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Dayton, Ohio 45402-1788
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INDEPENDENT AUDITORS' REPORT

To the Board of Trustees of Miami University Foundation
and Mr. Jim Petro, Auditor of State, State of Ohio:

We have audited the accompanying statement of financial position of Miami University Foundation (the
“Foundation”) as of June 30, 2002, and the related statements of activities and cash flows for the six
month period 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.

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 2002 financial statements present fairly, in all material respects, the financial
position of the Foundation as of June 30, 2002, and the changes in its net assets and its cash flows for the
six month period 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 27, 2002,
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. 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.

\

Dol gty ¢ Towche LLP
September 27, 2002
Deloitte

Touche
Tohmatsu



MIAMI UNIVERSITY FOUNDATION
Statement of Financial Position
June 30, 2002

ASSETS
Cash and cash equivalents
Due from Miami University
Accrued interest receivable
Pledges receivable (Note 5)
Long-term investments (Note 3)
Cost basis
Unrealized appreciation (depreciation)

Fair value of investments

Cash value of paid-up life insurance
Real estate investments
Equipment

TOTAL ASSETS

LIABILITIES AND NET ASSETS
LIABILITIES
Accounts payable
Due to Miami University
Deposits held for others
Notes payable (Note 4)
Deferred revenue
Obligations under split-interest agreements (Note 6)

TOTAL LIABILITIES

NET ASSETS
Unrestricted
Temporarily restricted
Permanently restricted

TOTAL NET ASSETS
TOTAL LIABILITIES AND NET ASSETS

Exhibit A

June 30, 2002

3,706,063
52,173
85,707

9,627,924

124,854,628
(9,945,590)

114,909,038

959,297
420,375
79,889

129,740,466

55,079
4,659,910
139,406
63,656
745,852
4,459,405

10,123,308

776,751
28,934,913
89,905,494

119,617,158

129,740,466

The accompanying notes to financial statements are an integral part of these statements.
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MIAMI UNIVERSITY FOUNDATION
Statement of Cash Flows
Six Months Ended June 30, 2002

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
Purchase of equipment

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

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Exhibit C

$ (4,567,896)
12,226

37,621,933
(40,490,851)
12,000

(40,979)

(2,897,897)

2,544,083

1,131,648

166,959
(422,335)

3,420,355

(4,033,212)
7,739,275

$ 3,706,063

Reconciliation of change in net assets to net cash used in operating activities

Change in net assets
Adjustments to reconcile change in net assets to net
cash used in operating activities:

Decrease in due from Miami University
Increase in interest receivable
Decrease in other current assets
Increase in accounts payable
Increase in due to Miami University
Decrease in deposits held for others
Contributions restricted for long-term investment
Net change in value of split-interest agreements
interest and dividends

Net unrealized and realized gains and losses on long-term investments

Net cash used in operating activities

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

4

$ (10,664,083)

116,391
(34,721)
8,039
50,956
839,339
(19,784)
(2,591,240)
18,933
(1,092,066)
8,812,566

$ (4,555,670)



MIAMI UNIVERSITY FOUNDATION
Notes to the Financial Statements
June 30, 2002

1) 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.

In 2001 the Board voted to revise the Foundation By-Laws to expand the Board from eighteen members to
twenty-nine members. Under the new structure, twenty-one persons will be elected by the Board from alumni
or former students of Miami University, who are not members of the Miami University Board of Trustees, for
three-year terms with one-third of the Board being elected each year. Eight additional members are appointed
by Miami University. The expansion is being phased in over a period of three years.

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, interest receivable, other current assets, accounts
payable, due to Miami University, note payable, and deposits held for others 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 based on quoted market prices.
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.

() 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.

(8) 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) Estimates -- In preparing the financial statements, management has made, where necessary, estimates and
judgments based on currently available information that affect certain amounts reflected in the financial
statements. Actual results could differ from those estimates.

(1) Change in Fiscal Year-End -- Effective June 30, 2002, the Foundation changed its fiscal year-end from
December 31 to June 30. A short-period report is being issued for the period from January 1, 2002 through
June 30, 2002, and annual reports will be issued for the years ended June 30, 2003 and thereafter.

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

Investment Description Cost Fair Value
Domestic Equities ~ $53,344,450  $48,086,168
International Equities 13,904,862 12,504,627
Fixed Income 21,295,369 20,715,453
Hedge Funds 6,000,000 5,949,810
Limited Partnerships, Private Equity, & Other 20,022,971 19,536,626
Split-Interest Funds 12,286.976 10,565,352

Subtotal 126,854,628 117,358,036
Less assets held for Miami University Paper
Science & Engineering Foundation (2,000,000) (2.448.998)

Total $124,854,628 $114,909.038

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, 2002 as adjusted by cash receipts, cash
disbursements, and securities distributions through June 30, 2002. The Foundation believes that the carrying
amount is a reasonable estimate of fair value as of June 30, 2002. 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, 2002, the Foundation has made commitments to limited
partnerships totaling $7.3 million that have not yet been funded.

The 2002 dividend and interest income of $1,092,066 is reported net of fees from external investment managers
totaling $201,799.



“) Note Payable

A gift of real estate was received by the Foundation in December 2000 subject to a mortgage of $63,656. The
donor retains full responsibility for all mortgage payments until the sale of the property at which time a portion
of the proceeds from the sale will retire the outstanding debt. The market value of the property is included in
real estate investments.

(5) Pledges Receivable

As of June 30, 2002, contributors to the Foundation have made unconditional pledges totaling $14,053,170.
Net pledges receivable have been discounted to a net present value of $11,124,532 which represents fair market
value. Discount rates ranged from 3.3% to 5.3% for 2002. Management has set up an allowance for
uncollectible pledges of $1,596,608. 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 3 73,965
One to five years 5,558,232
More than five years 5,492,335
Subtotal $ 11,124,532
Less allowance for uncollectible pledges (1.596,608)
Total $ 9,527,924

At June 30, 2002, 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 written promiises 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.

o) Miami University Paper Science & Engineering Foundation

The Miami University Paper Science & Engineering Foundation has invested $2,000,000 in the Foundation's
Pooled Growth Fund. This investment may be withdrawn at the discretion of the Miami University Paper
Science & Engineering Foundation Board of Trustees. At June 30, 2002, the status of this investment was:

Fair value at December 31, 2001 $2,700,119

2001 earnings distribution (66,217)
Endowment income 26,034
Net market decrease (210.938)
Value as of June 30, 2002 $2,448,998

After year end, investment earnings of $135,384 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, 2002:

Temporarily Permanently

Miami University Program Supported Unrestricted Restricted Restricted Total
Scholarships and fellowships $ 0 $ 4,420,953  $42,251,609 $46,672,562
Academic support 0 4,205,267 33,661,239 37,866,506
Campus improvements 0 1,267,635 927,479 2,195,114
Other and undesignated 776,751 19,041,058 13,065,167 32.882.976

Total Net Assets $776,751 $28934913  $89,905,494  $119,617,158

9) 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 2002 was
$5,822,430. 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 the balance of $4,396,774 was distributed to Miami University. In addition to current year
earnings distributions, $779,570 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 $2,498,061 $17,142 $2,515,203

Academic support 1,250,599 694,243 1,944,842

Campus improvements 47,891 42,495 90,386

Other institutional support 600,223 25.690 625.913
Total distributions to Miami University $4.396,774 $779,570 $5,176,344

Administrative expenses of $60,733 were reimbursed to Miami University in 2002 to cover direct costs; no
indirect costs were included.
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MIAMI UNIVERSITY FOUNDATION
SCHEDULE OF INVESTMENTS

June 30, 2002

Schedule 2
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Percent Percent
Cost Fair Appreciation/ of Total
Description Basis Value Depreciation Investments
POOLED GROWTH FUNDS
Assets held by Miami University Foundation
Domestic Equities $ 288,500 § 1 -100.0% 0.00%
Alliance Capital
Domestic Equities - Actively Managed 8,827,592 6,976,560 -21.0% 6.07%
AllianceBemstein
Domestic Equities - Actively Managed 9,746,527 9,351,750 4.1% 8.14%
Brandes (ING Funds)
International Equities 8,500,000 7,792,701 -8.3% 6.78%
Cambridge Investments Limited
Inflation Hedging Equities 3,000,000 4,758,583 58.6% 4.14%
Commonfund
Intemnational & Emerging Markets 5,404,862 4,711,926 -12.8%
Altemative Equity Investments 13,636,099 10,812,224 -20.7%
Inflation Hedging Equities 501,998 763,949 52.2%
Fixed Income - Actively Managed 15,978,568 16,984,194 6.3%
Total Commonfund 35,521,527 33,272,293 -6.3% 28.96%
Clarion CRA Securities
Inflation Hedging Equities 2,385,551 2,778,635 16.5% 2.42%
Credit Suisse Asset Management
High Yield Bonds 4,811,514 3,213,618 -33.2% 2.80%
Energy Income Fund, L.P.
Inflation Hedging Equities 469,323 393,235 -16.2% 0.34%
Glenwood Capital Investments, L.L.C.
Hedge Funds 3,000,000 2,991,555 -0.3% 2.60%
K2 Advisors
Hedge Funds 3,000,000 2,958,255 -1.4% 2.57%
Nicholas-Applegate Capital Management
Domestic Equities - Actively Managed 5,373,016 5,525,849 2.8% 4.81%
J. & W. Seligman & Company
Domestic Equities - Actively Managed 9,046,831 8,150,212 -9.9% 7.09%



Schedule 2

(concluded)
MIAMI UNIVERSITY FOUNDATION
SCHEDULE OF INVESTMENTS
June 30, 2002
Percent Percent
Cost Fair Appreciation/ of Total
Description Basis Value Depreciation Investments
State Street Global Advisors
Domestic Equities - Passively Managed 11,044,512 9,570,421 -13.3%
Fixed Income - Passively Managed 505,287 517,641 2.4%
Total State Street Global Advisors 11,549,799 10,088,062 -12.7% 8.78%
Strong Capital Management, Inc.
Domestic Equities - Actively Managed 4,564,962 4,272,133 6.4% 3.72%
Wasatch Advisors, Inc.
Domestic Equities - Actively Managed 4,335,827 4,128,973 -4.8% 3.58%
Less assets held for the Miami University PS&E Foundation (2,000,000) (2,448,998) 22.4% -2.13%
TOTAL POOLED GROWTH FUNDS $ 112,420,969 § 104,203,417 -7.3% 90.68%
SEPARATELY INVESTED FUNDS
Domestic Equities - Student Managed $ 116,683 $ 110,269 -5.5% 0.10%
Altemative Equity Investments - Student Venture Fund 30,000 30,000 0.0% 0.03%
TOTAL SEPARATELY INVESTED FUNDS $ 146,683 $ 140,269 4.4% 0.13%
SPLIT-INTEREST FUNDS
American Express Financial Advisors, Inc.
Domestic Equities - Actively Managed $ 555,375 § 545,341 -1.8% 0.47%
Fifth Third Bank
Domestic Equities 1,726,997 1,114,152 -35.5%
International Equities 315,113 216,632 -31.3%
Fixed Income 783,332 789,423 0.8%
Total Fifth Third Bank 2,825,442 2,120,207 -25.0% 1.85%
PNC Bank
Domestic Equities 4,586,532 3,590,957 -21.7%
International Equities 566,190 393,698 -30.5%
Fixed Income 3,740,999 3,900,156 4.3%
Insurance Annuities 12,438 14,993 20.5%
Total PNC Bank 8,906,159 7,899,804 -11.3% 6.87%
TOTAL SPLIT-INTEREST FUNDS $ 12,286,976 $ 10,565,352 -14.0% 9.19%
GRAND TOTAL $ 124,854,628 $ 114,909,038 -8.0% 100.00%

See accompanying independent auditors' report
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Deloitte & Touche LLP
1700 Courthouse Plaza Northeast
Dayton, Ohio 45402-1788

Tel: (937) 223-8821
Fax:(937) 223-8583
www.deloitte.com

Deloitte
& Touche

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

The Board of Trustees of the
Miami University Foundation and
Mr. Jim Petro, Auditor of State,
State of Ohio:

We have audited the financial statements of Miami University Foundation (the “Foundation™), as of and
for the six month period ended June 30, 2002, and have issued our report thereon dated September 27,
2002. 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 Governmental Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

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 that are required to be reported under
Government Auditing Standards.

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 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.

Deloitte
Touche
Tohmatsu



Page 2

However, we noted certain observations and recommendations on accounting matters, which we have
reported to management in a separate letter dated September 27, 2002,

% %k %k %k % 3k

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.

Dbt © Towth LLP

September 27, 2002






88 East Broad Street
STATE OF OHIO P.O. Box 1140

OFFICE OF THE AUDITOR Columbus, Ohio 43216-1140

Telephone  614-466-4514
JiM PETRO, AUDITOR OF STATE 800-282-0370

Facsimile  614-466-4490

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 Toubbitt

CLERK OF THE BUREAU

CERTIFIED
NOVEMBER 26, 2002
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