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INDEPENDENT AUDITORS' REPORT

Board of Trustees
Miami University Foundation and
Ms. Betty Montgomery, Auditor of the State of Ohio

We have audited the accompanying statements of financial position of Miami University Foundation (the
“Foundation™) as of June 30, 2004, and the related statements of activities and cash flows for the year then
ended. These financial statements are the responsibility of the Foundation’s management. Our responsibility is
to express an opinion on these financial statements based on our audit. The prior year comparative information
has been derived from the Foundation’s 2003 audited financial statements, upon which we expressed an
unqualified opinion dated September 12, 2003.

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

In our opinion, such financial statements present fairly, in all material respects, the financial position of the
Foundation as of June 30, 2004, and the changes in its net assets and its cash flows for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have issued a report dated September 17, 2004, on our
consideration of the Foundation’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audit.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The schedule of changes in net assets by fund and the schedule of investments are presented for purposes of
additional analysis and are not a required part of the basic financial statements. This information has been
subjected to the auditing procedures applied in our audit of the basic financial statements and, in our opinion,
is fairly stated in all material respects in relation to the basic financial statements taken as a whole.
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September 17, 2004

Member of
Deloitte Touche Tohmatsu



Exhibit A
MIAMI UNIVERSITY FOUNDATION

Statement of Financial Position
June 30, 2004
(with comparative financial information for June 30, 2003)

June 30, 2004 June 30, 2003
ASSETS
Cash and cash equivalents $ 3,829,481 $ 1,950,696
Due from Miami University 404,351 217,229
Pledges receivable (Note 5) 17,562,342 10,426,506
Other receivables, primarily investment related 535,267 982,319
Long-term investments (Note 3)
Cost basis 135,709,971 125,175,126
Unrealized appreciation (depreciation) 11,410,213 (3,661,398)
Fair value of investments 147,120,184 121,513,728
Cash value of paid-up life insurance 1,106,311 1,025,447
Real estate investments 382,875 420,375
Equipment 0 114,566
TOTAL ASSETS $ 170,940,811 3 136,650,866
LIABILITIES AND NET ASSETS
LIABILITIES
Due to Miami University $ 5,135,989 $ 4,142,643
Accounts payable and other 1,134,878 495,103
Note payable (Note 4) 61,489 61,502
Deferred revenue 2,699,053 2,921,708
Obligations under split-interest agreements (Note 6) 4,270,572 4,486,135
TOTAL LIABILITIES 13,301,981 12,107,091
NET ASSETS
Unrestricted 829,255 802,237
Temporarily restricted 44,827,506 27,969,710
Permanently restricted 111,982,069 95,771,828
TOTAL NET ASSETS 157,638,830 124,543,775
TOTAL LIABILITIES AND NET ASSETS $ 170,940,811 $ 136,650,866

The accompanying notes to financial statements are an integral part of these statements.



MIAMI UNIVERSITY FOUNDATION
Statement of Activities
Year Ended June 30, 2004

REVENUES AND OTHER ADDITIONS
Contributions
Investment income
Dividend and interest income (Note 3)
Net unrealized and realized gains and (losses)
Rental income

Total investment income (loss)

Change in value of split-interest agreements (Note 6)
Net assets released from restrictions due to
satisfaction of donor restrictions

TOTAL REVENUES AND OTHER ADDITIONS

EXPENSES AND OTHER DEDUCTIONS
Distributions to Miami University (Note 9)
Administrative expenses (Note 9)

Other deductions

TOTAL EXPENSES AND OTHER DEDUCTIONS

CHANGE IN NET ASSETS

NET ASSETS AT BEGINNING OF YEAR
NET ASSETS AT END OF YEAR

$

Temporarily Permanently
Unrestricted Restricted Restricted
0 $ 9270754 $ 6,361,450
12,091 1,827,787 74,037
94,694 11,520,122 9,524,171
0 8,250 0
106,785 13,356,159 9,598,208
0 1,203,121 0
6,721,655 (6,972,238) 250,583
6,828,440 16,857,796 16,210,241
6,473,786 0 0
323,921 0 0
3,715 0 0
6,801,422 0 0
27,018 16,857,796 16,210,241
802,237 27,969,710 95,771,828
829,255 $ 44827506 $ 111,982,069

The accompanying notes to financial statements are an integral part of these statements.

Exhibit B

Total

$ 15,632,204

1,913,915
21,138,987
8,250

23,061,152
1,203,121

0

39,896,477

6,473,786
323,921
3,715

6,801,422

33,095,055

124,543,775

$ 157,638,830



MIAMI UNIVERSITY FOUNDATION
Statement of Cash Flows
Year Ended June 30, 2004

Cash flows from operating activities
Payments to Miami University, net
Other

Net cash used in operating activities

Cash flows from investing activities
Proceeds from sale of investments
Purchase of investments
Proceeds from equipment disposal
Proceeds from real estate transfer

Net cash used in investing activities

Cash flows from financing activities
Contributions restricted for endowment investment
Interest and dividends, restricted
Interest utilized for payment of split-interest obligations
Payments on split-interest obligations
Payments on notes payable

Net cash provided by financing activities

Exhibit C

$  (5,927,360)
(10,908)

(5,938,268)

80,078,670

(82,598,610)
77,444
18,500

(2,423,996)

8,661,370
2,097,768
515,786
(1,033,862)
(13)

10,241,049

Netincrease in cash and cash equivalents 1,878,785
Cash and cash equivalents at beginning of year 1,950,696
Cash and cash equivalents at end of year $ 3,829,481
Reconciliation of change in net assets to net cash used in operating activities
Change in net assets $ 33,095,055
Adjustments to reconcile change in net assets to net
cash used by operating activities:
Decrease in accounts payable and other (422)
Increase in operating payables due to Miami University 998,544
Increase in deposits held for others 20,237
Contributions restricted for long-term investment (15,632,204)
Net change in value of split-interest agreements (1,366,576)
Interest and dividends (1,913,915)

Net unrealized and realized gains on long-term investments

Net cash used in operating activities

(21,138,987)
$ (5,938,268)

The accompanying notes to financial statements are an integral part of these statements.



MIAMI UNIVERSITY FOUNDATION
Notes to the Financial Statements
June 30, 2004

) Organization

Miami University Foundation (the Foundation) was organized on June 4, 1948 for the purpose of receiving and
investing alumni contributions, and is governed by a Board of Trustees (the Board). The income earned on the
Foundation’s investments is periodically transferred to the University to further its educational and research
activities.

The Foundation Board is comprised of twenty-nine members. Twenty-one members are elected by the Board
and eight members are appointed by Miami University. At least two-thirds of the elected trustees are required to
be alumni or former students of Miami University.

2) Accounting Policies

(a) Fund Valuation -- For the Pooled Funds, the market value of the investments is determined at the end of
each quarter and the incremental market value increase or decrease is distributed to the individual fund accounts
based on the number of shares the fund owns at the beginning of the quarter.

(b) Method of Accounting -- The financial statements of the Foundation are prepared on the accrual basis.
Resources of the Foundation are classified for reporting purposes into net asset classes based on the existence or
absence of donor-imposed restrictions and state law. Unrestricted net assets represent the portion of funds for
which there is no donor-imposed restriction on how the funds may be spent. Temporarily restricted net assets
represent funds which may be expended based upon instructions from the donor, primarily restricted for student
financial aid, educational and research activities, and capital improvements for Miami University. Permanently
restricted net assets, or endowment funds, represent amounts received from donors with the restriction that the
principal is invested in perpetuity and that only earnings be available for expenditure.

(c) Cash and Cash Equivalents -- Cash consists primarily of cash in banks and money market accounts. Cash
equivalents are short-term, highly liquid investments readily convertible to cash, with an original maturity of
three months or less.

(d) Fair Value of Financial Instruments -- Statement of Financial Accounting Standards No. 107, Disclosures
About Fair Value of Financial Instruments, defines the fair value of a financial instrument as the amount at
which the instrument could be exchanged in a current transaction between parties. The carrying amounts of cash
and cash equivalents, due from Miami University, other receivables, accounts payable and other, due to Miami
University, note payable, approximate fair value due to the short maturities of these instruments, See Notes 3, 5
and 6 for disclosure regarding the fair value of investments, pledges receivable, deferred revenue, and
obligations under split-interest agreements.

(e) Investment Valuation -- All investments are stated at fair market value, as established by the major securities
markets. Purchases and sales of investments are accounted for as of the trade date. Investment transactions
occurring on or before June 30 which settle after such date are recorded as receivables or payables. Investments
in real estate are recorded at appraised value at the date of donation. The issuing insurance companies determine
the cash surrender value of the paid-up life insurance policies annually. The Foundation's investment portfolio is
concentrated in publicly traded securities. As a result, a significant downturn in the securities markets could
adversely affect the market value of Foundation assets.

(f) Nature of Restricted Net Assets -- All temporarily and permanently restricted net assets have been restricted
by independent donors for the financial support of Miami University. The Ohio Uniform Management of
Institutional Funds Act (the Act) specifies that the governing board of an institution may appropriate for
expenditure for the uses and purposes for which an endowment fund is established, up to 100% of the net

realized and unrealized appreciation in the fair value of the assets of the endowment fund over the historic value
of the fund.



In accordance with a prudent investment policy for capital preservation, the Foundation has reinvested 50% of
net asset appreciation in the permanently restricted endowment funds. The remaining 50% is classified in
temporarily restricted funds, as it may be available for current and future use as dictated by donor instruction.

(g) Income Taxes -- The Foundation is a not-for-profit organization as defined under Section 501(c)(3) of the
Internal Revenue Code and, as such, is exempt from federal income taxes.

(h) Reclassification —~ Certain 2003 amounts have been reclassified to conform with the 2004 presentation.
(i) Estimates -- In preparing the financial statements, management has made, where necessary, estimates and
Jjudgments based on currently available information that affect certain amounts reflected in the financial

statements. Actual results could differ from those estimates.

3) Long-Term Investments
Investments held by the Foundation as of June 30 were;

2004 2003

Investment Description Cost Fair Value Cost Fair Value
Domestic Equities ~ $ 54,825,747  § 61,510,697 $ 56,620,684  $56,461,437
International Equities 17,157,812 21,450,363 15,284,704 14,564,517
Fixed Income 17,369,623 18,301,606 15,174,373 16,696,576
Hedge Funds 17,250,000 17,760,720 8,000,000 8,118,290
Limited Partnerships, Private Equity, & Other 18,011,599 16,524,661 18,588,445 14,524,221
Split-Interest Funds 13,295,190 14.429.441 13,706,920 13.637.899

Subtotal 137.909.971 149.977.488 127,375,126 124,002,940
Less assets held for Miami University Paper

Science & Engineering Foundation (2.200,000) (2,857.304) (2.200,000) (2.489.212)

Total ~ $135,709971  $147,120,184 $125,175,126 $121,513,728

The hedge funds in which the Foundation invests may include, but are not limited to, investments in equity
securities, mutual funds, limited and general partnerships, foreign securities, short sales positions, distressed
securities, fixed income securities, options, currencies, commodities, futures and derivatives. The Foundation’s

objective for investing in these hedge funds is to provide stable, absolute returns that are uncorrelated to
fluctuations in the stock and bond markets.

The majority of limited partnerships, private equity, and other investments are carried at estimated fair value
provided by the management of these funds as of March 31, 2004 as adjusted by cash receipts, cash
disbursements, and securities distributions through June 30, 2004. The Foundation believes that the carrying
amount is a reasonable estimate of fair value as of June 30, 2004. Because these investments are not readily
marketable, the estimated value is subject to uncertainty and, therefore, may differ from the value that would
have been used had a ready market for the investments existed and such differences could be material, The
amount of gain or loss associated with these investments is reflected in the accompanying financial statements
using the equity method of accounting. As of June 30, 2004, the Foundation has made commitments to limited
partnerships totaling $7.0 million that have not yet been funded.

The 2004 dividend and interest income of $1,913,915 is reported net of fees from external investment managers
totaling $351,798.



4) Note Payable

A gift of real estate was received by the Foundation in December 2000 subject to a mortgage. The Foundation
began receiving rental income and making monthly mortgage payments in fiscal year 2003 and will continue to
do so until the sale of the property at which time a portion of the proceeds from the sale will retire the
outstanding debt. As of June 30, 2004 the outstanding debt was $61,489. The market value of the property is
included in real estate investments. In July 2004 this property was sold and the mortgage was paid in full.

5) Pledges Receivable

As of June 30, 2004, contributors to the Foundation have made unconditional pledges totaling $22,713,107.
Net pledges receivable have been discounted to a net present value of $19,864,913 which represents fair market
value. Discount rates ranged from 1.78% to 5.04% for 2004. Management has set up an allowance for
uncollectible pledges of $2,302,571. All pledges have been classified as temporarily restricted net assets since
they will either expire or be fulfilled within a specified time. These pledges are due as follows:

Less than one year $ 547,044
One to five years 14,428,674
More than five years 4,889.195
Subtotal $ 19,864,913

Less allowance for uncollectible pledges (2,302,571)
Total 317,562,342

At June 30, 2004, the Foundation had also been notified of revocable pledges, bequests, and other indications
of intentions to give. These potential contributions have not been substantiated by unconditional written
promises to the Foundation. The Foundation's policy is not to record these intentions to give as revenues until
they are reduced to writing or are collected.

6) Split-Interest Agreements

Split-interest agreements are contributions in the form of irrevocable charitable remainder annuity trusts and
unitrusts, pooled life income funds, and charitable gift annuities which have been received from donors subject
to obligations to pay stipulated amounts periodically to the donors or designated beneficiaries during their
lifetimes. Assets held in trust for which the Foundation serves as trustee are included in investments, and the
present value of the estimated future payments to be made to the donors and/or other beneficiaries is included
in liabilities. The liabilities are adjusted during the term of the trusts for changes in the value of the assets,
amortization of the discount, and other changes in the estimates of future benefits. Assets held in trust for
which the Foundation does not serve as trustee are not included in investments; however, the contribution

revenue and a pledge receivable for the estimated present value of the expected future cash flows to be received
are recorded by the Foundation.

()] Miami University Paper Science & Engineering Foundation

The Miami University Paper Science & Engineering Foundation has invested $2,200,000 in the Foundation's
Pooled Fund. This investment may be withdrawn at the discretion of the Miami University Paper Science &
Engineering Foundation Board of Trustees. At June 30, 2004, the status of this investment was:

Fair value at June 30, 2003 $2,489,212
New investments 0
2003 earnings distribution (124,384)
Endowment income 41,580
Net market increase 450,896
Value as of June 30, 2004 $2,857,304

After year end, investment earnings of $125,142 will be distributed to Miami University Paper Science &
Engineering Foundation.



8) Classification of Net Assets
All temporarily and permanently restricted net assets have been restricted by independent donors for the

financial support of Miami University. The following summarizes the programs supported by net assets of the
Foundation at June 30, 2004:

Temporarily Permanently

Miami University Program Supported Unrestricted Restricted Restricted Total
Scholarships and fellowships S 0 $6,694990  $50,281,486 $ 56,976,476
Academic support 0 5,867,815 41,936,124 47,803,939
Campus improvements 0 1,772,328 1,049,146 2,821,474
Other and undesignated 829,255 30.492.373 18,715,313 50,036,941

Total Net Assets $829,255 344,827,506 $111,982,069 $157,638,830

¢))] Distributions to Miami University

Annually the Foundation establishes a spending rate which defines the total amount of dividends, interest and
realized gains to be distributed from the investment pools. The total authorized spending amount in 2004 was
$5,786,854. Of this amount, a portion was returned to permanently restricted principal in accordance with
donors' stipulations, a portion was held for distribution to the Miami University Paper Science & Engineering
Foundation, and $4,565,625 was distributed to Miami University. Permanently restricted accounts with
insufficient accumulated earnings did not make a current year distribution. In addition to current year earnings
distributions, $1,908,161 was distributed from accumulated earnings in accordance with donors’ stipulations.
The following summarizes the programs supported by the current year’s distribution:

Accumulated
Spending Rate Earnings Total Distributions to

Miami University Program Supported Distribution Distribution Miami University

Scholarships and fellowships $2,250,431 $ 38,128 $2,288,559

Academic support 1,592,143 1,088,202 2,680,345

Campus improvements 54,382 675,536 729,918

Other institutional support 668.669 106,295 774,964
Total distributions to Miami University $4,565,625 $1,908.161 36,473,786

Administrative expenses of $323,921 were reimbursed to Miami University in 2004 to cover direct costs,

including an appropriate allocation of staff time, incurred in the management of the Foundation endowment
funds.
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Schedule 2

MIAMI UNIVERSITY FOUNDATION
SCHEDULE OF INVESTMENTS
June 30, 2004

Percent Percent
Cost Fair Appreciation/ of Total
Description Basis Value Depreciation Investments
POOLED FUNDS
Assets held by Miami University Foundation
Domestic Equities $ 288,500 $ 1 -100.0% 0.00%
Julius Baer Investment Funds
International Equities 5,885,816 8,352,725 41.9% 5.68%
AllianceBernstein
Domestic Equities - Actively Managed 8,798,963 10,013,591 13.8% 6.81%
Brandes (ING Funds)
International Equities 11,271,996 13,097,638 16.2% 8.90%
Clarion CRA Securities (ING Funds)
Alternative Equity Investments 2,507,486 3,399,379 35.6% 2.31%
Commonfund
Alternative Equity Investments 14,979,970 12,728,454 -15.0%
Fixed Income - Actively Managed 11,203,828 11,962,337 6.8%
Total Commonfund 26,183,798 24,690,791 5.7% 16.78%
Cooke & Bieler
Domestic Equities - Actively Managed 4,304,745 4,443,237 3.2% 3.02%
Energy Income Fund, L.P.
Alternative Equity Investments 469,323 342,008 -27.1% 0.23%
Evanston Capital
Hedge Funds 7,900,000 7,883,040 -0.2% 5.36%
Glenwood Capital Investments, L.L.C.
Hedge Funds 4,000,000 4,062,609 1.6% 2.76%
K2 Advisors
Hedge Funds 5,350,000 5,815,071 8.7% 3.95%
J. & W. Seligman & Company
Domestic Equities - Actively Managed 7,799,347 8,324,859 6.7% 5.66%
Seix Investment Advisors
High Yield Bonds 5,602,789 5,756,753 2.7% 3.91%
StarChio
Short-term Funds 13,551 13,551 0.0% 0.01%
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Schedule 2

(concluded)
MIAMI UNIVERSITY FOUNDATION
SCHEDULE OF INVESTMENTS
June 30, 2004
Percent Percent
Cost Fair Appreciation/ of Total
Description Basis Value Depreciation Investments
State Street Global Advisors
Domestic Equities - Passively Managed 8,763,957 9,817,166 12.0%
Fixed Income - Passively Managed 549,455 568,965 3.6%
Total State Street Global Advisors 9,313,412 10,386,131 11.5% 7.06%
Strong Capital Management, Inc.
Domestic Equities - Actively Managed 5,760,514 6,928,597 20.3% 4.71%
TCW
Domestic Equities - Actively Managed 15,956,624 17,979,598 12.7% 12.22%
Wasatch Advisors, inc.
Domestic Equities - Actively Managed 2,943,339 3,748,321 27.3% 2.55%
Less assets held for the Miami University PS&E Foundation (2,200,000) (2,857,304) 29.9% -1.94%
TOTAL POOLED FUNDS $ 122,150,203 $ 132,381,596 8.4% 89.98%
SEPARATELY INVESTED FUNDS
Domestic Equities - Student Managed $ 209,758 254,327 21.2% 0.17%
Alternative Equity Investments - Student Venture Fund 30,000 30,000 0.0% 0.02%
Alternative Equity Investments - Longford Limited Partnership 24,820 24,820 0.0% 0.02%
TOTAL SEPARATELY INVESTED FUNDS $ 264,578 309,147 16.8% 0.21%
SPLIT-INTEREST FUNDS
Fifth Third Bank
Domestic Equities $ 1,095,292 1,285,716 18.3%
International Equities 372,150 352,559 -5.3%
Fixed Income 920,785 905,364 -1.7%
Total Fifth Third Bank 2,388,227 2,553,639 6.9% 1.74%
PNC Bank
Domestic Equities 4,389,537 5,295,562 20.6%
International Equities 417,498 572,297 37.1%
Fixed Income 6,099,928 6,007,943 -1.5%
Total PNC Bank 10,906,963 11,875,802 8.9% 8.07%
TOTAL SPLIT-INTEREST FUNDS $ 13,295,190 14,429,441 8.5% 9.81%
GRAND TOTAL $ 135,709,971 147,120,184 8.4% 100.00%

See accompanying independent auditors’ report
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Deloitte

1700 Courthouse Plaza Northeast
Dayton, OH 45402-1788
USA

Tel: +1 937 223 8821
Fax: +1 937 223 8583
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND COMPLIANCE AND OTHER MATTERS BASED UPON THE AUDIT
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
Miami University Foundation and
Ms. Betty Montgomery, Auditor of the State of Ohio

We have audited the financial statements of Miami University Foundation (the “Foundation ) as of and for the
year ended June 30, 2004, and have issued our report thereon dated September 17, 2004. 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 A uditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Foundation’s internal control 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 assurance on the internal control over financial reporting. Our consideration of
the internal control over financial reporting would not necessarily disclose all matters in the internal control
over financial reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not reduce to a relatively
low level the risk that misstatements in amounts that would 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 the Foundation’s internal control over
financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Foundation’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, 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. However, we noted certain observations and recommendations on accounting matters which we
have reported to the management of the Foundation, in a separate letter dated September 17, 2004.

* %k k Kk k k
This report is intended solely for the information and use of the Board of Trustees and management of the

Foundation, and the Auditor of the State of Ohio and is not intended to be and should not be used by anyone
other than these specified parties.

Dolovtte § Bucks Cp

September 17, 2004

Member of
Deloitte Touche Tohmatsu



88 Fast Broad Street
P.O. Box 1140

Auditor of State Columbus, Ohio 43216-1140
Betty Montgomery e il
Facsumile G14-466-4490

MIAMI UNIVERSITY FOUNDATION

BUTLER COUNTY

CLERK’S CERTIFICATION
This is a true and correct copy of the report which is required to be filed in
the Office of the Auditor of State pursuant to Section 117.26, Revised Code,
and which is filed in Columbus, Ohio.

desan Poabbitt

CLERK OF THE BUREAU

CERTIFIED
NOVEMBER 23, 2004
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