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Independent Auditors' Report

To the Honorable Nikki R. Haley,
Governor of the State of South Carolina
And the Board of Trustees of

Francis Marion University

Florence, South Carolina

We have audited the accompanying financial statements of the business-type activities of Francis Marion
University, a department of the State of South Carolina, as of and for the year ended June 30, 2012, which
collectively comprise the University’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the University's management. Our responsibility is to express an
opinion on these financial statements based on our audit. We did not audit the financial statements of the
Francis Marion University Foundation. The Francis Marion University Foundation reflects 100% of total
assets, 100% of net assets, and 100% of total revenues of the discretely presented component unit. Those
financial statements were audited by other auditors whose report has been furnished to us, and our opinion,
insofar as it relates to the amounts included for the Francis Marion University Foundation, is based on the
report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.
The financial statements of the Francis Marion University Foundation were not audited in accordance with
Government Auditing Standards. 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.

As discussed in Note 1, the financial statements of the University are intended to present the financial position,
changes in net assets and cash flows, where applicable, of only that part of the business type activities that
are attributable to the transactions of the University. They do not purport to, and do not, present fairly the
financial position of the State of South Carolina, as of June 30, 2012, and the changes in its financial position
and its cash flows, where applicable, for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of Francis Marion University and its
discretely presented component unit, as of June 30, 2012, and the changes in financial position, and cash
flows thereof for the year then ended, in conformity with accounting principles generally accepted in the United
States of America.

Post Office Box 848, 1225 West Floyd Beaker Boulevard, Gaffney, SC 29342-0848, (864) 489-7121 Fax (864) 489-7123
Post Office Box 161300, 145 Rogers Commerce Boulevard, Boiling Springs, SC 29316-1300, (864) 541-0218 Fax (864) 541-0221
Internet Address: www.cbkpa.com
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As described in Note 1 to the financial statements, the University adopted, effective for the fiscal year ended
June 30, 2012, a monthly depreciation convention for the straight-line method consistent with the policy of the
State of South Carolina.

In accordance with Government Auditing Standards, we have also issued our report dated September 5, 2012
on our consideration of Francis Marion University's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grants and 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 opinion on the internal control
over financial reporting or on compliance. That reportis an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis as listed in the table of contents be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise Francis Marion University’s financial statements as a whole. The accompanying schedule of
expenditures of federal awards listed in the single audit section of the table of contents is presented for
purposes of additional analysis as required by the U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations and is also not a required part of the
financial statements of Francis Marion University. The schedule of expenditures of federal awards is the
responsibility of management and was derived from and relate directly to the underlying accounting and other
records used to prepare the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a whole.
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FRANCIS MARION UNIVERSITY

Management’s Discussion and Analysis

Overview of the Financial Statements and
Financial Analysis

The following discussion and analysis provides an
overview of the financial position and activities of
Francis Marion University for the year ended June
30, 2012 with selected comparative information for
the year ended June 30, 2011. This discussion is
presented along with financial statements and
related footnote disclosures of the University and its
component unit. The discussion and analysis is
limited to the University and its focus is on current
activities, resulting changes, and current known
facts and should be read in conjunction with the
financial statements and footnotes. Separately
issued financial statements of the component unit
are available from management of the component
unit. The report includes three financial statements:
the Statement of Net Assets; the Statement of
Revenues, Expenses, and Changes in Net Assets;
and the Statement of Cash Flows. These financial
statements are prepared in accordance with
Government Accounting Standards Board (GASB)
principles, which establish standards for external
financial reporting for public colleges and
universities and require that financial statements be
presented on a consolidated basis to focus on the
University as a whole.

Statement of Net Assets

The Statement of Net Assets presents the assets,
liabilities, and net assets of the University as of the
end of the fiscal year. The Statement of Net Assets
is a point of time financial statement and its purpose
is to present to the readers of the financial

statements a fiscal snapshot of Francis Marion
University. The Statement of Net Assets presents
end-of-year data concerning assets (current and
noncurrent), liabilities (current and noncurrent), and
nets assets (assets minus liabilities).  Current
assets are those which are reasonably expected to
be realized in cash or sold or consumed within one
year. Current liabilities are obligations whose
liquidation is expected to require the use of current
assets.

From the data presented, readers of the Statement
of Net Assets are able to determine the assets
available to continue the operations of the
institution. They are also able to determine how
much the institution owes vendors, investors, and
lending institutions. Finally, the Statement of Net
Assets provides a picture of the net assets (assets
minus liabilities) and their availability for
expenditure by the University.

Net assets are divided into three major categories.
The first category, invested in capital assets, net of
debt, provides the equity in property, plant, and
equipment owned by the University. The next
category is restricted net assets, which is divided
into two categories, nonexpendable and
expendable. The corpus of nonexpendable
restricted resources is only available for investment
purposes. Expendable restricted net assets are
available for expenditure by the University but must
be spent for purposes as determined by donors
and/or external entities that have placed time or
purpose restrictions on the use of the assets. The
final category is unrestricted net assets.
Unrestricted assets are available to the institution
for any lawful purpose of the University.



Condensed Statement of Net Assets

Assets:
Current assets
Capital assets, net of accumulated depreciation
Other noncurrent assets

Total assets

Liabilities:
Current liabilities
Noncurrent liabilities

Total liabilities

Net assets:
Invested in capital assets, net of debt
Restricted - nonexpendable
Restricted - expendable
Unrestricted

Total net assets

Increase/ Percent

2012 2011 (Decrease) Change
$ 13,239,168 $ 18,033,862 $  (4,794,694) (26.59%)
74,657,863 68,096,001 6,561,862 9.64%
3,530,515 9,085,150 (5,554,635) (61.14%)
91,427,546 95,215,013 (3,787,467) (3.98%)
4,180,479 6,875,656 (2,695,177) (39.20%)
12,335,152 13,059,131 (723,979) (5.54%)
16,515,631 19,934,787 (3,419,156) (17.15%)
66,578,059 64,993,944 1,584,115 2.44%
200,000 200,000 - 0.00%
1,088,964 1,338,612 (249,648) (18.65%)
7,044,892 8,747,670 (1,702,778) (19.47%)
$ 74,911,915 $ 75,280,226 $ (368,311) (0.49%)

The Statement of Net Assets shows a decrease in
assets and a decrease in liabilities resulting in an
overall decrease in net assets. Significant changes
on the Statement of Net Assets are as follows:

e Total assets of the University decreased by
$3.79 million.

e The decrease in current assets is largely due to
a reduction in unrestricted cash resulting from a
reduction in state appropriations and the
discontinuation of state fiscal stabilization
funds. Unrestricted cash was used in the
construction of the performing arts center and
the athletic complex.

e The increase in capital assets is mainly
attributable to the completion of the performing
arts center and the continued construction on
the athletic complex. This also accounts for a
significant decrease in other noncurrent assets
as the restricted funds set aside for these
projects were spent.

e Total liabilities decreased by $3.42 million.

e A decrease in current liabilities is largely due to
a decrease in accounts payable. Payables for
construction projects decreased in 2012 with
the completion of the performing arts center.

e The decrease in noncurrent liabilities is largely
due to a reduction in compensated absences.
Payments for leases, notes, and bonds have
also contributed to the decline.

e Total net assets decreased by $368 thousand.
A large portion of the restricted funds that were
intended for construction were spent throughout
the year causing both the decrease in restricted
expendable assets and the increase in capital
assets. Unrestricted cash used for construction
projects created a reduction in unrestricted net
assets.

Statement of Revenues, Expenses and Changes
in Net Assets

Changes in total net assets as presented on the
Statement of Net Assets are based on the activity
presented in the Statement of Revenues,
Expenses, and Changes in Net Assets. The
purpose of the statement is to present the revenues
received by the University, both operating and
nonoperating, and the expenses paid by the
University, operating and nonoperating, and any
other revenue, expenses, gains, and losses
received or spent by the University. Operating
revenues are those that are earned in exchange for
goods or services provided while carrying out the
mission of the University. Operating expenses are



those expenses paid to acquire or produce the
goods and services provided in return for the
operating revenues. Nonoperating revenues are
revenues received for which goods and services
are not provided. For example, state appropriations
are nonoperating because they are provided by the
Legislature to the University without the Legislature
directly receiving commensurate goods and
services for those revenues.

The Statement of Revenues, Expenses, and
Changes in Net Assets is prepared on the accrual
basis of accounting. Accrual accounting attempts
to record the financial effects of transactions on an
entity in the period in which those transactions
occur rather than in the period in which cash is
received or paid. Revenues are recognized when
services or goods are provided. Expenses are
recognized when resources are utilized in order to

produce goods or services.

Condensed Statement of Revenues, Expenses, and Changes in Net Assets

Increase/ Percent
2012 2011 (Decrease) Change
Revenues:
Student tuition and fees 21,142,056 19,502,183 $ 1,639,873 8.41%
Grants and contracts 7,928,248 8,805,949 (877,701) (9.97%)
Sales and services 1,554,451 1,267,354 287,097 22.65%
Other operating revenues 921,664 956,122 (34,458) (3.60%)
Total operating revenues 31,546,419 30,531,608 1,014,811 3.32%
State appropriations 10,668,277 11,057,975 (389,698) (3.52%)
Grants 10,197,031 13,273,972 (3,076,941) (23.18%)
Gifts 2,019,535 1,298,217 721,318 55.56%
Investment income (loss) (
15,395) 178,746 (194,141) (108.61%)
Other nonoperating revenues 309,904 263,345 46,559 17.68%
Total nonoperating revenues 23,179,352 26,072,255 (2,892,903) (11.10%)
Total revenues 54,725,771 56,603,863 (1,878,092) (3.32%)
Expenses:
Compensation and employee benefits 37,227,345 36,438,920 788,425 2.16%
Services and supplies 10,182,545 8,876,661 1,305,884 14.71%
Utilities 1,997,691 1,865,486 132,205 7.09%
Depreciation 3,030,459 2,170,467 859,992 39.62%
Scholarships 6,064,620 6,869,007 (804,387) (11.71%)
Total operating expenses 58,502,660 56,220,541 2,282,119 4.06%
Interest expense 196,844 423,222 (226,378) (53.49%)
Total nonoperating expenses 196,844 423,222 (226,378) (53.49%)
Total expenses 58,699,504 56,643,763 2,055,741 3.63%
Income (loss) before other revenues, expenses,
gains, losses, and transfers (3,973,733) (39,900) (3,933,833) 9859.23%
Capital gifts 2,639,621 338,569 2,301,052 679.64%
Capital federal grants - 202,785 (202,785) (100.00%)
Capital reserve funds 965,801 - 965,801 N/A
Increase (decrease) in net assets (368,311) 501,454 (869,765) (173.45%)
Net assets - beginning of year 75,280,226 74,778,772 501,454 0.67%




The Statement of Revenues, Expenses and
Changes in Net Assets reflects an increase in net
assets for the year. Some highlights of the
information presented on the Statement of
Revenues, Expenses, and Changes in Net Assets
are as follows:

The University experienced a $1.01 million
increase in operating revenues. This is largely
due to the 3.8% increase in tuition per semester
for the 2011-2012 school year.

The decrease in non-operating revenue of
approximately $2.89 million is primarily due to
the continued decline in state appropriations
and the discontinuation of stimulus funds. There
were also significant decreases in the fair
market value of our investment accounts.

The increase in capital revenues resulted from
gifts for the construction of the athletic complex
and deferred maintenance funds provided by
the state.

The following graph presents the sources of revenue used to fund the University for the year.

Operating Revenues 54%
$31,546,419

Sales and
Services
3%

Grants and Contracts
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Student Tuition and
Fees
38%
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22%

18%

Capital Gifts & Grants
6%

The graph below, comparing 2012 revenue sources to 2011, illustrates the changes in major revenue sources.
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e Total operating expenses have increased $2.28
million.

e The increase in services and supplies expense
is due to the expenses associated with the new
performing arts center and the support of the
athletic complex.

The following graph displays expense categories.

The increase in depreciation expense follows
the addition of the performing arts center and
the completion of the majority of the athletic
complex.

A decrease in interest expense occurred
because of the capitalization of interest on the
athletic facilities revenue bonds during
construction.
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The graph below compares 2012 expenses to the subsequent year and illustrates the changes in major

expense types.
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Statement of Cash Flows

The final statement presented by Francis Marion
University is the Statement of Cash Flows. The
Statement of Cash Flows gives detailed information
about the cash activity of the University during the
year. The statement is divided into five parts. The
first section presents operating cash flows and
shows the net cash used by the operating activities
of the University. The second section reflects cash
flows from noncapital financing activities and
displays the cash received and spent for noncapital
financing purposes. The third section exhibits cash
flows from capital and related financing activities
and shows cash used for the acquisition and
construction of capital and related items. The fourth
part gives the cash flows from investing activities
and shows the purchases, proceeds, and interest
received from investing activities. The fifth section
reconciles the net cash used to the operating
income or loss displayed on the Statement of
Revenues, Expenses, and Changes in Net Assets.

Capital Assets and Debt

Total capital assets net of depreciation for the
University is $74,657,863 at June 30, 2012.
Construction in progress of $2,384,205 consists of
payments for architect fees for a building for the

schools of education and business. It also consists
of the remaining construction for the athletic
complex and architect fees for the planned office
services building. Please see note 6 of the financial
statements for further details.

Debt on capital assets is $8,079,804. Details of the
bonds and capital leases are available in notes 12,
13, and 14.

Economic Outlook

As one of the state-supported universities of South
Carolina, Francis Marion receives appropriations
from the state and those appropriations have been
lowered over the last few years because of the
economy. Management planned for the reduction in
appropriations and the University has continued its
mission without the loss of jobs or forced furloughs
through cost reduction, tuition increases and steady
enroliment. The University's management will
continue to monitor economic factors and make
adjustments if needed to insure the overall financial
position is sound.

The University’s current financial position is stable
and current appropriations and tuition are adequate
to fund the operations for the ensuing year. The
University does not plan to materially reduce
operations or curtail any planned improvements.



Francis Marion University
Statement of Net Assets
June 30, 2012

ASSETS
Current Assets

Cashand cash eqUIVaIENTS ..........c.oeiiiiii i
Accounts receivable (net of allowance for doubtful accounts $303,825) ..............cc..een.....
Contributions reCeIVaDIE, NEBL ... ..o e
Accrued interestreceivable ........ ...
Due from Francis Marion University Foundation .....................cccoiiiiie
PrEPaid EXPENSES .. vt

Total current @ssets ..o

Noncurrent Assets

Restricted cash and cash equivalents ............cooviiiiii i
Contributions receivable, Nt ...
Notes receivable - due from Francis Marion University Foundation ................................
Perkins 10ans reCeivabIe ............ouiiii e
Capital assets, net of accumulated depreciation ..o
Total NONCUITENt @SSELS ....cuvuiiiiiiiiiiiiei i r s s s s s s s s nnns
Lo = L= £ PP

LIABILITIES
Current Liabilities

ACCOUNES PAYADIE ... e
Accrued payroll and related liabilities ..o
Accrued compensated absences - current POrtion .............coveuveuieiiniiiiniiieeeenennes
Accrued interest Payable ....... ..o
Deferred revenues and unearned sStudent reVENUES ...............coveiiiiiiiiiiiieiniiieeenes
Capital leases payable - current POrtion .......... ..o it
Notes payable - CUTENt POFTION .........ouiiii e
Bonds payable - current POrtion .............oiuieiiiiii e
Deposits held for Others ...

Total current liabilities ...........cooiiiiii e e

Noncurrent Liabilities

Accrued compensated @bSENCES ..........coiuitiitii
DEfEITEA TEVENUE ... et e
Capital 1eases Payable ..........ccooiiiiiiii
Notes leases payable ... s
BONAS PAYADIE ... oot
Perkins lability ........ .o
Total noncurrent liabilities ...........cciiiiii i
Total liabilities .........cccciii s

NET ASSETS

Invested in capital assets, netof related debt ...

Restricted for
Nonexpendable

Scholarships and fellowships ............cooiiiiiii

Expendable

Scholarships and fellowships ............cooiiiiiii s
Instructional department USES .........oiiiii i
LOINS .t
CapItal PrOJECES .t
(13-
UNEEStriCted ... e
Total Net @SSetS .....ociniiiii s

The accompanying notes are an integral part of the financial statements.

$ 9,742,866
2,034,582
266,603
41,969
280,003
873,145
13,239,168

877,105
662,990
281,262
1,709,158
74,657,863
78,188,378
91,427,546

1,182,987
282,883
1,391,997
33,117

626,340

34,796

48,137

280,000
_ 300222
4,180,479

656,979
2,285,693
65,008
77,283
7,700,000
1,550,189
12,335,152
16,515,631

66,578,059

200,000

97,619
180,913
464,303
336,753

9,376
7,044,892

$ 74911915



Francis Marion University
Statement of Revenues, Expenses and Changes in Net Assets
For the Year Ended June 30, 2012

OPERATING REVENUES

Student tuition and fees (net of scholarship allowances of $12,654,425) ..........ccccoiiiiiiiiiiiiiinanen. $ 21,142,056
(of which $665,291 of revenues are pledged for Athletic Facility Revenue Bonds)
Federal grants and CONraCts .........ouieini i e 1,098,268
State grants and CONraCES ........c.iiii e 6,656,918
Local grants @and CONIACES ..........uiuieieii e et e e e e enanas 19,944
Non-governmental grants and CONractS ..o 153,118
Sales and services of educational and other activities ..............ccooiiiiiii i 508,858
Sales and services of auxiliary €nterpriSES ..........o.iiiiiii s 1,045,593
Other Operating FEVENUES ... . ...ttt et e e et eeeaaans 921,664
Total OpPerating reVENUES ........cuiiiiiiiiiiiiiiiir st s e s s s s s s s s s s s s nanrasarasasas 31,546,419

OPERATING EXPENSES

SalANES AN WAGES .. ettt ittt e e e e aaas 28,689,370
T 1= 71 8,537,975
SUPPIES AN OtNEI SEIVICES . ...t e e e, 10,182,545
L0111 TP 1,997,691
SCROIAISNIPS ..o e 6,064,620
1Yo =T o3 - (o] o PP 3,030,459
Total Operating @XPENSES .....c.iiiiiiiiiiiiiaiararirariia e e rasararasrnsa it s sarasasarassrensnsnsnrasasnsarns 58,502,660
Operating iNCOME (IOSS) vuvurururerieiririniesniararararasasasssansnsnsnsassrsrarssarssssensnsnsnrassssssssssnnnnns (26,956,241)

NONOPERATING REVENUES (EXPENSES)

State APPrOPHAtIONS ... et e 10,668,277
Federal grants ... 10,012,147
] 1Y =1 1 P 184,884
1 PPt 2,019,535
IV SN 0SS ..o et e (15,395)
Interest and other fees on capital assetrelated debt ... (196,844)
Other NoNOPEerating rEVENUES (EXPENSE). ... cu.eutuitie ettt ettt e e e eene 309,904
Net nonoperating reVeNUE ..........ouiiiiiiiiiii e s s r e e e 22,982,508
Income (loss) before other revenues, expenses, gains, losses, and transfers ................. (3,973,733)
LT o1 =1 o ) 1 £ 2,639,621
Capital FESEIVE fUNAS. ... .ot e e 965,801
Increase (decrease) iNNet asSets ........ccviiiiiiiiiiiiiiii (368,311)

Net assets - beginning Of Year .........cciiiiiiiiiiii e e 75,280,226
NEt aSSELS - @NA OF YEAN . ..iuiuieiiiiiiii et r e e e s a e s s s s s e ran e s s rnenennn $ 74,911,915

The accompanying notes are an integral part of the financial statements.
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Francis Marion University
Statement of Cash Flows
For the Year Ended June 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES

TUIION @NA TS .. e e e e e e e e e s $ 20,590,288
(€= a1 3= aTo [ oo a1 1 =T o £ 000 7,862,214
Sales and services of educational and other activities ............oooiiiiiiiiii s 505,143
Sales and services of auxiliary €NtErpriSES .........c.ouiiiiiiii e 811,068
Receipts for reimbUrSEMENES ... 4,205,944
Payments 10 SUPPIIEIS .......veii e e (14,358,141)
Payments t0 @MPIOYEES ..o (30,086,870)
Payments for DENEfitS ........c.ooiii (8,943,564)
Payments for SCholarships ........c.oeirieiiii e (6,069,449)
L0aNS 10 STUENTS ...t e (73,053)
[070) 11T 110 g 1Ko ) [0 Y= 1 1 = 204,452
Inflows from Federal direct Iending l0ans ... 29,251,906
Outflows from Federal direct Iending 10aNS ............oiiiiiiii e (29,262,309)
INFIOWS from @genCy fUNAS ......onii e e e aaans 10,848,315
Outflows from agenCy fUNAS .......vieiii e e aaaeaas (10,754,723)
(0] (1= gl =Yoo T PP 1,230,578

Net cash (used) by operating activities ...........c.oeiiiiiiiiiiii s (24,038,201)

CASH FLOW FROM NONCAPITAL FINANCING ACTIVITIES

State APPrOPrAtiONS ... . e 10,668,277
NONOPErating Grants ... ... e e e e 10,197,031
(1P 841,078

Net cash flow provided by noncapital financing activities ...t 21,706,386

CASH FLOW FROM CAPITAL AND RELATED FINANCING ACTIVITIES

State capital reServe fUNAS ..........ooiii e 133,751
Capital grants and giftS FECEIVEA ..........c.ieiie e 2,168,602
Proceeds from the sale of capital aSSets ........c.oiiiiiiii 1,726
Purchases of capital @SSets ........coiiiiiii i (10,549,508)
Principal paid on bond payable ... e (265,000)
Principal paid on Notes payable ........ ... (13,519)
Principal paid on Capital IEASES ... ...cuieiiii e (37,969)
INTEIESt ANA FEES ... e (429,372)

Net cash (used) by capital actiVities ...........ccoiiiiiiiiiiiii e (8,991,289)

CASH FLOWS FROM INVESTING ACTIVITIES

INterest ON INVESTMENTS .. ..o e 37,488

Net cash flows provided by investing activities ............ccccoviiiiiiiii 37,488
Net change in Cash ... s s (11,285,616)
Cash and cash equivalents - beginning of year ..o 21,905,587
Cash and cash equivalents - @Nd Of Year ......ccciiviiiiiiiiiiiiiiirse e s s s s e $ 10,619,971

The accompanying notes are an integral part of the financial statements.
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Francis Marion University
Statement of Cash Flows (Continued)
For the Year Ended June 30, 2012

Reconciliation of net operating revenues (expenses) to net cash provided
(used) by operating activities:

OPEIAtNG (0SS ) . vttt et e (26,956,241)
Adjustments to reconcile net (loss) to net cash (used) by operating activities:
LI (o gToT o =T = 1T TN A=Y= a1 = 304,208
NONCAS GItS .. vt e s 818,776
DEPrECiation EXPENSE .. . e it 3,030,459
Bad ebtS ...oviiei 104,000
otz o= 1 0 ToT=1 | = 11T 1= 69,793
Changes in asset and liabiliites:
ReCEIVabIES NEt .. .. e (322,014)
LOANS 10 STUABNLS ....eie e 131,399
Deferred charges and prepaymMents ... ... 222,355
ACCOUNES PAYADIE ... et (807,179)
Accrued payroll and related labilities .......... ... 23,584
Deferred revenues and unearned student revVenNUES ............cc.coeiiiiiiiiiii i (375,853)
Perkins lability ... e (44,711)
Deposits held for Others ... ... e (147,443)
Accrued compensated aDSENCES .........coiuiiiiiii s (89,334)
Net cash (used) by operating activities ............ccoooiiiiiiiiiii $ (24,038,201)

Noncash capital and related financing activities:
The University disposed of equipment with costs and accumulated depreciation of $143,474.
The University received capital gifts with a cost of $471,019.
The University disposed of leased equipment prior to final lease payment of $3,971.
The University acquired new equipment with a cost of $72,238 with capital lease financing.

The accompanying notes are an integral part of the financial statements.
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Francis Marion University Foundation
Statement of Financial Position
December 31, 2011

ASSETS

Cash and cash eqUIVAIENLES ... e
1LY CT] 10 =Y N
Contributions reCeIVADIE, NEL ...
OFhEI TECEIVADIES ... .ot e e e e e e e
Assets held INtrust by Others ... ... e
Property and eqUIPMENT, NEE ... e e
(@] (g1 =TT T =Y (PN

TOtaAl @SS S ... vt

LIABILITIES
ACCOUNES PAYADIE ... e
Due to Francis Marion UnIiVEISIY .........o.oiiii e et e e eens
Note payable - Francis Marion UniVEISItY ..........c.oeiuiririri e
BONAS PAYADIE ... oo
Total ADIItIES ... oo e

NET ASSETS
UNEES IO O ..o
TempPorarily rESTICIEA .. ... e e e
Permanently restriCted ... s
TOtal NEE ASSEES ... e
Total liabilities anNd NEt ASSELS ...

The accompanying notes are an integral part of the financial statements.
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5,083,919
16,395,977
532,347
144,506
839,531
1,115,412
909,977

25,021,669

26,573
85,042
218,572
1,152,142

1,482,329

2,911,673
8,005,370

12,622,297

23,539,340

25,021,669



Francis Marion University Foundation
Statement of Activities
For the Year Ended December 31,2011

Temporarily  Permanently
Unrestricted _ Restricted Restricted Total
REVENUES, GAINS AND OTHER SUPPORT
Gifts and bequests ...........ccoeiiiiiiiiiiie $ 466,455 $ 1,173,064 $ 717,475 $ 2,356,994
TrustinCome .......oviiiiii - 42,000 - 42,000
Investmentincome ...........ooeiiiiiiiii 15,595 386,437 - 402,032
Managementfees ... - 72,345 - 72,345
Rentand otherincome ..........coooiiiiiiiiiiii s 75,929........... - - 75,929
Net unrealized and realized gains
(losses) on investments ...................coeenel. 3,890 45,744 - 49,634
Net assets released from program
FESTrICtIONS .. 3,117,496 (3,117,496) - -
Total revenues, gains and other support ...... 3,679,365 (1,397,906) 717,475 2,998,934
EXPENSES
Program EXpenses ..........c.ccoiiiiiiiiiiiiii 2,026,858 2,026,858
General and administrative ....................oooal. 423,195 - - 423,195
Fundraising .........coooooiiiiii 31,046 - - 31,046
Total eXPeNSeS ....cuvereeiiiiiiirrrrreeeeeas 2,481,099 - - 2,481,099
Change in net assets ............ccoeeveiviininnnns 1,198,266 (1,397,906) 717,475 517,835
Net assets, beginning of year ..............cccuuueeee 1,713,407 9,403,276 11,904,822 23,021,505
Net assets, end of year ........cccceovvrivirrenecnnnnnens $ 2,911,673 $ 8,005,370 $12,622,297 $23,539,340

The accompanying notes are an integral part of the financial statements.
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FRANCIS MARION UNIVERSITY
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

NOTE 1 — SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Operations

Francis Marion University (the University) is a State-
supported coeducational institution of higher
education. The University’'s primary purpose is to
provide academic instruction to students and conduct
research and other activities that advance
fundamental knowledge.

The University is part of the primary government of
the State of South Carolina and its funds are reported
in the State’s higher education enterprise funds in the
Comprehensive Annual Financial Report of the State
of South Carolina.

Reporting Entity

The financial reporting entity, as defined by
Governmental Accounting Standards Board (GASB)
Statement No. 14, The Financial Reporting Entity,

consists of the primary government and its
component units.  Component units are legally
separate organizations for which the primary

government is financially accountable, and other
organizations for which the nature and significance of
their relationship with the primary government are
such that exclusion could cause the financial
statements to be misleading or incomplete. GASB
Statement No. 39, Determining Whether Certain
Organizations are Component Units provides
additional guidance concerning the inclusion of
related party financial information as a part of the
reporting  entity. The accompanying financial
statements present only that portion of the funds of
the State of South Carolina that is attributable to the
transactions of the University and its component unit.

The Francis Marion University Foundation (the
Foundation) is a legally separate, tax-exempt
component unit of the University. The Foundation
acts primarily as a fund-raising organization to
supplement the resources that are available to the
University in support of its programs. Although the
University does not control the timing or amount of
receipts from the Foundation, the majority of
resources, or income thereon, that the Foundation
holds and invests are restricted to the activities of the
University by the donors. Because these restricted
resources held by the Foundation can only be used
by, or for the benefit of, the University, the Foundation
is considered a component unit of the University and
is discretely presented in the University’s financial
statements. Copies of the separately issued

15

financial statements of the Foundation can be
obtained by sending a request to Francis Marion
University Foundation, Post Office Box 100547,
Florence, South Carolina 29501

Basis of Accounting

For financial reporting purposes, the University is
considered a special-purpose government engaged
only in business-type activities. Accordingly, the

University’'s  financial statements have been
presented using the economic resources
measurement focus and the accrual basis of

accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded
when an obligation has been incurred. Student
tuition and auxiliary enterprise fees are presented net
of scholarships and fellowships applied to student
accounts, while stipends and other payments made
directly to students are presented as scholarship and
fellowship expenses. All significant intra-agency
transactions have been eliminated.

The University has elected not to apply Financial
Accounting Standards Board (FASB)
pronouncements issued after November 30, 1989.

The Foundation is a private nonprofit organization
that reports under FASB, including FASB Statement
No. 117, Financial Statements of Not-for-Profit
Organizations. As such, certain revenue recognition
criteria and presentation features are different from
GASB revenue recognition criteria and presentation
features. No modifications have been made to the
Foundation’s financial information in the University's
financial reporting entity for these differences.

Cash and Cash Equivalents

For purposes of the financial statements, the
University and its component unit consider all highly
liquid investments with an original maturity of three
months or less to be cash equivalents. Funds
invested through South Carolina State Treasurer’s
Office are considered cash equivalents.

Investments

The University accounts for its investments at market
value. Changes in unrealized gain (loss) on the
carrying value of investments are reported as a
component of investment income in the statements of
revenues, expenses and changes in net assets.

The Foundation’s investment securities and donated
negotiable assets are stated at fair value. Investment
income, net of external and internal management



FRANCIS MARION UNIVERSITY
NOTES TO FINANCIAL STATEMENTS
June 30, 2012

expenses and fees, gains and losses arising from the
sale or other disposition of investments and other
non-cash assets are distributed to the various funds
using a pooled income approach. This approach
distributes income following the market value unit
method, which is based on the number of units each
fund owns in the managed investment pool.

Accounts Receivable

Accounts receivable consists of tuition and fees
charged to students and auxiliary enterprise services
provided to students, faculty, and staff. Accounts
receivable also include amounts due from the federal,
state and local governments, or private sources, in
connection with  reimbursement of allowable
expenditures made pursuant to the University’s
grants and contracts.  Accounts receivable are
recorded net of estimated doubtful accounts.

Contributions Receivable

Contributions receivable consist of unconditional
promises to give. Contributions to be received after
one year are discounted at an appropriate discount
rate commensurate with the risk involved.
Contributions receivable are recorded net of
estimated uncollectible amounts.

Capital Assets

Capital assets are recorded at cost at the date of
acquisition or fair market value at the date of donation
in the case of gifts.  The University follows
capitalization guidelines established by the State of
South Carolina. All land is capitalized, regardless of
cost. Qualifying improvements that rest in or on the
land itself are recorded as depreciable land
improvements. Major additions and renovations and
other improvements that add to the usable space,
prepare existing buildings for new uses, or extend the
useful lives of existing buildings are capitalized. The
University capitalizes movable personal property with
a unit value in excess of $5,000 and a useful life of
two vyears or greater and depreciable land
improvements, buildings and improvements, and
intangible assets costing in excess of $100,000.
Routine repairs and maintenance and library
materials, except individual items costing in excess of
$5,000, are charged to operating expenses in the
year in which the expense was incurred.

Depreciation is computed using the straight-line
method over the estimated useful lives of the assets,
generally 15 to 50 years for buildings and
improvements and land improvements, 3 years for
computer software, and 2 to 25 years for machinery,
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equipment, and vehicles. The University adopted,
effective for the fiscal year ended June 30, 2012, a
monthly depreciation convention for the straight-line
method consistent with the policy of the State of
South Carolina.

Deferred Revenues and Deposits

Deferred revenues include amounts received for
tuition and fees and certain auxiliary activities prior to
the end of the fiscal year but relate to the subsequent
accounting period. Deferred revenues also include
deferred rental income and amounts received from
grant and contract sponsors that have not yet been
earned.

Accrued Compensated Absences

Employee vacation pay expense is accrued at year-
end for financial statement purposes. The liability and
expense incurred are recorded at year-end as
accrued compensated absences in the statement of
net assets, and as components of salaries and wages
and benefits expenses in the statement of revenues,
expenses, and changes in net assets.

Perkins Loans Receivable and Related Liability
The loans receivable on the balance sheet are due to
the University under the Perkins Loan Program. The
federal government funds this program with the
University providing a required match. The amount
reported as Perkins liability is the amount of
cumulative federal contributions and a prorata share
of net earnings on the loans under this program that
would have to be repaid to the federal government if
the University ceases to participate in the program.
The University recognizes as revenue and expenses
only the portion attributable to its matching
contribution.

Net Assets
The University’s net assets are classified as follows:

Invested in capital assets, net of related debt:
This represents the University’s total investment
in capital assets, net of outstanding debt
obligations related to those capital assets. To the
extent debt has been incurred but not yet
expended for capital assets, such amounts are
not included as a component of invested in
capital assets, net of related debt.

Restricted net assets - expendable: Restricted
expendable net assets include resources in
which the University is legally or contractually
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obligated to spend resources in accordance with
restrictions imposed by external third parties.

Restricted net assets - nonexpendable:
Nonexpendable restricted net assets consist of
endowment and similar type funds in which
donors or other outside sources have stipulated,
as a condition of the gift instrument, that the
principal is to be maintained inviolate and in
perpetuity, and invested for the purpose of
producing present and future income, which may
either be expended or added to principal.

Unrestricted net assets: Unrestricted net assets
represent resources derived from student tuition
and fees, appropriations, and sales and services
of educational departments and auxiliary
enterprises. These resources may be used at
the discretion of the governing board to meet
current expenses. These resources also include
auxiliary enterprises, which are substantially self-
supporting activities that provide services for
students, faculty, and staff.

The University policy for applying expenses that can
use both restricted and unrestricted resources is
delegated to the departmental administrative level.
General practice is to first apply the expense to
restricted resources then to unrestricted resources.

The net assets of the Foundation are classified as
follows:

Unrestricted net assets: The Foundation reports
net assets that are neither temporarily nor
permanently restricted by donor-imposed
stipulations as unrestricted net assets.

Temporary restricted net assets: Net assets that
include gifts of cash and other assets which are
received with donor stipulations that limit the use
to specific program accomplishments or the
passage of time.

Permanently restricted net assets: Net assets
resulting from contributions and other inflows of
assets whose use by the Foundation are limited
by donor-imposed stipulations that neither expire
by passage of time nor can be fulfiled or
otherwise be removed by actions of the
Foundation.

17

Income Taxes

The University, as a political subdivision of the State
of South Carolina, is excluded from federal income
taxes under Section 115(a) of the Internal Revenue
Code, as amended.

Francis Marion University Foundation is not a private
foundation within the meaning of Section 509(a) of
the Internal Revenue Code and is exempt from taxes
under Section 501(c)(3).

Classification of Revenues

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

Operating  revenues: Operating revenues
generally result from exchange transactions to
provide goods or services related to the
University’s principal ongoing operations. These
revenues include (1) student tuition and fees
received in exchange for providing educational
services, housing, and other related services to
students; (2) receipts for scholarships where the
provider has identified the student recipients; (3)
fees received from organizations and individuals in
exchange for miscellaneous goods and services
provided by the University; and (4) grants and
contracts that are essentially the same as
contracts for services that finance programs the
University would not otherwise undertake.

Nonoperating revenues: Nonoperating revenues
include activities that have the characteristics of
nonexchange transactions. These revenues
include gifts and contributions, appropriations,
investment income, and any grants and contracts
that are not classified as operating revenue or
restricted by the grantor to be used exclusively for
capital purposes.

Sales and Services of Educational and Other
Activities

Revenues from sales and services of educational and
other activities generally consist of amounts received
from instructional, laboratory, research, and public
service activities that incidentally create goods and
services which may be sold to students, faculty, staff,
and the general public. The University receives such
revenues primarily from community groups using
campus facilities for summer camps and other
activities.
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Sales and Services of Auxiliary Enterprises and
Internal Service Activities

Auxiliary enterprise revenues primarily represent
revenues generated by the bookstore, dining
services, and housing. Transactions between the
University and its auxiliary enterprise activities and its
internal service department have been eliminated.

Scholarship Discounts and Allowances

Student tuition and fee revenues and certain other
revenues from students are reported net of
scholarship discounts and allowances in the
statement of revenues, expenses, and changes in net
assets. Scholarship discounts and allowances are
the difference between the stated charge for goods
and services provided by the University, and the
amount that is paid by students and/or third parties
making payments on the students’ behalf. Certain
governmental grants, such as Pell grants, and other
federal, state, or nongovernmental programs, are
recorded as either operating or nonoperating
revenues in the University’s financial statements. To
the extent that revenues from such programs are
used to satisfy tuition and fees and other student

charges, the University has recorded a scholarship
discount and allowance.

Use of Estimates

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

NOTE 2 - CASH AND CASH
EQUIVALENTS, DEPOSITS, AND
INVESTMENTS

All deposits and investments of the University are
under the control of the State Treasurer who, by law,
has sole authority for investing State funds. The
following schedule reconciles deposits and
investments within the footnotes to the statement of
net assets amounts:

Statement of Net Assets

Cash and cash equivalents (current) $ 9,742,866
Restricted cash and cash equivalents (noncurrent):
Grants and gifts 260,047
Perkins loan funds 247,838
Capital projects 369,220
Total $ 10,619,971

Footnotes
Cash on hand $ 26,525
Deposits held by State Treasurer 10,593,446
Total $ 10,619,971

Deposits Held by State Treasurer

State law requires full collateralization of all State Treasurer bank balances. The State Treasurer must correct any

deficiencies in collateral within seven days.

With respect to investments in the State's internal cash management pool, all of the State Treasurer's investments
are insured or registered or are investments for which the securities are held by the State or its agents in the State's

name.

Information pertaining to the reported amounts, fair values, and credit risk of the State Treasurer's

investments is disclosed in the Comprehensive Annual Financial Report of the State of South Carolina.

Other Deposits

The Foundation maintains its cash balances in various financial institutions. As of December 31, 2011, there were

uninsured amounts at the institutions of $3,597,864.
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Investments

The Foundation investments as of December 31, 2011, are summarized as follows:

Mutual funds

Equity securities

Corporate bonds

Governmental securities
Total

$ 3,225,632
8,625,288
4,534,707

10,350
$16,395,977

Financial instruments which potentially subject the Foundation to concentration of credit risk consist principally of
investments in various debt securities. The exposure to concentrations of credit risk relative to investments is
limited due to the Foundation’s investment objectives and policies, as adopted by its Board of Directors.

NOTE 3 - RECEIVABLES

Accounts Receivable

The University accounts receivable as of June 30, 2012, are summarized as follows:

Current:
Student tuition and fees

Allowance for doubtful accounts

Federal grants and contracts

State and local grants and contracts

Sales and services of education departments

Auxiliary services
Capital reserve funds
Other
Net accounts receivable

$ 934,225
(303,825)
250,777
43,410

13,515
137,470
832,050
126,960

$ 2,034,582

The amounts shown above are reported at gross with
all discounts and allowances disclosed.

The allowance for doubtful accounts for student
accounts receivable is established based upon actual
losses experienced in prior years and evaluations of
the current account portfolio. At June 30, 2012, the
allowance for uncollectible student accounts is valued
at $303,825.
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The University is reimbursed for contractual services
provided to outsourced auxiliary contractors.
Reimbursements due for these services at June 30,
2012, are $37,716 and are included in accounts
receivable — auxiliary services.

Contributions Receivable

Contributions receivable are comprised of pledges for
gifts to support the University. Contributions
receivable are accounted for at their estimated net
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realizable value or the present value of long-term
pledges.

The University contributions receivable as of June 30,
2012, are summarized as follows:

Current:
Gift Pledges Outstanding

Less discounts to net present value

Net contributions receivable

Noncurrent:
Gift Pledges Outstanding

Less discounts to net present value

Net contributions receivable

$ 297,600
30,997
$ 266,603
$ 744,000
81,010
$ 662,990

The Foundation contributions receivable as of December 31, 2011, are summarized as follows:

Unconditional promises expected to be collected in:

Less than one year
One year to five years

Less discounts to net present value
Less allowance for uncollectible contributions

Net contributions receivable

The allowance is determined based upon management’s judgment considering past history of write-offs.

$ 567,621
21,712
589,333

26,986
30,000
$ 532,347

The

discount for present value was the Foundation’s effective earnings rate of 4.5%.

NOTE 4 — LOANS RECEIVABLE

Student loans made through the federal Perkins loan
program comprise substantially all of the loans
receivable as of June 30, 2012. The Perkins loan
program provides various repayment options;
students have the right to repay the loans over
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periods up to 10 years depending on the amount of
the loan and loan cancellation privileges the student
may exercise. As the University determines that
loans are uncollectible, the loans are written off and
assigned to the US Department of Education.
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NOTE 5—-ASSETS HELD IN TRUST BY OTHERS

The Foundation has a 30% interest in a trust created by an estate. The Foundation’s ownership in this trust is
valued at $839,531 at December 31, 2011.

NOTE 6 — CAPITAL ASSETS

Capital assets activity of the University for the year ended June 30, 2012, is summarized as follows:

Beginning Ending
Balance Balance
July 1, 2011 Increases Decreases June 30, 2012
Capital assets not being depreciated:
Land and improvements $ 3,777,128 $ - $ - $ 3,777,128
Construction in progress 36,680,538 9,003,247 43,299,580 2,384,205
Art work and historical treasures 193,908 - - 193,908
Total capital assets not
being depreciated 40,651,574 9,003,247 43,299,580 6,355,241
Other capital assets:
Land improvements 3,276,618 7,172,491 - 10,449,109
Buildings and improvements 68,740,580 36,127,090 - 104,867,670
Computer software 131,895 - - 131,895
Machinery, equipment, and other 3,484,546 564,367 143,473 3,905,440
Vehicles 275,368 24,706 - 300,074
Total other capital assets
at historical cost 75,909,007 43,888,654 143,473 119,654,188
Less accumulated depreciation for:
Land improvements 2,447,523 280,895 - 2,728,418
Buildings and improvements 42,968,362 2,481,294 - 45,449,656
Computer software 131,895 - - 131,895
Machinery, equipment, and other 2,677,776 255,640 143,473 2,789,943
Vehicles 239,024 12,630 - 251,654
Total accumulated depreciation 48,464,580 3,030,459 143,473 51,351,566
Other capital assets, net of
accumulated depreciation 27,444,427 40,858,195 - 68,302,622
Capital assets, net of
accumulated depreciation $ 68,096,001 $ 49,861,442 $ 43,299580 $ 74,657,863
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Property and Equipment

Property and equipment of the Foundation as of December 31, 2011, consists of the following:

Land
Building
Furniture and equipment

Less accumulated depreciation

Property and equipment, net

$ 120,900
1,109,008
67,033
1,296,941

181,529
81115412

Depreciation expense of $32,242 was recognized for
the period ended December 31, 2011.

NOTE 7 - OTHER ASSETS

Included in the Foundation’s other assets is the
ownership in various parcels of real estate that are
held with the intent to sell. The property is reported at
a carrying value of $878,596 as of December 31,
2011.

In addition, the Foundation has ownership in the cash
surrender value of various life insurance policies
valued at $31,381 as of December 31, 2011.

NOTE 8 — PENSION PLAN

The Retirement Division of the State Budget and
Control Board maintains five independent defined
benefit plans and issues its own publicly available
Comprehensive Annual Financial Report (CAFR) that
includes financial statements and required
supplementary information. A copy of the separately
issued CAFR may be obtained by writing to the
Retirement Division, 202 Arbor Lake Drive, Columbia,
South Carolina 29223. Furthermore, the Division and
the five pension plans are included in the CAFR of
the State of South Carolina.

Article X, Section 16, of the South Carolina
Constitution  requires that all State-operated
retirement systems be funded on a sound actuarial
basis. Title 9 of the South Carolina Code of Laws of
1976, as amended, prescribes requirements relating
to membership, benefits, and employee/employer
contributions for each pension plan. Employee and
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employer contribution rates for the South Carolina
Retirement System and the Police Officers
Retirement System are actuarially determined.
Annual benefits, payable monthly for life, are based
on length of service and on average final
compensation.

South Carolina Retirement System

The majority of employees of the University are
covered by a retirement plan through the South
Carolina Retirement System (SCRS), a cost-sharing
multiple-employer defined benefit pension plan
administered by the Retirement Division, a public
employee retirement system. Generally all State
employees are required to participate in and
contribute to the SCRS as a condition of employment
unless exempted by law as provided in Section 9-1-
480 of the South Carolina Code of Laws. This plan
provides retirement annuity benefits as well as
disability, cost of living adjustment, death, and group-
life insurance benefits to eligible employees and
retirees.

Effective July 1, 2006, employees participating in the
SCRS were required to contribute 6.50 percent of all
compensation. Effective July 1, 2011, the employer
contribution rate became 13.685 percent which
included a 4.30 percent surcharge to fund retiree
health and dental insurance coverage. The
University’s actual contributions to the SCRS for the
three most recent fiscal years ending June 30, 2012,
2011, and 2010, were approximately $1,740,0000,
$1,707,000, and $1,710,000, respectively, and
equaled the required contributions of 9.24 percent
(excluding the surcharge) for each year. Also, the
University paid employer group-life insurance
contributions of approximately $27,800 in the current
fiscal year at the rate of .15 percent of compensation.
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The University paid the employer's 9.385 percent
share, included in the amount above, of
approximately $6,000 of pension costs for employees
on educational leave with employees paying
approximately $4,200.

Police Officers Retirement System

The South Carolina Police Officers Retirement
System (PORS) is a cost-sharing multiple-employer
defined benefit public employee retirement plan
administered by the Retirement Division. Generally
all full-time employees whose principal duties are the
preservation of public order or the protection or
prevention and control of property destruction by fire
are required to participate in and contribute to the
System as a condition of employment. This plan
provides annuity benefits as well as disability and
group-life insurance benefits to eligible employees
and retirees. In addition, participating employers in
the PORS contribute to the accidental death fund
which provides annuity benefits to beneficiaries of
police officers and firemen killed in the actual
performance of their duties. These benefits are
independent of any other retirement benefits available
to the beneficiary.

Since July 1, 1988, employees participating in the
PORS have been required to contribute 6.5 percent
of all compensation. Effective July 1, 2011, the
employer contribution rate became 15.663 percent
that, as for the SCRS, included the 4.30 percent
surcharge. The University’s actual contributions to
the PORS for the years ending June 30, 2012, 2011,
and 2010, were approximately $62,800, $56,500, and
$53,400, respectively, and equaled the required
contributions of 11.13 percent (excluding the
surcharge) for each year. Also, the University paid
employer group-life insurance contributions of
approximately $1,100 and accidental death insurance
contributions of approximately $1,100 in the current
fiscal year for PORS participants. The rate for each
of these insurance benefits is .20 percent of
compensation.

Optional Retirement Program

Certain State employees may elect to participate in
the Optional Retirement Program (ORP), a defined
contribution plan. The ORP was established in 1987
under Title 9, Chapter 17, of the South Carolina Code
of Laws. The ORP provides retirement and death
benefits through the purchase of individual fixed or
variable annuity contracts that are issued to, and
become the property of, the participants. The State
assumes no liability for this plan other than for
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payment of contributions to designated insurance
companies.

ORP participation is limited to faculty and
administrative staff of the State's higher education
institutions who meet all eligibility requirements for
membership in the SCRS. To elect participation in
the ORP, eligible employees must irrevocably waive
SCRS membership within their first ninety days of
employment.

Under State law, contributions to the ORP are
required at the same rates as for the SCRS, 9.385
percent plus the retiree surcharge of 4.30 percent
from the employer in fiscal year 2012.

Certain of the University's employees have elected to
be covered under optional retirement plans. For the
fiscal year, total contribution requirements to the ORP
were approximately $889,500 (excluding the
surcharge) from the University as employer and
approximately $591,100 from its employees as plan
members. 4.385 percent of the total contributions
were remitted to the Retirement Division of the State
Budget and Control Board and 5.00 percent was
remitted directly to the respective annuity policy
holders. Also, the University paid employer group life
insurance contributions of approximately $14,200 in
the current fiscal year at the rate of .15 percent of
compensation. Included in the total contribution, the
University paid the employer’s 9.385 percent share of
approximately $2,500 of pension costs for employees
on educational leave with employees paying $1,700.
The obligation for payment of benefits resides with
the insurance companies.

Deferred Compensation Plans

Several optional deferred compensation plans are
available to State employees and employers of its
political subdivisions.  Certain employees of the
University have elected to participate. The multiple-
employer plans, created under Internal Revenue
Code Sections 457, 401(k), and 403(b), are
administered by third parties and are not included in
the Comprehensive Annual Financial Report of the
State of South Carolina. Compensation deferred
under the plans is placed in trust for the contributing
employee. The State has no liability for losses under
the plans. Employees may withdraw the current
value of their contributions when they terminate State
employment. Employees may also withdraw
contributions prior to termination if they meet
requirements specified by the applicable plan.
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Teacher and Employee Retention Incentive
Effective January 1, 2001, Section 9-1-2210 of the
South Carolina Code of Laws allows employees
eligible for service retirement to participate in the
Teacher and Employee Retention Incentive (TERI)
Program. TERI participants may retire and begin
accumulating retirement benefits on a deferred basis
without terminating employment for up to five years.
Upon termination of employment or at the end of the
TERI period, whichever is earlier, participants will
begin receiving monthly service retirement benefits
which will include any cost of living adjustments
granted during the TERI period.

NOTE 9 - POSTEMPLOYMENT AND
OTHER EMPLOYEE BENEFITS

Plan Description

In accordance with the South Carolina Code of
Laws and the annual Appropriations Act, the State
provides post-employment health and dental and
long-term disability benefits to retired State and
school district employees and their covered
dependents. The University contributes to the
Retiree Medical Plan (RMP) and the Long-term

Disability Plan (LTDP), cost-sharing multiple-
employer defined benefit  postemployment
healthcare and long-term  disability plans

administered by the Employee Insurance Program
(EIP), a part of the State Budget and Control Board
(SBCB). Generally, retirees are eligible for the
health and dental benefits if they have established
at least ten years of retirement service credit. For
new hires May 2, 2008 and after, retirees are
eligible for benefits if they have established twenty-
five years of service for 100% employer funding and
fifteen through twenty-four years of service for 50%
employer funding. Benefits become effective when
the former employee retires under a State
retirement system. Basic long-term disability
(BLTD) benefits are provided to active state, public
school district and participating local government
employees approved for disability.

Funding Policies

Section 1-11-710 and 1-11-720 of the South Carolina
Code of Laws of 1976, as amended, requires these
postemployment healthcare and long-term disability
benefits be funded though annual appropriations by
the General Assembly for active employees to the
EIP and participating retirees to the SBCB except the
portion funded through the pension surcharge and
provided from other applicable sources of the EIP for
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its active employees who are not funded by State
General Fund  appropriations. Employers
participating in the RMP are mandated by State
statute to contribute at a rate assessed each year by
the Office of the State Budget, 4.30% and 3.90% of
annual covered payroll for 2012 and 2011,
respectively. The EIP sets the employer contribution
rate based on a pay-as-you-go basis. The University
paid approximately $1,229,000 and $1,098,000
applicable to the surcharge included with the
employer contribution for retirement benefits for the
fiscal years ended June 30, 2012 and 2011,
respectively. BLTD benefits are funded through a per
person premium charged to State agencies, public
school districts, and other participating local
governments. The monthly premium per active
employee paid to EIP was $3.22 for the fiscal year
ending June 30, 2012 and $3.23 (July 2010 -
December 2010) and $3.22 (January 2011 — June
2011).

Information regarding the cost of insurance benefits
applicable to University retirees is not available. By
State law, the University has no liability for retirement
benefits.  Accordingly, the cost of providing these
benefits for retirees is not included in the
accompanying financial statements.

Effective May 1, 2008 the State established two trust
funds through Act 195 for the purpose of funding and
accounting for the employer costs of retiree health
and dental insurance benefits and long-term disability
insurance benefits. The South Carolina Retiree
Health Insurance Trust Fund is primarily funded
through the payroll surcharge. Other sources of
funding include additional State appropriated dollars,
accumulated EIP reserves, and income generated
from investments. The Long Term Disability
Insurance Trust Fund is primarily funded through
investment income and employer contributions.

One may obtain complete financial statements for the
benefit plans and the trust funds from Employee
Insurance Program, 1201 Main Street, Suite 360,
Columbia, SC 29201.

NOTE 10 - CONTINGENCIES,
LITIGATION, AND COMMITMENTS

The University is party to various lawsuits arising out
of the normal conduct of its operations. In the opinion
of University management, there are no material
claims or lawsuits against the University that are not
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covered by insurance or whose settlement would
materially affect the University’s financial position.
The University participates in certain federal grant
programs. These programs are subject to financial
and compliance audits by the grantor or its
representative. Such audits could lead to requests
for reimbursement to the grantor agency for
expenditures disallowed under terms of the grant.
Management believes disallowances, if any, will not
be material.

The University had outstanding commitments under
construction contracts of approximately $383,361 at
June 30, 2012, which will be capitalized. The
University anticipates funding these projects out of
current resources, current and future bond issues,
private gifts, student fees, and state capital
improvement bond proceeds. The State has issued
capital improvement bonds to fund improvements
and expansion of state facilities. The University is not

Authorized funds can be requested as needed once
State authorities have given approval to begin
specific projects and project expenditures have been
incurred. The University has $255,932 of authorized
undrawn state capital improvement bonds.

The Foundation is a 50% residuary beneficiary of a
marital trust, which has a value of approximately
$1,900,641 as of December 31, 2011. The
Foundation will receive its share of any remaining
assets of the trust upon the death of the primary
beneficiary.

NOTE 11 — DEFERRED REVENUES AND
UNEARNED STUDENT REVENUES

Deferred revenues and unearned student revenues
as of June 30, 2012, are summarized as follows:

obligated to repay these funds to the State.
Current:
Student tuition and fees $ 305,415
Grants and contracts 212,513
Housing rentals 108,412
Net deferred revenues and unearned student revenues $ 626,340
Noncurrent:
Housing rental $ 2,285,693
Net deferred revenues and unearned student revenues $ 2,285,693
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NOTE 12 — LEASE OBLIGATIONS

Future commitments for leases as of June 30, 2012, are as follows:

Year Ending Capital Lease
June 30, Payments

2013 $ 52,035

2014 42,846

2015 17,732

2016 17,732

2017 4,433

Total minimum lease payment 134,778
Less: Interest 8,645
Executory and other costs 26,329
Principal outstanding $ 99,804

Capital Leases allow automatic renewal unless notification is

Capital leases for various equipment are payable in
monthly installments from current resources. Certain
capital leases provide for renewal and/or purchase
options. The cost of assets held under capital leases
totaled $173,437 as of June 30, 2012. Accumulated
amortization of the leases on this equipment totaled
$83,547 at June 30, 2012, resulting in a book value of
$89,890. Current year amortization expense on
capital leases was $31,076 and is included in
depreciation expense. Interest expense on capital
leases was $4,512. The capital leases are with
external parties.

Operating Leases

During fiscal year 2012, the University paid $64,132
for copier leases on a cost per copy basis to external
parties. The University also paid $44,008 on
equipment under cancelable operating leases,
all of which was with other State agencies.

The Foundation entered into leases of space within
its office building ending June 30, 2012. The leases

provided by the tenant. The Foundation recognized
$74,995 in rent revenue from these lease obligations.
The University leased the largest portion of the space
for $34,995 for a twelve month period ending
December 31, 2011.

Capital Leases — Lessor

During the 2006 fiscal year, the University received a
donation of a building and agreed to lease the
property back to the donor for 99 years at $1 per
year. No assets or liabilities related to this transaction
are reflected in the University’s financial statements
due to immateriality of the amounts involved.

NOTE 13 -
PAYABLE

BONDS AND NOTES

Bonds Payable
Bonds payable consisted of the following at June 30,
2012.

Athletic Facilities Revenue Bonds, Series 2009A

Interest Maturity
Rates Dates Balance
4,98% 2013 - 2029 $ 7,980,000
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In 2010, the University issued Athletic Facilities Revenue Bonds, Series 2009A, in the amount of $8,500,000. The
proceeds of these bonds are being used to construct a new athletic complex. The bonds are secured by revenue
derived from special student fees.

In 2008, the University defeased series 2005C State Institution Bonds by placing excess debt service on deposit to
pay the bonds as they mature. The account assets and the liability for these defeased bonds are not included in the
University’s financial statements. At June 30, 2012, $435,000 of bonds outstanding are considered defeased.

The scheduled maturities of the Athletic Facilities Revenue bonds are as follows:

Year Ended Total Total
June 30, Principal Interest Payments
2013 280,000 390,432 670,432
2014 295,000 376,115 671,115
2015 310,000 361,050 671,050
2016 325,000 345,239 670,239
2017 345,000 328,556 673,556
2018-2022 2,000,000 1,360,785 3,360,785
2023-2027 2,555,000 796,676 3,351,676
2028-2030 1,870,000 142,924 2,012,924
Totals $ 7,980,000 $ 4,101,777 $ 12,081,777

The Foundation has outstanding JEDA Bonds, requiring quarterly interest at Prime plus 2% through August 2008.
After August 2008, monthly installments of principal and interest are due with the principal due on demand at the
August 1, 2022 maturity date. As of December 31, 2011 $1,152,142 remains outstanding.

Maturities on the bonds payable are scheduled as follows:

Year Ending
December 31,

2012 $ 84,238
2013 88,312
2014 92,582
2015 97,058
2016 101,752
Thereafter 688,200
$ 1,152,142
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Notes Payable

The University’s notes payable consists of the following at June 30, 2012:

Interest Maturity
Rate Date Balance
State Energy Plan - ARRA agreement to
replace HVAC system in the Smith University
Center Zero Percent November, 2015 $ 54,076
ConserFund Loan agreement for upgrades to
the chiller plant 3.00% August, 2014 $ 71,344
The scheduled maturities of the notes payable are as follows:
Year Ended Total Total
June 30, Principal Interest Payments
2013 48,137 3,769 51,906
2014 31,611 1,102 32,713
2015 32,153 559 32,712
2016 13,519 - 13,519
Totals $ 125,420 $ 5,430 $ 130,850
NOTE 14 — LONG-TERM LIABILITIES
Long-term liability activity of the University for the year ended June 30, 2012, is as follows:
June 30, June 30, Due within
2011 Additions Reductions 2012 One year
Bonds, note, and capital leases payable:
Bonds payable $ 8245000 $ - 3 265,000 $ 7,980,000 $ 280,000
Notes payable 138,939 - 13,519 125,420 48,137
Capital leases payable 69,506 72,238 41,940 99,804 34,796
Total payables 8,453,445 72,238 320,459 8,205,224 362,933
Other liabilities:
Accrued compensated absences 2,138,310 1,289,729 1,379,063 2,048,976 1,391,997
Perkins federal capital contributions 1,591,926 - 41,737 1,550,189 -
Student deposits 148,800 52,000 200,800 - -
Deferred housing rentals 2,502,518 - 108,413 2,394,105 108,412
Total other liabilities 6,381,554 1,341,729 1,730,013 5,993,270 1,500,409
Total long-term liabilities $ 14834999 $ 1413967 $ 2050472 $ 14,198494 $ 1,863,342
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NOTE 15 - ENDOWMENTS

Donor Restricted Permanent Endowments

Endowments are subject to the restrictions of gift
instruments requiring in perpetuity that the principal
be invested and the income only be utilized. The
University’'s endowments require that the income be
used for specific purposes. These restrictions are
discussed in Note 16. If a donor has not provided
specific instructions, State law permits the Board of
Trustees to authorize for

endowment fund investments. Any net appreciation
is required to be spent for the purposes for which the
endowment was established.

NOTE 16 — COMPONENT UNIT

Various financial activities occurred between the
University and the Foundation. A summary of
transactions and/or balances at June 30, 2012, and
for the year then ended follows.

appreciation

expenditure the net

(realized and unrealized) of the

b)

c)

d)

e)

)}

Scholarships awarded by the University and funded by the Foundation. (Includes
$3,223 owed to the University at June 30, 2012, and included in amount due from the
Foundation.) The University recorded these amounts as gift revenue and either tuition
discounts or scholarship expense.

Awards for lectures, grants, special programs, and certain other expenses paid by the
University and funded by the Foundation. (Includes $14,269 owed to the University at
June 30, 2012, and included in amount due from the Foundation.) The University
recorded these awards as gift revenue and the applicable operating expense.

Personal service payments to professors holding endowed chairs made by the
University and funded by the Foundation. (Includes $94,500 owed to the University at
June 30, 2012, and included in amount due from the Foundation.) The University
recorded these amounts as gift revenue and salary expense.

Reimbursements for University employee time and other costs paid by the University
on behalf of the Foundation and reimbursed by the Foundation. (Includes $83,878
owed to the University at June 30, 2012, and included in amount due from the
Foundation.) The University recorded these reimbursements as reductions of the
applicable operating expenses.

Group life insurance premium payments made by the University and funded by the
Foundation. (Includes $970 owed to the University at June 30, 2012, and included in
amount due from Foundation.) The University recorded these amounts as gift revenue
and benefits expense.

Gifts received from the Foundation for construction of the Performing Arts Center and
the Athletic Complex. (Includes $130,000 owed to the University at June 30, 2012, of
which $65,000 is included in Notes Receivable — due from Francis Marion University
Foundation.)

$ 680,919

$ 159,139

$ 125,848

$ 83,878

$ 5,942

$ 1,094,248

Payments by the Foundation for the benefit of the University and its staff included $32,977 for club
memberships, $68,967 for other goods and services, $40,832 for furniture and appliances, $107,967 for
special events and $45,179 for travel. The University recorded these gifts as $28,103 in capital assets

and $267,819 in applicable operating expenses.
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The Foundation owes the University $5,509 for revenue and taxes collected for the faculty-alumni
facility which is included in due from Foundation.

The University paid the Foundation $50,000 for the management of the Non-Profit Leadership Institute.

The University continued a loan agreement with the Foundation in which the University lent the
Foundation $200,000 (all of its endowment assets). The Foundation agrees to make payments to the
University on behalf of the recipients of the two Palmetto Professorships. This award will be made only
when the chairs are actually occupied, and any earnings above the established level shall be returned
to the principal and accrue accordingly. For fiscal year 2012, the endowment earned $1,427 which was
applied to principal. As of June 30, 2012, the outstanding principal balance is $216,262. Lending of the
University’'s endowment resources to the Foundation is in accordance with Section 59-101-410 of the
South Carolina Code of Laws which authorizes the governing boards of state-supported universities to
lend their endowment and auxiliary enterprise monies on deposit with the State Treasurer’'s Office to
separately chartered not-for-profit legal entities whose purpose is primarily providing financial assistance
and other support to the institution and its educational program.

The University is owed $3,554 for reimbursement of various expenses paid by the University. The
University is also owed $9,100 for fees the Foundation is paying on behalf of students.

The University has lease agreements with the Foundation of $34,995 for rental of office space. The

University provided janitorial services, refuse disposal, and ground maintenance.

NOTE 17 — RELATED PARTIES

The FMU Student Housing, LLC (LLC), a single
member limited liability company owned by the
Francis Marion University Real Estate Foundation,
leases all the University's on-campus housing,
composed of fourteen apartment style facilities and
six dormitory style facilities having an aggregate of
1112 beds and 8.96 acres of land for their 427 bed
apartment complex. The lease agreement provides
for the University to be paid any net available cash
flow from the operation less any amount agreed upon
by the University and the LLC. The determination of
net available cash flow requires the LLC’s annual
audit to be completed with financial statements
indicating a debt service coverage ratio of at least
1.25 and that all expenses, debt service, and deposits
to the repair and replacement fund have occurred in
accordance with bond documents. Rental income
from housing operations for fiscal year 2012 is
$108,412, a portion of the advanced rent paid by the
Real Estate Foundation in 2004, and an additional
rental payment of $162,236 from available net cash
flow.

The University collects as part of its student fee
collection process student housing deposits, fees,
and fines. All collections, excluding housing deposits,
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are remitted to the LLC. Collections due to the LLC
at June 30, 2012, are $236,806 and are included in
accounts payable.

The University provides the LLC management
services related to the student housing facilities.
This agreement continues for successive one year
terms unless either the LLC or the University elects to
terminate in writing. The negotiated fee is currently
$135,000. Under this agreement, the University pays
for expenses related to the housing operation and is
reimbursed by the LLC. The LLC pays the
reimbursement in advance and at June 30, 2012 the
unspent portion of $10,246 was recorded as deposits
held for others.

During the year, the LLC advanced the University
$325,477 for reimbursements of summer housing
repairs. At June 30, 2012 the unspent portion of
$125,697 was recorded as deposits held for others.

Reimbursements for University employee time paid
by the University on behalf of the Real Estate
Foundation were $41,259. The University recorded
these reimbursements as reductions of the applicable
operating expenses. The Real Estate Foundation
paid $1,062,584 for athletic field lights, vehicles,
fitness equipment, various supplies, and contractual
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services on behalf of the University. The University
recorded these gifts as $457,412 in capital assets
and $605,172 in applicable operating expenses. The
University received a gift of $1,100,000 from the Real
Estate Foundation for the construction of the Athletic
Complex.

NOTE 18 — RISK MANAGEMENT

The University is exposed to various risks of loss and
maintains State or commercial insurance coverage
for each of those risks. Management believes such
coverage is sufficient to preclude any significant
uninsured losses for the covered risks. Settlement
claims have not exceeded this coverage in any of the
past three years.

The State of South Carolina believes it is more
economical to manage certain risks internally and set
aside assets for claim settlement. Several state
funds accumulate assets and the State itself
assumes substantially all the risk for the following
claims of covered employees:

Unemployment compensation benefits

Worker's compensation benefits for job-related
illnesses or injuries

Health and dental insurance benefits
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Long-term disability and group-life insurance
benefits

Employees elect health insurance coverage through
either a health maintenance organization or through
the State’s self-insured plan.

The University and other entities pay premiums to the
State’s Insurance Reserve Fund (IRF), which issues
policies, accumulates assets to cover the risk of loss,
and pays claims incurred for covered losses relating
to the following activities:

Theft, damage to, or destruction of assets

Real property, its contents, and other equipment
Motor vehicles and watercraft

Torts

Business interruptions

Natural disasters

Medical malpractice claims against covered
employees

The IRF is a self-insurer and purchases reinsurance
to obtain certain services and to limit losses in certain
areas. The IRF’s rates are determined actuarially.

The University obtains coverage through a
commercial insurer for employee fidelity bond
insurance for all employees for loses arising from
theft or misappropriation.
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NOTE 19 — EXPENSES BY FUNCTION

Operating expenses by functional classification for the year ended June 30, 2012, are summarized as follows

Salaries Supplies
and and other
Wages Benefits Services Utilities Scholarships  Depreciation Total
Instruction $ 15,920,492 $ 4,489,279 $ 1,103,716 $ 61,657 $ - $ - $ 21,575,144
Research 125,406 33,032 25,347 - 183,785
Public service 1,043,403 255,165 905,356 10,032 - - 2,213,956
Academic support 2,000,997 627,679 1,847,823 11,794 - - 4,488,293
Student services 2,710,598 806,308 1,568,952 31,354 - - 5,117,212
Institutional support 3,558,580 1,119,997 892,807 95,570 - - 5,666,954
Operation and
maintenance of plant 3,325,050 1,206,334 3,719,857 1,755,554 - - 10,006,795
Depreciation - - - - - 3,030,459 3,030,459
Scholarships - - - - 6,064,620 - 6,064,620
Auxiliary Enterprises 4,844 181 118,687 31,730 - - 155,442

Total operating expenses ~ $ 28,689,370 $ 8,537,975 $ 10,182,545 $ 1,997,691 $ 6,064,620 $ 3,030,459 $ 58,502,660

NOTE 20 - STATE APPROPRIATIONS

The following are the appropriations as enacted by the General Assembly and reported in the financial statements
for the fiscal year ended June 30, 2012:

NON-CAPITAL APPROPRIATIONS
Current year's appropriations:
Original appropriations per Annual Appropriations Act $ 10,167,897
Mid-Year Appropriation Reductions (23,500)
Supplemental Appropriations
Pay Plan Reimbursement

Health and Dental Insurance 169,466

From Commission on Higher Education:
Academic Incentive Endowment Match 4,414
SCDE-Education Improvement Act 350,000
Total non-capital appropriations recorded as current year revenue $ 10,668,277

CAPITAL APPROPRIATIONS
Current year's captial appropriations
Capital Reserve Funds 965,801

Total captial appropriations recorded as current year revenue $ 965,801
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NOTE 21 — NONOPERATING FEDERAL GRANTS

Nonoperating Federal grants for the year ended June 30, 2012, are summarized as follows:

Federal Pell Grant Program - 2011 $ 165,026
Federal Pell Grant Program - 2012 9,847,121
Total $10,012,147

NOTE 22 — STATEMENT OF ACTIVITIES

The following information is provided for incorporation in the State of Carolina Comprehensive Annual Financial
Report:

Year ended June 30,

2012 2011

Charges for services $ 30,624,755 $ 29,575,486
Operating grants and contributions 13,432,739 15,970,402
Capital grants and contributions 2,639,621 541,354
Less: expenses (58,699,504) (56,643,763)
Net program revenues (expenses) (12,002,389) (10,556,521)
Transfers:

State appropriations 10,668,277 11,057,975

Capital reserve funds 965,801 -
Total transfers 11,634,078 11,057,975
Changes in net assets (368,311) 501,454
Net assets - beginning 75,280,226 74,778,772
Net assets - ending $ 74,911,915 $ 75,280,226
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Independent Auditors' Report On Compliance With Requirements
Applicable To Each Major Program And Internal Control Over
Compliance In Accordance With OMB Circular A-133

To the Honorable Nikki R. Haley,
Governor of the State of South Carolina
And to the Board of Trustees of

Francis Marion University

Florence, South Carolina

Compliance
We have audited Francis Marion University's compliance with the types of compliance requirements

described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
could have a direct and material effect on each of Francis Marion University’'s major federal programs for the
year ended June 30, 2012. Francis Marion University's major federal programs are identified 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
federal programs is the responsibility of Francis Marion University's management. Our responsibility is to
express an opinion on Francis Marion University’s compliance 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 (OMB) Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
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 federal program occurred. An audit includes examining, on a test basis, evidence about Francis
Marion University’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on Francis Marion University’s compliance with
those requirements.

In our opinion, Francis Marion University complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on its major federal programs for
the year ended June 30, 2012.

Internal Control Over Compliance

The management of Francis Marion University is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered Francis Marion University’s internal
control over compliance with the requirements that could have a direct and material effect on a major federal
program to determine the auditing procedures for the purpose of expressing our opinion on compliance and
to test and report on internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we
do not express an opinion on the effectiveness of Francis Marion University's internal control over
compliance.
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Page Two

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over compliance
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as defined
above.

This report is intended solely for the information and use of the audit committee, management, others within

the organization and the federal awarding agencies and pass-through entities, and is not intended to be and
should not be used by anyone other than those specified parties.

CL_'/(./L/‘ Y2 0 4

September 5, 2012
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Independent Auditors' Report On Internal Control Over
Financial Reporting And On Compliance And Other Matters
Based On An Audit Of Financial Statements Performed
In Accordance With Government Auditing Standards

To the Honorable Nikki R. Haley,
Governor of the State of South Carolina
And to the Board of Trustees of

Francis Marion University

Florence, South Carolina

We have audited the financial statements of the business-type activities of Francis Marion University, a
department of the State of South Carolina, as of and for the year ended June 30, 2012, which collectively
comprise the University’s basic financial statements and have issued our report thereon dated September
5, 2012. Our report includes a reference to other auditors. 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. Other auditors audited the financial statements of the Francis Marion University Foundation,
as described in our report on Francis Marion University's financial statements. This report does not include
the results of the other auditors’ testing of internal control over financial reporting or compliance and other
matters that are reported on separately by those auditors. The Francis Marion University Foundation’s
financial statements were not audited in accordance with Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Francis Marion University’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of Francis Marion University's internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Francis Marion University’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity's
financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial
reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control over financial reporting that we consider to be material weaknesses, as
defined above.
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Francis Marion University
Florence, South Carolina
Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Francis Marion 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 matters that we reported to management of Francis Marion University in a separate letter
dated September 5, 2012.

This report is intended solely for the information of the audit committee, management, others within the

entity and federal awarding agencies and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

CL_'/(/L/‘ Y2 04—

September 5, 2012
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FRANCIS MARION UNIVERSITY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE PERIOD ENDED JUNE 30, 2012

Federal
CFDA Grant/Contract Total
Federal Grantor/Program Title Number Number Expenditures
Direct Programs:
U.S. Department of Education
Federal Supplemental Educational Opportunity Grant 84.007 PO07A103784 91,052
Federal Direct Student Loans - 2010 84.268 497,791
Federal Direct Student Loans - 2011 84.268 (31,179)
Federal Direct Student Loans - 2012 84.268 29,262,092
Federal Work-Study Program - 2012 84.033 PO33A103784 133,765
Federal Perkins Loan Program - Federal Capital Contributions 84.038 PO38A053784 2,012,884
Federal Pell Grant Program - 2011 84.063 PO63P093163 165,026
Federal Pell Grant Program - 2012 84.063 PO63P103163 9,847,121
U.S. Department of Education
Higher Education_Institutional Aid 84.031P P031P110031 179,036
U.S. Nuclear Regulatory Commission
Scholarship and Fellowship Program 77.008 NRC-HQ-12-G-38-0005 855
U.S Department of Energy
Total Direct Programs 42,158,443
Indirect Programs:
U.S. Department of Justice
Passed through the South Carolina Department of Public Safety
ARRA- Edward Byrne Memorial Justice Assistance Grant 16.803 1GSI09011 1,200
National Aeronautics and Space Administration
Passed through the College of Charleston
Space Grant Management Award 43.001 NNX10AM76H 1,893
Passed through the College of Charleston
Palmetto Academy 00.000 NNX10AM76H 8,125
National Science Foundation
Passed through the Mathematical Association of America
Mathematical and Physical Sciences 47.049 DMS-0846477 165
National Science Foundation
Passed through Clemson University
Office of Cyberinfrastructure - Project TIGER R&D 47.080 OCI-1063679 11,520
U.S. Department of Energy
Passed through the South Carolina Energy Office
State Energy Program 81.041 32001 40,000
U.S. Department of Education
Passed Through South Carolina Department of Education
Special Education - Grants to States 84.027 12C0304-01 95,770
Passed Through South Carolina Commission on Higher Education
SC Gear Up 84.334S P334S0500009-10 124,305
Passed Through South Carolina Department of Education
Mathematics and Science Partnership Programs 84.366 11MS304-01 67,478
Passed Through South Carolina Commission on Higher Education
ARRA - Carolina Certificates Pilot 84.397 CCP-2011-01 70,000
Passed Through National Writing Project Corp.
National Writing Project 84.928A 00-SC10 Amdt. No. 13 3,506
Passed Through South Carolina Department of Education
Improving Teacher Quality State Grants 84.367 12TQ304-01 10,344
National Center for Research Resources (NCRR)/NIH
Passed through the South Carolina Research Foundation and USC
SC IDeA Networks of Biomedical Research Excellence R&D 93.389 5P20RR016461-11 259,571
Total Indirect Programs 693,877
Total Federal Assistance $42,852,320

See Notes to Schedule of Expenditures of Federal Awards.
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FRANCIS MARION UNIVERSITY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
June 30, 2012

NOTE 1 - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
Francis Marion University and is presented on the accrual basis of accounting. The information in the
schedule is presented in accordance with the requirements of Office of Management and Budget (OMB)
Circular A — 133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some
amounts presented in the schedule may differ from amounts presented in, or used in the preparation of,
the basic financial statements.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES FOR FEDERAL
AWARD EXPENDITURES

Expenditures for student financial aid programs include the federal share of students’ Federal
Supplemental Educational Opportunity Grant (FSEOG) program grants and Federal Work Study (FWS)
program earnings, certain other federal financial aid for students and administrative cost allowances,
where applicable.

NOTE 3 - LOAN PROGRAMS
The Direct Loan program provides loans to students and their parents. The loans are made directly from

the federal government; therefore there is no loan balance recorded at the University. The totals of loans
processed for the current fiscal year are:

2010 2011 2012
Direct Student Loan - Subsidized $ 209,755 $ (25,011) $12,236,020
Direct Student Loan - Unsubsidized 257,463 (27,326) 14,665,979
PLUS 30,573 21,158 2,360,093
Total $ 497,791 $ (31,179) $29,262,092

The Federal Perkins Loan Program is administered directly by the University and balances and
transactions relating to the program are included in the University’s financial statements. The balance of
loans outstanding under the Federal Perkins Loan program was $2,012,884 as of June 30, 2012. The
expenditures for June 30, 2012 are calculated as follows:

June 30, 2011 loan balance $ 1,939,831
Current year loans made 73,053
Total $ 2,012,884
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FRANCIS MARION UNIVERSITY
Summary Schedule Of Prior Audit Findings
June 30, 2012

Findings Relating to the Financial Statements:
There were no findings relating to the financial statements.
Findings and Questioned Costs Relating to Federal Awards:

There were no findings and questioned costs relating to federal awards.
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FRANCIS MARION UNIVERSITY
Schedule of Findings and Questioned Costs
June 30, 2012

Summary of Auditors’ Results:
GAGAS

An unqualified opinion was issued on Francis Marion University’s basic financial statements dated
September 5, 2012.

There were no significant deficiencies or material weaknesses. No instances of noncompliance
material to the financial statement were disclosed by the audit of their financial statements.
A-133

An unqualified opinion was also issued on compliance of major programs at Francis Marion University
dated September 5, 2012. No significant deficiencies in the internal control over major programs were
found. Our audit disclosed no audit findings that are required to be reported under OMB Circular A-133.
The major program at Francis Marion University is the Student Financial Aid Cluster from the U.S.
Department of Education. Type A or major programs are defined as those that expended $300,000 or
more. Francis Marion Universitylls total federal awards expended for the year ended June 30, 2012

were between $10 million and $100 million.

Francis Marion University is a low-risk auditee according to the criteria in OMB Circular A-133.

Findings Relating to the Financial Statements:
There were no findings relating to the financial statements.
Findings and Questioned Costs Relating to Federal Awards:

There were no findings and questioned costs relating to federal awards.

Federal

CFDA
Financial Aid Cluster Number

U.S. Department of Education

Federal Supplemental Educational Opportunity Grant 84.007
Federal Work-Study Program 84.033
Federal Perkins Loan Program - Federal Capital Contributions 84.038
Federal Pell Grant Program 84.063
Federal Direct Student Loans 84.268
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