


University of Kentucky and Affiliated Corporations
A Component Unit of the Commonwealth of Kentucky

Financial Statements
Year Ended June 30, 2008

TABLE OF CONTENTS

Message from the President i

Independent Accountants’ Report on Financial Statements and
Supplementary Information 1

Management'’s Discussion and Analysis 3

Financial Statements

Statements of Net Assets 14
Statements of Revenues, Expenses and Changes in Net Assets 15
Statements of Cash Flows 16
Notes to Financial Statements 17

Supplementary Information

Required Supplementary Information 44
Statement of Net Assets Schedule 45
Statement of Revenues, Expenses and Changes in Net Assets Schedule 46

Governing Board and Administrative Staff



MESSAGE FROM THE PRESIDENT

The University of Kentucky stands at an
important crossroads in our 143-year history. Just
months after receiving unprecedented financial
support from state policy makers for our
landmark Top 20 Business Plan, the University’s
Top 20 momentum met an imposing obstacle. A
weakening national economy triggered revenue
declines across the country, including Kentucky.
Such difficult economic times have reduced
temporarily the capacity of our state to assist us.

Compounding this difficult situation has been a
perfect storm of economic woes — our other
sources of revenue are in decline and our fixed
costs are increasing much faster than the rate of
inflation.

Although these conditions threaten our
momentum and the pulse of confidence that beat
across this campus only a few months ago, our
commitment to mission and mandate remains
steadfast. Our shared ambitions are still before
us, fixed on our collective horizon, unmoved by
time or fate or by short-term challenges we
cannot control.

The work of building a better University and a
better Kentucky continues. And over the past
year, we took important steps to move the
University — and the Commonwealth — forward.

UK delivered a new wave of bachelor degree
holders to Kentucky’s work force, as the
University reported the highest graduation rate
in its history. UK's six-year graduation rate for
2007 was 61.2 percent, the highest in the state
among public universities. The rate is up from
59.1 percent for 2006. Graduation rates for
African-American students also were at an
historic high at 50.3 percent for 2007, up from 45
percent the previous year. That rate also is
highest among all public institutions in the state.

Such improvements speak to our Top 20
commitment to improve the undergraduate
experience. As did the fact that we brought 200

new faculty members to campus last fall — a net
increase of 60 faculty members over the previous
year. Our new faculty came to UK from some of
the nation’s prestigious public and private
institutions, like Yale, Princeton, MIT,
Dartmouth, Stanford, Cornell, Duke, Johns
Hopkins, UCLA, North Carolina, Wisconsin,
Virginia, Texas, and Michigan.

The University has established itself as one of the
nation’s leaders in developing the next
generation of researchers and innovators. Our
students, who compete annually in the National
Conference on Undergraduate Research, had 20
research papers accepted at this year’s
conference, the most of any public research
university in the U.S.

UK researchers brought more dollars into the
Commonwealth, as they continue to drive
discovery, create new jobs, and work to change
Kentucky’s economy. UK’s total research
expenditures for fiscal year 2007, as reported to
the National Science Foundation, increased to a
record-high $331 million.

Just as we promised when we released our Top
20 plan, our research commitment extends far
beyond our 716 acres in the heart of the
Bluegrass. We are engaged with families,
businesses, communities, elected leaders, and
policy makers in every corner of the
Commonwealth.

We unveiled 13 new Commonwealth
Collaboratives this year. The program
encourages our top faculty to engage in
Kentucky’s most intrinsic problems, hoping to
solve an issue that has long held the state back
from reaching its full potential. The 13 new
projects join 23 existing Collaboratives that are
focused on solving educational, health care,
economic development, environmental, and
quality of life issues.

The need for the Commonwealth Collaboratives
— and many of our other outreach programs — is
reinforced by the very conditions that affect
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Kentuckians. Our state faces economic
difficulties today because too many of our fellow
citizens are poor, too many of them are sick, too
many of them are burdened with limited
educations and job skills, and too many of them
watch helplessly as their dreams linger beyond
their reach.

We must hold fast to our responsibility to be a
sustaining hope amid the economic crises too
many Kentuckians face for too much of their
lives. We are reminded that we do not seek Top
20 status for its own sake. We seek it because we
know that universities such as ours are the surest
path to the realization of dreams. People in states
with Top 20 universities have higher incomes.
Unemployment rates are lower there and fewer
public dollars are spent on health care. These
states have healthier children and fewer people
living in poverty.

We seek Top 20 status because it reflects a
breadth of capacity to change our state in
fundamental ways, delivering the sustained
economic success and the social and physical
health the people of Kentucky deserve. Our

doors of opportunity must open wider for all
students who can do the work, regardless of their
economic status. Our efforts at discovery must
strengthen. Our battle against disease must
intensify. And our engagement with businesses
and communities must deepen.

There will be those who say this difficult moment
is evidence that Kentucky’s leaders no longer
support our mission and mandate. The naysayers
will use this time as an excuse for deeper
cynicism and will urge retreat from our
aspirations.

But we cannot use current conditions as license
to shrink from the responsibility that has been
placed upon our shoulders. We must keep our
eyes firmly fixed on the promise embodied in our
goals, regardless of the current haze that can
partially obscure our view of what we know we
must become.

We cannot give in to the temptation to sit idly by,
waiting for better days. If we do, we resign
ourselves to being facilitators of an unacceptable
status quo instead of seizing our distinctive role
as a vehicle for improving economic conditions.
If this University is not working, every day, to
build sustained economic prosperity in
Kentucky, that prosperity will never arrive.

We do a disservice to those sacrifices if we
abandon our aspirations or put them on hold
until circumstances change. It is our duty to
remain focused on the work before us. It is our
responsibility to lift the haze and make clear
again and again the promise of Top 20 status.

It is our work that must continue to matter, every
day, in the lives of the people who depend upon
their flagship university to lead Kentucky
forward.

Ay

Lee T. Todd ]Jr.
President
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Independent Accountants’ Report on Financial Statements
and Supplementary Information

Board of Trustees
University of Kentucky
Lexington, Kentucky

We have audited the accompanying basic financial statements of the University of Kentucky and
affiliated corporations (University), a component unit of the Commonwealth of Kentucky as of and
for the year ended June 30, 2008, 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 Kentucky
Medical Services Foundation, Inc., which statements represent 2%, 3% and 11%, respectively, of the
assets, net assets and operating revenues of the University. Those financial statements were audited
by other accountants whose report thereon has been furnished to us, and our opinion, insofar as it
relates to the amounts included for the University, is based on the report of the other accountants.
The financial statements of the University as of and for the year ended June 30, 2007, were audited by
other accountants whose report dated October 5, 2007, expressed an unqualified opinion on those
statements.

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 Kentucky Medical Services Foundation,
Inc., Kentucky Technology, Inc. and Coldstream Laboratories, Inc., which are included in the
University’s reporting entity, 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.

In our opinion, based on our audit and the report of the other accountants, the 2008 financial
statements referred to above present fairly, in all material respects, the financial position of the
University as of June 30, 2008, and the changes in its financial position and its cash flows for the year
then ended in conformity with accounting principles generally accepted in the United States of
America.
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As discussed in Notes 17 and 18, in 2008, the University changed its method of accounting for its
defined benefit post-retirement health plan and long-term disability plan by adopting the provisions of
GASB 45, Accounting and Financial Reporting by Employees for Postemployment Benefits Other
Than Pensions.

In accordance with Government Auditing Standards, we have also issued our report dated

September 29, 2008, on our consideration of the University’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grant
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 report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The accompanying management’s discussion and analysis and pension information as listed in the
table of contents are not a required part of the basic financial statements but are supplementary
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 the required supplementary information. However, we did not audit
the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the 2008 basic financial
statements. The accompanying supplementary information as listed in the table of contents is
presented for purposes of additional analysis and is not a required part of the 2008 basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
2008 basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation
to the 2008 basic financial statements taken as a whole.

B, LLL

September 29, 2008




Management’s Discussion and Analysis

The following Management’s Discussion and Analysis, or MD&A, provides an overview of the financial
position and activities of the University of Kentucky (the University) and its affiliated corporations for the
years ended June 30, 2008 and 2007. Management has prepared this discussion, and we encourage you
to read it in conjunction with the financial statements and the notes appearing in this report.

About the University of Kentucky

Vision. The University of Kentucky will be one of the nation's 20 best public research universities, an
institution recognized world-wide for excellence in teaching, research and service and a catalyst for
intellectual, social, cultural and economic development.

Mission. The University of Kentucky is a public, research-extensive, land-grant university dedicated to
improving people's lives through excellence in teaching, research, health care, cultural enrichment and
economic development.

The University of Kentucky:

e Facilitates learning, informed by scholarship and research.
e Expands knowledge through research, scholarship and creative activity.
e Serves a global community by disseminating, sharing and applying knowledge.

The University, as the flagship institution, plays a critical leadership role for the Commonwealth by
contributing to the economic development and quality of life within Kentucky's borders and beyond. The
University nurtures a diverse community characterized by fairness and equal opportunity.

From Paducah to Pikeville, Covington to Cumberland, the University of Kentucky touches lives across the
Bluegrass State, providing education, cultural stimulation and economic development in all 120 counties.
Considering that residents of all Kentucky counties benefit from the University's medical care,
community service, innovative research and creative teaching and instruction, there's no question UK is
The University of Kentucky.

The University has long embraced its mission to provide excellent education to outstanding resident and
non-resident students, recognizing that a knowledgeable populace is the best foundation for a prosperous
Commonwealth. This mission has been further enhanced since 1997, when the Kentucky General
Assembly mandated that UK become a Top 20 public research university by 2020. President Lee T. Todd
Jr. focused the University on achieving this goal through the development of a Top 20 Business Plan in
2005 that gained national prominence for its vision and detail.

"As the state's flagship institution, UK is mindful of its responsibility to help all Kentuckians," Todd says.
"Our land-grant mission calls on us to make a positive impact across the state. We need to be an
education leader, while remaining accessible to all Kentuckians. We need to be a cultural leader, sharing
new ideas and opportunities across the state. And we need to be leading Kentucky's charge into the new
economy. We are the catalyst for a new Commonwealth."

History. Nestled in the heart of Kentucky's scenic Bluegrass region, UK was founded in 1865 as a land
grant university. From its beginnings with only 190 students and 10 professors, UK's campus now covers
more than 716 acres in Lexington and is home to more than 26,600 students and more than 13,300
employees. The University also operates remote research laboratories in areas such as Princeton and
Quicksand, Kentucky.

Students. Students from 117 countries, every state in the nation and every Kentucky county provide a
diverse learning and cultural environment that enriches the educational experience at UK. While the
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student population has enjoyed steady growth in the past several years, the average ACT score of
entering freshmen has continually exceeded the national average and is competitive with UK's
benchmark institutions, the top public universities in America. The high quality of UK's students is
confirmed by their successful competition for the most prestigious awards, including the Fulbright,
Truman, Goldwater and Marshall scholarships. UK has twice been selected as one of only 13 universities
nationwide to participate in the Beckman Foundation Scholarship Program, allowing the University to
award grants of $19,300 to students to support their own research projects. Boasting 13 Truman
Scholars, UK has won recognition from the Harry S. Truman Foundation as an honor institution for
exemplary participation in the program.

Outreach. Thousands of Kentuckians from across the state feel the impact of UK's research and public
service annually through programs aimed at improving industrial productivity, agricultural profitability and
home life. Programs like the Health Education through Extension Leadership bring the results of health
research to local communities, helping boost the quality of life across the state.

Meanwhile, Kentuckians have responded to the University's commitment to the Commonwealth through
their remarkable support of The Campaign for the University of Kentucky. The fundraising effort to
enhance facilities, academic programs, public service and scholarships, the largest in state history,
recently surpassed its $1 billion goal. The generosity of UK's alumni and friends allowed it to fully utilize
its allocation of state support available through Kentucky's Research Challenge Trust Fund program.

Programs. UK students enjoy an enormous array of choices, with some 200 majors and degree
programs in 16 academic and professional colleges available. UK is one of only a few public universities
nationally to house colleges of Agriculture, Arts and Sciences, Business and Economics,
Communications and Information Studies, Dentistry, Design, Education, Engineering, Fine Arts, Health
Sciences, Law, Medicine, Nursing, Pharmacy, Public Health and Social Work on a single campus.

Research. “Determination” is truly the word describing UK's focus on achieving its Top 20 research goal.
For the last five years, the University has consistently exceeded $200 million in sponsored projects
awards. UK faculty attracted a total of over $280 million in extramural funding for grants and contracts in
fiscal year 2007. The 2005 NSF survey placed UK 39th among all public universities for federal
expenditures. A 2007 national ranking by Academic Analytics put UK 19th among public institutions for
the scholarly productivity of its faculty.

Medical Centers. The UK Chandler Medical Center, opened in 1960, stands among the nation's finest
academic medical centers. lts faculty, students and staff take pride in achieving excellence in education,
patient care, research and community service. One of two Level 1 Trauma Centers in Kentucky, UK cares
for the most critically injured and ill patients in the region. More than 600 faculty physicians and dentists,
500 resident physicians and a staff of 3,600 health professionals provide care in the 473-bed UK
Chandler Hospital and Kentucky Children's Hospital and in the 302-bed UK HealthCare Good Samaritan
Hospital.

In spring 2007, ground was broken for a new $525 million patient care facility. This more than 1 million
square foot facility, which will start opening in phases beginning in 2010, is the cornerstone of a 20-year,
$2.5 billion plan to construct the Commonwealth Medical Campus of the Future. Among the campus'
components are a now-under-construction $120 million pharmacy building, additional research buildings,
a new shared Health Sciences Learning Center, and additional buildings to house programs for the
colleges of Medicine, Nursing, Health Sciences, Dentistry and Public Health.

Libraries. No university can provide adequate opportunities to its students or to the residents of the state
it serves without outstanding library facilities. The University of Kentucky exceeds expectations by
operating a nationally recognized research library system, with the capstone being the world-class William
T. Young Library. UK's book endowment is the largest among public universities. Its library network and
technology provide extraordinary service to students in the colleges of Medicine, Law, Engineering, Fine
Arts and other programs. Meanwhile, students, faculty and Kentucky residents can use UK Libraries'
advanced technology to access the most up-to-date information from online journals, government
publications and private studies.
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Agenda. UK's agenda aims to accelerate the University's movement toward academic excellence in all
areas and gaining worldwide recognition for its outstanding academic programs, its commitment to
undergraduates, its success in building a diverse community, and its engagement with the larger society.
It's all part of the University's strategy to help position Kentucky as a leader in American prosperity.

Financial Highlights

The University’s overall financial position remained strong with assets of $3.33 billion and liabilities of
$1.03 billion. Net assets, which represent the University’s residual interest in assets after liabilities are
deducted, were $2.30 billion or 69 percent of total assets.

e Total assets increased $193.2 million, or 6 percent, primarily due to increases in cash and
capital assets, net.

e Total liabilities increased $174.2 million, or 20 percent, primarily due to the issuance of
additional bonds, notes, capital leases and other long-term obligations for the purchase and/or
construction of land, buildings, equipment and computer software.

e Total net assets increased $18.9 million, or 1 percent, due to an increase of $18.6 million in
unrestricted net assets, primarily due to excess revenues over expenses in the hospital of
$13.5 million, and an increase in net capital assets of $48.4 million offset by a decrease in
restricted net assets of $48.1 million, primarily due to investment loss on endowments.

e Operating revenues were $1.57 billion and operating expenses were $1.91 billion, resulting in a
loss from operations of $341.0 million. Nonoperating and other revenues, net of nonoperating
expenses, were $359.9 million, including $327.2 million in state appropriations. When
combined with the loss from operations, this resulted in an overall increase in net assets of
$18.9 million.

Using the Financial Statements

The University presents its financial reports in a “business type activity” format, in accordance with
Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Governments and GASB Statement No. 35,
Basic Financial Statements — and Management’s Discussion and Analysis — for Public Colleges and
Universities — an amendment of GASB Statement No. 34. In addition to this MD&A section, the financial
report includes a Statement of Net Assets, a Statement of Revenues, Expenses and Changes in Net
Assets, a Statement of Cash Flows and Notes to the Financial Statements. GASB requires that
statements be presented on a comprehensive, entity-wide basis to focus on the University as a whole.

Reporting Entity
The University of Kentucky is a component unit of the Commonwealth of Kentucky. The financial
statements of the University include the operations of the University and the following entities:

e University of Kentucky Research Foundation, and its for-profit subsidiaries, Kentucky
Technology, Inc. and Coldstream Laboratories, Inc.

¢ University of Kentucky Athletic Association

The Fund for Advancement of Education and Research in the University of Kentucky Medical

Center

University of Kentucky Business Partnership Foundation, Inc.

University of Kentucky Center on Aging Foundation, Inc.

University of Kentucky Gluck Equine Research Foundation, Inc.

University of Kentucky Humanities Foundation, Inc.

University of Kentucky Mining Engineering Foundation, Inc.

Central Kentucky Management Services, Inc.

Kentucky Medical Services Foundation, Inc.

University of Kentucky Faculty Club, Inc. (effective during fiscal year 2007-08)

Kentucky Healthcare Enterprises, Inc., a for-profit subsidiary.

UK



Statement of Net Assets

The Statement of Net Assets is the University’s balance sheet. It reflects the total assets, liabilities and
net assets (equity) of the University as of June 30, 2008, with comparative information as of June 30,
2007. Liabilities due within one year, and assets available to pay those liabilities, are classified as current.
Other assets and liabilities are classified as non-current. Net assets, the difference between total assets
and total liabilities, are an important indicator of the University’s current financial condition, while the
change in net assets is an indicator of whether the overall financial position has improved or worsened
during the year. Generally, assets and liabilities are reported using current values. A major exception is
capital assets, which are stated at historical cost, less accumulated depreciation. A summarized
comparison of the University’s assets, liabilities and net assets at June 30, 2008, 2007 and 2006 is as
follows:

Condensed Statements of Net Assets (in thousands)

2008 2007 2006
ASSETS
Current assets $ 659,405 $ 608,720 $ 551,899
Capital assets, net of depreciation 1,345,426 1,208,670 1,081,156
Other noncurrent assets 1,325,909 1,320,191 1,178,993
Total Assets 3,330,740 3,137,581 2,812,048
LIABILITIES
Current liabilities 312,458 294,294 229,343
Noncurrent liabilities 721,697 565,636 480,603
Total Liabilities 1,034,155 859,930 709,946
NET ASSETS
Invested in capital assets,
net of related debt 822,409 773,962 763,476
Restricted
Nonexpendable 487,815 448,506 420,396
Expendable 302,215 389,627 310,554
Unrestricted 684,146 665,556 607,676
Total Net Assets $ 2,296,585 $ 2,277,651 $2,102,102

Assets. As of June 30, 2008, total assets amounted to $3.33 billion. Of this amount, investment in
capital assets (net of depreciation) of $1.35 billion, or 40 percent of total assets, represented the largest
asset class. Endowment investments amounted to $896.8 million, or 27 percent of total assets, and cash
and cash equivalents amounted to $578.5 million, or 17 percent of total assets. During the year, total
assets increased by $193.2 million primarily due to increases in cash resulting from bond proceeds and
the timing of grant reimbursements, and capital assets due to new additions of land, buildings, equipment
and computer software.

Liabilities. As of June 30, 2008, total liabilities amounted to $1.03 billion. Bonds and notes payable,
capital leases and other long-term obligations issued for educational buildings, the housing and dining
system, the UK HealthCare Hospital System, the William T. Young Library, equipment and computer
software amounted to $676.6 million, or 65 percent of total liabilities. During the year, total liabilities
increased by $174.2 million primarily due to the issuance of additional debt, principally for the
construction of the patient care facility.

Net Assets. The equity of the University of $2.30 billion as of June 30, 2008 is reported on the
Statement of Net Assets in four net asset categories: invested in capital assets, net of related debt,
$822.4 million(36 percent); restricted-nonexpendable, $487.8 million (21 percent); restricted-expendable,
$302.2 million (13 percent); and unrestricted, $684.1 million (30 percent).

Restricted net assets are subject to externally imposed restrictions governing their use.  Although
unrestricted net assets are not subject to externally imposed stipulations, substantially all of the
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unrestricted net assets have been internally designated for support of academic and research programs
and initiatives, capital projects, and working capital requirements.

Total net assets increased $18.9 million during the year ended June 30, 2008. Invested in capital assets,
net of related debt, increased $48.4 million primarily due to payment of current year maturities of principal
on capital debt. Restricted net assets decreased $48.1 million, principally as a result of a $77.0 million
loss on endowment investments due to a negative return on the endowment pool. The loss was partially
offset by gifts to endowments totaling $34.6 million. Unrestricted net assets increased $18.6 million,
primarily due to excess revenues over expenses in the UK HealthCare Hospital System of $13.5 million
and in the general fund of $5.4 million.

2007 Versus 2006. During the year ended June 30, 2007:

e Total assets increased $325.5 million, primarily due to increases in endowment investments
resulting from market value appreciation and gifts, and in capital assets as a result of additions
of land, buildings, equipment and computer software.

e Liabilities increased $150.0 million, primarily due to the issuance of additional debt, principally
for the construction of a new student health facility, for computer software, and to lease land,
buildings and equipment.

e Total net assets increased by $175.5 million during the year ended June 30, 2007. Invested in
capital assets, net of related debt, increased $10.5 million, primarily due to payment of current
year maturities of principal on bonds and capital leases. Restricted net assets increased $107.2
million, primarily due to endowment investment returns which increased from 10.0% to 16.8%
compared to the prior year, resulting in an increase in investment income on endowments, net
of spending distributions, of $69.1 million. Unrestricted net assets increased $57.9 million,
primarily due to revenues in excess of expenses in the hospital of $47.8 million and general
funds revenues in excess of expenses of $6.9 million.

Statement of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets is the University’s income statement.
It details how net assets have increased during the year ended June 30, 2008, with comparative
information for the year ended June 30, 2007. This statement is prepared on 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. All
items that increase or decrease net assets must appear on the Statement of Revenues, Expenses and
Changes in Net Assets as revenues, expenses, gains or losses.

Financial activities are reported as either operating or nonoperating. GASB Statement No. 35 requires
state appropriations, gifts, and investment and endowment income to be classified as nonoperating
revenues. Accordingly, the University reports a net operating loss for the year prior to the addition of
nonoperating revenues. The utilization of long-lived capital assets is reflected in the financial statements
as depreciation, which amortizes the cost of an asset over its expected useful life. Tuition revenue is
reduced by gift scholarships and institutional aid, and is reported net of scholarship allowances in the
financial statements. A summarized comparison of the University's revenues, expenses and changes in
net assets for the years ended June 30, 2008, 2007 and 2006 is as follows:



Condensed Statements of Revenues, Expenses and Changes in Net Assets

(in thousands)

OPERATING REVENUES

Student tuition and fees, net of scholarship allowances

Grants and contracts
Hospital services
Professional clinical service fees

Auxiliary enterprises, net of scholarship allowances

Sales and services

Recoveries of facilities and administrative costs

Federal and county appropriations
Other operating revenues
Total operating revenues

OPERATING EXPENSES

Educational and general, excluding depreciation

Clinical operations, excluding depreciation
Hospital, excluding depreciation
Auxiliary enterprises, excluding depreciation
Depreciation
Other operating expenses

Total operating expenses

OPERATING LOSS

NONOPERATING REVENUES (EXPENSES)
State appropriations
Capital appropriations
Capital grants and gifts
Gifts and grants
Investment income (loss)
Interest on capital asset-related debt
Additions to permanent endowments
Other, net
Total nonoperating revenues (expenses)

Total increase in net assets

Net assets, beginning of year
Net assets, end of year

2008 2007 2006
$ 178237 $ 166,742  $ 147,267
308,672 298,237 297,361
667,531 535,814 468,672
174,929 164,432 150,241
114,370 105,005 102,080
51,084 45,717 42,024
44,137 43,792 43,303
31,062 30,675 27,682
1,821 1,507 2,222
1,571,843 1,391,921 1,280,852
989,828 940,314 864,844
130,194 133,271 119,910
596,260 501,506 424,129
102,549 99,630 94,825
93,731 90,270 83,761
317 229 460
1,912,879 1,765,220 1,587,929
(341,036) (373,299) (307,077)
327,155 319,859 314,294
- - 475
13,503 23,536 63,188
45,105 34,218 32,135
(49,382) 160,975 119,067
(14,098) (12,723) (13,497)
34,611 29,931 24,336
3,076 (6,948) 6,025
359,970 548,848 546,023
18,934 175,549 238,946
2,277,651 2,102,102 1,863,156
$2,296585  $2,277,651 $2,102,102




Total operating revenues were $1.57 billion for the
year ended June 30, 2008, an increase of $179.9
million (13 percent). The primary components of
operating revenues were student tuition and fees
of $178.2 million; grants, contracts and recoveries
of facilities and administrative costs of $352.8
million; hospital services of $667.5 million; and
professional clinical fee income of $174.9 million.

The major increase was in hospital services
revenue of $131.7 million. This is the first year that
UK HealthCare Hospital System included the
operation of Good Samaritan Hospital. Good
Samaritan patient net revenue was $76.8 million
while Chandler Hospital increased $51.7 million, of
which $45.8 milion was net patient revenue
primarily due to rate increases. Additional
significant increases in operating revenues related
to student tuition and fees, net, of $11.5 million
due to tuition increases and to grants and
contracts of $10.4 million.

Operating Revenues

Federal and
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51.7%
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Operating expenses totaled $1.91 billion, an
increase of $147.7 million (8 percent). Of this
amount, $989.8 million (excluding depreciation)
was expended for educational and general
programs, including the functions of instruction,
research and public service. Hospital expenses,
excluding depreciation, amounted to $596.3 million
and clinical operations expenses, excluding
depreciation, were $130.2 million. Depreciation
expense for the year amounted to $93.7 million.

The most significant increase was in Hospital
expenses, excluding depreciation, of $94.8 million
(19 percent) primarily due to the operation of Good
Samaritan  Hospital.  Additionally, = Chandler
Hospital had a $68.3 million increase in personnel,
supplies, equipment and building operations.
Educational and general expenses, excluding
depreciation, increased $49.5 million (5 percent)
due primarily to increases in research, institutional
support and public service.

The net loss from operations for the year amounted to $341.0 million. Nonoperating revenues, net of
expenses, amounted to $359.9 million, resulting in an increase in net assets of $18.9 million for the year.
Nonoperating revenues include state appropriations of $327.2 million, which increased $7.3 million, and
gifts and grants of $45.1 million, which increased $10.9 million in the current year.

2007 Versus 2006. Total operating revenues were $1.39 billion for the year ended June 30, 2007,
including student tuition and fees of $166.7 million (12 percent), grants, contracts and recoveries of facilities
and administrative costs of $342.0 million (25 percent), professional clinical service fees of $164.4 million

(12 percent) and hospital services of $535.8 million (38 percent).

Operating revenues for fiscal 2007

increased by $111.1 million or 9 percent over fiscal 2006, primarily due to increases in hospital services
revenues of $67.1 million, in professional clinical service fees of $14.2 million and in student tuition and fees

of $19.5 million.
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Operating expenses totaled $1.77 billion in fiscal year 2007. Of this amount, $940.3 million, or 53 percent,
was expended for educational and general programs, including the functions of instruction, research and
public service. Hospital expenses, excluding depreciation, amounted to $501.5 million, or 28 percent of the
total expenses, and clinical operations expenses, excluding depreciation, were $133.3 million, or 8 percent.
Depreciation amounted to $90.3 million, or 5 percent. Operating expenses for fiscal 2007 increased $177.3
million or 11 percent over fiscal 2006, primarily due to increases in hospital expenses, excluding
depreciation, of $77.4 million (18 percent) due to increased usage of medical supplies and increased
personnel costs due to higher utilization. Educational and general expenses increased $75.5 million (9
percent) due primarily to increases in instruction, research and public service.

The net loss from operations for the year amounted to $373.3 million. Nonoperating revenues, net of
expenses, amounted to $548.8 million, resulting in an increase in net assets of $175.5 million for the year.
Nonoperating revenue includes state appropriations of $319.9 million, which increased $5.6 million in 2007.

Statement of Cash Flows

The Statement of Cash Flows details how cash has increased (or decreased) during the year ended
June 30, 2008, with comparative financial information for the year ended June 30, 2007. It breaks out the
sources and uses of cash into the following categories:

Operating activities
Noncapital financing activities
Capital financing activities
Investing activities

Cash flows associated with the University’s expendable net assets appear in the operating and noncapital
financing categories. Capital financing activities include payments for capital assets, proceeds from long-
term debt and debt repayments. Purchases and sales of investments are reflected in investing activities.

The primary purpose of the Statement of Cash Flows is to provide information about the cash receipts and
cash payments made by the University during the year that will allow financial statement readers to assess
the institutions:

o Ability to generate future net cash flows,
o Ability to meet obligations as they become due, and
e The possible need for external financing.

A comparative summary of the University’s statement of cash flows for the years ended June 30, 2008,
2007 and 2006 is as follows:



Condensed Statements of Cash Flows (in thousands)

2008 2007 2006
CASH PROVIDED (USED) BY:
Operating activities $ (295,242) $ (268,331) $ (233,793)
Noncapital financing activities 415,976 383,141 373,395
Capital and related financing activities (56,828) (146,771) 21,179
Investing activities (771) 5,649 (58,921)
Net increase (decrease) in cash
and cash equivalents 63,135 (26,312) 101,860
Cash and cash equivalents, beginning of year 515,403 541,715 439,855
Cash and cash equivalents, end of year $ 578,538 $ 515,403 $ 541,715

The University’s cash and cash equivalents increased $63.1 million in 2008. Total cash provided by
operating and non-capital financing activities was $120.7 million, up $5.9 million compared to 2007. Total
cash used by capital financing activities was $56.8 million, reflecting both capital funding sources (debt
proceeds) and uses (purchases of capital assets and debt service). Total cash used by investing activities
was $771,000.

Major sources of cash received from operating activities are student tuition and fees of $178.1 million,
hospital services of $625.5 million, grants, contracts and recoveries of facilities and administrative costs of
$364.6 million and professional clinical service fees of $166.8 million. Major uses of cash for operating
activities were payments to employees for salaries and benefits of $1.20 billion and to vendors and
contractors of $593.9 million.

Noncapital financing activities includes state appropriations from the Commonwealth of Kentucky of $327.2
million and gifts of $74.3 million

Capital and related financing activities include proceeds of capital debt of $224.3 million and capital grants
and gifts of $11.5 million. Cash of $218.2 million was expended for construction and acquisition of capital
assets and $66.5 million was expended for principal and interest payments on debt.

Investing activities include proceeds from sales and maturities of investments of $1.78 billion and interest
and dividends on investments of $62.0 million. Cash of $1.84 billion was used to purchase investments.

2007 Versus 2006. Cash balances were down when comparing fiscal 2007 versus fiscal 2006 with a net
decrease in cash of approximately $26.3 million. The net decrease in cash was due primarily to more cash
used by operating activities and capital and related financing activities offset by cash provided by investing
activities.













UNIVERSITY OF KENTUCKY AND AFFILIATED CORPORATIONS

A COMPONENT UNIT OF THE COMMONWEALTH OF KENTUCKY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

OPERATING REVENUES
Student tuition and fees
Less: Scholarship allowances
Net tuition and fees
Federal grants and contracts
State and local grants and contracts
Nongovernmental grants and contracts
Recoveries of facilities and administrative costs
Sales and services
Federal appropriations
County appropriations
Professional clinical service fees
Hospital services
Auxiliary enterprises:
Housing and dining
Less: Scholarship allowances
Net housing and dining
Athletics
Other auxiliaries
Other operating revenues
Total operating revenues
OPERATING EXPENSES
Educational and general:
Instruction
Research
Public service
Libraries
Academic support
Student services
Institutional support
Operations and maintenance of plant
Student financial aid
Depreciation
Total educational and general

Clinical operations (including depreciation of $1,453,575 in 2008 and $1,342,478 in 2007)

Hospital and clinics (including depreciation of $25,568,921 in 2008
and $21,691,682 in 2007)
Auxiliary enterprises:
Housing and dining (including depreciation of $3,003,019 in 2008
and $3,433,154 in 2007)

Athletics (including depreciation of $2,161,461 in 2008 and $2,478,790 in 2007)

Other auxiliaries
Other operating expenses
Total operating expenses
Net loss from operations
NONOPERATING REVENUES (EXPENSES)
State appropriations
Gifts and grants
Investment income (loss)
Interest on capital asset-related debt
Other nonoperating revenues and expenses, net
Net nonoperating revenues (expenses)
Net income (loss) before other revenues, expenses, gains or losses
Capital grants and gifts
Additions to permanent endowments, including Research Challenge
Trust Funds of $25,856,304 in 2008 and $15,401,331 in 2007
Other, net
Total other revenues (expenses)
INCREASE IN NET ASSETS

NET ASSETS, beginning of year
NET ASSETS, end of year

UK ;s

See notes to financial statements.

2008

$ 238,848,034
(60,611,448)
178,236,586
168,494,872
114,417,369

25,760,168
44,137,137
51,084,255
17,044,673
14,017,057
174,929,376
667,530,857

40,639,060
(5,499,024)
35,140,036
55,931,152
23,298,626
1,820,589

1,571,842,753

251,748,760
249,118,888
214,763,937
18,184,540
72,037,499
26,130,984
72,167,147
60,933,691
24,742,343
61,543,692
1,051,371,481
131,647,716

621,828,347

37,721,463
58,062,434
11,929,954

317,313

1,912,878,708
(341,035,955)

327,155,104
45,104,660
(49,381,525)
(14,098,305)

6,854,346
315,634,280

(25,401,675)

13,502,788

34,610,672

(3,778,464)

44,334,996
18,933,321

2,277,651,461
$ 2,296,584,782

2007

224,668,456
(57,926,127)
166,742,329
170,466,382
95,901,471
31,869,123
43,791,890
45,717,176
17,857,797
12,817,459
164,431,689
535,813,930

40,605,278
(4,822,458)
35,782,820
47,516,947
21,705,111
1,507,086

1,391,921,210

257,607,986
242,820,600
192,543,828
16,591,647
70,279,099
22,836,323
58,387,303
56,031,610
23,215,661
61,324,257
1,001,638,314
134,613,845

523,197,444

38,132,789
53,792,125
13,617,266

228,599

1,765,220,382
_(@r.2%172)

319,859,256
34,217,737
160,975,415

(12,722,644)
3,121,530
505,451,294

132,152,122

23,536,462

29,930,763

(10,070,287)

43,396,938
175,549,060

2,102,102,401
$ 2277651461



UNIVERSITY OF KENTUCKY AND AFFILIATED CORPORATIONS
A COMPONENT UNIT OF THE COMMONWEALTH OF KENTUCKY
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2008 AND 2007

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Student tuition and fees $ 178,107,517 $ 166,039,394
Grants and contracts 319,581,948 285,559,893
Recoveries of facilities and administrative costs 45,000,751 42,548,136
Sales and services 45,614,666 45,313,405
Federal appropriations 20,046,283 15,868,099
County appropriations 13,600,530 12,449,258
Payments to vendors and contractors (593,947,438) (584,515,435)
Student financial aid (24,735,315) (23,207,121)
Salaries, wages and benefits (1,197,401,683) (1,082,516,038)
Professional clinic service fees 166,780,304 168,460,192
Hospital services 625,489,984 573,080,357
Auxiliary enterprise receipts:
Housing and Dining 34,810,945 36,011,751
Athletics 56,346,302 49,920,644
Other auxiliaries 23,076,975 21,963,117
Loans issued to students (16,195,630) (19,967,396)
Collection of loans to students 13,066,109 20,910,174
Self insurance receipts 34,086,983 39,330,989
Self insurance payments (39,510,760) (36,334,387)
Other operating receipts (payments), net 939,018 753,747
Net cash provided (used) by operating activities (295,242,511) (268,331,221)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
State appropriations 327,155,104 319,859,256
Gifts and grants received for other than capital purposes:
Gifts received for endowment purposes 34,591,042 29,930,763
Gifts received for other purposes 39,666,818 31,337,959
Agency and loan program receipts 112,393,351 114,295,027
Agency and loan program payments (110,968,637) (116,061,303)
Other noncapital financing receipts (payments), net 13,138,611 3,779,592
Net cash provided (used) by noncapital financing activities 415,976,289 383,141,294
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Capital grants and gifts 11,539,879 19,382,629
Purchases of capital assets (218,198,925) (163,276,461)
Proceeds from capital debt 224,266,115 107,885,704
Payments to refunding bond agents - (83,020,792)
Proceeds from sales of capital assets - 5,241,755
Principal paid on capital debt and leases (53,905,237) (20,373,014)
Interest paid on capital debt and leases (12,557,527) (16,189,397)
Other capital and related financing receipts (payments), net (7,972,475) 3,579,115
Net cash provided (used) by capital and related financing activities (56,828,170) (146,770,461)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments 1,780,775,353 1,945,208,797
Interest and dividends on investments 62,020,038 48,887,958
Purchase of investments (1,843,566,384) (1,988,447,846)
Net cash provided (used) by investing activities (770,993) 5,648,909
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 63,134,615 (26,311,479)
CASH AND CASH EQUIVALENTS, beginning of year 515,403,588 541,715,067
CASH AND CASH EQUIVALENTS, end of year $ 578,538,203 $ 515,403,588

Reconciliation of net loss from operations
to net cash used by operating activities:
Net loss from operations $ (341,035,955)
Adjustments to reconcile net loss from operations
to net cash used by operating activities:

$ (373,299,172)

90,270,361

(22,749,645)

(1,869,950)
27,817,313
2,763,478
8,736,394

Depreciation expense 93,730,668
Change in assets and liabilities:

Notes, loans and accounts receivable, net (53,061,124)

Inventories and other assets (7,469,281)

Accounts payable and accrued liabilities 11,513,018

Deferred revenue 5,777,023

Long term liabilities (4,696,860)

Net cash used by operating activities $ (295,242511)

See notes to financial statements.

$ (268,331,221)
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