revenue while stipends and other
payments made directly to students are presented as student aid expenses. Depreciation is considered an operating
expense and capital assets are reported at cost |ess accumulated depreciation.

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 liahilities. The difference between total assets and total liabilities, net assets, is one indicator of the financia
condition of the University, while the change in net assets over time determines whether the financia health of the
University is improving. Non-financia factors such as enrollment levels and the condition of facilities are relevant
when assessing the overall health of the University. Net assets are divided into three major categories, as follows:
invested in capital assets, net of related debt, provides the University’s equity in capital assets; restricted net assets are
available for expenditure by the institution, but must be spent for purposes as determined by law, donors and/or external
entities that have placed time or purpose restrictions on the use of the assets; and unrestricted net assets are available to
the University for any lawful purpose of the institution.




A comparative summary of the condensed Statements of Net Assets for the years ended June 30, 2004 and 2003 is as
follows:

Condensed Statements of Net Assets as of June 30, 2004 and 2003
2004 2003
ASSETS
Current assets $ 51,311,874 $ 58,255,756
Capital assets, net 129,703,354 120,797,201
Other assets 9,158,952 9,603,568
Total assets 190,174,180 188,656,525
LIABILITIES
Current liabilities 28,251,029 26,819,827
Noncurrent liabilities 70,231,185 73,850,535
Total liabilities 98,482,214 100,670,362
NET ASSETS
Invested in capital assets, net of related debt 78,401,516 74,838,105
Restricted 7,208,468 7,233,380
Unrestricted 6,081,982 5,914,678
TOTAL NET ASSETS $ 91,691,966 $ 87,986,163

The University’s financial position continues to remain strong at June 30, 2004 with assets of $190.1 million and
liabilities of $98.5 million. Net assets, the difference between total assets and total liabilities, increased $3.7 million or
4.2% over the previous year.

Tota assets increased $1.5 million to $190.1 million during fiscal year 2004. An increase in capital assets of $8.9
million was offset by a decrease in investments of $8.4 million as the Series 2002 bond proceeds were liquidated to fund
capital projects. Inventories decreased $1.1 million, contributing to an increase in cash of $2.4 million at year end.

Tota liabilities decreased $2.2 million to $98.5 million during fiscal year 2004. The decrease is largely due to debt
payments of $2.2 million and a decrease in accrued compensated absences of $1 million. Deferred revenue increased
$1 million leading to a stronger cash position at year end.

Statements of Revenues, Expenses and Changesin Net Assets
The Statements of Revenues, Expenses and Changes in Net Assets present the University’s changes in financial
position. Revenues and expenses are classified as operating or nonoperating. A public University's dependency on State
appropriations and gifts usually results in operating deficits because the financial reporting model classifies these
revenue sources as nonoperating.




A comparative summary of the condensed Statements of Revenues, Expenses and Changes in Net Assets for the years
ended June 30, 2004 and 2003 is as follows:

Condensed Statements of Revenues, Expenses and Changesin Net Assets
For the Years Ended June 30, 2004 and 2003
2004 2003

Tota operating revenues $117,009,715 $111,304,694
Total operating expenses (238,424,490) (188,767,468)
Operating loss (121,414,775) (77,462,774)
Nonoperating revenues 123,915,370 82,758,750
Nonoperating expenses (2,563,046) (2,892,348)

Income (loss) before other revenues, expenses, gains and losses (62,451) 2,403,628

Capital state appropriations 783,810 3,200,708

Capital gifts 2,984,444 —

\ Increase in net assets 3,705,803 5,604,336

Net assets - beginning of year 87,986,163 82,381,827

Net assets - end of year $ 91,691,966 $ 87,986,163

Tota revenues increased $47.4 million or 24% to $244.7 million. This fluctuation is due mainly to an increase in on-
behalf payments for mandated contributions to the State Universities Retirement System (SURS). Additional revenue
from tuition, fees and auxiliary enterprises represent $5 million or 10% of the increase.

Total expenses increased $49.3 million or 25% to $241 million. The increase is due principally to on-behalf payments
for mandated contributions to SURS increasing $49 million. The remaining increase can be attributed to a 3.5% wage
increase for University employees.

For the fiscal year ended June 30, 2004, al sources of revenue totaled $244.7 million. The following is a graphica
illustration of revenue by source.
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For the fiscal year ended June 30, 2004, expenses totaled $241 million. The following is a graphical illustration of

EXpenses.

Operating and Nonoperating Expenses
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Statements of Cash Flows

The Statements of Cash Flows present information related to the University’s cash receipts and disbursements during
the fiscal year. This provides an assessment of the University’s ability to generate future cash flows and meet

obligations as they come due.

A comparative summary of the condensed Statements of Cash Flows for the years ended June 30, 2004 and 2003 is as

follows:

Cash provided (used) by:
Operating activities
Noncapital financing activities
Capital and related financing activities
Investing activities
Increase in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Condensed Statements of Cash Flows
For the Years Ended June 30, 2004 and 2003

2004 2003
$ (43,589,329) $ (48,920,973)
55,030,306 59,216,375
(18,080,682) (12,083,634)
9,104,023 8,142,189
2,464,318 6,353,957
37,504,972 31,151,015
$ 39,969,290 $ 37,504,972

Major sources for operating funds provided were tuition and fees, grants and contracts and auxiliary enterprises.
Payments for employee salaries and benefits, goods and services and scholarships and fellowships continue to make up
the major uses of operating funds. Cash used by operating activities decreased $5.3 million.



Cash inflows from noncapital financing activities consist primarily of State appropriations. The University experienced
reductions in State appropriations exclusive of on-behalf payments of $4.4 million or 7% from 2003 to 2004.

Funds allocated for capital asset purchases increased $5.4 million leading to a significant increase in outflows from
capital financing activities. The purchases are primarily for projects funded by the Series 2002 Bonds. In turn,
principal and interest payments for related bonded debt increased slightly as well.

Positive investment earnings provided an increase in cash from investing activities. Purchases and maturities of
investments remained fairly constant between the two fiscal years.

Capital Assetsand Debt Administration
At the end of fiscal year 2004, the University had $275.2 million invested in capital assets with accumulated
depreciation of $145.5 million. Depreciation expense for the current year was $9.6 million.

Several magjor construction projects are underway. Projects funded by the Series 2002 Bond proceeds of $12.6 million
arein progress. Of the original issue proceeds, $1.5 million remains to be spent at June 30, 2004. The proceeds will
fund the construction of a new residence hall, renovations to existing residence halls, renovations to married student and
family housing apartments and the purchase of property adjacent to the University.

University’s Economic Outlook
The ability of the University to fulfill its mission and execute its strategic plan is directly influenced by enrollment,
State support and the cost of health care, utilities, employee compensation and benefits, and State and Federal mandates.

A crucial element to the University’s future will continue to be our relationship with the State of Illinois, as we work to
manage tuition to make it competitive while providing an outstanding college education for our students. There is a
direct relationship between the growth of State support and the University’s ability to control tuition growth, as declines
in State appropriations generally result in increased tuition levels.

State appropriations represent operating support provided by the Governor and General Assembly for University
programs. The fiscal year 2005 budget, as approved by the Governor, is $300 thousand more than the fiscal year 2004
approved budget.

The University projects an increase in tuition and miscellaneous revenue. The recommended $39.8 million fiscal year
2005 tuition and miscellaneous revenue budget represents a $1.8 million or a 4.8% increase from fiscal year 2004. The
estimated increase in tuition revenue is the result of increased enrollments and a 16% tuition rate increase approved by
the Board of Trustees. Western Illinois University offers guaranteed tuition and fees, as well as guaranteed room and
board rates for each new class of entering students. The tuition increase is only for new students, those enrolling for the
first timein Fall 2004 or Spring 2005.

The University’s Auxiliary Enterprises funds budget for fiscal year 2005 as approved by the Board of Trustees reflects a
$4.1 million or 10.2% increase in spending over fiscal year 2004. Other institutional funds include revenue from
sponsored projects and departmental activity revenue. The 2005 budget for these funds as approved by the Board of
Trustees reflects a $2 million or 5% increase in spending over fiscal year 2004.

In addition to the above, private gifts are an important supplement to the University’s sources of funding for operating
costs. In fiscal year 2004, alumni, friends, staff, corporations, and other organizations contributed $5.5 million in
support of the University. During the five-year period ended June 30, 2004, the University and the Foundation received
more than $21.5 million in gift commitments. The Foundation distributed (expended) $4.0 million in 2004 to support
academic enhancement and instructional initiatives, student scholarships, capital improvements, cultural activities,
athletics, regional outreach efforts, and alumni and Foundation-sponsored programs at Western lllinois University.

As evidenced by arecent upgrade in the University’s bond rating, the University isin astrong financial position in spite
of recent economic hardships. Enrollment continues to grow as the University offers its cost guarantee program to
incoming students. The University is committed to pursuing its goal in developing the Quad Cities campus while
strategically adding, and when appropriate, eliminating programs. Cost containment and revenue initiatives are
challenges the University continues to encounter. While it is not possible to predict the ultimate results, management
believes the University’ s financia condition is strong enough to weather economic uncertainties.
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WESTERN ILLINOISUNIVERSITY

STATEMENT OF NET ASSETS as of June 30, 2004
(With Partial Financial Information as of June 30, 2003)

ASSETS
Current assets
Cash and cash equivalents
Cash and cash equivalents, restricted
Investments
Investments, restricted
Accrued investment income, restricted
Accounts receivable, net
Loans and notes receivable, net
Due from component unit
Due from primary government
Inventories
Prepaid expenses
Other assets
Total current assets

Noncurrent assets
Investments
Investments, restricted
Accounts receivable, net
Loans and notes receivable, net
Capital assets, net of accumulated depreciation
Other assets
Total noncurrent assets
Total assets

LIABILITIES

Current liabilities
Accounts payable and accrued liabilities
Accrued payroll
Due to component unit
Due to primary government
Deferred revenue
Other liabilities
Notes payable
Revenue bonds payable
L eases payable
Compensated absences

Total current liabilities

Noncurrent liabilities
Notes payable
Revenue bonds payable
L eases payable
Other obligations
Compensated absences
Total noncurrent liabilities
Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Restricted:
Nonexpendable
Expendable
Debt Service
Loans
Other
Unrestricted
Total net assets

See notesto financial statements.

University Component Unit
2004 2003 2004 2003
39,791,198 $ 36,721,403 2,966,339 $ 2,664,784
178,092 783,569 172,027 351,041
1,170,294 9,915,777 165,119 156,678
1,617,399 875,895 - -
11,814 56,224 - -
4,764,184 4,238,527 456,362 426,838
389,775 319,714 - -
74,742 48,792 - -
1,112,328 1,992,106 10 -
2,191,512 3,293,213 17,744 18,661
- - 6,264 19,117
10,536 10,536 - -
51,311,874 58,255,756 3,783,865 3,637,119
3,895,969 4,119,850 - -
3,409,443 3,555,091 15,885,583 13,532,209
- - 183,517 254,133
1,677,056 1,741,606 - -
129,703,354 120,797,201 956,596 954,140
176,484 187,021 - -
138,862,306 130,400,769 17,025,696 14,740,482
190,174,180 188,656,525 20,809,561 18,377,601
3,340,896 3,385,973 79,629 56,888
12,701,542 12,395,965 - -
5,009 - - -
232,901 126,598 72,742 48,792
3,806,228 2,982,192 175,787 142,580
3,585,439 3,693,705 33,519 21,309
428,412 291,031 - -
2,401,447 2,289,052 - -
39,881 46,171 4,335 4,977
1,709,274 1,609,140 - -
28,251,029 26,819,827 366,012 274,546
2,135,843 2,423,750 - -
51,039,375 53,306,350 - -
104,821 133,911 24,609 14,189
339,325 333,450 215,028 76,033
16,611,821 17,653,074 - -
70,231,185 73,850,535 239,637 90,222
98,482,214 100,670,362 605,649 364,768
78,401,516 74,838,105 927,652 954,140
- - 14,882,050 12,685,995
5,111,039 5,111,039 - -
2,097,429 2,122,341
- - 1,521,382 1,611,067
6,081,982 5,914,678 2,872,828 2,761,631
91,691,966 $ 87,986,163 20,203,912 $ 18,012,833
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WESTERN ILLINOISUNIVERSITY

STATEMENT OF REVENUES, EXPENSESAND CHANGESIN NET ASSETS

Year Ended June 30, 2004

(With Partial Financial Information for the Year Ended June 30, 2003)

University Component Unit
2004 2003 2004 2003
OPERATING REVENUES
Tuition and fees, net $ 44126804 $ 39,722,720 $ - $ -
Grants and contracts 21,467,731 22,457,224 - -
Sales and services of educational departments 5,241,205 4,394,785 - -
Auxiliary enterprises, net 42,392,818 41,771,909 - -
Student loan activities 84,740 89,998 - -
Other operating revenues 3,696,417 2,868,058 2,875,304 2,601,501
Total operating revenues 117,009,715 111,304,694 2,875,304 2,601,501
OPERATING EXPENSES
Instruction 49,082,909 48,942,184 569,806 557,675
Research 5,148,557 7,473,664 45,265 49,674
Public service 10,721,040 9,537,462 49,503 204,618
Academic support 12,065,576 11,812,515 71,439 67,440
Student services 15,625,275 14,062,918 519,150 654,122
Institutional support 9,420,983 9,311,451 688,912 581,009
Operation and maintenance of plant 12,483,110 11,892,020 222,910 395,163
Student aid 5,498,580 5,144,641 1,494,099 1,443,179
Auxiliary enterprises 37,122,186 35,103,676 - -
Staff benefits 4,353,225 3,821,601 - -
Depreciation 9,606,897 9,429,371 25,249 5,790
On-behalf payments 67,284,696 22,210,918 - -
Other operating expenses 11,456 25,047 - -
Total operating expenses 238,424,490 188,767,468 3,686,333 3,958,670
Operating loss (121,414,775) (77,462,774) (811,029) (1,357,169)
NONOPERATING REVENUES (EXPENSES)
State appropriations 122,302,896 81,669,728 - -
Gifts 594,155 611,257 - -
Loss on disposal of capital assets (6,550) (173,879) (2,180) -
Investment income 648,835 343,215 1,529,281 295,730
Interest on capital asset-related debt (2,556,496) (2,718,469) (1,302) (1,131)
Contribution of capital assetsto Western lllinois University - - (2,984,444) -
Other nonoperating revenues 369,484 134,550 627,173 607,978
Net nonoperating revenues 121,352,324 79,866,402 (831,472) 902,577
Income (loss) before other revenues, expenses, gains and losses (62,451) 2,403,628 (1,642,501) (454,592)
Capital state appropriations 783,810 3,200,708 - -
Additions to permanent endowments - - 833,580 665,235
Capital gifts 2,984,444 - 3,000,000 192,400
Increasein net assets 3,705,803 5,604,336 2,191,079 403,043
Net assets, beginning of year 87,986,163 82,381,827 18,012,833 17,609,790
Net assets, end of year $ 91,691,966 $ 87,986,163 $ 20,203,912 $ 18,012,833

13
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WESTERN ILLINOISUNIVERSITY

STATEMENT OF CASH FLOWS
Year Ended June 30, 2004
(With Partial Financial Information for the Year Ended June 30, 2003)

University Component Unit
2004 2003 2004 2003
CASH FLOWSFROM OPERATING ACTIVITIES
Tuition and fees $ 44,690,059 $ 39,278,521 $ - $ -
Grants and contracts 22,335,883 22,637,527 - -
Gifts for other than capital and endowment purposes - - 2,615,615 2,717,032
Payments for employee salaries and benefits (105,865,924) (104,642,613) - -
Payments for goods and services (49,957,218) (49,888,141) (1,926,911) (2,660,698)
Payments to annuitants - - (28,410) (21,309)
Payments for scholarships and fellowships (5,784,733) (5,155,049) (1,494,099) (1,443,179)
Student loans issued (748,075) (672,086) - -
Student loans collected 652,103 546,179 - -
Student loans interest and fees collected 84,115 92,179 - -
Auxiliary enterprise charges 41,871,046 41,666,005 - -
Sales and service of educational departments 5,466,150 4,250,893 - -
Other receipts, net 3,667,265 2,965,612 333,980 362,422
Net cash used by operating activities (43,589,329) (48,920,973) (499,825) (1,045,732)
CASH FLOWSFROM NONCAPITAL FINANCING ACTIVITIES
State appropriations 55,018,200 59,458,810 - -
Gifts 22,319 74,911 833,580 665,235
Nonoperating revenue (expenses), net (10,213) (317,346) 627,173 607,978
Net cash provided by noncapital financing activities 55,030,306 59,216,375 1,460,753 1,273,213
CASH FLOWSFROM CAPITAL AND RELATED FINANCING ACTIVITIES
Capital appropriations - 74,129 - -
Cash paid for capital assets (12,393,684) (6,969,104) - (23,573)
Principal paid on capital debt and leases (2,833,792) (2,674,896) (4,552) (4,725)
Interest paid on capital debt and leases (2,853,206) (2,513,763) (1,303) (1,131)
Net cash used by capital and related financing activities (18,080,682) (12,083,634) (5,855) (29,429)
CASH FLOWSFROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 11,426,777 11,525,708 14,521,038 4,935,554
Earnings on investments 1,089,183 389,237 194,428 83,496
Purchase of investments (3,411,937) (3,772,756) (15,547,998) (5,196,226)
Net cash provided (used) by investing activities 9,104,023 8,142,189 (832,532) (177,176)
NET INCREASE IN CASH AND CASH EQUIVALENTS 2,464,318 6,353,957 122,541 20,876
Cash and cash equivalents, beginning of year 37,504,972 31,151,015 3,015,825 2,994,949
CASH AND CASH EQUIVALENTS, END OF YEAR $ 39,969,290 $ 37,504,972 $ 3,138,366 $ 3,015,825

See notesto financial statements. 14



WESTERN ILLINOISUNIVERSITY

STATEMENT OF CASH FLOWS
Y ear Ended June 30, 2004

(With Partial Financial Information for the Year Ended June 30, 2003)

(continued)
University Component Unit
2004 2003 2004 2003
Reconciliation of Cash and Cash Equivalentsto the
Statement of Net Assets
Cash and cash equivalents $ 39,791,198 $ 36,721,403 2,966,339 $ 2,664,784
Restricted cash and cash equivalents - current 178,092 783,569 172,027 351,041
Total cash and cash equivalents $ 39,969,290 $ 37,504,972 3,138,366 $ 3,015,825
Reconciliation of operating lossto net cash
used by operating activities:
Operating loss $ (121,414,775)  $ (77,462,774) (811,029) $  (1,357,169)
Adjustments to reconcile net operating loss
to net cash used by operating activities:
Depreciation expense 9,606,897 9,429,371 25,249 5,790
On-behalf payments 67,284,696 22,210,918 - -
Noncapitalized capital appropriations 5,244 4,355 - -
Actuaria adjustment to value of split-intrest agreements - - 18,943 (15,508)
Changes in assets and liabilities:
Receivables, net 72,000 83,428 (36,804) 19,477
Pledges receivable - - 77,887 453,694
Loans receivable, net (5,511) 2,400 - -
Inventories 1,101,701 (323,395) 917 1,705
Other assets 10,537 10,536 12,853 (2,128)
Accounts payable (448,344) (203,677) 22,741 (1,105)
Accrued payroll 305,577 (477,339) - -
Due to University - - 23,950 (155,270)
Annuities payable - - 132,261 -
Deferred revenue 833,768 (410,613) 33,207 4,782
Compensated absences (941,119) (1,784,183) - -
NET CASH USED BY OPERATING ACTIVITIES $  (43589,329) $_ (48,920,973) (499,825) $  (1,045732)
Noncash investing, capital and financing activities:
On-behalf payments $ 67,284,696 $ 22,210,918 - $ -
Capital asset acquisition via notes and leases payable 301,733 186,212 31,763 -
Capital asset acquisition via capital appropriation 1,370,169 3,661,928 - -
Capital asset acquisition via support from Foundation 3,556,280 699,251 - -
Capital gifts received - - 3,000,000 192,400
Long-term lease incurred for capital asset purchases - - 14,330 -

Capitalized interest 449,787
Capital asset changes in accounts payable 455,063
Other capital asset adjustments 81,847
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WESTERN ILLINOISUNIVERSITY

NOTESTO FINANCIAL STATEMENTS
Fiscal Year Ended June 30, 2004

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

Western lllinois University (University), acomponent unit of the State of 11linois (State), with aprimary focusoninstruction
and an additional commitment to research and public service, islocated in Macomb, Illinois. The governing body of the
University isthe Board of Trustees of Western Illinois University (Board). As required by accounting principles generally
accepted in the United States of America, thesefinancial statements present thefinancial position and financial activities of
the University and its component unit, Western Ilinois University Foundation (Foundation). The Foundation isincluded in
the University’s reporting entity because of the significance of its financia relationship with the University. Complete
financial statements for the Foundation may be obtained at that entity's administrative office:

WIU Foundation
1 University Circle
Macomb, IL 61455-1390

The Foundation is a University-related organization as defined under University Guidelines adopted by the State of
Illinois Legidative Audit Commission in 1982 as amended in 1997. The Foundation was formed for the purpose of
providing fund raising and other assistance to the University in order to attract private gifts to support the University's
instructional, research and public service activities. In this capacity, the Foundation solicits, receives, holds and
administers gifts for the benefit of the University.

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

Basis of Accounting
Theaccompanying financial statements have been prepared using the economi ¢ resources measurement focus and the accrual
basis of accounting. The University reports as a Business Type Activity. Business Type Activities are those financed in
whole or in part by fees charged to external parties for goods and services.

The University first appliesrestricted net assetswhen an expense or outlay isincurred for purposesfor which both restricted
and unrestricted net assets are available.

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting, the University followsall applicable GASB pronouncements.
In addition, the University applies al applicable Financial Accounting Standards Board (FASB) Statements and
Interpretations, Accounting PrinciplesBoard (APB) Opinionsand Accounting Research Bulletins (ARBS) of the Committee
on Accounting Proceduresissued on or before November 30, 1989 unless those pronouncements conflict with or contradict
GASB pronouncements. The University has el ected not to apply FASB pronouncementsissued after November 30, 1989.

Prior-Year Information
Thebasic financial statementsinclude certain prior-year partial comparativeinformation but do not includefull comparative
footnote disclosures required for a presentation in conformity with accounting principles generally accepted in the United
States of America. Accordingly, such information should be read in conjunction with the University’ sfinancial statements
for the year ended June 30, 2003, from which the partial information was derived.
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Use of Estimates
The preparation of financial statementsin conformity with accounting principles generally accepted in the United States of
Americarequires management to make estimates and assumptionsthat affect the reported amounts of assets, liabilities, and
net assets and disclosure of contingent assets and liabilities at the dates of the statements of net assets and the reported
amounts of revenues, expenses and other changesin net assets for the reporting periods. Actual results could differ from
those estimates.

Cash Equivalents
The University considers al liquid investments with original maturities of three months or less to be cash equivalents.

[nvestments
Investment in equity and debt securities, mutual funds and investment pools are carried at fair value. Fair valueis
determined using quoted market prices. Investments in nonnegotiable certificates of deposit are carried at cost.
Investment income consists of dividend and interest 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, amounts receivable from funding agencies for
grants, accounts receivable from third parties and charges for auxiliary enterprise services provided to students, faculty
and staff. Accounts receivable is recorded net of estimated uncollectible amounts.

L oansto Students
The University makes loans to students under various federal and other loan programs. Such loans receivable are
recorded net of estimated uncollectible amounts.

Inventories
Inventories are carried at the lower of cost (first-in, first-out method) or market.

Capital Assets
Capital assets are recorded at cost at the date of acquisition, or fair value at the date of donation. For equipment, the

University’s capitalization policy includes all items with aunit cost of $5,000 or more. Renovationsto buildings and land
improvementsthat increase the value or extend the useful lifeare capitalized. Routine repairs and maintenance are charged
to operating expensein the year in which the expenseisincurred. Depreciation iscalculated on astraight-line basisover the
estimated useful lives (three to sixty years) of the class of assets.

University capital assetsfinanced by the State of I1linois Capital Devel opment Board (CDB) arerecorded by the University
as the funds are expended by the CDB.

Deferred Revenue
Deferred revenue represents unearned student fees and advances on grants and contract awardsfor which the University has
not met all of the applicable eligibility requirements.

Compensated Absences

University policies permit most employeesto accumulate vacation and sick |eave benefitsthat may berealized as paid time
off or, inlimited circumstances, asacash payment. Expense and therelated liability are recognized as vacation benefitsare
earned whether the employee is expected to realize the benefit as time off or in cash. Expense and the related liability for
sick leave benefits are recognized when earned to the extent the employee is expected to realize the benefit in cash
determined using the termination payment method. Sick leave benefits expected to be redlized as paid time off are
recognized as expense when the time off occurs and no liability isaccrued for such benefits employees have earned but not
yet realized. Compensated absence liabilities are computed using the regular pay and termination pay ratesin effect at the
statement of net assets date plus an additional amount for compensation-related payments such as social security and
M edicare taxes computed using rates in effect at that date.
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Net Assets

Net assets of the University are classified in four components. Net assets invested in capital assets, net of related debt,
consists 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 required to be retained and
invested in perpetuity. Restricted expendable net assets are noncapital assets that must be used for a particular purpose as
specified by laws, 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,
restricted nonexpendable 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 revenuesinclude activitiesthat have the characteristics of exchange transactions, such as
(2) student tuition and fees, net of scholarship allowances, (2) salesand services of auxiliary enterprisesand (3) interest
on student loans.

Nonoperating revenues - Nonoperating revenues include activities that have the characteristics of nonexchange
transactions, such as gifts and contributions, and other revenue sources, such as state appropriations and investment
income, that are defined as nonoperating revenues by GASB pronouncements. The State of 11linois General Revenue
Fund and Education Assistance Fund appropriations are reported as non-operating revenue to the extent that they are
expended during the current fiscal year. The University relieson these appropriationsto provide funding for operations.

Scholar ship Discounts and Allowances

Student tuition and fee revenues, and certain other revenues from students, are reported net of scholarship allowancesinthe
Statement of Revenues, Expenses and Changesin Net Assets. Scholarship allowances are the difference between the stated
chargefor goods and services provided by the University, and the amount that is paid by studentsand/or third parties making
payments on the students behalf. Certain governmental grants, such as Pell grants, and other federal, state or
nongovernmental programs, are recorded as either operating or nonoperating revenues in the University's financial
statements. To the extent that revenuesfrom such programs are used to satisfy tuition and fees and other student charges, the
University has recorded a scholarship alowance. The scholarship allowances on tuition and fees and housing for the year
ended June 30, 2004, were $3,635,789 and $1,985,885, respectively.

Collections
The University has collections of rare manuscripts and art that it does not depreciate. These collections adhere to the
University’spolicy to (a) maintain them for public exhibition, education or research, (b) protect, keep unencumbered, care
for and preserve them, and (c) require proceeds from their sale to be used to acquire other collection items.

Donor Restricted Endowments

For donor restricted endowments, the Uniform Management of Institutional Funds Act, as adopted in Illinois, permits the
Board of Trustees of the Foundation to appropriate an amount of realized and unrealized endowment appreciation as they
determine to be prudent. The Board of Trustees has established an investment policy with the objectives of protecting the
principal of these funds and maximizing total investment return without assuming extraordinary risks. It isthe goal of the
Foundation to provide spendableincomelevelsthat are reasonably stable and sufficient to meet budgetary requirementsand
to maintain aspending rate, currently established at 5% for endowment purposes and 1.4% for operational purposes, which
ensures a proper balance between the preservation of corpus and enhancement of the purchasing power of investment
earnings. The Foundation’ spolicy isto retain the endowment’ sunrealized appreciation with the endowment after spending
rule distributions. As of June 30, 2004, the Foundation had a total of $1,356,399 of net appreciation from investment of
donor-restricted endowments available for expenditure. Thisamount is reported in expendable restricted net assets on the
statement of net assets.

Income Taxes
Asastateinstitution 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 asimilar provision of state law. However, the University is
subject to federal income tax on any unrelated business taxable income.
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NOTE 2. CASH AND INVESTMENTS

[llinois statutes and Board policy authorize the University to invest in certificates of deposit, The Illinois Funds, United
States Government Securities, securities guaranteed by the full faith and credit of the United States government, and any
other security permitted by law and approved by the Board.

Various University funds have cash and certain investments which are pooled for the purpose of securing agreater returnon
investment and providing an equitable distribution of investment return. Pooled investments, which consist principally of
U.S. Treasury obligations, time deposits, and The Illinois Funds, are stated at market. Income is distributed based upon
average quarterly balances invested in the pool. The investment in The Illinois Funds is an investment money market
position in a2a7-like pool; therefore, the investment is based on the pool's share price. The pool is managed by thelllinois
State Treasurer. Thetotal carrying amount of the University'sdepositswas anet balance of $1,853,945 at June 30, 2004. The
total carrying amount of the Foundation's deposits was a net ba ance of $55,690 at June 30, 2004. The total bank balance at
June 30, 2004 of the University was $1,439,912. The total bank balance at June 30, 2004 of the Foundation was $95,046.
These bank balances were covered by federal depository insurance or collateral held by an agent in the University's or the
Foundation's name.

Investments are categorized below to give an indication of the level of custodial credit risk assumed by the University and
the Foundation at June 30, 2004. Category 1 includes investments that are insured or registered. Category 2 includes
uninsured and unregistered investments for which the securities are held by the counterparty's trust department or agent in
the University's or the Foundation's name. Category 3 includes uninsured and unregistered investments for which the
securities are held by the counterparty, or itstrust department or agent, but not in the University's or the Foundation's name.
Mutual funds and money market investments are not evidenced by securities that exist in physical or book entry form and
therefore, are not categorized.

University
Category
Fair
1 2 3 Value Cost
US Government Securities $ 9,093,105 $ - $ - $ 9,093,105 $ 9,253,077
The Illinois Funds 39,115,345 39,115,345
TOTAL INVESTMENTS $ 48,208,450 $ 48,368,422
Foundation
Category
Fair
1 2 3 Value Cost
Government Bonds $ - $ 3,971,408 $ 2,560,769 $ 6,532,177 $ 6,577,341
International Common Stock - 316,997 210,657 527,654 321,290
Common Stock 376,369 2,729,733 5,174,050 8,280,152 6,603,892
Corporate Bonds - 335,480 300,599 636,079 601,709
TOTAL $ 376,369 $ 7,353,618 $ 8,246,075 15,976,062 14,104,232
The lllinois Funds 322,236 322,236
Equity Mutua Funds 1,954,311 1,161,023
Other 880,769 880,822
TOTAL INVESTMENTS $ 19,133,378 $ 16,468,313
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NOTE 3. ACCOUNTSAND LOANSRECEIVABLE

Accounts receivable are reported net of allowances for uncollectible accounts of $2,709,436 at June 30, 2004. Loans
receivable are reported net of allowances for uncollectible loans of $510,100 at June 30, 2004.

Univer sity Accounts Receivable, Year Ended June 30, 2004

Receivables from students

Receivables from funding agencies

Receivables from third parties

NOTE 4. CAPITAL ASSETS

$ 2,113,104
1,040,138
1,610,942

$ 4,764,184

The University capitalizes net interest costs incurred on borrowed funds during the construction of capital assets. Net

interest of $449,787 was capitalized as construction in progress during fiscal year 2004.

The tables below depict capital asset activity for both the University and the Foundation for the year ended June 30,

2004.

University

Capital Assets Activity, Year Ended June 30, 2004

Non-depr eciable Capital Assets
Land and land improvements
Works of art and historical treasures
Construction in progress

Depreciable Capital Assets
Site improvements
Buildings and building improvements
Equipment
Capital |ease equipment

Accumulated Depreciation

Capital Assets, net

Beginning Ending

Balance Additions Deletions Transfers Balance
$ 1,584,347 $ 1,600,000 $ - $ - $ 3,184,347
453,069 18,500 - - 471,569
3,258,976 9,931,894 - (2,850,819) 10,340,051
25,862,692 146,832 - 87,135 26,096,659
168,348,443 2,232,329 - 4,133,853 174,714,625
57,809,231 3,292,039 (939,625) - 60,161,645
298,509 16,800 (55,965) - 259,344
(136,818,066) (9,606,897) 900,077 - (145,524,886)
$120,797,201 $ 7,631,497 $ (95513) $ 1,370,169 $129,703,354
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Foundation
Capital Assets Activity, Year Ended June 30, 2004

Beginning Ending
Balance Additions Deletions Balance

Non-depreciable Capital Assets

Land and land improvements $ 909200 $ 1,600,000 $ (1,600,0000 $ 909,200
Depreciable Capital Assets

Building - 1,400,000 (1,400,000) -

Capital lease equipment 55,256 31,763 (31,683) 55,336
Accumulated Depreciation (10,316) (25,249) 27,625 (7,940)
Capital Assets, net $ 954140 $ 3006514 $ (3,004058) $ 956,596

NOTE 5. NOTESPAYABLE

The University has entered into installment purchase agreements for telecommunications equipment, storage area
network equipment and building and land with an original cost of $3,834,212. The related notes payable obligations
were recorded at the present value of the future minimum installment payments, discounted using applicable discount
rates, which range from 3.11% to 7.49%.

Notes Payable Activity, Year Ended June 30, 2004

Balance, beginning of year $ 2,714,781
New installments/refinance 294,886
Payments (445,412)
BALANCE, END OF YEAR $ 2,564,255

Current Portion $ 428,412
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Following isaschedule by years of thetotal future minimum note payments under these agreementstogether with the present
value of the net minimum note payments as of June 30, 2004:

2005 $ 511,920
2006 491,920
2007 491,920
2008 491,920
2009 428,160
2010 - 2014 428,160
Total Minimum Note Payments 2,844,000
Less Amount Representing I nterest 279,745

PRESENT VALUE OF NET MINIMUM
NOTE PAYMENTS $ 2,564,255

NOTE 6. REVENUE BONDS PAYABLE

General
At June 30, 2004, revenue bonds payable consist of Western Illinois University Auxiliary Facilities System Revenue Bonds,
Series 2002, Western Illinois University Auxiliary Facilities System Revenue Bonds, Series 1999, Western Illinois
University Auxiliary Facilities System Revenue Bonds, Series 1995, and Western Illinois University Auxiliary Facilities
System Revenue Refunding Bonds, Series 1993.

Series 2002 Bonds
On February 6, 2002, the Series 2002 Bonds were issued in the principal amount of $12,605,000. The Series 2002
Bonds are due April 1, 2022, with annual principal payments ranging from $450,000 to $970,000 commencing April 1,
2004, and semi-annual interest payments beginning April 1, 2002, at 3.50% to 5.00%.

Proceeds from the sale of the Series 2002 Bonds are being used to construct a new residence hall, to renovate existing
residence halls, to renovate married student and family housing apartments, and to purchase property adjacent to the
University. In addition, Series 2002 proceeds were used to pay interest on the Series 2002 Bonds through October 1,
2003, to fund a deposit to the Debt Service Reserve Account and to pay the costs of issuing the Series 2002 Bonds.

Series 1999 Bonds
OnJuly 13, 1999, the Series 1999 Bondswereissued in the principal amount of $10,000,000. The Series 1999 Bonds aredue
April 1, 2024, with annual principal payments ranging from $235,000 to $695,000 commencing April 1, 2001, and
semi-annual interest payments beginning April 1, 2000, at 5.20% to 5.30%.

Proceeds from the sale of the Series 1999 Bonds were used to construct anew dining center, to renovate an existing dining
center, to construct an addition to Western Hall, to make fire safety improvements and to refurbish student housing facilities.
In addition, Series 1999 proceeds were used to pay interest on a portion of the Series 1999 Bonds through April 1, 2001, to
fund a deposit to the Debt Service Reserve Account, and to pay the costs of issuing the Series 1999 Bonds.
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Series 1995A and 1995B Bonds

On September 28, 1995, the Series 1995A and 1995B Bonds were issued. The Series 1995A Bonds were issued in the
principal amount of $9,200,000 and bear interest rates ranging from 4.10% to 5.80%, payable semi-annually commencing
April 1, 1998. Of the Series 1995A Bonds, $4,980,000 are serial bonds maturing in annual principal amounts ranging from
$180,000 to $1,170,000 on April 1, 1998 through 2012, and $4,220,000 are term bonds (subject to sinking fund
requirements) which are due April 1, 2020. The Series 1995B Bonds are taxable revenue refunding bonds issued in the
principal amount of $7,080,000 and bearing interest at rates ranging from 6.10% to 6.85%, payable semi-annually
commencing April 1, 1996. The Series 1995B Bonds are serial bonds maturing in annual principal amounts ranging from
$130,000 to $995,000 on April 1, 1996 through 2005.

Proceeds from the sale of the Series 1995A Bonds were used to finance the cost of certain additional facilities and
renovations, to increase the Debt Service Reserve Account, to make a deposit to the Bond and Interest Account, to pay
interest costs on the Series A Bonds during construction and to pay certain expenses related to the issuance of the bonds.
Proceedsfrom the sal e of the Series 1995B Bonds were used to refund the $6,780,000 principal amount of outstanding 1985
bonds by optional redemption on November 1, 1995, and to pay certain expenses related to the issuance of the bonds.

Series 1993 Bonds

On July 14, 1993, the Series 1993 Bonds wereissued in the principal amount of $24,810,560. The Series 1993 Bonds consist
of current interest bonds ($23,165,000) and capital appreciation bonds ($1,645,560). The current interest bonds bear interest
at rates ranging from 5.05% to 5.40% payable semi-annually commencing October 1, 1993.

Of the current interest bonds, $4,340,000 are serial bonds maturing in annual principal amounts ranging from $385,000 to
$1,605,000 on April 1, 2003 through April 1, 2007, and $9,380,000 and $9,445,000 are term bonds (subject to sinking fund
requirements) which are due April 1, 2012, and April 1, 2016, respectively. The capital appreciation bonds do not require
current interest payments. They mature on April 1, 2003, and April 1, 2008, at amounts sufficient to yield 5.35% and 5.75%.
The University records the annual increase in the principal amounts of the bonds as capital appreciation on bonds payable.

Proceeds from the sale of the Series 1993 bonds, together with other funds of the University, were used to advance refund
$19,530,000 of the outstanding Series 1985 Bonds, to fund the Debt Service Reserve Account and to pay certain expenses
related to the issuance of the bonds.

Advance Refunded Bonds

Certain revenue bonds of the University have been defeased in prior years through advance refundings and, accordingly,
have been accounted for asif they were retired. The principal amount of advance refunded bonds outstanding at June 30,
2004 was $19,290,000.

Debt Service Activity Requirements and Collateral

Following is a schedule depicting Revenue Bonds Payable activity for the year ended June 30, 2004:

Revenue Bonds Payable Activity, Year Ended June 30, 2004

Beginning New Debt/ Principal Ending Current
Balance Accretion Paid Balance Portion

Series 1993 Bonds $ 25,148,422 $ 138,145 $ 405,000 $ 24,881,567 $ 425,000

Series 1995A Bonds 8,005,000 - 225,000 7,780,000 1,170,000
Series 1995B Bonds 1,125,000 - 995,000 130,000 130,000
Series 1999 Bonds 9,265,000 - 265,000 9,000,000 280,000
Series 2002 Bonds 12,605,000 - 450,000 12,155,000 465,000

Total/Subtotal $ 56,148,422 $ 138,145 $ 2,340,000 53,946,567 2,470,000
Unamortized Discount (505,745) (68,553)
TOTAL $ 53,440,822 $ 2,401,447
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Aggregate maturities of the bonds outstanding as of June 30, 2004 are as follows:

Principal Interest
2005 $ 2,470,000 $ 2,640,209
2006 2,590,000 2,521,039
2007 2,715,000 2,393,526
2008 5,945,000 2,257,289
2009 2,985,000 2,115,461
2010-2014 17,350,000 8,126,353
2015-2019 13,925,000 3,564,825
2020-2024 6,560,000 835,685
Subtotal 54,540,000 24,454,387
Unaccreted Appreciation (593,433) -
Unamortized Discount (505,745) -
TOTAL $ 53,440,822 $ 24,454,387

Maximum Annual Net Debt Service as defined for all outstanding debt is $5,111,039.

None of the bonds described above constitute obligations of either the State of Illinois or the Board of Trustees of
Western Illinois University, but together with interest thereon, are payable solely from and are collateralized by a) the
net revenues of the Western Illinois University Auxiliary Facilities System b) certain pledged student fees, and c) the
related bond reserve accounts.

NOTE 7. CAPITAL LEASE OBLIGATIONS

The University has entered into several |ease purchase contracts for duplicating equipment. Assets under capital leases at
June 30, 2004, totaled $142,920, net of accumulated depreciation of $116,425. Therelated |ease obligationswere recorded
at the present value of the future minimum lease payments discounted using applicable discount rates, which range from
5.59% to 16.72%.

Capital Lease Activity, Year Ended June 30, 2004

Balance, beginning of year $ 180,082
New leases 16,500
Payments (48,380)
Terminations (3,500)
BALANCE, END OF YEAR $ 144,702

Current Portion

S 30881
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Following is a schedule by years of the total future minimum lease payments under these leases together with the present
value of the net minimum |lease payments as of June 30, 2004:

2005 $ 47,481
2006 44,872
2007 44,872
2008 21,934
2009 2,195
Total Minimum L ease Payments 161,354
Less Amount Representing Interest 16,652

PRESENT VALUE OF NET MINIMUM
LEASE PAYMENTS $ 144,702

NOTE 8. ACCRUED COMPENSATED ABSENCES

Vacation pay earned but not taken may be accumulated up to a specified maximum from 24 to 56 work days, and received as
alump sum payment upon termination. At June 30, 2004, such accumulated benefits totaled $5,587,537.

Administrative and faculty unused sick leave may be accumulated up to a specified maximum, generally 300 calendar days.
Unused and unpaid sick leave can be applied toward the service time requirements for computing retirement benefits. Civil
service exempt and nonexempt empl oyees have no specified maximum accumul ation of unused sick leave days. One-half of
any unused sick leave earned from January 1, 1984 through January 1, 1998 can be received as alump sum payment upon
termination. At June 30, 2004, such accumulated benefits totaled $12,733,558.

Compensated Absence Activity
Year Ended June 30, 2004

Balance, beginning of year $ 19,262,214
Additions 678,776
Deductions (1,619,895)
BALANCE, END OF YEAR $ 18,321,095
Current Portion $ 1,709,274

NOTE 9. RETIREMENT PLAN

Plan Description
The University contributesto the State Universities Retirement System of [llinois (SURS), acost-sharing multiple-employer

defined benefit pension plan with aspecial funding situation whereby the State of I1linois makes substantially all actuarially
determined required contributions on behalf of the participating employers. SURS was established July 21, 1941 to provide
retirement annuities and other benefits for staff members and employees of the state universities, certain affiliated
organizations, and certain other state educational and scientific agencies and for survivors, dependents, and other
beneficiaries of such employees. SURS s considered acomponent unit of the State of 11linois financial reporting entity and
isincluded in the State's financial reports as a pension trust fund. SURS is governed by Section 5/15, Chapter 40, of the
I1linois Compiled Satutes.
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SURSissuesapublicly availablefinancial report that includesfinancial statementsand required supplementary information.
That report may be obtained by writing to:
SURS
1901 Fox Drive
Champaign, IL 61820
or by calling 1-800-275-7877

Eligible employees must participate upon initial employment. Employees areineligible to participate if @) employed after
having attained age 68; or b) employed less than 50 percent of full time. Of these University employees ineligible to
participate, the majority are students at the University.

SURS provides retirement, disability and death benefits. Membersare éligiblefor normal retirement at any age after 35 years
of service, at age 60 after 8 years of service or at age 62 after 5 years of service. There are also provisions for early
retirement. Retirement benefits are based on certain formulasthat generally are afunction of years of serviceand the average
salary based on the highest earnings of any four consecutive years. Disability benefitsare paid to disabled memberswith two
yearsof covered service, generally at 50% of basic compensation until thetotal benefits paid equal 50% of thetotal earnings
in covered service.

Death benefits are payable to survivors of an active member with one and one half years of covered service or of aformer
member with 10 years of covered service. These benefits are payable until children attain the age of 18, to aspouse after age
50 and to a dependent parent after age 55. Benefits are equal to the retirement contributions and interest, a lump sum
payment of $1,000, and a monthly annuity equal to a portion of the accrued normal retirement benefit based on specified
formulas.

Funding Palicy
Plan members are required to contribute 8.0% of their annual covered salary and substantially all employer contributionsare

made by the State of Illinois on behalf of the individual employers at an actuarially determined rate. The current rate is
9.65% of annual covered payroll. The contribution requirements of plan members and employers are established and may be
amended by the Illinois General Assembly. The employer contributionsto SURS for the years ending June 30, 2004, 2003
and 2002 were $49,467,248, $8,021,849, and $7,380,770 respectively, equa to the required contributions for each year.

On April 7, 2003, the Governor signed Public Act 93-0002 into law authorizing the issuance of up to $10 billion of general
obligation bonds for making contributions to the State's designated retirement systems, including the State Universities
Retirement System (SURS). On June 12, 2003, the Stateissued $10 billion of General Obligation Bonds, Pension Funding
Series of June 2003, which generated $9.96 hillion in proceeds in order to pay the designated retirement systems $300
million for the remaining statutorily required contributions for the fourth quarter of fiscal year 2003, $1.86 hillion for the
fiscal year 2004 statutorily required contributions, and $7.32 billion in order to reduce the actuarial reserve deficiencies of
the State’ s designated retirement systems. The remaining $481 million of proceeds was authorized by the Bond Sale Order
to be held by the State to make the first required interest payment on the bonds. On July 1, 2003, the SURS received an
allocation of $1.43 hillion for their share of the $7.32 hillion to reduce the actuarial reserve deficiency at the SURS. The
University’s alocation of this amount was $40.3 million.

NOTE 10. POSTEMPLOYMENT BENEFITS

In addition to providing pension benefits, the State provides certain health, dental and life insurance benefits to annuitants
who areformer State employees. Thisincludes annuitants of the University. Substantially all State employees, including the
University's employees, may become eligible for postemployment benefitsif they eventually become annuitants. Health and
dental benefitsinclude basic benefits for annuitants under the State's self-insurance plan and insurance contracts currently in
force. Life insurance benefits are limited to $5,000 per annuitant.

Currently, the State does not segregate payments made to annuitants from those made to current employeesfor health, dental
and life insurance benefits. The cost of health, dental and life insurance benefitsis recognized on a pay-as-you-go basis.
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NOTE 11. INSURANCE

The University participatesin the State University Risk Management Association (SURMA), aself-insurance pool. Through
its participation in the Illinois Public Higher Education Cooperative (IPHC), the University has contracted with commercial
carriers to provide various insurance coverages, including educators legal and other general liability insurance. The
University'sliability coverages have a$350,000 deductible per occurrence, which may be funded by SURMA. Additionaly,
the University purchases property insurance coverage for the replacement value of University real property and contents.
Settled claims have not exceeded commercial coverage in any of the three preceding years.

NOTE 12. OPERATING EXPENSESBY NATURAL CLASSIFICATION

Operating expenses by natural classification for the year ended June 30, 2004, for the University are summarized asfollows:

Instruction

Research

Public service
Academic support
Student services
Institutional support
Operation and maintenance of plant
Student aid expense
Auxiliary enterprises
Staff benefits
Depreciation expense
On-behalf payments

Other operating expenses

Compensation Suppliesand Scholar ships

and Benefits Services and Fellowships Depreciation Total
$ 45481207 $ 3563330 $ 38372 % - $ 49,082,909
2,786,921 2,361,411 225 - 5,148,557
7,112,931 3,571,285 36,824 - 10,721,040
8,982,690 3,079,524 3,362 - 12,065,576
8,262,608 7,278,751 83,916 - 15,625,275
8,302,362 1,118,621 - - 9,420,983
7,169,243 5,313,867 - - 12,483,110
- 27,000 5,471,580 - 5,498,580
12,569,652 24,375,080 177,454 - 37,122,186
4,353,225 - - - 4,353,225
- - - 9,606,897 9,606,897
67,284,696 - - - 67,284,696
- 11,456 - - 11,456
$ 50,700,325 $ 5,811,733 $ 9,606,897 $ 238,424,490

TOTAL OPERATING EXPENSES $ 172,305,535
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Operating expenses by natural classification for the year ended June 30, 2004 for the Foundation are summarized as

follows:
Scholar ships
I nstitutional and
Support Fellowships Depr eciation Total
Advertising & Promotions $ 167,242  $ - 3% - $ 167,242
Contractual Services 815,923 - - 815,923
Copying/Photo Services 82,615 - - 82,615
Cost of Sales 68,739 - - 68,739
Assets Pur/Donated to WIU 217,792 - - 217,792
Food/Food Supplies/Catering 217,695 - - 217,695
Operating Supplies’Commodities 186,403 - - 186,403
Operation of Automotive Equipment 3,834 - - 3,834
Postage 95,683 - - 95,683
Registration Fees/Conf Expenses & Dues 52,927 - - 52,927
Scholarships Returned to Donors 19,357 - - 19,357
Scholarships - 1,498,292 - 1,498,292
Telecommunications 4,709 - - 4,709
Change in Annuities Payable/Annuity Payments 18,942 - - 18,942
Transfer of Restricted Fundsto WIU 132,631 - - 132,631
Transfer of Unrestricted Fundsto WIU 78,300 - - 78,300
Depreciation - - 25,249 25,249
TOTAL OPERATING EXPENSES $ 2162,792 $ 1,498,292 $ 25249 $ 3,686,333

NOTE 13. CONTRACT WITH WESTERN ILLINOISUNIVERSITY FOUNDATION

The University hasacontract with The Western I1linois University Foundation in which the Foundation has agreed to aid and
assist the University in achieving itseducational, research, and service goalsby developing and administering its gifts. These
gifts received by the Foundation are to be used for the benefit of the University in its scholarship, loan, grant and other
supporting programs. The University agreed, asapart of thiscontract, to furnish certain services necessary to the operation
of the Foundation.

For fiscal year 2004, the Foundation did not specifically reimburse the University for $680,942 of personal service costs or
for facility use provided by the University. However, the Foundation gave the University $4,847,721 for fiscal year 2004, in
totally unrestricted funds or funds restricted as to department but generally available for on-going University operations.

NOTE 14. GOVERNMENT GRANTS

The University iscurrently participating in numerous grants from vari ous departments and agencies of thefederal 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.

NOTE 15. SUBSEQUENT EVENT

On August 1, 2004, the University implemented a self-insurance plan for its student health insurance. HCH Administration
isthe administrator of this plan.
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