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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

 
 
 
This section of Northern Michigan University’s (the “University”) annual financial report presents our discussion 
and analysis of the financial performance of the University during the fiscal years ended June 30, 2004 and 
2003. This discussion has been prepared by management along with the financial statements and related 
footnote disclosures and should be read in conjunction with and is qualified in its entirety by the financial 
statements and footnotes. The financial statements, footnotes and this discussion are the responsibility of 
management. 
 
Reporting Entity 
 
Northern Michigan University is an institution of higher education and is considered to be a component unit of 
the State of Michigan because its Board of Trustees is appointed by the Governor of the State of Michigan.  
Accordingly, the University is included in the State’s financial statements as a discrete component unit.  
Transactions with the State of Michigan relate primarily to appropriations for operations, grants from various 
state agencies, payments to State retirement programs for University employees, and reimbursements for 
capital outlay projects. 
 
Using the Annual Report 
 
This annual report consists of a series of financial statements, prepared in accordance with the Governmental 
Accounting Standards Board (GASB) Statement No. 35, Basic Financial Statements - and Management's 
Discussion and Analysis - for Public Colleges and Universities. The financial statements presented focus on 
the financial condition of the University, the results of operations, and cash flows of the University as a whole. 
 
The Statement of Net Assets includes all assets and liabilities. It is prepared under the accrual basis of 
accounting, whereby revenues and assets are recognized when the service is provided and expenses and 
liabilities are recognized when others provide the service, regardless of when cash is exchanged. 
 
The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues earned and 
expenses incurred during the year.  Activities are reported as either operating or non-operating.  Under the 
new reporting model, State appropriations and gifts are reported as non-operating revenues and results in the 
University showing an operating loss of $43.7 million for the year ended June 30, 2004, and $49.9 million for 
the year ended June 30, 2003.  The utilization of long-lived assets, referred to as Capital Assets, is reflected in 
the financial statements as depreciation, which amortizes the cost of an asset over its expected useful life. 
 
The Statement of Cash Flows presents information related to cash inflows and outflows summarized by 
operating, capital, financing and investing activities. 
 
Financial Highlights 
 
An increase of $17.6 million in Net Assets for the year ended June 30, 2004, primarily resulted from $15.8 
million in capital appropriations and capital gifts primarily for the renovation and adaptive reuse of east campus 
facilities.  Operating and non-operating revenues excluding capital appropriations and capital gifts of $128.6 
million exceeded operating and non-operating expenses by $1.7 million for the year ended June 30, 2004.  
Enrollment increases along with an increase in tuition and fees totaling $5.1 million offset a $5.4 million 
decrease in state appropriations. 
 
For the year ended June 30, 2003, operating and non-operating revenue of $128.0 million exceeded operating 
and non-operating expenses by $1.1 million.  The increase in Net Assets, or the overall financial position of the 
University, primarily resulted from Northern’s continued increase in enrollment and increases in tuition and 
fees that helped offset a $1.8 million decrease in state appropriations. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
Financial Highlights (Continued) 
 
Operating expenses of $123.7 million increased $0.6 million or .05% over the prior year.  The minimal increase 
was the direct result of a University-wide effort to reduce costs.  Included in operating expenses was $1.7 
million increase in auxiliary enterprise expense, $0.9 million increase in scholarship expense, $.9 million 
increase in depreciation expense, and $2.9 million decrease across all other functional areas. 
 
The University made additional reductions in its workforce for the year ended June 30, 2004 that impacted 23 
established positions, including 11 layoffs, effective July 1, 2004.  Post-separation benefits of $558,000 are 
included in compensation for employees whose positions were eliminated and signed severance agreements 
prior to June 30, 2004. 
 
For the year ended June 30, 2003, operating expenses of $123.1 million increased by $7.4 million over the 
prior year and included an increase of $4.6 million for compensation, $1.3 million increase for additional 
notebook computers, $1.4 million increase in scholarships, $0.8 million for implementation costs for new 
administrative software, $0.5 million increase in depreciation expense, and $1.2 million decrease in various 
support costs.  The University made reductions in its workforce that impacted 73 positions, including 20 
layoffs, effective July 1, 2003, as the result of reduced state appropriations.  Post-separation benefits of 
$457,000 are included in compensation for employees whose positions were eliminated and signed severance 
agreements prior to June 30, 2003.  Non-operating expenses totaled $2.7 million for interest on capital asset-
related debt. 
 
The University changed its method of classifying the Federal Capital Contribution of its federal Perkins Loan 
program from restricted expendable net assets to a long-term liability.  This represents a change from one 
generally accepted accounting principle to another generally accepted accounting principle that is the current 
preferred industry practice.  The effect of the change was to reduce beginning net assets by $6,612,615 for the 
year ended June 30, 2003.  
 
Condensed Financial Information 
 
 Condensed Statement of Net Assets 

  June 30 
  2004  2003 
ASSETS     
     Current Assets  $ 39,342,969  $ 46,484,583
     Noncurrent Assets:    
        Capital  200,340,355  182,423,624
        Other  34,455,186  27,924,581
Total Noncurrent Assets  234,795,541  210,348,205
Total Assets  274,138,510  256,832,788
LIABILITIES    
     Current Liabilities  20,294,026  18,226,830
     Noncurrent Liabilities  77,635,761  79,947,718
Total Liabilities  97,929,787  98,174,548
NET ASSETS    
     Invested in Capital Assets Net of Related Debt  137,631,248  123,448,622
     Restricted    
        Nonexpendable  769,569  673,013
        Expendable  3,653,154  3,378,089
     Unrestricted  34,154,752  31,158,516
Total Net Assets  $176,208,723  $158,658,240
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
 
Condensed Financial Information (Continued) 
 
Total current assets of $39.3 million at June 30, 2004, included $5.2 million in unspent bond proceeds that will 
be used for construction projects.  At June 30, 2003, total current assets of $46.5 million included $10.7 million 
in unspent bond proceeds.  After adjusting for unspent bond proceeds, the current ratio of current assets to 
current liabilities is 1.68 for the year ended June 30, 2004, and 1.97 for the year ended June 30, 2003. 
 
The University’s largest non-current asset is its investment in physical plant of $200.3 million at June 30, 2004.  
Net capital assets increased $17.9 million over the prior year after recognition of $8.4 million in depreciation 
expense. 
 
The state appropriations receivable totaled $16.6 million at June 30, 2004, and included $8.7 million in 
construction receivables.  The state appropriation receivable at June 30, 2003, totaled $9.0 million and 
included $0.1 million in construction receivables.  
 
University liabilities totaled $97.9 million at June 30, 2004, and $98.2 million at June 30, 2003.  Long-term 
debt, the largest liability, totaled $67.9 million at June 30, 2004, and $69.6 million at June 30, 2003, consisted 
of notes and bonds payable. 
 
 Condensed Statement of Revenues, Expenses and Changes in Net Assets 

  June 30 
  2004  2003 
Operating Revenues     
     Tuition and Fees  $ 37,028,944  $ 31,963,965 
     Grants and Contracts  17,323,491  17,687,048 
     Auxiliary Enterprises  17,124,164  16,475,116 
     Other Operating Revenues  8,560,812  7,131,069 
Total Operating Revenues  80,037,411  73,257,198 
Operating Expenses  123,703,948  123,123,226 
Operating Income/(Loss)  (43,666,537)  (49,866,028) 
     
Non-operating Revenues (Expenses)     
     State Appropriations  44,824,131  50,192,382 
     Other Non-operating Income and Expenses  999,328  379,365 
Net Non-operating Revenues and Expenses  45,823,459  50,571,747 
     Income Before Other Revenues   2,156,922   705,719 
     Capital Appropriations  15,224,642  727,642 
     Capital Grants and Gifts  620,054  710,396 
     Loss on asset disposal  (451,135)   
Total Other Revenues  15,393,561  1,438,038 
Total Increase in Net Assets  17,550,483  2,143,757 
     
Net Assets     
     Net assets—beginning of year  158,658,240  163,127,098 
     Cumulative effect of change in accounting principle    (6,612,615) 
     Net assets—balance at beginning of year, as restated  158,658,240  156,514,483 
     Net assets – end of year  $176,208,723  $158,658,240 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
 
Condensed Financial Information (Continued) 
 
Total operating revenues were $80.0 million for fiscal 2004 and $73.3 million for fiscal 2003.  The most 
significant sources of operating revenue for the University are tuition and fees, auxiliary services, and grants 
and contracts, as shown below: 
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Tuition and Fees 
 
The University currently has the second lowest annual tuition and fees out of the 15 state universities in 
Michigan.  As part of tuition and fees, each full-time undergraduate student is provided the use of a notebook 
computer.  A full-time undergraduate student normally takes 15 credit hours per semester and a full-time 
graduate student 12 credit hours per semester.  The following table sets forth the average annual student fees 
for full-time on-campus students, plus the registration fees for the academic year indicated. 
 

Average Annual Full-Time Student Tuition and Fees 
 

 2003-2004  2002-2003 
Undergraduate, resident 
Undergraduate, nonresident 
Graduate, resident 
Graduate, nonresident 

$5,210 
$8,438 
$5,924 
$8,882 

 $4,780 
$7,732 
$5,404 
$8,092 

 
Room and Board 
 
The annual cost of room and board, which includes laundry and other miscellaneous residence fees, was 
$5,724 for 2003-2004 and $5,630 for 2002-2003.  The University provides on-campus residence hall and 
apartment facilities for students.  Most students who are not living at home with their parents must live on 
campus through their first four semesters.  Nine residence halls currently have a mean occupancy of 2,143 
(2003 – 2,179) and are at a 95 percent capacity (2003 – 95 percent capacity).  Campus apartments total 278 
units with occupancy varying depending on the ratio of single students to student families and the size of the 
household.  Approximately 90 percent of apartments are rented during the academic year.  A constant pass 
meal plan is available which can be used at two on-campus dining facilities. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
 
Operating Expenses 
 
Operating expenses for June 30, 2004, including depreciation of $8.4 million, totaled $123.7 million. Of this 
total, $52.0 million, or 42.0 percent, was used for instruction, student aid, and student support, $20.9 million, or 
16.9 percent, was used for operation, maintenance, and depreciation, and $17.2 million, or 13.9 percent, was 
used for auxiliary services.  Operating expenses for June 30, 2003, including depreciation of $7.6 million, 
totaled $123.1 million.  
 
The breakout by functional expense is highlighted below: 
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Other 
 
The State appropriation of $44.8 million for June 30, 2004 and $50.2 million for June 30, 2003, is the largest 
source of non-operating revenues.  The appropriation is recognized in the period for which it is appropriated. 
 
Interest expense on outstanding debt was $2.7 million for June 30, 2004 and $2.7 million for June 30, 2003. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
 
The Statement of Cash Flows 
 
The Statement of Cash Flows provides relevant information about the cash receipts and cash payments of the 
University during the period.  
 
           Condensed Statement of Cash Flows 

  June 30 
  2004  2003 
Cash Provided (Used) By:     
     Operating Activities  $(33,380,049)  $(42,918,874) 
     Non-capital Financing Activities  46,391,971  52,172,802 
     Capital and Related Financing Activities  (23,828,463)  (16,922,400) 
     Investing Activities  (4,503,276)  1,144,293 
        Net Increase (Decrease) in Cash and Cash 
            Equivalents 

  
(15,319,817) 

  
(6,524,179) 

Cash and Cash Equivalents – Beginning of Year  26,859,260  33,383,439 
Cash and Cash Equivalents – End of Year  $ 11,539,443  $ 26,859,260 

 
Major sources of funds included in operating activities are student tuition and fees of $37.3 million, grants and 
contracts of $17.8 million, and auxiliary sales of $17.6 million for June 30, 2004; and student tuition and fees of 
$32.2 million, grants and contracts of $17.5 million, and auxiliary sales of $16.5 million, for June 30, 2003.  The 
major source of funds included in non-capital financing activities is state appropriations of $45.8 million for 
June 30, 2004, and $50.7 million for June 20, 2003. 
 
Northern Michigan University Development Fund 
 
The mission of the Northern Michigan University Development Fund is to cultivate and promote the private 
philanthropic support of NMU’s mission through a comprehensive advancement effort.  Through these efforts 
an increase in net assets of $2.2 million was realized for the year ended June 30, 2004.  The Development 
Fund continues to engage in activities that increase donor awareness of giving opportunities to support the 
University by providing scholarships, facilities, and learning opportunities. 
 
Factors Impacting Future Periods 
 
Enrollment 
 
The University projects that total enrollment will continue to grow as we move toward our goal of 10,330 
students by 2007.  The following table indicates the total fall headcount enrollment of undergraduate and 
graduate students.  Also indicated are the fiscal year equated students and total annual credit hours for all 
students attending the University. 
 
              Fall Headcount Enrollment  

      Fiscal Year Annual Total 
Academic            Undergraduate             Graduate        Equated             Credit 
  Year       Students  Students Total   Students  Hours Taken 
 

 1999                       7,070                          797                   7,867 6,999 206,881 
 2000                       7,257                          887                   8,144 7,134 211,060 
 2001                       7,575                          853                   8,428 7,396 219,017 
 2002                       7,724                          853                   8,577 7,718 228,551 
 2003                       8,113                          903                   9,016 8,047 238,349 
 2004 8,536 790 9,326 8,304  246,149
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(continued) 
 
 
For the 2004 academic year, it is projected that fifty-six percent (56%) of the University’s students represents 
Upper Peninsula Michigan residents, twenty-three percent (23%) of the University’s students come from 
Michigan’s Lower Peninsula, and the remaining twenty-one percent (21%) comes from other states and 
foreign countries. 
 
For the 2003 academic year, fifty-nine percent (59%) of the University’s students represented Upper Peninsula 
Michigan residents, twenty-five percent (25%) of the University’s students came from Michigan’s Lower 
Peninsula, and the remaining sixteen percent (16%) came from other states and foreign countries.   
 
Admissions 

Given the projected decline in Upper Peninsula high school enrollments, NMU is expanding its recruiting in the 
Lower Peninsula of Michigan, as well as in targeted regions of Illinois and Wisconsin, which have relatively 
large population densities.  While the potential for more student enrollments is high, we convert a lower 
percentage of admitted students to enrolled students the farther away we recruit from Marquette.  Thus, we 
are likely to see an increase in enrollment despite a drop in the admitted to enrolled conversion rate. 

The tables below set forth the total number of first year (including associate degree and vocational and one-
year certificate students) and transfer applications received and accepted and the number of students enrolled 
for the fall semesters indicated. 

 
First Year Student Admissions 

 
 Total New 
    Fall Applications Applications  Percent Freshmen Percent 
Semester   Received    Accepted  Accepted  Enrolled  Enrolled 

 
 1999 3,619 3,098 85.6 1,593 51.4 
 2000 4,179 3,543 84.8 1,771 50.0 
 2001 4,473 3,776 84.4 1,818 48.1 
                2002  4,421 3,780 85.5 1,801 47.6 
                2003  4,461 3,762  84.3 1,835  48.8 
   
 
 

Transfer Student Admissions 
 

    Fall Applications Applications  Percent Students Percent 
Semester   Received    Accepted  Accepted  Enrolled  Enrolled 

 
 1999 1,118 874 78.1 493 56.4 
 2000 1,243 948 76.3 512 54.0 
 2001 1,186 878 74.0 494 56.3 
        2002 1,070 780 72.9 474 60.8 
                2003  1,131 850 75.2 530 62.4 
   
By August 27, 2004, the University had received 5,014 freshman applications (as compared to 4,456 as of 
August 27, 2003) and had granted 4,155 acceptances (as compared to 3,753 as of August 27, 2003). 
 
By August 27, 2004, the University had received 1,154 transfer applications (as compared to 1,123 as of 
August 27, 2003) and had granted 788 acceptances (as compared to 840 as of August 27, 2003). 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
Northern Michigan University 

(concluded) 
 
 
Capital Plan 
 
The University has in place a five-year strategic capital plan focusing on renovation and transformation of 
existing facilities to provide state-of-the-art learning environments.  A connected learning environment requires 
that we continue to improve our support systems, technology infrastructure, and facilities. 
 
Beginning in January 2003, the University made a commitment to move its current mainframe administrative 
software system to a web accessible relational database system.  The new software consists of six integrated 
modules that include finance, alumni, student, financial aid, human resources, and general shared data.  
Finance went live on July 1, 2003, and the remaining modules will phase into operation throughout this 
upcoming fiscal year with the final completion date of July 1, 2004. 
 
Campus facilities continued to be renovated through the use of internal resources and funds from bonds 
issued during the fiscal year.  The largest on-going project is the Renovation and Adaptive Re-Use of East 
Campus Facilities.  The Fine and Practical Arts section totals $21.2 million and includes an addition to the Art 
& Design Studios North building, the renovation of the Thomas Fine Arts facility, and a new pedestrian link to 
the Student Services building.  The Student Services section totals $15.8 million and includes the adaptive re-
use of the C.B. Hedgcock Fieldhouse to a student service building.  All departments in direct support of 
students will be consolidated into a one-stop service center with completion scheduled for August 2004. 
 
The University has in place a plan to grow our enrollment to 10,330 by 2007.  In support of our enrollment 
growth, future renovation projects include conversion of space vacated in the Cohodas Administrative Center 
by student service departments into faculty offices, general purpose classrooms, and a conference center, 
conversion of Magers Hall from faculty offices back to a student residence hall, and construction of new 
student apartments. 
 
Teaching, Learning, and Communication (TLC) Initiative 
 
The University believes that providing high-quality technology to students as part of full-time enrollment will 
assist in preparing our graduates to easily move into the increasingly technology driven, global workplace.  
The NMU campus is a connected learning community with over 9,000 notebook computers distributed to 
students.  Wireless technology throughout campus provides improved student access in an out-of-the 
classroom while reducing renovation costs for University facilities and enabling greater efficiency in the 
delivery of student services via the internet.  The Teaching, Learning, and Communications (TLC) program is 
one of many steps the University has made toward its vision and goal of students becoming independent 
lifelong learners. 
 
NMU’s plan to keep current in technology has all student and staff notebook and desktop computers replaced 
on a two-year cycle.  Subsequent to June 30, 2004, the University anticipates signing a $6,198,000 lease with 
IBM for 6,300 computers. 
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Report of Independent Auditors 
 
Board of Trustees 
Northern Michigan University 
Marquette, Michigan 
 
We have audited the accompanying basic financial statements of Northern Michigan University, a component 
unit of the State of Michigan, as of and for the years ended June 30, 2004 and 2003.  These basic financial 
statements are the responsibility of the University’s management.  Our responsibility is to express an opinion on 
these basic financial statements based on our audits.  We did not audit the financial statements of the Northern 
Michigan University Development Fund, a discretely presented component unit of Northern Michigan University, 
which is the University’s only component unit.  Those financial statements were audited by other auditors whose 
reports have been furnished to us, and our opinion, insofar as it relates to the amounts included for the Northern 
Michigan University Development Fund, is based solely on the reports of the other auditors.  
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by 
the Comptroller General of the United States.  Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the basic financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the basic 
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 
audits and the reports of the other auditors provide a reasonable basis for our opinion. 
 
In our opinion, based on our audits and the reports of other auditors, the basic financial statements referred to 
above present fairly, in all material respects, the financial position of Northern Michigan University and its 
discretely presented component unit as of June 30, 2004 and 2003, and the respective changes in its financial 
position for the years then ended and the cash flows of Northern Michigan University for the years then ended  
in conformity with accounting principles generally accepted in the United States of America. 
 
In accordance with Government Auditing Standards, we have also issued our report dated August 5, 2004 on 
our consideration of Northern Michigan University’s internal control over financial reporting and our tests of its 
compliance with certain provisions of laws, regulations, contracts, and grants.  That report is an integral part of 
an audit performed in accordance with Government Auditing Standards and should be read in conjunction with 
this report in considering the results of our audit. 
 
The Management’s Discussion and Analysis (MD&A) on pages 3 to 10 is not a required part of the basic 
financial statements but is supplemental information required by the Governmental Accounting Standards Board.  
We have applied certain limited procedures, which consisted principally of inquiries of management regarding 
the methods of measurement and presentation of this supplemental information.  However, we did not audit the 
information and express no opinion on it.   

 
Saginaw, Michigan 
August 5, 2004 
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NORTHERN MICHIGAN UNIVERSITY
Statements of Net Assets

Component Unit
Northern Michigan University

Northern Michigan University Development Fund
June 30 June 30

   ASSETS 2004 2003 2004 2003
   Current Assets:
        Cash and cash equivalents $  11,539,443 $  26,859,260 $  348,120 $ 690,755
        State appropriation receivable 16,625,760 9,011,707
        Accounts receivable  (less allowance
           2004--$1,557,879;  2003--$1,021,970) 6,894,104 6,457,354 66,284 326,098
        Student notes receivable  (less allowance
           2004--$333,970;  2003--$235,403) 1,838,000 1,748,036
        Investment receivable 62,762 78,737
        Pledges receivable (less allowance
           2004--$38,253;  2003--$51,731) 677,792 868,813
        Inventories 1,298,428 1,357,137 2,940 2,898
        Other assets 1,084,472 972,352 146,213 134,743
   Total current assets 39,342,969 46,484,583 1,241,349 2,023,307

   Noncurrent Assets:
         Long-term investments 26,068,128 19,477,866 18,546,338 15,145,802
         Student notes receivable  (less allowance
            2004--$1,001,912;  2003--$982,935) 7,292,096 7,351,753
         Other long-term investments 1,094,962 1,094,962
         Pledges receivable (less allowance
            2004--$16,550; 2003--$8,527) 1,214,986 1,486,904
         Capital assets, net 200,340,355 182,423,624 3,543 5,897
   Total noncurrent assets 234,795,541 210,348,205 19,764,867 16,638,603
   Total assets 274,138,510 256,832,788 21,006,216 18,661,910

   LIABILITIES
   Current Liabilities:
        Accounts payable and accrued liabilities 6,745,439 5,629,966 698,407 521,377
        Accrued payroll and benefits 6,969,930 6,619,239
        Deferred revenue  (unearned student
           fees and deposits) 3,316,818 2,972,282
        Long-term liabilities-current portion 3,261,839 3,005,343
   Total current liabilities 20,294,026 18,226,830 698,407 521,377

   Noncurrent Liabilities:
        Annuities payable 536,437 600,531
        Long-term liabilities 77,635,761 79,947,718
   Total noncurrent liabilities 77,635,761 79,947,718 536,437 600,531
   Total liabilities 97,929,787 98,174,548 1,234,844 1,121,908

   NET ASSETS
   Invested in capital assets, net of related debt 137,631,248 123,448,622 3,543 5,897
   Restricted for
       Nonexpendable
          Scholarships and fellowships 110,586 103,721 5,260,021 5,042,366
          Loans 45,528 39,602
          Instruction 613,455 529,690
        Expendable
          Instruction 485,314 421,914 3,296,748 4,585,117
          Scholarships and fellowships 542,961 412,954 6,436,085 5,586,017
          Loans 2,531,201 2,466,586
          Research 33,999 31,711
          Academic, student and public service 59,679 44,924 3,258,056 1,365,975
   Unrestricted 34,154,752 31,158,516 1,516,919 954,630
   Total net assets $176,208,723 $158,658,240 $19,771,372 $17,540,002

See notes to financial statements.
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