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Independent Auditors’ Report on Basic Financial Statements and
Schedule of Expenditures of State Financial Assistance

The Board of Governors
The Beard of Trustees
Rutgers, The State University of New Jersey:

We have audited the accompanying statements of net assets of Rutgers, The State University of New
Jersey (the University), a component unit of the State of New Jersey, as of June 30, 2006 and 2005, and the
related statements of revenues, expenses, and changes in net assets, and cash flows for the years then
ended. These financial statements are the responsibility of the University’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of maierial
misstatement. The financial statements of Rutgers University Foundation, a component unit of Rutgers,
The State University of New Jersey, were not audited in accordance with Government Auditing Standards.
An audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of £xpressing an opinion on
the effectiveness of the University’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in. the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Rutgers, The State University of New Jersey as of June 30, 2006 and 2005, and the
changes in its financial position and its cash flows for the vears then ended in conformity with U.S.
generally accepted accounting principles.

In accordance with Government Auditing Standords, we have also issued our report dated January 10, 2007
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 that testing, and not to provide an opinicn on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government duditing Standards and should be considered in assessing the results of our audits.




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

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The accompanying schedule of expenditures of State financial assistance is presented for purposes
of additional analysis as required by New Jersey Office of Management and Budget Circular 04-04, Single
Audit Policy for Recipients of Federal Grants, State Grants and State Aid, and is not a required part of the
basic financial statements. Such information has been subjected to the audiling procedures applied in the
audit of the 2006 basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the 2006 basic financial statements taken as a whole.

KPMe LIP

January 19, 2007



Rutgers, The State University of New Jersey

Management’s Discussion and Analysis
JUNE 30, 2006 and 2005

The foliowing management discussion and analysis {MD&A) provides = comprehensive overview of the financial position of
Rulgers, the State University of New Jersey (the University) at June 30, 2006 and 2005, and its resulls of operations for the years
then ended.  Management has prepared the financial statements and related footnote disclosures along with this MD&A in
accordance with generally accepted accounting principles as defined by the Governmental Accounting Standards Board for public
colieges and universities. This MDE&A should be read in conjunction with the audited financial statements and refated footnotes of
the University, which directly foliow the MD&A,

The University's financial report includes three basic financial statements: the Statement of Net Assets, the Statement of Revenues,
Expenses, and Changes In Net Assets, and the Statement of Cash Flows. These statements focus on the financial candition of the
University, the changes in financial position, and cash flows of the University as a2 whole rather than the accountability of funds.

The financial reporting entity of Rutgers includes its 28 degree granting schoels, of which 16 offer graduate programs of siudy.
These schools are located on three regional campuses in New Brunswick {Piscataway), Newark and Camden.  The financial
statements also include the financial activity of the Rutgers University Foundation, which adrministers the fundraising activities for
the University.

Statement of Net Assels

The Statement of Net Assets presents the financial position of the University at the end of the fiscal year and includes all assets
{current and noncurrent), kabilities (current and noncurrent) and net assets {the difference between total assets and otal liabilities}
of the University. Net assets is one indicator of the financial condition of the University, while the change in net assets is an
indicator of whether the overall financial condition has improved or warsened during the year,

Current assets include unrestricted cash and cash equivalents, investments that mature within a year, receivables and pledges due
within a year, mventories and other shori-term assels. Non-current assets include unrestricted investments that mature in more
than a year as well as all cash and cash equivalents and investmaents that are restricted by donors or extemal parties as o their
use. Receivables and pledges deemed to be collectable in more than a year are also includad as noncurrent,

Current liabilities include all liabilities that are payable within the next fiscal year. Deferred revenues, principally from summer
programs, are also presented as current liabilities  Liabilities that are due to be paid beyond the next fiscal year are reporied as
noncurrent kabiiities

Net assets consist of three major categories. The first category, invested in capital assets, net of related debt, represents the
istitution’s equity in property, plant and equipment. The next category is restricted net assets, which is divided into two categories,
non-expendable and expendable. Nonexpendable net assets are those resources that have been set aside and invesied as
required by the provider of the resources. These funds are not avaitable for expenditures. but rather must be invesied in perpetuity
with the earnings on those investments o be used as specified by the external entity at the time the resources are received
Expendable restricted net assets are available for expenditure by the University but must be spent for purposes as specified by
external entities. The final category is unrestricted net assets  Unrestricted net assels are available o the institution for any lawful
purpose. Substantially all of the University's unrestricled nef assets have been designated by the governing boards or management
to support specific programs such as student activities, research projecis. continuing education and summer programs, agriculiural
experiment station activities, junior year abroad programs, auxiliary enlerprises and other self-supporling organized activities
‘elating o educational departments as well as capital projects Many of these designations resuit from the funds being earned
through spacial purpose fess charged for the specific purposes.  The University, therefore, has an obligation 1o its students to
maintain these funds for the purposes that they were received

A summarized comparison of the University's assets, liabifities and net assets at June 30, 2008, 2005 and 2004 is as foliows
{dollars in thousands):

2805 2005 2004
Asseis
Current asseis 3550104 481,884 $425 950
Noncurrent assets:
Endowment, restricted and other
noncurrent cash and invesiments 633,326 580,350 566 801
Captal assets (Property, plant and
eguipment}, net 1,582,728 1,545,964 1,481.862
Other assetls 438,299 54 818 53,277
Tolal assels 2,824 440 2,774 056 2,627,68¢




2008 2008 2004

Liabilites
Current habilities 175,830 1506,05¢ 175784
Noncurrent Habilities 808,083 637,665 572 332
Total liabilities TTUB3EIY TTTEIT 7T TTTTVEBIR
Net assels {assels less liabilities)
invested in capital assets, net of debt 1,017,840 1,012,432 1,001,582
Restricted - expendable 358,006 333.853 327,554
Restricted - nonexpendable 273 558 243,581 220131
Unrestricted 390,422 356,469 330,307
Total net asseis 82040826 $1,846,335 $1.879,574

A review of the University's statement of net asssts at June 30, 2006 reflects an increase in total assels of $50.4 millien in 2006
This increase was primarily due to an increase $45.8 million in capital asseis caused by the capitalization of completed construction
projects including Universily Square housing in Newark, the Biomedical Engineering facility, the Public Safety building, Olson Hall
Life Science facility, and the Administrative Services Building {I.

in 2005, total assels increased $146.4 miilion. This increase was primarily due to an increase of $74.7 millicn in the University's
cash and invesiments resulting primarily from an increase in marke! value of $29.3 million and increases io the University's
permanent endowments of $12.0 million. Capilal assets also increased by $65.1 miliion.  Included in this increase was the
capitalization of the new Life Sciences Building, improvements at the Sociclogy Building in Camden, and the Loree Building on the
Douglass Campus.

Total liabilities for the year 2006 decreased by $44.1 million. Total debt obligations decreased $27.9 milion as 2 result of principal
payments made on our bonds and capial lease obligations. A decrease in accounts payable and acorued expenses of $19.8
miliion occurred primarily as a result of a decrease in the accruat for salaries. Salaries were pad on June 30 in fiscal 2008,
therefore, no accrual was required for unpaid salarles. In fiscal 2005, salaries were paid on June 24 reguiring an accrual for the
remaining salaries owed through June 30 Offsetting these decreases, the University's compensated absance liability was
increased by $3.0 million to meet the University's potential obligation for unused vacation time for its employees.

n 2005, total liabilties increased by £79.6 million. The primary cause for the increase was due 1o the issuance of Series 2004E
bonds in the amount of $86.7 miliocn. The New Jersey Economic Develupment Authority {NJEDA} also refinanced general
obligation bonds, Series 1994 Civic Square resulting in an increase of $0.6 million to the University's debt obligation. The net effect
of these new issues resulted in a net increase of $87.2 miliion to our outstanding debt obligation. This was offset by payments to
our existing debt totaling $25.6 million In addition, Accounts Payable increased by $11.9 milfion primarily as a resuli of outstanding
payments due on several construction projects, particularly University Square Housing on the Newark Campus, Olson Half Life
Science facilty on the Newark Campus and Modulfar Classroems on the New Brunswick Campus. The University's compensated
absence Hability was also increased by $2.0 million fo meet the University's potantial obligation for unused vacation time for its
employees.

Met assets increased by $94.5 million in 2006 primarily as a result of a $34.0 million increase in the University's unresiricted net
assets, a $33.7 million increase in permanent endowments and a $25.2 million increase in the University's restricled assets The
increase in unrestricled funds partially resulted from the University setting aside $15.C million for academic and student aid
initialives o be used in fiscal 2007, as well as, $8.0 million received on a igation settlement for the sfadium.  Permanent
endowments increased as a result of $12.6 million received from fundraising efforis, in addilion to an increass in market vatue. The
most significant increase in restricted funds resuited from $48.0 million provided by the state for a faciity for the Rulgers Business
School.

n 2005, net assets increased by $66.8 million primarily as a resull of the $26.2 miliion increase in the University's unrestricted net
assets and $23.5 million increase in permanent endowments.  The increase in unrestricted funds partially resulted from additional
funds provided to researchers o assist in cblaining new grants for their projects. The University also set aside $3.8 milion for
academic and student aid initiatives to be used in fiscal 2006, The increase in endowments resulted from the addition of $120
miilion from fundraising efforts and the increase in market value,

Statement of Revenues, Expenses, and Changes in Net Assels

The Biatement of Revenues, Expenses, and Changes in Nel Assets presents the revenues eared and the expensaes moeurred
during the year. Activities wre classified as either operating or nonoperating. Revenuess received and expenses incurred as a result



of the University providing goods and services o ds customers are considered operating. Nonoperating revenues are those
received for which goods and services are nol directly provided. The financial reporting modei classifies state appropriations and
gifts as non-cperating revenues  The operating deficit demonstrates the University's dependency on state support and gifis. in
addition, appropriations, grants and gifts received by the University, specifically for capital expenditures as well 2 gifts received
from donors as endowments, are reported as other revenue.

A summarnized comparison of the University's revenues, expenses, and changes in nel assets for the years ended June 30, 2008,
2005 and 2004 is as follows (dollars in thousands).

2008 2005 2004
Cperaling revenues
Student tuition and fees (net of
scholarship allowance) $386,823 $361.123 3338445
Grants and confracis 344,284 344 889 328347
Auxitiary enterprises 181,079 170,123 161,381
Other operating revenues 51,916 50,660 46,134
Total operating revenues 964,102 926,555 B74,277
Operating expenses 1,459 888 1,384,052 1,318,923
Operating loss {495,786 {487 457) {445 648)
Nonoperating revenues and {expenses)
State appropriations (including fringe
benefits paid directly by the state) 485,934 455,033 435,347
Contributions 10,050 27.859 36,941
Endowment and investment income 35,815 22,426 13,332
Unrealized and realized gain on
marketable securities 30,800 29,265 45403
Interest on capial asset related debt {24,525} {22,423 (21,4886)
Net other nonoperating revenues 11,051 3,455 4,030
Net nonoperating revenues 558,925 515,415 513,567
Income before other revenues, expenses,
gains and losses 53,139 47,958 67,921
Other revenues, expenses, gains and losses 31,352 18,803 16,518
Increase in net assets 94 491 56,781 84 438
Net assets at beginning of year 1,946,335 1,879,574 1,795 135
Net assets at end of year $2,040,826 31,946 335 31879574

The University’s net assets increased by $84 5 million in 2006, An increase in market value of the University's investments of $30.6
million, $35 8 million in Endowment and tnvestment Income, $11.8 million in grants and gifts used to construst, renovate or acquire
capital assets contributed to this increase. In addition, $19.6 million was received from donors to be added to the University's
permanent endowment to generate income that the University will be able fo use for specific programs.

in 2005, net assets increased by $66.8 million. A major part of that increase resulled from an increase in market value of the
University's invesimants of $29.3 million. Anocther 36 8 million of this increase was attributable to grants and gifts that were used {o
tonstruct, renovate of acquire capital assets, In addition, $12.0 million was received from donors to be added to the University's
permanent endowment fo generate income that the University will be able to use for specific programs.

Tuition and fzes are reflected net of scholarship allowances. Scholarship allowances represent scholarships and fellowships
applied to student accounts for tuition and residence fees. These scholarships and feliowships are funded through federal and state
grant programs and gifs raised by the University. The University provided $114.6 midlion of 2 total $146.3 million of studest aid
directly to student accounts. The remaining $31.7 milion was paid o sludents and is reflected as scholarship and fellowship
expense. Scholarship aliowances allocated to tuition and fees amounted to $91.5 million. Another $23.1 million was allocated to
residence fges, which are included in auxifiary revenues. Tultion and fees, net of schotarship allowances, increased $25.7 million in
2006, The increase resulted primarily from an increase in tuition rates of 8 00% offset by a slight decrease in enroliment and an
increase of 3.0% i the scholarship aliowance for additional aid awarded o students  In 2005, tuition and fees net of scholarship
aliowances, increased $227 miflion. The increase in 2005 resulted from a 8.00% increase in tuition rates offset by an 4.7%
increase in the scholarship alfowance

Total grant and contract activity remained relatively Bat in 2008 with a slight decrease of $0.4 million. Federal and Staie funds
recelved as support for student aid are included as grant revenue. Faderal support for student aid decreased $1.2 million while
State support increased $2.7 million for 2 net increase of $1.4 million in governmental student support.  The federal support
decreased primarily as a result of a decrease in the number of Pell grants awarded in 2008, The Siate support increased primarily
due to a $2.3 million increase in Tuition Aid Grant {TAG) awards.

ay



in 2003, grani ang contract aclivity grew with an increase of $16.3 million.  Federal suppori for student aid decreased by $1.4
million while state support increased by $3.9 million in 2005, The federal support decreased primarily as a result of a decrease in
the number of Pell grants awarded i 2005, The State support increased primarily due {o an increase in the maximum amount of
the Tuition Ald Grant award offset by a decling in the number of awards made this year,

Federal grants for research decreased $8.5 million in 2006 primarily from a decrease of $4.3 million in funding from the Naticnal
institutes of Health (NIH). Decreases in granis fom other federal agencies, included $1.1 million from the National Science
Foundation, and $1.0 million each from the Depariment of Defense, the Repariment of Energy and the Depariment of Agriculture,

State support for research increased by $6.6 million this year. A major cause of this increase was a $1.9 million grant for stem ¢l
research, along with a $1.9 milion increase in awards from the Commission on Science & Technology and & $1.1 million increase in
awards from the Depariment of Human Services.

Finally, non-governmental grants and confracts remained refatively constant in 2006. Tolal grant and contract revenue from all
three sources, federal, state and non-governmental, for research decreased $1.8 million. As a result of this decrease in revenue,
total expenses for research decreased $1.9 million.

in 2005, Federal granis for research increased by $6.2 million. This increase resulted primarity from increased grant activity from
the National institule of Health (NiH). Grants from NIH increased this year by $12.9 million. This increase was offset by decreases
in grants from other federal agencies, in particular, the Department of Education decreased $2.5 million, the Department of Defense
decreased $1.1 mililon and grants from NASA decreased $0.9 million.

In 2005, State support for research increased by $2.0 million. This increase is primarily attributed to an increase in grant activity
from the Depariment of Education. The University received a $0.5 million grant from the Depariment of Education for the evaluation
of career and technical education programs and a grant of $0.4 million for the statewide systemic inifiative to assist elementary
schools in improving the math and science skills of their studenis.

In 2605, non-governmental grants and contracts increased by $5.5 million. A significant cause of this increase is the result of an
increase in awards from foundations, particularly a $5.1 million grant from the Robert Wood Johnson Foundation. Total grant and
contract revenue from all three sources, federal, state and non-governmental, for research increased therefore by $13.7 million. As
a result of this increase in revenue, total expenses for research increased by $4.7 mlion.

Auxiliary revenue, net of scholarship alfowances, increased in 2008 by $11.0 million while expenditures increased by $10.0 million,
The increase in revenue resufted primarily from an increase in housing rates which ranged between 5% and 7%. ln addition, dining
revenue increased due to student board rate increase of 6 5% and the purchases of more meal plans. Revenues for Athistics
increased $2.3 milion due to an increase of 10% for infercollegiate Athletics fees, the football team's participation in the Insight
Bow! and greater revenug sharing from the Big East as a result of increased TV exposure of the football team Total auxifiary
expenses increased due 1o salary increases and an increase in the fringe benefit cost on those salaries, increasing fuel and utility
costs, increased food costs due to an increased participation in the meal plans Dy students as well as rising food costs and an
increase in repair and maintenance costs of housing units. Athletic expenses also increased due to the football team's participation
iri the insight Bowl,

in 2005, auxiliary revenue, net of schelarship aliowances, increased by $8.8 million while expenditures increased by $13.7 million.
The increase in revenue resulied primarily from an increase in housing rates of between 6% to 7% and dining rates of 35%
Expenses increased due lo salary increases and an increase in the finge benefit cost on those salaries, increasing utildy costs,
increased food costs due o an increased participation in the meal plans by students as well as rising food costs and an increase in
repair and mainignance costs,

Total state appropriations, including fringe benefits paid directly by the state, Increased $40.9 million in 2008, The appropriation by
the state for University operations increased $29.2 milion primarily as a result of an $18.0 million appropriation for the Rulgers
Business School In Newark and an increase in the base appropriation of $10.6 milllon.  State payments on behalf of the University
for finge benefits, also increased by $11.7 million. This increase in benefits was primarily attributable fo increases in total pensions,
FICA and prescription plans combined with increases in costs and enroliment in health plans.

in 2005, total state appropriations, including fringe benefits paid directly by the state, increased $12.7 milion. The appropriation by
the state for University operations increased $13.7 milhon primarily as a resuft of increased funding of University salanes, as well as
funding for the Food Innovation Research and Extension Center and the Camden Law School. State payments on behalf of the
University for fringe benefits also increased by $6.0 mithon. This increass in benefits wes primarily aftributable to an increase in the
cost of health and prescription plan coverage as well as anincrease in the number of emplovess enrolled in the plans.

instruction and deparimental research expenses increased by $32.3 milkon this year, Salary increases and increased fringe benefit
costs on those salanes accounted for a total of $235.0 milion. The remaining increase is attribuiable to non-salary expensas related
o modifying and equipping academic offices which were maved 10 new locations. These included the Center for European Studies,
the Center for Bio-Materials Devices, and the establishment of the Bionomics Research and Technology Center at £EOHSH



in 2006, student service expenditures increased minimally a1 $1.5 million. However, student service expendifures increased by $6.7
miflion in 20605 This increase was primarily due to salary increases and incraased finge benefits costs on those salaries iotaling
$3.2 million. In addition, $0.8 million was incurred to produce new brochures to improve student recruiiment.

Expenditures for operation and maintenance of plant increased by $13.0 mifiion in 2006. This increase is primarily atiributable tc an
increase of $10.0 million in fuel and uwlilities. Fuel charges for the Busch Cogeneration Plant increased 53%, as well as. uiilities
required for new faciiities, such as, the new Life Sciences Building in Mewark. Salary increases and increased frings benefits costs
on those salaries accounted for an increase of $3.2 million.

in 2005, expenditures for operation and maintenance of plant increased by $12.9 million. This increase was primarily atributable to
an increase of $5.9 milkion in fuel and uliliies. Salary increases and increased fringe benefits costs on those salaries accounted for
an increase of $4.4 million.  Insurance costs increased 30.6 million as z result of losses sustained from the fire in the Browaer
Commons Dining Hall and 2 flood at the Wright-Rieman Chemistry Lab.

The University's endowment and investment income increased by $13.4 million in 2006 primarily as a resuit of shortterm interest
rates increasing from 3% to 5%. In 2005, the University’s endowment and investment income increased by $9.1 million as a result
of increasing interest rates.

Other nonoperating revenues net of nonoperating expenses increased $7.6 miilion in 2006, This increase primarily was the result of
$8.9 million received as a fitigation setllement for the stadium. in 2005 there was a shight decrease in this category of .6 million.

Other revenues, expenses, gains and losses increased in 2006 by $12.5 million.  Additions to permanent endowments increased
$7.6 million from $12.0 million in 2065 to 19.6 million in 2006, in addition, capital grants and gifts increased $5.0 million due to gifts
received for the Lab for Cancer Research and the baseball field turf, as well as, fine arls and moveable equipment donations.

tn 2005, other revenues, expenses, gains and losses increased by $2.3 million.  This increase was primarily due to an increase of
$4.5 million in additions to pesmanent endowments resuiting from the recent capital campaign.  This increase was offset by the lack
of any capital appropriations in 2005 resulting in a decrease of $2.7 million.

Capital and Debt Activities

in order to meet the needs of the University's academic and ressarch aclivities, the University must continually reinvest resources in
its capital assets to maintain adequate facilittes for these programs. The University has implemented a capital planning process to
identify and prioritize our capital needs.

Capital asset increases totaled $45.8 million n 2006, as compared to $65.1 million in 2005, Capital additions primarily comprise
replacement, renovation and new construction of academic and research facilities as well as significart investments in equipment,
including information technoicgy. Several major projects completed during 2006 include:

= Construction of the University Sguare housing building in Newark, the Biomadical Engineering facility on the Busch
Campus, the Public Safety headguarters building in New Brunswick, the Olson halt Life Science facility in Newark, and the
Agquaculture Cape May facility

= Several deferred mainlenance projects to upgrade and improve existing facilities, such as the Administrative Services
Building 11, the Marryott Music buiding, the Hurtado Health Center HVAC, and the Camden Science building.

These additions were funded primarnily with the proceeds of bonds and capital appropriations from the State under the Higher
Education Capital improvement Program. As of June 30, 2006, the University had various projecis under construction or in the
design stage. Significant projects include:

= The renovation and expansion of the existing Law building on the Camden campus

= Construction of 2 new building for the College of Nursing which will be relocated fom the Newark campus {o the College
Avenue Campus.

= Censtruction of a new buitding for the Institute for Health and for the Food innavation Cenier

= Addilion of an endocrine research lab at Bartiett Hall on the Cook Campus.

= Theexpansion of the stem cell research area on the Busch Campus,

In 2005, the Universily issued general obfigation bonds, 2004 Series E. in the amount of $86.7 mitlion. The proceeds of this debt
issue will be used to fund capital projects for sites and buildings located at the New Brunswick, Newark and Camden campuses of
the University, which include’ {i} the construction of a student-housing facilily with anciliary student-related and ratail space on the
Mewark Campus, (i} the expansion fo and renovation of the Camden Law School, (i) the complete interior and exierior
reconstruction of the Administrative Services Building ! iocated on the New Brunswick Campus, {iv} the fit-cuf and equipping of the
Public Safety Building being consiructed on the New Brunswick Campus; and {v} the construction of a new Coilege of Nursing

Building for academic and administrative offices and teaching faboratories



Economic Qutlook

As the Slale Universily of New Jersey, the appropriation from the State represents a vital part of University's funding. The base
state appropriation to the University for 2006 increased by 2.6%. The University also received a separate appropriation from the
State of $18.0 million for the construction of a facility for the Business School on the Newark Campus. in fiscal 2007, the State
reduced the University's base appropriation by 4.6% and eliminated the funding of salary program increases, which the University
received $13.8 million for in 2006, The University has addressed this shortfali through various means such as an increase in uition
and fee charges, elimination of positions, and a reduction of non-satary expenditures.



Rutgers, The State University of New Jersey

STATEMENTS OF NET ASSETS

June 30, 2006 and 2005

{doliars in thousands}

ASSETS:
Current Assets
Cash and Cash Equivalenis
Short-Term Investments
Accounts Receivable, net
Studen! Notes Receivable, net - Current Portien
Contribututions Receivable net - Current Portion
inventories
Prepaid Expenses and Deferred Charges
Construction Costs Reimbursable
Total Current Assets

Moncurrent Assels

Cash and Cash Eguivalents
Endowment investments
Other Invesiments
Student Notes Receivabie, net
Contributions Receivable, net
Bond Issuance Costs, net
Capital Assets, net

Totat Nongurrent Assets

TOTAL ASSETS

LIABILITIES:
Curreni Liabilities
Accounts Payabie and Accrued Expenses - Current Portion
Deferred Revenue
Payrolt Withholdings
QOther Pavables
Annyities Payable - Current Portion
{.ong-Ferm Liabilities - Current Portion
Total Current Liabilities

Noncutrent Liabilties
Accounts Payable and Accrued Expenses
Annuities Payable
Long-Term Liabilities
Total Noncurrent Liabilities

TOTAL LIABILITIES

NET ASSETS:
invested in Capital Assets, Net of Related Debt
Restricted for
MNonexpendable
instruction
Schelarships and Fellowships
Libraries
QOther
Expendable
instruction
Research
Scholarships and Feflowships
Libraries
ioans
Capital Projecis
Debt Service Reserve
Henewal and Replacemani Resarve
Other
Unrestricted

TOTAL NET ASSETS

See accompanying noles to the financial statements

2006

332,132
416,818
87 583
6,226
13,055
4,376
9,651
292
550,104

57,202
471,374
104,554

29,502

7,744

11,053

1,592,726

2,274,345

2,824 448

94,590
38,476
10,080
1,736
1,011
29 257
175,530

14,887
6,309
586,897
608,093

783,623

-

017,840

129,914
128,381
7,332
7,931

128,633
54,782
60,123
12,040
38,768
38,687
11,768

7,393
3,434
390,422

52040828

2005

$52,304
323,466
70,675
7,897
15,061
3,676
7,431
480

451 884

47,784
440,371
202,235

29,519
13,603
11,596

1,546,964

2365172

2,774,056

113,885
37,185
8,254
1,259
847
28,516
190,056

15757
6,328
615,580
637,665

827,721

s

012,432

110.,43¢
118,725
6883
7,543

127,889
43,571
51615
10,870
38,813
13,934
12,107

7.393
11,651
356,469

$1,846,335
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Rutgers, The State University of New Jersey

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

For the Years Ended June 30, 2006 and 2005
{doliars in thousands)

OPERATING REVENUES
Siudent Tuition and Fees (net of scholarship
alfowances of $91,523 in 2006 and $88,888 in 2005}
Federal Appropriations
Federal Grants & Contracts
State & Municipal Granis & Cantracts
Nongovernmental Grants & Confracts
Auxiliary Enterprises (net of scholarship aliowances of §23,122
in 2006 and $22,653 in 2005)
Other Operating Revenues
Total Operating Revenues

OPERATING EXPENSES
Educational and General
instruction
Sponsored Research
Other Separately Budgeted Research
Other Spensored Programs
Extension and Public Service
Libraries
Student Services
Operations and Maintenance of Plant
General Administration and Instifutional
Scholarships and Fellowships
Depreciation
Auxiliary Enferprises
Other Operating Expenses
Total Operating Expenses
Operating Loss
NONOPERATING REVENUES {(EXPENSES)
State Appropriations
State Paid Fringe Benefits
Contributions
Endowment and tnvestment Income {net of investment management
fees of $2,690 in 2006 and $2,206 in 2005)
Unrealized and Realized Gain on Markstable Securities
Interest on Capital Asset Related Debt
Loss on Disposal of Capital Assels
ther Nonoperating Revenues
Net Nonoperating Revenues
Income before Other Revenues and Expenses

Capital Grants and Gifts
Additions to Permanent Endowmenis

increase in Net Assets
Net Assets - Beginning of the Year

Net Assets - End of the Year

See accompanying nofes to the financial statements

2006 2005
$386,823 $361,123
8,009 7,108
191,707 201,537
100,591 91,389
51,986 51,763
181,079 170,123
45,907 43,554
964,102 976,595
509,842 477 546
151,886 154,575
68,383 65,800
66,747 66,176
30,400 29,045
35,857 34,864
61,425 53,968
133,869 120,846
95,935 93,755
31,629 30,644
91,145 88,160
181,296 171,341
1,473 1,332
1,456 868 1,394,052
(495.786) {467 ,457)
361,495 332,300
134,439 122,733
10,050 27,659
35,815 22,426
30,600 29,265
(24 525) 122,423
(643) (621)
11,694 4,076
558,525 515,415
53,139 47,958
11,752 6,762
19,600 12,041
94,451 66,761
1,946,335 1,879,574
$2,040.826 $1,946,335
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Rutgers, The State University of New Jersey

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2006 and 2005
{dollars in thousands)

{ash Fiows from Operating Activities
Student Tuition and Fees
Research Granis and Contracis
Federal Appropriations
Payments {0 Employees and for Benefits
Payments {o Suppliers
FPaymenis for Utdities
Payments for Scholarships and Fellowships
Collection of Loans to Students and Empioyees
Auxiliary Enterprise Receipis:

Housing

Dining

Athietics

Parking

Other
Other Receipts
Net Cash Used by Operating Activities

Cash Flows from Noncapital Financing Activities
Siate Appropriations

Ceontributions for other than Capital Purposes
Contributions for Endowment Purposes

Net Cash Provided by Noncapital Financing Activities

Cash Flows from Financing Activities
Proceeds from Capital Debt and Leases
Capital Grants and Gifts Received

Purchases of Capital Assets and Construction
Principal Paid on Capital Debt and Leases
interest Paid on Capital Debt and Leases
Debt Defeasance

Bond Issuance Costs

Other Receipts

Net Cash Used by Financing Activities

Cash Flows from investing Activities

Proceeds from Sales and Maturities of investments
Investment income

FPurchases of investimenis

Met Cash Provided {Used) by investing Activities

Net Decrease in Cash and Cash Equivalenis

Cash and Cash Eguivalents - Beginning of the Yaar
Cash and Cash Equivalents - End of the Year

Continued on next page.

2006 2005
$428 557 $403,117
366,062 359,451
6,090 9,057
(751,925) (709,944)
(398,089) {384,162}
(72,919} (57.604)
(64,480 (64,998)
9,049 g,294
79,618 71,902
44,177 41,038
11,003 9,628
5762 5,643
19,154 18,912
46 164 40,161
(GBS A77) (24B.507)
357,323 330,780
31,450 23,322
18,646 16,751
407 419 370,853
103.820
4,168 4,745
(149,035) (137.648)
(25,833) (24,908
(27,854) (2G.187)
(15,233)
(120} (1,274)
10,242 1,299
(188,432) (98, 286)
5,249,082 4,482,321
37,555 22,770
(5,246,500) (4,553 ,299)
40, 137 148 208)
(10,753 (24.248)
100,178 124 426
$89,425 $100.178



Rutgers, The State University of New Jersey

STATEMENTS OF CASH FLOWS {cont'd}

For the Years Ended June 30, 2006 and 2008
{doHiars in thousands}

Reconciliation of operating loss fo
net cash used by operating activities:

Operating Loss
Adjustments o Reconcile Gperating Loss o Net Cash
Used by Operating Activities:
State Paid Fringe Benefits
Depreciation
Payment in Lieu of Taxes
Adjustment of Actuarial Liability for Annuities Payable
Changes i Assets and Liabilities:
Receivables, nat
inventories
Prepaid Expenses and Deferred Charges
Accounts Payable and Accrued Expenses
Deferred Revenue
Payroll Withholdings
Other Payables

Net Cash Used by Operating Activities

See ascompanying notes 1o the financial stalements.

2006

{$495,786)

134,435
91,145
700

45

9,580
(700
{1,808}
(10,994)
1,260
1,806
436

($269,877)

2005

(3467457}

122,733
88,150
700

22

53
{1,112

8,951

100
(238)
(419

($248,507)



Rutgers, The State University of New Jersey

Notes to the Financial Statemenis
JUNE 30, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING AND REPORTING POLICIES

Basis of Accounting

The financial statements of Rulgers, the State University of New Jersey (the "University™} have been prepared on the accrual basis
of accounting and in accordance with generally accepted accounting princinies as prescribed by the Governmenial Accounting
Standards Board {"GASE"). The University reports as a special purpose government engaged only in business type activities as
defined in GASB Statement No. 34 “Basic Financial Statemants — and Management's Discussion and Analysis — for State and
Local Governments as amended by GASE Statement No. 35 “Basic Financial Statement’s — and Management's Discussion and
Analysis — Public Colleges and Universities”

GASB Statement No. 34 requires that the financial statements be presented on a comprehensive enfity-wide basis, reporting the
University as an economic unit,

‘The University has the option to apply all Financial Accounting Standards Board ("FASBE") pronouncements issued after November
30, 1989, unless FASB conflicts with GASB. The University has elected to not apply FASB pronouncements issued afler the
applicable date.

Reporting Entity

The University's financial statements and notes thereto include the financial statements of the Ruigers University Foundation {the
“Foundation”). The Foundation was formed to aid the University in gbtaining private funds and other resources to meet the needs
and achieve the goals of the University. Although the Foundation is a legally separate, not-for-profit organization, & exists for the
benefit of the University and is considered a component unit of the University,. The balances and transactions of the Foundation
were blended with those of the University for reporting purposes, in accordance with GASE Statement No. 14, “The Financial
Reporing Enlity”, as amended by GASB Statement No. 39, "Determining Whether Certain Organizations are Component Units”.
Copies of the Foundation's financial statements can be obtained by writing to the Foundation at Rutgers University Foundation,
Winants Hall, 7 College Avenue, New Brunswick, NJ 08801, Attention' Janine Purcare.

Under GASB Statement No. 14, as amended by GASB Statement No 39, the University is considered a component unit of the
State of New Jersey for financial reporting purposes. Accordingly, the University's financial statements are included in the State of
New Jersey's Comprehensive Annual Financial Report

Measurement Focus and Basis of Accounting

The accompanying financial siatements have been prepared on the accrual basis of accounting using the economic rescurces
measurement focus. The University reports as a business type activity, as defined by GASE Statement No. 34, Businass type
activities are those that are financed in whole or in part by fees charged to external parties for goods or services.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand. and all highly liquid mvesiments with an original maturity of three months or
less {cash on deposit with money market funds, treasury bilis and repuichase agreements). Cash and cash eguivalents that are
externally restricted 1o mantain sinking or reserve funds, or to purchase or construct capital or other nhoncurrent assets are
classified as noncurrent assets in the Sialements of Net Asseis

Investments

investments are recorded at fair vatue in the Statements of Nei Assetls. The year-1g-year change in the fair value of invesimenis is
reporied in the Statements of Revenues, Expanses, and Changes in Nat Assets

The fair value of investments is based on the fast sale orice on the last business day of the fiscal year as quoted by an industry
standard pricing service. Securities for which no sale was reporied as of the close of the last business day of the fiscal year are
valued by this pricing service based on markel evaluations using standard trade publications and other gquole devices.
Investments with @ maturity greater than one year and investmeants externally restricted for endowment purposes and to maintain
sinking of reserve funds, or o purchase or construct capital or other noncurent assels are cassified as noncurrent assets in the
Statements of Net Assets.
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Funds Held in Trust

Funds held in trust by cthers and not in the possession of, nor under the control of, the University are not inciuded in the
University's cash and investments. The market value of such funds aggregated approximately $67.2 mitiion at June 30, 2006
{$69.0 million in 2008). Income derived from such irrevecable trust funds held by others, aggregating approximately $2.5 million in
2006 and $2 8 million in 2005, is reported in the accompanying financial siatements as non-operating revenues.

inventories

Inventories are stated at lower of cost or market. Costis determined principally on a firstin, first-out basis.

Bond lssuance Costs

The University capitalizes cosis incurred in conneclion with ifs bond issues and amortizes these cosis over the iife of the
respective obligations.

Capital Assets

Capital assets consis! of land, buildings, {and improvements and infrastructure, equipment, consiruction in progress and ar
collections. Capital assels are recorded at cost at the dafe of acquisition, or fair market value on the date of gift if donated, and are
shown net of accumulated depreciation. Depreciation on buildings, iand improvements and infrastructure, and equipment is
calouiated using the straight ling method over the assets’ estimated useful lives, ranging from 5 to 50 years. Library books totaling
approximately 5.1 miliion (5.1 million in 2005) volumes have not been capitalized.

Deferred Revenue and Deferred Charges

Deferred revenue and deferred charges include summer session activity which wili be recognized as revenue and expense in the
following fiscal year.

Net Assets

Net assets is the difference between the University's assets and its Hiabilites. GASB Staiement No 34 requires that these
resources be classified for acocounting and reporting purpeses into four categories as follows:

Invested in capital assets. nel of refated debl represents the University's tolal investment in capital assets, net of ouistanding debt
obligations related to those capital assets.

Restricted net assets — nonexpendable consist of endowment and similar type funds for which donors or other outside sources have
stipulated, as a condition of the gift instrument, that the principal is io be mainiained inviolate and in peipetuity, and invested for the
purpose of producing income, which may etther be expended or added fo principal.

Restricted net assets — expendable includes ali resources for which the University is legally or contractually obligated to spend the
reseurces in accordance with restrictions imposed by external third parties as weli as Perkins loans U S Government grants
refundable.

Unrestricted net assets represent resourcas available to the University for educational and general operations and spendable
endowment income. These resources are derived from student tuttion and fees, stale appropriations. and sales and services of
educational departments and auxiiary enterprses. Auxiliary enterprises and several academic programs, SUCh 35 SUMMer session
and continuing education, are substantially seif-supporting activities that provide services for students, faculty and staff

Under the University's decentralized management structure, it is the responsibility of individual departments to determine whether to
first apply restricted or unrestricted resources when an expense s incurred for purposes for which both restricted and unrestricted
net assels are available.

Revenue Recognition

Revenues from student tuition and fees and auxiliary enterprises are presented net of scholarships applied io student accounts
and are recognized in the peniod eamned. Other payments made directly to sludents are presented as scholarships and are
included in operating expenses in the period incurred

Grants and confracts revenue is comprised mainly of funds received from grants from the Federal Siate of New Jersey and
municipal ang other nongovernmental sources and is recognized as the related expenses are incurred

Revenue from State appropriations is recognized in the fiscal year during which the State of New Jersey appropriates the funds o
the University. The University is fiscally dependent upon these appropriations.
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Contributions, including pledges other than endowmen!, are recognized as revenues in the period donated.  Additions to
permanent endowments are recognized upon receipt. Endowment and invesiment income is recognized in the period earmned.

Classification of Revenue

The University’s policy for defining operating activities in the Statements of Revenues, Expenses, and Changes in Net Assels are
those that serve the University's principal purpose and generally resulf from exchange fransactions such as the payment received
for services and payment made for the purchase of goods and services. Examgles include (1} student tuition and fees, net of
schotarship allowances, (2) auxiliary enterprises, net of scholarship ailowances, and (3) most Federal, State and municipal and
other nongovernmential grants antd contracts.  Nonoperating revenues include activiies fhat have the characieristics of
nonexchange transactions, such as operating appropriations from the State, endowment and investment income and contributions.

Scholarships and Fellowships

Schofarships, fetlowships or stipends inciude payments made directly fo students in the form of student aid. Any ald applied directly
to the students’ accounts in payment of tuition and fees, housing charges and dining services is refiecied as a scholarship
aflowance and is deducted from the University’s revenues. Certain governmental granis, such as Pell grants, and other Federal,
State or nongovernmental programs, are recorded as operating revenues in the University's financial statements, To the exient that
revenues from such programs are used to safisfy fuition and fees and other student charges, the University has recorded a
scholarship discount and allowance.

The University distribules lcans o students under the Federal Direct Student Loan Program  Under this program, the U.S.
Department of Education makes interest subsidized and unsubsidized loans, through schools, directly to students. During the year
ended June 30, 2008, the University disbursed $155.5 million {$151.3 million in 2005) under the Federat Direct Loan Program.
Direct student loans receivable are not included in the University's Statements of Net Assets since they are repayable directly o
the U1 .S. Department of Education.

income Taxes

The University is exempt from income taxes on related income pursuant to Federal and State tax laws as an instrumentalily of the
State of New Jersey.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting pancipals requires management {o
make eslimates and assumptions that affect the reported amounts of assets and liabdities and disclosure of contingent assets and
tabilites at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual resulis could differ from those estimates.

NOTE 2 - CASH AND CASH EQUIVALENTS AND INVESTMENTS

Effective July 1, 2004, the University and Foundation adopted Statement Na. 40 of the Governmental Accounting Standards Board
(GASB), "Deposit and investment Risk Disclosures”, an amendment of GASB Statement No. 3. This statement establishes and
modifies disclosure reguirements related to investment and deposit risks.

Cash and Cash Equivalents

The University's cash and cash equivalenis balance at June 30, 2006 includes a cash book balance negative 30.5 miliion {$1.0
milfion in 2G05). The actual amount of cash on deposit in the University's bank accounts at June 30, 2008 was $21.1 million {$18.0
million in 2005} Of this amount, 30.4 milkon (30.4 miflion in 2005) was insured by the Federal Deposit Insurance Comaration at
June 30, 2006, $20.6 miltion {$18.5 million in 2005} was collateraiized in accordance with Chapter 84 of Title 18A of New Jersey
Statites at June 30, 2008, and $0.1 million ($0.1 miflion in 2005} was uninsured and uncollateralized at June 20, 2006.

-
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The University and Foundation's cash and cash equivalents are caried in the financial stalemnents at fair value and consist of the
following as of June 30, 2006 and 2005 {doliars in thousands):

2008 2005
Money Market Funds $46,023 $79.435
Repurchase Agreements 26,821 4,894
Cash and Deposiis 16,581 15,849
Total Cash and Cash Equivaients $89 425 $100,178

investments

The Board of Governors and the Board of Trustees, through a Joint Investment Committee, have authority over the investment of
University funds. Professional investment managers are engaged by the University to manage the investment of funds in
accordance with the investment policies and cbjectives established by the Joint investment Committee. in addition, under the terms
of the University's bond indentures, bond proceeds and debt service funds may be invested and reinvested only in obligations which
will by their terms mature on or before the date funds are needed for expenditure or withdrawal,

The primary financial objective of the investment management of the University's endowment is o preserve and enhance the
endowment's real purchasing power while providing a relatively constant stream of earnings for current use.  The long-term
investment objective for the endowment is 1o attain an average annual real total return of at least 5%, as measured over roliing five-
year periods and current income adjusted for inflation. The University's annual spending policy is to spend an amount not o exceed
4.56% of a traiting 13-quarter average of the endowment's markel values. Current earned income will be used for ongoing spending
requirements. The endowment's assets are divided into an Equity fund, & Fixed Income Fund and other investment classes. The
endowment’s investments are diversified by asset class. The Equity Fund, the Fixed Income Fund and other asset classes are
placed with professional managers with different investment philosophies to ensure that no single securily or class of secunties will
have a disproportionate impact on the endowment's aggregate results.

The University's investments are carmied in the financial statements al fair value and consist of the foliowing at June 30, 2006 and
2005 {doflars in thousands}:

2006 2005
Commercial Paper $280,106 $232.144
US Government Direct Securities 93,124 85,393
US Government Agency Securities 155,683 214,235
Commodities 40,361 18,924
US Corporate Debt Secunties 655 675
Foreign Corporale Debt Securities 371 397
US Corporate Equities 216,986 204 B84
Foreign Corporate Equities 99,338 88 042
Reat Esiate 85 345 98 474
Total fnvestiments $971.967 $943,168

The Board of Overseers, through #ts investment Committee, has authorily over the investment of Foundation funds. Professionat
investment managers are engaged by the Foundation at full discretion {0 buy, sell, invest and reinvest porions of the assets in
accordance with the investment policies and objectives established by the Investment Commillee.

The primary financial objective of the Foundation's investment management of assets for the General Endowment Fund is to eamn
the highest yield possible without unnecessary risk to principal. To achieve the goals of safety, liquidity and return, the assets in the
General Endowment Fund are invested in faddered high qualty short term fixed income securilies and/or an instiutional money
market fund. The obiective for the Planned Giving Porifolio s to maximize long-ferm total return through a combination of income
and capital appreciation in 8 prudent mannser. To achieve the goals of growth and income, the assels within the Planned Giving
Paortfolio are divided into an Equity Portion {equities including convertibles and cash devoled 1o equities) and a Fixed income Portion
{bonds, noles, noncenvertible preferred stock and cash devoted to fixed income).
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Foundation investments are carried in the financial statements at fair valus, based on guoled market values, and consist of the
following as of June 3G, 2008 and 2005 (dollars in thousands)

2006 2008
S Treasury Securities $782 31,581
US Agency Securities 886 2,103
Corporate Bonds 2318 4,334
Mortgage-backed Securities 3,483 3,075
Common Siock 5,671 140,638
Other invesiments 6,639 1,163
Total investments $20 879 822,904

interest Rate Risk

inferest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The operating funds of
the Universily are managed against the expected cash requirements of these funds. The University projects its sash requirements
and arranges investment maturities accordingly. Special attention is given o the interest rate environment in imes of economic
growth or downturns. The table below reflects the operation of this process. Endowment funds have a much longer outiook and are
invested by professional managers against an index as provided in the University's investment guidefines.  For the University, the
folfowing table summarizes the maturities as of June 30, 2008 and 2005 (dollars in thousands);

2006
investment Maturities {in years)
Investment Market
Type Value Less Than 1 1-5 5-10 More Than 10
US Treasury $43.124 $73,20C $19.009 3915
U5 Agencies 71,573 48,019 23,150 32 462
Corporate Bonds 1,026 200 269 257
Commercial Paper 354 117 364 117
Tolal 529,840 $485 836 $42 428 5259 $1,317
Common Slock 314,855
Other Investments 127 272
Totat $971,967
2005
investment Maturities {in years)
investment farket
Type Value Less Than 1 1-5 £-19 More Than 10

1S Treasury $85,394 $53,197 $31,159 $1,038
US Agencies 100,866 53 142 47,202 522
Corporate Bonds 1.07¢ 78G $107 178
Commercial Paper 345513 345513
Total 532 845 $451 852 $76,150 B107 31,738
Common Siock 280 9587
Other invesimenis 119,356

Total $943,168
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The Foundation does not have a provision In the investment policy that limils investment maturiies as a2 means of managing ils
exposure to fair value fosses arising from increasing interest rates. While the general provisions of the invesiment strategy should
be implemenied with a long-lerm prospective, all holdings must be sufficiently fiquid so as to allow liguidation of the entire portfolic
on one monih's netice.  In addition, annuity pooled invesiments in the planned giving portion of the postfelio are governed by the
New Jersey Prudent invesior Act. The required reserves for this pool are reviewed utillizing actuarial assumptions of the charitable
gift annuity assets. For the Foundation, the following fable summarizes the maturities as of June 30, 2006 and 2005 (dollars in
thousands):

2006
investment Maturities (in years)
Market
investment Type Yalue Less Than ¢ 4-5 610 More Than 10
US Treasury $782 377 $4986 3205
U3 Agencies 986 157 287 542
Corporte Bonds 2.318 213 694 1,411
fMortgage-backed Securities 3,483 184 536 2,763
Total 37,569 $631 $2.013 $4 925
2005
Investment Maturities {in years)
Market
{nvestment Type Value {.ess Than 1 1-5 6-10 More Than 10
US Treasury $1,591 $424 $424 $352 $391
US Agencies 2,103 336 708 1,058
Corporte Bonds 4,334 275 1,035 1,264 1,760
Mortgage-backed Securities 3075 278 346 2,451
Totat $11,103 $699 $2,073 32670 $5,661

Credit Risk

Cred#t risk is the risk that an issuer or other counterparty to an investment will not fulfitl its obfigations. The University's Investment
Policy states that individual bonds shalt be rated investment grade by at least two of the three rating agencies {Moody's, Fitch, and
Standard & Poor's). The average credit quality of the Core Fixed Income Fund shall be maintained at “AA” (by S&P or equivalent
rating by Moody's or Fiteh} or higher. The prospect of credit risk or risk of permanent loss shall be aveided in the Core Fixed
income Fund. Issues of stale or municipal agencies shall not be purchased except in unusual grcumsiances A fixed income
manager may invest in foreign securities up to a fimit of 20% of the portfolio. At June 30, 2006 and 2005, the University's
investment quality ratings as raled by Standard & Poor's were as follows (dollars in thousands):

investment Type Quality Rating 2006 2005

US Government Agencies BAR $164 697 $186,260
Corporate Bonds AA+ 73 81
Corporate Bonds Al 298 317
Corporate Bonds A g

Corporate Bonds A- 548 558
Corporate Bonds 8BB+ 38 107
Corporate Bonds BB+ g
Commercial Paper A-1+ 242,804 221,328
Commercial Paper A-1 121,313 124 187
Total $529.840 3532 8458

The Foundation's Investment Policy states that individual bonds shall be rated investment grade by at teast two rating agencies
{Moody's and Standard & Poor's). The average credit quality of the Fixed Income Securities must be maintained af a ciass
"BBB/Baa" or higher as rated by both standard services (Moody's and Standard & Poors). Up 1o 10% of the investment managers
pertfchio may be mnvested in securities rated "BEB/Baa" or higher as rated by hoth stendard services {Moody's and Standard &



Poor's). The dollar-weighted average rating of the fixed income portfolic for each manager of markelable bonds shall be "A/A” or
beller.

As of June 30, 2006 and 2005, the Foundation's investment quality ratings, at fair value, as rated by Standards & Poors were as
foliows {doliars in thousands):

investment Type Quality Rating 2006 2005

US Government Agencies AAL, $1.768 $3,694
Morlgage-backed Securities AAA 3,483 3.075
Corporate Bonds Al 1,74% 2,929
Corporale Bonds A 418 884
Corporate Bonds Al 71 316
Corporate Bonds 888+ 55 137
Corporate Bonds BB+ 32 88
Total $7.569 $11,103

Custodial Credit Risk

Custodial creddt nisk for investments is the risk that, in the event of a failure of the counterparty, the University will not be able to
recover the vaiue of the investments that are in the possession of an cutside party. Custodial credit risk should not be confused with
market risk, which is the risk that the market value of a security may decline. The University's investment securities are exposed to
cuslodial credit risk if the securities are uninsured and unregistered and held by the counterparty, or by its trust department or agent
but notin the University's name. Money market and mutual funds are subject 1o custodial credit risk because their existence is not
evidenced by securities that exist in physical or book entry form. At June 30, 2006 and 2005, the University had $349.6 miliion and
$247.2 million respectively, of invesiments that were uninsured or unregistered but not in the University's name.

The custodial credit risk associated with the Foundation's cash and cash equivalents includes uncoliateralized deposits, including
any bank balance that is collateralized with securities held by a pledging financial institution, or by its trust depariment or agent but
not in the Foundation's name. As of June 30, 2006 and 2005, the Foundation had insured deposits up 1o the Federal Deposit
insurance Corporation {"FDIC") coverage limits totalfing $0.3 miflion and $0.3 milfion, respectively. Cash and cash equivalents in
excess of those balances are uncollateralized.

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 that
exceeds 5 percent or more of its total investments. Invesiments issued or explicitly guarantead by the U.S. Government and
investments in mutual funds, external investment pools, and other pooled investments are excluded from this requirement. The
University and the Foundation lmit the concentration of credit risk by placing a limit on the amount the investment managers may
investin any one issuer. No single transaction may exceed 5% of the portfolio nor shal g single secunity exceed 10% of the market
value of the equily fund at purchase  Additionally, no singie industry sha!l represent more than 25% of the market value of the
Equity Fund.

invesiments - Endowment Funds

The majority of endowment funds assets are combined into twe separate investment pools, Each individual fund subscrbes o or
disposes of unils in the pools on the basis of the per-unit market value at the beginning of the three-month period within which the
transaction takes place. At June 30, 2008, the pooled cash, receivables and investments had a total market value of $436.5 million
(3386.2 miflion in 2005). In addition, the aggregate marke! value of endowment funds. cash, receivables and investments
separately invested was $61.4 mition at June 30, 2008 ($55.4 million in 2005) The investment appreciation was $37.5 miliion at
June 30, 2008 {appreciation of $32.7 million in 2005). These amounts are included in restricted noneaxpendable, restricted
expendable and unrestricled net assets.

The University employs a spending policy which provides for annual spending at a stated rate determined oy the Joint Investment
Committee of the Board of Governors and the Board of Trustess. income earned above the staled rate is reinvested and added io
the endowment principal, while any shortfall is covered by capital appreciation
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MOTE J - RECEIVABLES AND ALLOWANCE FOR DOUBTFUL ACCDUNTS

Accounts receivable are shown nel of the allowance for doubtful accounis and are comprised of the following at June 30, 2006 and
2005 (doliars in thousands):

Accounts et Net
Receivabie Atlowance 26946 2005
Government Grants Receivabie
and Gther Sponsored Programs B44 273 5430 $43,843 $50,114
Student Accounts Receivable 4,248 1,733 2,517 2.518
Other 22,267 1,085 21,183 18,047
Total $70,783 3,230 357,553 $70,879

Students’ notes receivable in the Statements of Net Assels are also shown net of the allowance for doubtful notes which amounied
to $3.3 million at June 30, 2006 ($3.7 million in 2005).

The allowances for doubtfill accounts and noles are based upon management's best estimate of uncollectible accounts and notes
at June 30, 2006 and 2005, considering type, age, collection history and other appropriate faciors.

HOTE 4 -~ CONTRIBUTIONS RECEIVABLE

The anficipated receipt of contributions receivable is as follows (doltars in thousands):

Year Ending June 30; 2006 2005
Wtinin one year $17,730 318,248
Two to five years 7,744 13,603
25,474 31,851
Less allowance for uncoliectible contributions receivables {4,675} (2,187)
Total Contributions Receivable $20,799 $29,664

Contributions receivable related o permanent endowments and tem endowments do nol mee! the recognition critgria of GASB
Statement No. 33. These contributions receivable, which approximated $27.C million at June 30, 2006 (334 8 million in 2005) have
not been included in the accompanying Statements of Net Assats.
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HNOTE 5 - CAPITAL ASSETS

The detail of Capital Assets aclivity for the vears ended June 30, 2006 and 2005 is as follows {doilars in thousands):

Balance Retirements/ Balance
2005 Additions Capitalization 2006

Capital Assets Not Being Depreciated:

tand $51,637 231 38 $51.859

Capiiaiized Collections 44 998 2.329 47 327

Construction in Progress 118,587 160,740 177,948 41,379
Toial 218,222 103,300 177.857 140,565
Capilat Assels Being Deprecialed:

Land improvements 204,586 10,201 210,787

Buildings 1.508,154 179,116 69 1,787,201

Equipment 426,056 22,941 24 107 424,890
Total 2,234,796 212,258 24,176 2,422 878
tess Accumulated Depreciation

Land Improvements 88,141 15,502 104 543

Buildings 525,259 40,692 18 565,932

Equipment 289,654 33,951 23,463 300,142
Total 903,054 91,145 23,482 970,717
Net Capial Assets Being Depreciated 1,331,742 121,113 694 1,452 161
Total Capital Assels (nef} $1,546,964 $224,413 $178,651 $1,592.726

Buring 2006, the University has capitalized interest income of $920 thousand and interest expense of $3.213 thousand in
construction in progress in the accompanying Statement of Net Assels,

Balance Retirements/ Balance
2004 Additions Capitatization 2005

Capltal Assets Not Being Depreciated:

Land $45,088 36,549 $51.637

Capiatired Collections 44 396 802 44 998

Construction in Progress 74,437 121,797 $77.647 118,587
Total 163,921 128,948 77,647 215,222
Capital Assets Being Depreciated:

Land improvements 187 923 12,663 200,586

Builldings 1,638,858 69,256 1,608,154

Equipment 435,454 20,664 30,062 426,056
Total 2,182,275 102,583 30,062 2234796
Less Accumuiated Depreciation:

Land improvements 72830 15,511 88,141

Buiidings 486,389 38,870 525,259

Equipment 285,315 33,779 29,440 289,654
Tolal 844,334 88,160 20,440 903,054
Net Capital Assets Being Depreciated 1,317 941 14,423 §22 1,331,742
Total Capital Assetls {nat) $1,481.862 $143,371 378269 $1,546 964

During 2005, the University has caplialized inferest income of $1.920 thousand and intersst expense of $5.804 thousand in
construction in progress in the accompanying Statement of Net Assets.
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MOTE 6 —- ACCOUNTS PAYABLE ANMD ACCRUED CXPENSES

Accounts payable and accrued expenses consist of the following at June 30, 2006 and 20035 {doliars in thousands):

Compensated Absences
Yendors

Accrued Salaries and Benefils
Workers Compensation
Retainage

interest Payable

Other Accrued Expenses

Total Accounts Payabile and Accrued Expenses

2006 2005
341,076 $38,074
31,294 37,718
12,961 28,188
8,859 8,078
5,164 5813
3,572 3,485
5,851 8,575
$109 877 128,642

NOTE 7 -~ NONCURRENT LIABILITIES

Noncurrent Habilities activity for the years ended June 30, 20086 and 2005 is as follows {dollars in thousands}:

Balance Balance Current
2005 Additions Reductions 2006 Portion
Accounts Payable and Accrued
Expenses $128.642 $19.765 $109.877 $94,890
Annuities Payable 7,275 345 7,320 1,011
Long-Term Liabilities 544,096 1,106 25,048 616,154 29,257
Total Nongurrent Liabiiities $781,013 51,151 348,813 $733 351 $125 258
Bafance Balance Current
2004 Additions Reductions 2005 Partion
Accounts Payable and Accrued
Expenses $110,986 $18.656 $129,642 $113,885
Annuities Payable 7,382 387 7,275 947
Long-Term Liabilities 582,907 104,142 42 953 644,096 28,516
Total Noncurrent Liabilities $701,255 $122,798 $43,040 $781.013 $143,348

o
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MOTE 8 - LONG-TERM LIABILITIES

L.ong-term liabiftty activity for the years ended June 30, 2008 and 2005 is as follows (dollars in thousandsy

Balance Balance Current

2008 Additions Retirements 2008 Portiocn

General Obligation Bonds Payable $443,232 $68 $18,291 $425 009 $19.083
Revenue Bonds Payable 31,272 9 2,360 28921 2,466
fease Obligations 167,316 1.029 8,293 160,052 7,589
MNotes Payabie 2276 104 2172 109
Tolal Long-Term Liabililies %644 098 $1.106 $29,048 3615, 154 329 257
Balance Balance Current

2004 Additions Retirements 2005 Portion

General Obligation Bonds Payable $373,730 $88,053 $18,551 $443 232 $18.261
Revenue Bonds Payable 33,523 g 2,260 31,272 2,283
Lease Obligations 173,278 16,080 22,042 167,318 7,838
Notes Payable 2,378 100 2,278 104
Total Long-Term Liabifities $582,907 $104,142 $42 953 3644 094 328,516

OTHER OBLIGATIONS OF THE UNWERSITY
Notes Payable

Notes payable at June 30, 2006 and 2005 consist of an unsecured nofe payable 1o the U.S. Department of Education with interest
at 5.5%, final instaliment due January 1, 2021

The University has an unsecured $20.0 million line of credit with a bank o be used for interim financing requirements for
construction projects. The amount available under the line of credit is reduced by a 301 milion letier of credit which is collateral for
3 lease obligation. No portion of the fine of credit is in use, and no funds have been drawn on the letter of credit at June 30, 2006 or
2005.

Rutgers Community Park

In 1999, the University and the City of Camden entered inio a joint venture for the acquisition, development and construction of an
outdoor recreational complex designated the "Rutgers Community Park™ which was made available to University studenis and the
public. On June 26, 2002, the University agreed 1o assume the obligation for debt service payable on an aggregate of $1.0 milion
in foans that the City of Cemden received from the Green Acres Program of the State of New Jersey in connection with the Rutgers
Communily Park, pursuant to an Amended and Restated Interlocal Services Agreement between the City of Camden and the
Universily. The assumption of the debt service payable on the Green Acres Program of the State of New Jersey loan is a general
obhigation of the University secured by the full faith and credit of the University. At june 39, 2006, the oulstanding amount due on
the loans was $0.8 million (30.8 million in 2005},

Guaranty of LEAP School Bond Financing

The Delaware Rwer Port Authority {the "Authority”} issued $8.5 miition of Chader School Proiect Bonds, Series 2003 (LFAP
Acaderny University Charter School, inc ) on October 2, 2003 pursuant fo the Compact, the New Jersey Act, the Pennsylvania Act
and an Indenture of Trust dated as of Seplember 1, 2003, by and between the Authority and Commerce Bank, National Association,
as trustee {the "Guaranty”), for the purpose of financing the costs of the design, development, construgtion and equipping of the
LEAP Academy University Charler School (the “LEAP School”) in Camden, New Jersey. The LEAP School will be owned and
managed by the LEAP Academy University Charter School, inc, a New Jersey not-for-profit corporation, and will serve
approximateiy 216 students in grades 9-12 The LEAP school site is adiacent to the Camden Campus. The University's abligations
under the Guaranty are 3 genera! obligation of the University secured by the fuil faith and credit of the University.

College Hall Student Housing Project

The University entered into a Limited Minimum Revenue Guaranty, daled January 22, 2004, pursuant to which the University
agreed {0 pay the debt service payable for 2 two-year period on, and thereafter to replenish the debl service reserve account
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esiablished in connection with, the Middlesex County improvement Authority's {the "MCIA") $4 2 million aggregate principal amount
of Revenue Bonds {George Street Siudent Housing Project}), 2003 Series 8. The 2004 Series B Bonds mature on August 18, 2011
and were issued. together with the MCIA's $49.9 million Revenue Bonds (George Street Student Housing Project), 2004 Series A,
o finance the cost of the planning, design, development, supervision, construction, furnishing. equipping and opening of a student
housing facility for use primarily by the University's students. The University's obligations under the Limited Revenue Guaranty are
a general obiigation of the University secured by the full faith and credit of the University

Bonds Payable -~ General Obligation and Revenue

A surmmary of bonds issued and oulstanding at June 30, 2006 and 2005 is as follows (dollars in thousands):

Outstanding
Date Original Juneg 30,
Of Serles Amount 2006 2005
Revenue Refunding Bonds:

Series U, 4.88% effective, due serially fo May 1, 2021 Dec. 1, 1997 540,015 $27.220 $28,920
Total Revenue Refunding Bonds 40,015 27,220 28 820
Revenue Bonds:

Series E, 3.75%, due serially to May 1, 2018 May 1, 1867 1,200 450 485

Serigs F, 3.00%, due serially to May 1, 2016 Mov. 1, 1967 2,380 80O 870

Serigs H, 5.90% effective, due serially to May 1, 2007 Nov. 1, 1870 8,300 585 1,140
Total Revenue Bonds 11.850 1,835 2,495
General Obligation Refunding Bonds:

1992 Series A, 8.51% effective, due serially to May 1, 2007

and term bonds due May 1, 2013 and 2018 Feb. 1, 1982 94 370 26,605 26,605

2002 Series A, 3.96% effective, due serialty to May 1, 2018 Feb. 1, 2002 110,000 83,300 90,100

2003 Series C, 3.41% effective, due serially to May 1, 2019 July 15, 2003 111,320 87,7G0 34 540
Total General Obligation Refunding Bonds 315,690 197,605 211,245
Generat Obligation Bonds:

1897 Series A, 5.34% effective, due serially to May 1, 2017

ard term bonds due May 1, 2002 and 2027 June 1, 1997 25,385 21,245 21,785

1998 Series A, 4.89% effective, due serially to May 1, 2018

and term bonds due May 1, 2020, 2023 and 2029 Nov 1, 1958 50.000 43,395 44 455
2002 Series B, 4.60% effective, due serially to May 1, 2023
and term bonds due May 1, 2027, 2032 and 2034 Nov. 1, 2002 50,000 47,340 48, 745
2003 Series D, 3.74% effective, due serially 1o
May 1, 2019 Dec. 1, 2003 24 805 20,930 22,250
2004 Series E, 4.69% effective, due serially to May 1, 2028
and term bonds due May 1, 2031 and 2034 July 1, 2004 85,725 86 550 86,725
Total General Obligation Bonds 236,515 213,460 223470
Total Bonds 36804 470 $448 120 B466,130

The Generat Obligation Bonds Payable includes premium on bonds, net of bond discounts, of $7.9 milion at June 30, 2006 (36.5
million in 2005, discount on bonds, net of bond premium) related o Series 1992 A Series 1997 A, Series 1998 A, Series 2007 B
Series 2003 C, Series 2003 D and Series 2004 E.

The Revenue Refunding Bonds Payable are net of $134 thousand at June 30, 2006 ($143 thousand in 2005) of unamorized bond
discounts refated to Series U,

The Revenue Refunding Bonds, Series U, and the Revenus Bonds, Series £, F and H, were issusd under an apen-gnded indenture
of Trust dated May 1, 1967 to finance the construction of auxiliary enterprise facililies and to consolidate previously oulstanding
bond indebtedness. Under the terms of the indenture, all bonds issued are direct and general obligations of the University and are
in no way an obligation of the State of New Jersey. Al revenues from auxifiary enterprise faciiiies constructed from the proceads of
the bonds, together with revenues from certain other such facilities, are pledged o secure the indebiadness and must be applied fo
{1) arnual interest and amorfization payments, {2} debi service reserve deficiencies, if any, (3} operating and mainienance
expenses and {4) the funding of repair and replacement reserves. The excess of funds, after satisfying these requiremanis, is
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available io the University. The University has covenanted that so long as the bonds are outstanding i will not incur any other
indebledness secured by & pledge of the facility revenues, nor sell, morigage or otherwise dispose of such facilities.

The General Obligation Refunding Bonds, 1992 Series A, and General Obligation Bonds, 1997 and 1898 Series A, were issued
under an open-ended Indenture of Trust, dated May 1, 1887, as supplemenied; the General Obligation Refunding Bonds, 2002
Series A, were issued under an Indenture of Trust, dated February 1, 2002, These bonds were issued to finance a portion of the
cost of the renovalion, construction and equipping of cerain academic, research support and other facilities, as well as
infrastructure deveiopment and Jand acguisitions of the University.  Under the {erms of the indentures, all bonds issued are direct
and general obligations of the University and are in no way an obligation of the Siate of New Jersey.

in September 2001, the Universily entered into an interest rate swap agreement, effective February 4, 2002, with the inlention of
lowering its effective interest rate related 10 the $110.0 miliion of its 2002 Series A General Obligation Refunding Bonds. The
swap's nofional amount is $83.3 million. Based on the swap agreement, the University owes inlerest calculated at a fixed rate of
3.96% to the counterparty fo the swap. in return, the counterparly owes the University floating rele interest based on the BMA
Municipal Swap Index. Only the net difference in interest payments is actually exchanged with the counterparty. The $110.0 million
in bond principal is not exchanged; it is ondy the basis on which the interest payments are calculated.

The swap had a negative fair value of $C.2 million at June 30, 2006 (negative $4.6 miilion in 2005). The swap's negative fair value
may be countered by a reduction in total interest paymenis required under the floating-rate bonds, creating a lower synthetic rate.
Because the coupons on the Universily's foating-rate bonds adjust to changing interest rates, the bonds do not have a
corresponding fair value increase. The fair value was provided by the counferparly and derived from propriefary models based on
estimates about relevant future market conditions,

At June 30, 2006 and June 30, 2005, the University was not exposed to credit risk, because the swap had a negative fair value.
However, should interest rates change and the fair value of the swap becomes positive, the Universily would be exposed 10 credit
risk in the amount of the derivative’s fair value  The swap counterparty was rated AA-1 by Standard & Poor's at June 30, 2006 {AA+
by Standard & Poor's in 2005).

The swap exposes the University 1o basis risk shouid the relationship between the floating rate and the BMA converge, changing
the synthetic rate of the bonds. The effect of this difference in basis is indicated by the difference between the intended synthetic
rate of 3.96% and the synthetic rate at June 30, 2006 of 3.99% {3.75% in 2005}. If a change occurs that results in the rates’ moving
to convergence, the expected cost savings may not be realized, At June 30, 2006, the BMA rate was 3.68% (2.43% in 2005).

The swap terminates on February 4, 2018, it is cancelable at the oplion of the counterparty under ceriain circumstances.
Effective on May 1, 2005, the counterparty may terminate the swap on each day that ihe average of the BMA index for the
immediately praceeding 180 day period exceeds 7.0%. In the unlkely event that the counterparty fails to perform under the
contract, the University bears the credi risk that payments due to the University may nol be collected. If at the time of termination
the swap has a negative fair value, the University would be liable to the counterparty for a payment equal io the swap's fair value.
At June 30, 2006, the average of the BMA index did not exceed 7.0%, therefore, the counterparty has not lerminated the swap.

Using rates as of June 30, 2006, debt service requiremenis of the variable-rate debt and net swap payments, assuming current
interest rates remain the same for their term, are as follows {dollars in thousands). As rates vary, floating-rate bond interest
payments and net swap payments will vary.

Floating Rate Bonds interest Rate
Year Principal interest Swap, Net Total
2007 £7.000 $3.015 $233 $10,248
2008 3,500 2,762 214 5,476
2008 3,700 2,635 204 6,538
2016 3,800 2,501 193 6,494
2011 3,900 2,364 183 6,447
2012-2016 39,000 8973 6594 48,672
2017-2018 22 400 1,224 g5 23719
Total $83,300 %23 478 $1.818 $108,595

The General Obligation Bonds, 2002 Series 8, were issuad in the amount of $50.0 million and dated November 1, 2002, The 2002
Series B Bonds are secured under the provisions of an indenture of Trust, dated as of February 1, 2002, as supplemented by a First
Supplemental Indenture of Trust, dated as of February 1, 2002, each between the Universily and First Union National Bank {now
known as Wachovia Bank, National Association), as trustee and a Second Supplemental indenture of Trust, dated as of November
1, 2002, between the University and the Trustee. The procesds of the 2002 Series B Bonds, fogether with certain other monies
available 1o the Universily, are being used to finance, in pant, the costs of the construction of new buildings for the Depariment of
Biomedical Engingering and the Department of Human Genetics on the Busch Campus; the renovation of Olson Hall on the Newark
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Campus {o upgrade and expand iaboratory space, conference room space, classroom space and facully offices for the Biological
Sciences and Chemislry Departments; implementation of the Housing Fire Safely Program mandating instaliation of automatic fire
suspension systems in all student residences and certain environmental remediation, health and safely and infrastructure support in
accordance with Stale regulations; and the financing of certain deferred maintenance and other capital improvements in accordance
with the State Higher Education Capital Improvement Fund Act of 1899

The General Chligation Refunding Bonds, 2003 Series C, were issued in the amount of $111.3 million and dated July 15, 2003,
The bonds were issued under the terms of an Indenture of Trust, dated February 1, 2002, as suppiemented, and a Third
Supptemental Indenture of Trusi, dated as of July 1, 2003. The 2003 Series C Bonds were issued o refund in whole the
University's outstanding {i} Revenue Refunding Bonds, Series 5, {ii) Revenus Refunding Bonds, Series T, (i) Generai Obligation
Refunding Bonds, 1993 Series 1, {iv) Generaf Obligation Refunding Bonds, 1993 Series A, and {v} General Qbligation Bonds, 1993
Series B. The proceeds of the 2003 Series C Bonds, along with certain other monies provided, were usad 1o {i} redesm the above
mentioned bonds prior to maturily, in whole on July 31, 2003, at their appropriate respective principal amounis plus the applicable
redemption premium, if any and inferest, and {ii} to pay certain administrative, legal, financing and incidental expenses relating to
the issuance of the 2003 Series © Bonds. The University completed the advance refunding to reduce its tota! debt service
payments over the next 16 years by $33.8 million and to oblain an economic gain {difference between the present values of the old
and new debt service payments less escrow funds used) of $12.0 million. The difference between the reacquisition price and the
pet cartying amount of the ofd debt, $4.4 million, is being deferred and amortized as interest expense through the year 2018 using
the effective interest method. in 2008, $0.3 million has been expensed leaving $3.6 million as deferred charges.

The General Obligation Bonds, 2003 Series D, were issued in the amount of $24 .8 millien and dated November 1, 2003. The
Series 2003 D Bonds are secured under the provisions of the indenture of Trust, dated as of February 1, 2002, as supplemented
between the University and First Union National Bank (now known as Wachovia Bank, National Association), as trustee and a
Fourth Supplemental Indenture of Trust, dated as of December 1, 2003, between the Universily and the Trustee. The proceeds of
the 2003 Series D Bonds are being used fo finance (i) the costs of construction of cerain deferred capital maintenance projects on
the New Brunswick Campus, the Camden Campus and the Newark Campus, each project with a minimum economic life of ten
years, and (it) certain administrative, legal, financing and incidental expenses relating to the issuance of these Bonds.

The General Obligation Bonds, 2004 Series E, were issued in the amount of $86.7 million on July 1, 2004 The bonds were issued
under the terms of an indenture of Trust, dated as of February 1, 2002, as supplemented, between the iniversily and the First
Union National Bank {now known as Wachovia Bank, National Association), as frustee, and a Fifth Supplemental Indenture of Trust,
dated July 1, 2004, between the University and the Trustee. The 2004 Series E Bonds are authorized 10 be issued pursuant to the
terms of the Fifth Supplemental indenture, supplementat fo and amendatory of the Master indenture. The 2004 Series £ Bonds are
authorized under the provisions of Rulgers, The State University Law, constituting Chapter 65 of Title 18A of the New Jersey
Statutes Annotated, and the Indenture. The 2004 Series E Bonds were issued to fund capital projects for sites and buiidings
located at the New Brunswick, Newark and Camden campuses of the University, which include: (i) the construction of a student-
housing facilly with anciflary student-refated and retail space on the Newark Campus; (i) the expansion to and rengvation of the
Camden Law Schoot; (i) the complete intertor and exterior reconstruction of the Administrative Services Building il located on the
New Brunswick Campus; (iv) the fit-out and equipping of the Public Safety Building being constructed on the New Brunswick
Campus; and (v} the construction of a new College of Nursing Buliding for academic and administrative offices and teaching
laboratories.

Debt service payments to maturity at June 30, 2006 en the University's bonds are as foliows {doliars in thousands):

Year Principal Interest Total
2007 520,995 20,575 341 570
2008 22,855 18,672 42327
2009 23,640 18772 42,412
2010 24,765 17,823 42 388
2011 25,800 16,453 42,353
2012-2016 133,860 83737 197,597
2017-2021 81,580 36,702 118,282
2022-2026 45,055 23,359 68,414
2027-2031 43,485 11,900 55,385
2032-2034 24 185 2,415 26,600

Tetal $446 120 $231,208 $6877 328
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CAPITALIZED LEASE OBLIGATIONS

Facifities Authorily

Dormitories — Pursuant io the terms of a iease and agreement dated September 1, 1971 between the University and the New
Jersey Educational Facilities Authority (the “Facilities Authority™), the University transferred to the Facilities Authorily fitle to certain
land, upon which dormitories have been constructed. In 1874, the Facilities Authorily issued bonds in the aggregate amount of $6.7
mitlion at an effective interest cost of 5.95% per annum, for the purpose of providing long-term financing for the aforementioned
facilities. Such bonds mature serally through 2008. In accordance with the agreement, the University is required to pay an annuatl
rental to the Facilities Authority over the life of the agreement in armounts necessary to relire the bonds, including interest, provide
sinking fund and reserve account requirements and reimburse the Facilities Authority for #is administrative costs. As security for its
obligation under the agreement, the University has pledged the revenues arising from the financed facilities.  Upon retirement of the
honds, title to the land and faciliies will revert o the University.  Accordingly, the land and faciliies have been capitalized with a
corresponding lability classified as a capitalized lease obligation. At June 30, 2006, this liability was $0.8 million ($1.2 million in
2005).

Higher Education Capital Improvement Fund (HECIP) — Under the provisions of the State of New Jersey Higher Education
Capital Improvement Fund Act {the "HECIP Act"} of 1999 (P.L. 1999, c. 217), the University has been allocated $169 0 million fo
help finance certain of its deferred maintenance and other capital needs. The funds are provided through bonds issued by the
Facilities Authority.  The University is obligated to pay one-third of the debt service on the bonds. On December 20, 2000, the
Facilities Authority issued bonds, the University's portion of which amounted to $75.0 million. The bonds bear an eflective interest
rate of 5.06% per annum and mature on September 1, 2020, Additional bonds, Series 2002 A, were issued by the Facilities
Authority on November 21, 2002, The Univaersity's portion and remaining balance of the $169.0 million amounted to $84.0 miltion.
The bonds bear an effective inierest rate of 3.47% per annum and mature on September 1, 2022, in accordance with the act, the
Universily is required fo make annual lease payments o retire 33.3% of the bonds, representing the University’s portion, including
interest. The Siate of New Jersey is obligated to pay the remaining 66.7% of the annual debt service. Al June 30, 2008, the
University had a capital lease obligation of $52.3 million {$53.3 miliion in 2005).

Equipment Leasing Fund {ELF) - Under the terms of the Higher Education Equipment Leasing Fund Act of 1983 (ELF), the State
issued bonds to finance additicnal equipment for laboratory and instructional facilities at state institutions of higher education. The
University received $22.3 million from this bond issue. The bonds were issuad on Qctober 11, 2001 and bear interest at a rate of
3.08%%. In accordance with this act, the University is required 10 make annual lease paymenis to retire 25% of the University's
portion of the bonds, including interest. The State of New Jersey is obligated to pay the remaining 75% of the annual debi service,
Title to all equipment purchased under this lease agreement will be transferred to the Universily a! the conclusion of the lease. At
June 30, 2006, the University had a capital lease obligation of $2.6 million for equipment purchased under the terms of this
agreement ($3.4 million in 2005).

Dormitory Safety Trust Fund {DSTF) - Under the provisions of the Dormitery Safety Trust Fund Act {the "DSTF Act”) (P.L. 2000,
c.58), the University received a $29.0 million inferest free loan to finance the installation of fire suppression systems in buildings
used as student dormitories. The New Jersey Educational Facilities Authority issued two series of bonds on August 14, 2001 to
finance these loans. Series 2001A (Tax Exempt) bears an effective interest rate of 4.8% per annum, and Seres 20018 (Federally
Taxable} bears an effective interest rate of 6.1% per annum.  Both series mature on March 1, 2016, At June 30, 2006, the
University had a capitat lease obligation of $20.7 million ($22.8 million in 2005}

Housing Authority

in connection with a redevelopment project undertaken by the Housing and Urban Development Authority of the City of New
Brunswick (the "Housing Authority”), & series of agreements were entered into by the University, the Housing Authority and Robert
Yood Johnsen University Hospital, inc., the outcome of which was the construction of a student apartment complex, parking deck,
heaith club faciity and multi-unit relail center. Pursuant to the terms of the capial iease and agreement dated July 1, 1982
between the University and the Housing Authorily, the Housing Authorty issued bonds in the aggregate amount of $55 3 milicn on
July 23, 1992, at an effective interesi rate of 8.23% per annum, for the purpose of providing long-term financing for the project. On
December 1, 1998, these bonds were refinancaed in the aggregate amount of $54.5 million, at an effective interest rate of 4.83%
per annum.  Such bonds mature serially through 2024, In accordance with the agreement, the Universily is required to pay an
annual rental to the Housing Authority over the life of the agreement in amounts necessary to retire the University's portion of the
bonds, including interest, to provide for sinking fund and reserve account requirements and {o reimburse the Housing Authority for
its administrative costs. Upon refirement of the bonds, title to the student apariment complex, parking deck, health ciub facility and
the refated common space will be transferred 1o the University, Accordingly, the {and and facilities have been capitalized with a
corresponding liabilly classified as a capital iease obligation. Al June 30, 2006, this liability was $40.3 miliion ($41.8 million in
2005). As discussed more fuily below, a portion of this capital lease obligation is being funded under a sublease agreemant
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Hospita! Sublease

1n conjunciion with the Housing Authonty capital lease and agreement, the University simultanecusly entered into a sublease and
agreement with the Robert Waood Johnson University Hospital, inc. (the "Hospital’). dated July 1, 1892, whereby the Hospital
agreed to lease a portion of the parking facility from the University. The sublease provides for an initial term of two years which
commenced July 1992, renewable in six consecutive five vear terms. in accordance with the sublease, the Hospital is required to
pay an annual rental 1o the University over the life of the agreement, subject fo termination payments fo the University shouid the
options to renew not be exercised. The payments received under this sublease are being used by the University to cover a
nroportional amount of the lease payments due to the Housing Authority. Upon retirement of the bonds, title 1o the HospHal's
portion of the parking deck will be transferred io the Hospital. Al June 30, 2008, the estimated present value of the Hospital
sublease over the full lease term, including renewal periods, amounted to $7.2 milion ($7.4 million in 2005}, Payments required
under the lease and agreement between the University and the Housing Authority are in no way conditional upon the recept of
payments from the Hospital under the sublease and agreement.

Development Authority

fn April 2005, the New Jersey Economic Development Authority offered $15.3 miltion of its Revenue Refunding Bonds {Rutgers,
The State University — Civic Square Project), 2005 series (the “Bonds”). The Bonds are being issued to refund the Authority's
outstanding Revenue Bonds (Rutgers, The State University-Civic Square Project), 1994 Series (the “Refunded Bonds”) which were
issued to finance a redevelopment project located in City of New Brunswick. A facility was constructed to house the Visual Arts
Department of the Mason Gross School of the Aris, the Edward J. Bloustein Schoot of Planning and Public Policy and the Center
for Urban Policy Research and is ieased to the University pursuant o a Lease and Agreement dated as of September 1, 1993
between the Authority and the University, as amended and supplemented (the ‘iease Agreement’). The Bonds were itially
issued as Auction Rate Cerificales ("ARCs") bearing inferest at an Auction Rate. The interest rate on the Bonds may be
converted from time o time at the option of the University fo a Daily Rate, a Weekly Rate, a Short-Term Rate, a Long-Term Rate
or a Fixed Rate The Bonds are being issued to provide funds that will be used, together with other available funds of the
University, to (i} pay at maturity the Refunded Bonds maturing on July 1, 2005 and currently refund, on July 1, 2005, the Refunded
Bonds maturing on and after July 1, 2006 and (ii) pay certain costs of issuance. At June 30, 2008, the outstanding balance of this
obligation was $14.8 million (§15.3 in 2005}

Certificates of Participation, Series 2004

Pursuant to an Agent Agreement, dated Aprit 1, 2004, between the University, as Lessee, Lower George Strest University
Redeveloprnent Associates, LLC, a New Jersey limited #iability company, as Lessor, and Wachovia Bank, National Association, as
Ageni, Certificates of Participation were issued in the amount of $30.6 million on Aprit 15, 2004, The Certificates of Participation
represent undivided proportionate interests in the fixed rent payable by the University pursuant to the Master Lease Agreement,
dated April 1, 2004, between the Lessee and Lower George Streel University Redevelopment Associates, LLC. The University is
obligated under the Lease to make payments of fixed rent that comprise amounts designated as interest and as principal and that
are payable fo the owners of the 2004 Certificates. The 2004 Certificates are being issued to finance the acquisition of the land,
the preparation of the land for construction, including demoiition and clearing of existing improvements, and the construction of
improvements and costs of acquisition and instaltation of equipment. This area will primarily serve as the University's Division of
Public Safety headquarters. provide additional office space for the University and provide a parking garage, ail to support the
University's educational functions. In addition, the 2004 Certificates are to provide for capilalized interest on the 2004 Certificates
from the dates of delivery to July 1, 2005 and fo pay the costs of issuance associated with the authorization, sale, execution and
delivery of the 2004 Certificates. At June 30, 2006, the University had a capitat lease obligation of $30 2 million {330.6 miliion in
20085).



Future lease paymenis {receipis) applicable io the afprementioned capital leases al June 3G, 2008 are as follows {dolars in
thousands)

Facilities Authority
DSTF DSTF  Housing Hospital Development  Certificates

Yeoar Dorms HECIP ELF {2001AF {20018} Authority Sublease  Authority  of Participation Total
20067 3461 54,486 $93% $2.040 $33 $3,667 (3653) $1.062 $1.863 $13.808
2008 461 4,488 938 2,040 32 3,660 (652} 1.068 1,865 13,801
20608 4,488 938 2.04C 32 3.664 {652} 1,688 1,862 13,471
2610 4,488 2.04C 32 3,665 {853 1677 1.86% 12,510
2014 4,487 2039 33 3,668 {852} 1,108 1,863 12,541
2042-2018 22,451 15,188 163 18,322 (3,281} 5692 9,303 62,868
2017-2021 22,438 18,324 {32625 5,015 8,285 52,801
2022-2028 12,195 7,324 (1,306} 3,825 9,265 31,303
2027-2031 9,230 9,230
2032-2036 9.187 4,187
2037-2041 3,661 3,661
Total Lease Payments 922 79,522 2,817 20,398 325 §2,292 {11081 20942 59,245 235372
Less Amount

Representing Interest 77 27,176 201 22,016 (3,940} 5,142 29,035 80,707

Present Value of Lease

Paymenls $845  §$52 348 §$2.616 320398 $325 340276 (37,15%) $14.800 $30.210 $154,665

Miscellaneous Equipment Leases

The University has entered into certain lease-purchase agreements for equipment which are principally for a duration of one to five
years depending on the application and financial advantage to the University. Such agreements are essential to the normal
operation of the University, and it is expected that these arrangements, where applicable, would be renegotiated when financially
advantageous. The payments of these agreements inciude a charge for interest at various rates depending on each agreement.
At June 30, 2006, the aggregate capitalized lease obligation associated with these agreements, which excludes fulure interest
payments, is approximately $4.5 million (35.4 milion in 2005). The annual renfals for these capitalized lease obligations are
provided for in the University's operating budget and in the aggregate are not considered material.

NOTE 9 - COMMITMENTS

At June 30, 2006, the estimated cost of capital projects under construction, in the design stage with approved sources of funding,
and in the design stage pending determination of scurces of funding, aggregated approximately $1866 million. Anticipated
sources of funding for these projects are summarized as follows (dolars in thousands)

Total Project Funding
Additionai
Funding
Regelved at Reguired at Estimated
June 3¢, 2006 June 39, 20086 Total Cost

Borrowing $58,202 $26 500 $84,702
State Bond issues and Capital Appropriations 26,535 11,000 37,535
Gifts and Other Sources 58741 7.584 66,325
Total $143,478 345,084 $188,562
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The Universily leases cerdain space used in general operations. Rental expense was approximately $3.9 million in 2006 {$3.2
million in 20058}, The leases are non-cancelable and have been classified as operating leases which are expected (o expire
through 2031, Minimum annual rental commitments approximate the following {doliar in thousands):

Year Amount
2007 $3.057
2008 2,044
2008 1,658
2010 1,613
2011 1,351
2012-2016 4038
2017-2021 451
2022-2026 564
2027-2031 410
Total $15,185

MOTE 10 - EMPLOYEE BENEFITS
Retirement Plans

The University has primarily two refirement plans available to its employees, the State of New Jersey Public Empioyees
Retirement System, a defined benefil plan, and the Alternate Benefit Program, a defined coniribution plan  The State of New
Jersey, in accordance with Stale slatutes, makes employer contributions on behalf of the University for these plans. Pension
expense paid directly by the State of New Jersey for 2006 aggregated $36.1 million (331.8 and $29.2 million in 2005 and 2004,
respectively} of which 3.8 million ($4.1 and $3.3 million in 2005 and 2004, respectively} has baen reimbursed to the State from
amounts recovered from self-supporting operations and sponsered programs. Reimbursement is based upon a composite fringe
benefit rate provided by the State for all State plans. The University has no direct pension obligation associated with the State
plans, and no iiability for such costs has been reflected in the accompanying financial statements. Summary information regarding
these plans is provided below.

FPublic Employees Retirement System (“PERS"}

Plan Description - PERS is a multiple-employer, public cost-sharing retirement system which is administered by the State of
New Jersey. The payroll for employees covered by PERS for the year ended June 30, 2006 was $155.4 million ($150.4 million in

2005}

University employees of a certain classification are required as a condition of employment to be members of PERS. The formula
for benefits is an annual allowance in the amount equal to years of service, divided by 55, times the final average salary. Final
average salary means the average of the salaries received by the member for the last three years of membership service or the
three highest fiscal years, whichever provides the fargest benefit. Pension benefits fully vest on reaching ten years of credited
service. Members are eligible for refirement at age 60 with no minimum years of service required. Members who have 25 years or
more of credited service may also select early retirement without penalty at or after age 55 and receive full retirement benafits.
PERS also provides death and disability benefits. Benefits are established by State statute.

Contributions - Covered University employeas were required by PERS to contribute 5.0% of their annual compensation during
fiscal year 2006 and 2005, The State coninbutes the remaining amounts necessary 16 pay benefits when due. The State
contribution is based upon annual actuarially delermined percentages of total compensation of ail active members. The Siale's
annual contribution approximates the actuarially determined pension cost for the year.

Employees can alsc make voluniary contributions 1o two optional State of New Jersey tax-deferrad investment plans, the
Supplemental Annuity Collective Trust (“SACT") and the Additional Contributions Tax Sheltered ("ACTS"} programs. Both plans
are subject to Imits within the Internal Revenue Code.

Financial statements for the PERS are included in the State of New Jersey's Comprehensive Annual Financial Report, which may
be obtained by wriling 1o the State of New Jersey, Depariment of the Treasury, Office of Management and Budget, CN 221,
Trenton, NJ 08625-0221.

Alternate Benefit Program {“ABP"}

Plan Description — ABP is 2 multiple-employer, State relirement plan established as an atternative to PERS  The payroll for
empioyees covered by ABP for the year ended June 30, 2006 was $436.5 million (3398 0 milion in 2005).
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Facully, professional and administrative staff, and cerlain other salaried employees are eligble 1o pariicipate in ABP. Employer
{State} coninbutions vest on reaching one year of credited service. The program alse provides long-term disability and life
insurance benefits. Benefils are payabie upon termination ai the member's option unless the participant is re-employed in another
insttution which participates in ABP.

Contributions — The emploves mandalory contribution rate for ABP is 5.0% of base salary and is maiched by the Staie at 8.0%
of base salary. Contributions can be invested with up to six investment carriers avallable under the pian for fiscat year 2006,
Additional voluntary contribudions may be made on 2 {ax-deferred basis, subject 1o limils within the Inlernal Revenue Code.

Other Retirement Plans

The University has a small number of employees enrolled in the State of New Jersey Police and Firemen's Retirement System
{"PFRS" and two Federal reliremend plans, the Cwvil Service Relirement System {"CSRS") and the Federal Employees
Retirement System (FERS™). Al three of the pians are defined benefit plans and cover the University's police (PFRS) and
selected positions related to the University's Cook College/New Jersey Agricultural Experiment Station {CSRS or FERS). The
University also has a small number of Foundation employees enrolled in a contributory retirernent plan under arrangements with
Teacher's Insurance and Annuity Association and College Retfirement Equities Fund {"TIAA-CREF"), which provides for the
purchase of annuities for the covered employees. Participation in all of these plans is limited, and the associated amounts are not
significant.

Post-Retirement Health Care Benefils

in addition to providing pension benefits, the Slate provides certain health care and life insurance benefits for the University's
retired employees, in accordance with State statutes. Full health coverage is provided to eligible employees retiring with 25 vears
of service credited on or before June 30, 19597 in one of the State of New Jersey mandatory pension plans. Employees retiring
with 25 years of service credited after June 30, 1997 may share in the cost of the health care provided under the State Plan
according to the terms specified in the appropriate bargaining unit agreement in effect at the time the employee reaches 25 years
of credited service. The rules gaverning the contribution rate are the same as that for active employees. Since the costs of these
programs are the responsibility of the State and the retired employees, the amounts are not available to the University and no
expenses or kabilities for these benefits are reflected in the University’s financial statements.

Additional detailed information about these programs is provided in the State of New Jersey's Comprehensive Annual Financial
Reporl.

Deferred Compensation Plan

University employees with membership in PERS, ABP or PFRS are eligible {o participate in the State of New Jersey's Employees
Deferred Compensation Plan crealed in accordance with Internal Revenue Code Section 457, The plan permits employees fo tax
defer and invest a portion of their base salary uniit future years. The deferred compensation is not avaitable to employees until
termination, retirement, death or unforeseeable emergency. The plan was administered by the State of New Jersey, but effective
January 1, 2006, Prudential Financial administers this plan. The plan does not include any matching employer (State)
contributions. All amounis of compensation deferred under the plan, all property and rights purchasad with those amounts and all
income attributable to those amounis, property or nghts are heid in trust by the State for the exclusive benefit of the participating
employees and their beneficiaries.

MOTE 11 - COMPENSATED ABSENCES

The Universily accounts for compensated absences as directed by GASB Statement No. 15, A liabifity for compensated absenoces
(i.e. unused vacalion, sick leave) afiribuiable {o services aiready rendered and nol contingent on & specific gvent that is ouiside the
control of the employer and employese is accrued as employees earn the rights o the benefils.

The Universily recorded a Hability for accumulated vacation time in the amount of $32.3 million al June 30, 2006 {$25.3 million in
2008). The hability is calculated based upon employees’ accrued vacation time as of the Statements of Net Assets date and is
recorded in accounts payable and accrued expenses in the accompanying Statements of Net Assets.

Payments for accumulaled sick leave balances are made o retiring smployvees upon regular retirement. The pay out {0 retirees for
unused accumulated sick ime is calculated ai the lesser of ¥ the value of earned time or 315,000, Employess separating from the
University service prior to retirement are not entitled to payments for accumulated sick leave balances. The Uriversity recorded a
liability for accumulated sick feave balances in the amount of $8.8 million at June 30, 2008 {$8.7 million In 2005} which is included in
accounts payable and acorued expenses in the accompanying Statements of Net Assets,
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NOTE 12 - RISK MANAGEMENT

The Universily manages properly and lability risks through the purchase of insurance policies which have deductibles that vary by
policy, the most significant of which provides for the payment of general hiability and workers compensation benefits.

The University has accrued expenses for deductibles and incurred but not reported liabilities in the Statements of Net Assets. The
accrued expenses are based on estimates by management and third party claims administrators and generally represent the
present value of the unpaid claims including the estimates for claims incurred bui not reported

NOTE 13 - CONTINGENCIES

The Universily is a party o various legal actions arising in the ordinary course ¢f iis operations. While it is not feasible {o predict
ihe uitimate ouicome of these actions, # is the opinion of management that the resolution of these matters will not have a material
adverse effect on the University's nancial statements.

The University receives funds from Federal, Siate and private agencies under grants and confracts for research, training and other
aclivities. The costs, both direct and indirect, charged 1o these granis and contracis are subject (o audit and possible disallowance
by the sponsoring agency. it is the University’s belief that any disallowances or adjusiments would not have a significant effeci on
the University's financial statements,

NOTE 14 - SUBSEQUENT EVENT

On September 28, 2006, the University entered into the purchase of a building at 1 Washington Park in Newark, New Jersey in the
amount of $31.4 million. The building is to be converied into a condominium in which 11 fioors along with a proposed 15,000
square foot addition will be established as the "Rutgers Business School Space”. An $18.0 million State Appropriation was used to
acguire this building. The remaining funds were advanced by the University and will be funded by future bonds
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RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Notes to Schedule of Expenditures of State Financial Assistance
Year ended June 30, 2006

Basis of Presentation

The purpose of the schedule of expenditures of State financial assistance (the schedule) is to present a
summary of those activities of Rutgers, The State University of New Jersey (the University) for the year
ended June 30, 2006, which have been financed by the New Jersey State Government (State awards). For
purposes of the schedule, State awards include all State of New Jersey assistance and procurement
relationships entered into directly between the University and the New Jersey State Government and
sub-awards from non-State organizations made under State sponsored agreements. The information in this
schedule is presented in accordance with the requirements of New Jersey Office of Management and
Budget Circular 04-04, Single Audit Policy for Recipients of Federal Grants, State Granis and State Aid.
Therefore, some amounts presented in this schedule may differ from amounts presented in, or used in the
preparation of, the 2006 basic financial statements. Because the schedule presents only a selected portion
of the activities of the University, it is not intended to and does not present either the financial position,
changes in financial position, or cash flows of the University.

The accounting principles followed by the University in preparing the accompanying schedule are as
follows:

* Student Financial Assistance — Disbursements are recognized on the accrual basis of accounting for
awards made to students and for allowable administrative expenses of running such programs.

. Awards Other Than Student Financial Assistance — Disbursements {expenditures) for direct costs are
recognized as incurred using the accrual method of accounting and the cost accounting principles
contained in the U.S. Office of Management and Budget Circular A-21, Cost Principles for
Educational Institutions. Under those cost principles, certain types of expenditures are not allowable
or are limited as fo reimbursement. Moreover, expenditures include a portion of costs associated
with general University activities which are allocated to State expenditures under negotiated
formulas commonly referred to as facilties and administrative ("F&A”) costs rates. F&A costs
applicable to these cost recoveries are classified as unrestricted expenditures in the statermnents of
revenues, expenses, and changes in net assets. Credit disbursement amounts typically result from
grant or contract closing adjustments or transfers.
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RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Notes to Schedule of Expenditures of State Financial Assistance
Year ended June 30, 2006

Subrecipients

Of the State of New Jersey expenditures presented in the schedule of expenditures of State financial

assistance, the University provided State of New Jersey awards to subrecipients as follows:

Amount
Provided to
Program Title Subrecipients
Adult Literacy White Paper and Professional Development 14,177
Center for Advanced Materials via Immiscible Polymer Processing 27,369
Center for Multimodal Wireless Integrated Sensor-on-Siticon (MUSE) Technology 2,565
Develop and Implement of Store Management Team Training Program for Food
Retail Establishment 8,000
Developing a Website to Disseminate the Result of the Demand Side Skill Assessment 10,000
Evaluation of Career & Technical Education Programs 27,692
Foods Fortified with Stable Omega 3 Fatty Acids: Health Benefits in Ulcerative Colitis 19,290
Impact Assessment Study and Infrastructure Needs Assessment Re: 2005 NJ State Plan 17,702
Implementation of CQA Measures for Harbor Sediments & Processed Dredged Material
Placement 21,055
Keys to Achieving Resilient Transitions 48,563
Keys to Achieving Resilient Transitions 114,917
Meadowlands Environmental Research Institute (MERI) Research Fellows 5,000
Meadowlands Environmental Research Project 27,793
Multi-lifecycle Engineering and Manufacturing Program (7,601)
Nanotechnology for Photonic Materials & Devices 10,525
National Resource Center for Youth-University of Oklahoma 14,872
New Jersey Small Business Development Center 123,073
New Jersey Statewide Systemic Initiative 366,865
New Jersey Statewide Systemic Initiative 152,537
NJ DOL WD Web Redesign Project 171,598
NJ WIA Customer Satisfaction Survey Round 7 42,513
Passaic River Hydrodynamics Study 147,751
Phase Ii: Stakeholders Forum 5418
Police Institute 40,652
Policy Analyses & Technical Assistance of NPAAD/Senior Gold Coordination with a
Medicare Drug Benefits 14,311
Research and Development Excellence Program 20,000
Roles of Ephrin-AS5 in Spinal Cord Development 10,879
Small Business Development Centers 160,137
The New Jersey Child Support Training Institute F70,140
TO # 170: NIDOT - Viability of Personal Rapid Transit (PRT} in New Jersey 49,500
Watershed Restoration Plan through the Development/Establishment of TMDL's 1,342 844
3,180,137
LS
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RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Notes to Schedule of Expenditures of State Financial Assistance

Year ended June 30, 2006

NJCLASS Program

The University is responsible only for the performance of certain administrative duties with respect to the
NJCLASS Program and, accordingly, these loans are not included in the University’s basic financial
statements. It is not practical to determine the balance of loans outstanding to students of the University
under this program at June 30, 2006.

FICA Reimbursements and Fringe Benefits other than FICA Programs

The amounts inciuded in the schedule represent the amount of cash received by the University from the
State of New Jersey for FICA reimbursements and retirement plans. An additional estimated amount
representing other net fringe benefit costs of $53,004,000 is included in the University’s basic financial
statements, but not included in the schedute. This amount, paid on behalf of the University by the State of
New Jersey, is only an estimate as the actual amount is not readily determinable.
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HPMG LLP

Suite 402

307 Carnegie Center
Princeion, NJ 08540-6227

Independent Auditors’ Report on Internal Contrel Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

The Board of Governors
The Board of Trusiees
Rutgers, The State University of New Jersey:

We have audited the financial statements of Ruigers, The State University of New Jersey (the University),
a component unit of the State of New Jersey, as of and for the year ended June 30, 2006, and have issued
our report thereon dated January 10, 2007. 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 Comptrolier General of the United States, The
financial statements of Rutgers University Feundation, a component unit of Rutgers, The State University
of New Jersey, were not audited in accordance with Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the University’s internal contrel over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on internal control over financial reporting. Our
consideration of internal control over financial reporting would not necessarily disclose all matters in
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more internal control components does not reduce to a relatively low level
the nisk that misstatements caused by error or fraud in amounts that woukl be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving internal control
over financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matfers

As part of obtaining reasonable assurance about whether the University’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.




We noted certain matiers that we reported to management of the University in a separate letter dated
January 10, 2007,

This report is intended solely for the imformation and use of the board of governors, the board of trustees
and management of the University and State of New Jersey awarding agencies and pass-through entities
and is not intended fo be and should not be used by anvone other than these specified parties.

KPMc LP

Janvary 19, 20607
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HPMG LLP

Suite 402

301 Carnegis Center
Pringeion, NJ (08540-6227

Independent Anditors’ Report on Compiiance With Requirements Applicable
to Each Major Program apd on Internal Contrel Over Compliance in Accordance
With New Jersey OMB Circular 64-04

The Board of Governors
The Board of Trustees
Rutgers, The State University of New Jersey:

Compliance

We have audited the compliance of Rutgers, The State University of New Jersey (the University) with the
types of compliance requirements described in the New Jersey Office of Management and Budget
{New Jersey OMB) State Grant Compliance Supplement that are applicable to each of its major State of
New Jersey programs for the year ended June 30, 2006, The University’s major State of New Jersey
programs are identificd in the summary of auditors’ results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major State of New Jersey programs is the responsibility of the University’s
management. Our responsibility is to express an opinion on the Untversity’s comphance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and New Jersey OMB Circular 04-04,
Single Audit Policy for Recipients of Federal Grants, State Grants and State Aid. Those standards and New
Jersey OMB Circular 04-04 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that could have
a direct and material effect on a major Stale of New Jersey program occurred. An audit includes
examining, on a test basis, evidence about the University’s compliance with those requirements and
performing such other procedures as we consider necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion, Our audit does not provide a legal determination of the
University's compliance with those requirements.

In our opinion, Rutgers, The State University of New Jersey complied, in all material respects, with the
requirements referred to above that are applicabie to each of its major State of New Jersey programs for the
vear ended June 30, 2006. However, the resulis of our auditing procedures disclosed an instance of
noncompliance with those requirements, which is required to be reported in accordance with New Jersey
OMB Circular 04-04 and which is described in the accompanying schedule of findings and guestioned
costs as item 06-1.




Toternal Control Over Compliance

The management of the University is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts, and grants applicable to State of
New Jersey programs. In planning and performing our audit, we considered the University’s internal
control over compliance with requirements that could have a direct and material effect on a major State of
MNew Jersey program in order to determine our auditing procedures for the purpose of expressing owr
opinion on compliance and to test and report on internal control over compliance in accordance with New
Jersey OMB Circular 04-04.

We noted certain matters involving internal control over compliance and its operation that we consider to
be reportable conditions. Reporiable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of internal control over compliance that, in our judgment,
could adversely affect the University’s ability to administer a major State of New Jersey program in
accordance with the applicable requirements of laws, regulations, contracts, and grants. Reportable
conditions are described in the accompanying schedule of findings and questioned costs as items 06-1 and
06-2.

A material weakness is a reportable condition in which the design or operation of one or more internal
control componenis does not reduce to a relatively low level the risk that noncompliance with the
applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that would be
material in relation to a major State of New Jersey program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. Our
consideration of internal control over compliance would not necessarily disclose all matters in internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we believe that none of the
reporiable conditions described above is a material weakness.

This report is intended solely for the information and use of the board of governors, the board of trustees
and management of the University and State of New Jersey awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

KPMe LP

March 20, 2007
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RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Schedule of Findings and Questioned Costs
Year ended June 30, 2006

Summary of Auditors’ Results:

{a)

(b}

{c)

(d)

(&)

()

(g)

(k)

An ungualified opinion was issued on the financial statements of Rutgers, The State University of
New Jersey {the University} as of and for the year ended June 30, 2006,

The audil disclosed no material weaknesses and no reportable conditions were reported in
connection with the financial statements of the University as of and for the year ended Jjune 30,
2006.

The audit disclosed no instances of noncompliance which are material to the financial statements of
the University as of and for the vear ended June 30, 2006.

The audit disclosed no material weaknesses in connection with major State of New Jersey programs
of the University for the vear ended June 30, 2006. Two reportable conditions (06-1 and 06-2) were
reported in connection with major State of New Jersey programs of the University for the year ended
June 30, 2006,

An unqualified opinion was issued on the University’s compliance with its major State of New
Jersey programs for the vear ended June 30, 2006,

There was one audit finding {06-1) which is required to be reported under New lersey OMB
Circular 04-04 for the year ended June 30, 2006.

The major State of New Jersey programs of the University for the year ended June 30, 2006 were as
follows:

® Research and Development Cluster
® EOF-Article IV
] State Appropriation to State Colleges and Universities

® General University Operations Support
® Agricultural Experiment Station

= FICA Reimbursements

= Fringe Benelits other than FICA

@ Higher Education Capital Improvement Projects

The dollar thresheld used to distinguish between type A and type B programs was $3,060,000 for
State of New Jersey awards for the vear ended June 30, 2006,

The University did not qualify as a jow risk auditee for State of New Jersey awards for the vear
ended June 30, 2008,

Findings Relating to the Financial Slatements Reported in Accordance with Government Auditing
Standards:

No findings which are required to be reported.
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RUTGERS, TIIE STATE UNIVERSITY OF NEW JERSEY
Schedule of Findings and Questioned Costs
Year ended June 30, 2006

Findings and Questioned Costs Relating to State of New Jersey Awards:
G6-1 — Maiching and Reporting — Reportable Condition
Educational Opportunity Fund (ECF} - Article IV

Criteria:

Each participating institution shall maintain adequate financial documentation of all program budgets and
expenditures, Accounts shall reflect EOF and institutional monies separately by line item. State,
institutional, Federal and other funding sources shall be clearly delineated. N.J.A.C. Title 9A:11-6.14(d).

Condition:

Matching

The University does not have a process in place to monitor the University’s actual institutional match
during the fiscal year. The budgeted amount of institutional funds was the reported amount on the financial
reports as the University institutional match.

Reporting

The University does not have a process in place to ensure the reports submitted by the EOF Departments
were reconciled to the University’s general ledger. For four of twelve sampled reports expenditures
exceeded the amount that could be supported on the University general ledger by $11,984. Of the
remaining eight reports, three reports indicated the University general ledger exceeded the amount reported
by $138,422.

A similar finding was noted in the 2005 and 2004 prior year single audit reports as finding numbers 05-1
and 04-1, respectively.

Questioned Costs:

Cannot be determined.

Cause:

The EOF Departments are responsible for submitting the reports to the State of New Jersey. Some of the
EOF Directors continue to complete the financial reports without reviewing them with their business staff.
Kecommendation:

We recommend that the University implement procedures to ensure the expenditures and institutional
match submitted by the EOF Departments are reconciled to the University’s general fedger and all reports
indicate signature of approval.

View of Responsible Official:

The University is in the process of reorganizing the EQF organization. This will include a change in the
contract with the State to eliminate the individual school contfracts and replace them with one overall
University contract. This will require the submission of one financial report that will be prepared by the
business staff and will be reconciled to the general ledger.
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RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Schedule of Findings and Questioned Costs
Year ended June 30, 2006

016-2 —~Reporting — Reportabie Condition

Research and Development Cluster

Criteria:

Research and development grants have specific and varying requirements for financial reporting.
Recipients should use the standard financial reporting forms or such other forms as may be authorized by
OMB (approval is indicated by an OMB paperwork control number on the form). These other forms may
include financial, performance, and special reporting. Each recipient must report program outlays and
program income on a cash or accrual basis, as prescribed by the State of New Jersey awarding agency. The
recipient shatl adhere to all of the reporting requirements specified by the awarding agency.

Condition:

For nine out of thirty reports selected for review, the report was not submitted to the funding agency by the
required deadline as specified in the grant agreement. These reports were submitted 11-142 days after the
respective deadlines.

Questioned Costs:

There are no known questioned costs associated with this finding.

Cause:

Delays in the receipt of information from departments responsible for the grants caused the reports to be
filed beyond the sponsor’s deadline.

Recommendation:

We recommend that the University establish procedures to ensure that all reports are prepared and
submitted to the funding agency by the required deadline as stated in the grant agreement.

View of Responsible Officiai:

Preliminary (mostly quarterly) reports should be filed from the information in the general ledger unless a
major error is known. In several instances, the accountant was seeking agreement from the department
before reporting. Since these are preliminary reports, adjustments can be made in subsequent reports,
where needed. University management, therefore, instructed the accountants to file the preliminary report
based on the information in the general fedger. A copy of the report will be sent to the department with
instructions for them to notify University management of any adjustments needed prior to filing the next
report,

Final reports must be agreed to by the department. This can result in delays. Late billings from
subcontractors and availability of the principal investigator account for many of the delays. The
accountants have now been instrucied to request an extension to file the final report if some delay 15 known
10 potentially hold up the timely filing of the final report.



RUTGERS, THE STATE UNIVERSITY OF NEW JERSEY
Corrective Action Plan/Responses to State of New Jersey Circular 04-04 Audit Findings
For The Year Ended June 30, 2006

06-1 — Matching and Reporting

The University is in the process of reorganizing the EOF organization. This will include a change in the
contract with the state to eliminate the individual school contracts and replace them with one overall
contract. This will then require one report that will be prepared by the business staff and will be
reconciled to the general ledger.

06-2 — Activities Allowed or Unallowed

Our accountants review all grants for budget compliance during the preliminary reporting process. Any
department that is not in compliance with the budget as stated by the granting agency is notified of the
problem and informed that either the charge be moved or a budget revision be requested from the
granting agency. If at the time the final report is filed the revision has not been requested, the department
is required to fund the charge from other resources.

This finding occurred in a three-year award that is scheduled to end June 30, 2007. The finding is still
correctable. The sponsor is amenable to a budget revision as long as it is submitted before the final
report is due. The department is in the process of formally requesting the budget revision. The
department has also been informed to submit any budget revisions on a current basis, preferably
whenever major changes are known or anticipated so the sponsor and the award account are keep
current on award developments.

Responsible University Official: Ronald S. Thompson, Assistant Controller

06-3 — Reporting
Several steps are being taken to improving the timeliness of reporting. They include:

1. Accountants are instructed not to prepare preliminary reports from the information in the
University's general ledger unless a major error/discrepancy is apparent.

2. There preliminary reports are to be sent to the principal investigator/department with instruction to
notify the accountant of any adjustments required prior to the filing of the next report.

3. Accountants are instructed to include in their reporting responsibilities all assigned files including
those files out of their possession for negotiation of extensions and modifications.

4. Accountants are instructed to seek final report deadline extensions where key departmental
people are unavailable to review and agree to the final financial numbers that are being reported
or where some other extenuating circumstance occurs.

Summary Schedule of Prior Audit Findings For The Year Ended June 30, 2005

05-1 and 04-1 — Reportable Condition — Matching and Reporting

The EOF staff was informed that all reports submitted to the State of New Jersey on the expenditure of
state EOF funds must be reconciled to the general ledger.

The University is in the process of reorganizing the EOF organization. This will include a change in the
contract with the state to eliminate the individual school contracts and replace them with one overall
contract. This will require one report that will be prepared by the business staff and will be reconciled to
the general ledger. The EOF Office will document procedures for the preparation and filing of all state
reports.

Responsible University Official: Christy Orlowski, Associate Controller



05-2 — Activities Allowed or Unallowed

The appropriate departmental staff have been contacted and instructed on the proper procedures for
reviewing and approving payroll transactions. In addition, the department has initiated their use of the
University’s electronic payroll processing for time reports. Once the department is completed on the
electronic Time Reporting System this type of duplication can not occur.

Responsible University Official: Sanjana Rimal, Director of Business Services, Newark Campus
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