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Independent Auditors’ Report

The Board of Trustees
Illinois Institute of Technology:

We have audited the accompanying consolidated staisnof financial positiorof Illinois Institute of
Technology (the University) as of May 31, 2011 and®0and the related consolidated statements of
activities and cash flows for the years then enddtese consolidated financial statements are the
responsibility of the University’s management. rOesponsibility is to express an opinion on these
consolidated financial s&mnents based on our audits.

We conducted our audits in accordamgth auditing standards generally accepted in the United States of
America. Those standards require that we planpanfbrm the audit to obtaireasonable assurance about
whether the financial statements are free of matenigstatement. An audit includes consideration of
internal control over financial reporting as a basis fsighing audit procedures that are appropriate in the
circumstances, but not for the purpose of expresaimgpinion on the effectiveness of the University's
internal control over financial reporg. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statements,
assessing the accounting principles used and gignifiestimates made by management, as well as
evaluating the overall financial statement presentation. We believe that oty predide a reasonable
basis for our opinion.

In our opinion, the consolidated financial stateteereferred to above present fairly, in all material
respects, the financial position of lllinois Institud€ Technology as of May 32011 and 2010, and the
changes in its net assets and its cash flows for thes yean ended, in confoity with U.S. generally
accepted accounting principles.

Chicago, lllinois
October 27, 2011



ILLINOIS INSTITUTE OF TECHNOLOG Y
Consolidated Statements of Financial Position
May 31, 2011 and 2010
(In thousands of dollars)

Assets 2011 2010
Cash $ 16,400 3,040
Bond proceeds held by trustees 6,040 16,130
Notes and accounts receivable:
Grants and contracts, less allowance of $310 in 2011 and
$297 in 2010 10,494 8,118
Students:
Tuition, less allowance of $848 in 2011 and $3,302 in 2010 7,968 7,610
Notes, less allowance of $563 in 2011 and $532 in 2010 11,166 11,598
Pledges, less allowance of $175 in 2011 and $218 in 2010 (note 5) 26,197 20,047
Other, less allowance of $786 in 2011 and $0 in 2010 2,473 3,495
Inventories, prepaid expenses, and deferred charges 3,955 3,822
Investments (note 4) 189,793 176,609
Physical properties, less accumulated depreciation (note 6) 277,900 270,897
Beneficial interest in perpetual trusts (note 7) 21,404 18,688
Total assets $ 573,790 540,054
Liabilities and Net Assets
Liabilities:
Accounts payable and accrued expenses $ 24,006 21,583
Accrued salaries and wages 14,181 14,719
Deferred revenue 23,242 17,932
Deposits by students and others 3,170 3,383
Accrued postretirement benefit obligation (note 9) 2,301 2,068
Obligation under split-interest agreements 1,410 1,408
Notes and bonds payable (note 8) 218,505 222,315
Advances from the U.S. government for student loans 8,117 8,117
Asset retirement obligation 5,363 6,778
Total liabilities 300,295 298,303
Net assets (note 12):
Unrestricted 50,539 36,365
Temporarily restricted 31,435 33,539
Permanently restricted 191,521 171,847
Total net assets 273,495 241,751
Total liabilities and net assets $ 573,790 540,054

See accompanying notes to consolidated financial statements.
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ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2011 and 2010
(In thousands of dollars)

Fair Value Measurement

FASB ASC Section 820rair Value Measurements and Disclosyregfines fair value as the price that
could be received for an asset or paid to transfdrability in the University’s principal or most
advantageous market of the asset or liability iroaterly transaction between market participants on the
measurement date.

FASB ASC Section 820 establishes a fair value hieyatbht requires an entitio maximize the use of
observable inputs and minimize the use of unobseniaplgs when measuring fair value. The standard
describes three levels of inputs thatyrb& used to measure fair value:

Level 1: Quoted prices for identical assets or liab#itin active markets that the entity has the ability to
access as of the measurement date.

Level 2: Observable inputs other than Level 1 prexgsh as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; orrdtiputs that are observable or can be corroborated by
observable market data for substanti#itlg full term of the assets or liabilities.

Level 3: Unobservable inputs that are supported by litleo market activity and that are significant to
the fair value of the assets or liabilities. Level 3 asaatkliabilities include financial instruments whose
value is determined using pricimgodels, discounted cash flow methodologies, or similar techniques, as
well as instruments for which the determination of failue requires significant management judgment or
estimation. This category generally includes certaimapg debt and equity instruments and alternative
investments.

In many cases, a valuation technique used to me&suralue includes inputs from multiple levels of the
fair value hierarchy. The lowest level of significamput determines the placement of the entire fair value
measurement in the hierarchy. The Universiggsithe following valuation techniques to measure the
investments fair value:

Level 1 consists of financial instruments, sucltash and cash equivalents, bond proceeds, mutual funds,
stocks, and money market funds whose value is baseguoted market prices published by a financial
institution, exchange fund, exchangedganstruments, and listed equities.

Level 3 consists of investments for which there apb active markets. The University has real estate
investments, equity mutual funds, private equity funalsd beneficial interests in perpetual trusts as
Level 3. The May 31, 2011 real estate is valuélizing the income capitalization and sale comparison
methodology completed by an independent real espgieiser. The May 31, 2010 real estate is valued at
the net present value of the projected cash flows cdatpley the University. The University’s interests in
alternative investment funds such as equity mutual fandsprivate equity funds, are generally reported at
the net asset value (NAV), which is used as a malctxpedient to estimate fair value, unless it is
probably that all or a portion of the investment vii# sold for an amount different from NAV. As of
May 31, 2011 and 2010, the University had no plansell investments at amounts different from NAV.
Beneficial interests in perpetual trusts are heldidmjous financial institutions. These values are based on
the University’s proportionate share of the investrsemhe fair values of the investments in these trusts
are based on quoted market prices published by financial institutions.

11 (Continued)



ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2011 and 2010
(In thousands of dollars)

The University has $19,868 of investments in aliéuwe investment funds, which are reported at fair
value. For $19,868 of those investments, the &hsity has concluded that the NAV reported by the
underlying fund approximates the fair value of theestment. These investments are redeemable with the
fund at NAV under the original terms of the partngusagreements and/or subscription agreements and
operations of the underlying funds. However, it is guesihat these redemption rights may be restricted
or eliminated by the funds inéhfuture in accordance with thederlying fund agreements. Due to the
nature of the investments held by the funds, chaitgenarket conditions and the economic environment
may significantly impact the NAV of the funds anthnsequently, the fair e of the University’s
interests in the funds. Furthermore, changes ¢olijuidity provisions of the funds may significantly
impact the fair value of the University’s interest in the funds.

Although a secondary market exists for these invessnénis not active and individual transactions are

typically not observable. When transactions occuthis limited secondary market, they may occur at

discounts to the reported NAV. Therefore, if thelemption rights in the funds were restricted or

eliminated and the University were to sell theseestments in the secondary market, it is reasonably
possible that a buyer in the secondary market mayreegudiscount to the reported NAV, and the discount
could be significant. The University has ndumded commitments relative to these investments.

12 (Continued)





















ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2011 and 2010
(In thousands of dollars)

The following is a summary of required princigayments on outstandingecured obligations as of
May 31, 2011:

Fiscal year ending:

2012 $ 14,845
2013 1,545
2014 4,695
2015 4,960
2016 6,085
2017 and beyond 186,375
Total notes and bonds payable $ 218,505

In March 2006, the University issued $160,000 iedi rate revenue bonds through the lllinois Finance
Authority consisting of $153,600 (IFA Series 2006Ad&56,340 (IFA Series 2006B). Proceeds from the
bonds were used to advance refund the IEFA S&€89 Bonds, refund the outstanding IEFA Series 2000
Bonds, refund the outstanding IEFA Series 2004 Bonds, and finance a portion of the costs of the
construction, renovation, amdjuipping of certain of the educatiofatilities of the University and pay for
certain expenses incurred in conjunction with thsuance of the Series 2006A and 2006B Bonds. The
fixed rate on the Series 2006A Bonds is 5% wihial bonds maturing from April 2016 through 2026 and
term bonds due April 1, 2031 and April 1, 2036eTPeries 2006B term bond bears a 6.10% rate maturing
April 1, 2015.

In July 2009, The University issued $30,000fixed rate revenue bonds through the lllinois Finance
Authority consisting of $30,000 (IFA Series 2009).d&reds from the bonds were used to finance a portion
of the costs of the renovation of the educational tasliof the University, estéibh a debt service reserve
fund, and pay certain costs incurred in connectigh the bond issue. The fixed rates on the Series 2009
Bonds are 4.75% and 5.52% serial bonds maturingebruary 2013 and 2014 and 6.25%, 6.50%, and
7.125% term bonds maturing in Febry 1, 2019, 2023, and 2034.

In August 2004, IITRI sold an $18,820 bond issuadjustable rate demand debt under the tax-exempt
authority of the lllinois Finance Authority (IFA). Thoceeds from the sale were used to (i) renovate and
construct lab and office space; (ii) establish a debicereserve fund; and (iii) pay certain costs incurred

in connection with the bond issue. Additionally, IITiRds obtained an irrevocable letter of credit issued by
JPMorgan Chase Bank through March 31, 2014, whichnswable annually upon mutual consent of the
parties. In the event that the agent is unablentarket the bonds, the bonds become a demand note under
the irrevocable letter of credit issubyg JPMorgan Chase Bank. If the letter of credit is not renewed and an
alternate credit facility is not in place, [ITRI's bonds are subject to mandatory redemption. Although the
loan agreement between IITRI and IFA is for a 30-yganiod, the terms of the letter of credit between
IITRI and JPMorgan Chase Bank require the bonds to be amortized over a 13-year life carrying interest
rate of base rate plus 1%; accordingly, the curremrtimation schedule results in final payment in year
2023, which does not violate the terms of IITRI's loan agreement.

19 (Continued)












ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2011 and 2010
(In thousands of dollars)

special benefit option was only available through N&y2008. Participants had to sign up by this
date in order to participate.

(10) Employee Benefit Plans
(&) Pension Plan

Substantially all full-time employees of the Unisgy and IITRI are participants in defined
contribution retirement plans that are funded dpntributions from the University, IITRI, and
participating employees. Total contributions madeer the plans for the years ended May 31, 2011
and 2010 were $6,006 and $5,806 by the University and $348 and $351 by IITRI, respectively.

(b) Healthcare Benefit Plans

The University maintains a heattlre benefits plan (the Plan) that provides for certain major
medical, surgical, and other benefits for all eligibmployees and dependents. The Plan is partially
self-funded by the University, subject to stop lassangements. Under this Plan, the University
makes contributions to cover benefits natdad by employees, limited by stop-loss amounts.

IITRI offers a healthcare benefits plan (the Plga) provides for certain medical and dental expense
coverage including certain vision discounts foreiyjible employees and dependents. The Plan is
fully insured and underwritten by the Aetna Lifesurance Company. Under this Plan, premium
contributions are shared by both IITRI and plan participants.

(11) Functional Classification of Expenses

Operating and nonoperating expenses raported in the consolidated statements of activities by natural
business category. The University’s primary progreenvices are instruction and research. Expenses
reported as academic support, student services, instiittupport, and auxiliary enterprises are incurred
in support of these primary program services.

Consolidated expenses by functional classificatire as follows for the years ended May 31.:

2011 2010

Instruction $ 86,839 83,187
Research and other grant activities 74,758 58,668
Academic suppar 24,929 24,382
Student services 16,153 15,135
Institutional support 38,014 50,358
Auxiliary enterprises 12,659 13,043

Total $ 253,352 244,773

23 (Continued)



ILLINOIS INSTITUTE OF TECHNOLOGY
Notes to Consolidated Financial Statements
May 31, 2011 and 2010
(In thousands of dollars)

(12) Net Assets

Certain unrestricted net assets are designated for specific purposes by the board of trustees of the
University and are summarized as follows at May 31.:

2011 2010
Funds designated by the board of trustees for endowment $ 69,904 69,866
Undesignated (19,365) (33,501)
Total $ 50,539 36,365

Donor restrictions on temporarily restricted net assets consist of the following at May 31.

2011 2010
Scholarships $ 4,430 3,484
Instruction and academic departments 5,779 7,124
General operations 20,294 21,999
Split-interest annuity agreements 932 932
Total $ 31,435 33,539
Permanently restricted net assets consist of the following at May 31.:
2011 2010
Endowment investments $ 148,571 140,514
Endowment pledges 15,257 6,452
Donor-restricted revolving loans funds 4,051 4,051
Split-interest annuity agreements 2,238 2,142
Beneficial interest in perpetual trusts 21,404 18,688
Total $ 191,521 171,847

Beginning in fiscal year 2011, the University is aing its permanently restted endowment net assets
as endowment investments and endowment pledgesfigdal year 2010 amountgere reclassified for
comparative purposes.

The amount of outstanding loans from quasi-endownmentmrestricted funds is $11,671 and $11,790 at
May 31, 2011 and 2010, respectively.

(13) Endowments

The University endowments include both donor-regdatndowment funds and funds designated by the
board of trustees to function as endowments. As reduly applicable standards, net assets associated

24 (Continued)


















KPMG LLP
303 East Wacker Drive
Chicago, IL 60601-5212

Independent Auditors’ Report on Supplementary Information

The Board of Trustees
lllinois Institute of Technology:

We have audited and reportegparately herein on the consolidatedficial statements of lllinois Institute
of Technology (the University) as of and for the year ended May 31, 2011.

Our audit was made for the purpose of forming an opimin the consolidated financial statements of the
University taken as a whole. The supplementary in&tion included in schedules 1 through 3 is presented

for purposes of additional analysis and is not a requieetiof the consolidated financial statements of the
University. Such information has been subjectedht auditing procedures applied in the audit of the
consolidated financial statements and, in our opinion, is fairly stated in all material respects in relation to
the consolidated financial statements taken as a whole.

Chicago, lllinois
October 27, 2011

KPMG LLP is a Delaware BJed liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.






ILLINOIS INSTITUTE OF TECHNOLOG Y
Consolidating Statement of Activities
Year ended May 31, 2011
(In thousands of dollars)

Schedule 2

Operating revenue:
Tuition and fees, net of scholarships of $64,363
Government grants and contracts
Private grants and contracts
Private gifts
Endowment spending distribution
Endowment net assets released from restrictions
Sales and services of auxiliary enterprises
Other sources
Net assets released from restrictions

Total operating revenue

Operating expenses:
Faculty salaries
Administrative salaries
Part-time salaries
Employee benefits
Operations and maintenance
Supplies and services
Professional fees and advertising
IITRI research
Interest on indebtedness
Depreciation

Total operating expenses
Decrease in net assets from operating activities

Nonoperating revenue and expenses:
Private gifts
Release of net assets restricted for capital
Net asset reclassification
Net gain on investments
Net loss on impairment of asset
Endowment spending distribution
Endowment incom
Net loss on disposal of assets
Asset retirement obligation
Othe
Equity income from IITR

Increase (decrease) in net assets from nonoperating activities
Increase (decrease) in net assets

Net assets at beginning of year

Net assets end of year

(a) Elimination of interentity utility income and expense.

(b) Elimination of equity interest in IITRI earnings and contribution to I1T.

See accompanying independent auditors’ report on supplementary information.

Unrestricted Temporarily Permanently
Interentity restricted — restricted —
University IITRI eliminations Total University University Total
$ 121,691 —_ —_ 121,691 —_ — 121,691
52,046 13,911 — 65,957 — — 65,957
2,969 4,885 — 7,854 —_ — 7,854
7,612 — — 7,612 1,160 — 8,772
13,552 — — 13,552 — — 13,552
2,022 — —_ 2,022 (2,022) — —
12,297 — — 12,297 — — 12,297
19,750 — (2,744) (a) 17,006 — — 17,006
3,023 — — 3,023 (3,023) — —
234,962 18,796 (2,744) 251,014 (3,885) — 247,129
51,201 — — 51,201 — — 51,201
44,648 — — 44,648 — — 44,648
13,819 — — 13,819 — — 13,819
22,607 — — 22,607 — — 22,607
22,149 — — 22,149 — — 22,149
45,946 — — 45,946 — — 45,946
11,749 — — 11,749 — — 11,749
— 17,180 (2,744) (a) 14,436 — — 14,436
11,499 468 — 11,967 — — 11,967
13,576 1,254 — 14,830 — — 14,830
237,194 18,902 (2,744) 253,352 — — 253,352
(2,232) (106) — (2,338) (3,885) — (6,223)
— — — — — 16,917 16,917
146 — —_ 146 (146) — —
24,900 — — 24,900 1,433 2,757 29,090
(720) — — (720) — — (720)
(13,552) — — (13,552) — — (13,552)
770 33 — 803 494 — 1,297
(102) — — (102) — — (102)
1,414 — — 1,414 — — 1,414
3,302 321 — 3,623 — — 3,623
248 — (248) (® — — — —
16,406 354 (248) 16,512 1,781 19,674 37,967
14,174 248 (248) 14,174 (2,104) 19,674 31,744
36,365 13,154 (13,154) 36,365 33,539 171,847 241,751
$ 50,539 13,402 (13,402) 50,539 31,435 191,521 273,495
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