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Report of Independent Auditors

To the Board of Trustees of
The Ohio State University

We have audited the accompanying financial statements of the primary institution and of the aggregate
discretely presented component units, of The Ohio State University (the “University”), a component unit
of the State of Ohio, which comprise the statements of net position as of June 30, 2019 and 2018, and the
related statements of revenues, expenses and changes in net position and of cash flows for the years then
ended, and the related notes to the financial statements, which collectively comprise the University’s basic
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on the financial statements based on our audits. 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 audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the University's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the University's
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the primary institution and the aggregate discretely presented component
units of the The Ohio State University as of June 30, 2019 and 2018, and the respective changes in
financial position and cash flows thereof for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

PricewaterhouseCoopers LLP, 41 South High Street, Suite 2500, Columbus, OH 43215
T: (614) 225 8700, F: (614) 224 1044, www.pwc.com 1



Other Matters
Required Supplementary Information

The accompanying management’s discussion and analysis on pages 3 through 21, the Required
Supplementary Information on GASB 68 Pension Liabilities on page 93 and the Required Supplementary
Information on GASB 75 Net OPEB Liabilities on page 94 are required by accounting principles generally
accepted in the United States of America to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audits of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming opinions on the financial statements that
collectively comprise the University’s basic financial statements. The accompanying other information on
the long-term investment pool on pages 95 through 96 is presented for purposes of additional analysis and
is not a required part of the basic financial statements. Such information has not been subjected to the
auditing procedures applied in the audits of the basic financial statements and, accordingly, we do not
express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 22,
2019 on our consideration of the University’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters for the year ended June 30, 2019. The purpose of that report is solely 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 effectiveness of internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the University’s internal control over financial reporting and compliance.

P haulmpus (1P

November 22, 2019



Management’s Discussion and Analysis (Unaudited)

The following Management’s Discussion and Analysis, or MD&A, provides an overview of the
financial position and activities of The Ohio State University (the “university”) for the year ended
June 30, 2019, with comparative information for the years ended June 30, 2018 and June 30,
2017. We encourage you to read this MD&A section in conjunction with the audited financial
statements and footnotes appearing in this report.

About The Ohio State University

The Ohio State University is the State of Ohio’s flagship research institution and one of the
largest universities in the United States of America, with over 68,000 students, 7,000 faculty
members and 27,000 staff members. Founded in 1870 under the Morrill Land Grant Act, the
university — which was originally known as the Ohio Agricultural and Mechanical College -- has
grown over the years into a comprehensive public institution of higher learning, with over 200
undergraduate majors, 168 master's degree programs, 114 doctoral programs and nine
professional degree programs.

The university is governed by a board of trustees who are responsible for oversight of
academic programs, budgets, general administration, and employment of faculty and staff.
The university’s 15 colleges, four regional campuses, the Wexner Medical Center and various
academic support units operate largely on a decentralized basis. The Board approves annual
budgets for university operations, but these budgets are managed at the college and
department level.

The Ohio State University Wexner Medical Center (“the Medical Center”) is one of the largest
and most diverse academic medical centers in the country and the only academic medical
center in central Ohio. As a part of the Wexner Medical Center, the Health System operates
under the governance of The Ohio State University Board of Trustees and is comprised of
seven hospitals and a network of ambulatory care locations. The Health System provides care
across the spectrum from primary care to quaternary specialized care. Key clinical care
locations and facilities at the Health System include:

o University Hospital: the Wexner Medical Center’s flagship hospital is a leader in
minimally invasive surgery, a Level | Trauma Center and one of the busiest kidney
and pancreas transplant centers in the world.

o Arthur G. James Cancer Hospital and Solove Research Institute (“The
James"): one of the nation’s premier centers for prevention, detection and treatment
of cancer.

e Richard M. Ross Heart Hospital (“The Ross”): a leader in cardiology and heart
surgery, the Ross Heart Hospital is the only nationally ranked heart hospital in the
area, according to U.S. News & World Report.

e OSU Harding Hospital: offers the most comprehensive inpatient and outpatient
mental health and behavioral health services in central Ohio.

o University Hospital East: offers renowned Ohio State services in orthopedic care,
emergency services, cancer care, addiction services, ear, nose and throat care,
heart care, radiology and imaging services, rehabilitation and wound healing.

e Dodd Hall: home to Ohio State's nationally recognized and accredited rehabilitation
inpatient program, specializing in stroke, brain and spinal cord rehabilitation.



Management’s Discussion & Analysis (Unaudited) - continued

e Brain and Spine Hospital: home to central Ohio’s top-ranked
Neurology/Neurosurgery program, according to U.S. News & World Report.
Patients benefit from the expertise of a world-renowned team of doctors, nurses
and scientists, each specializing in just one disorder.

e Ambulatory Services: offering primary care and many specialized health services
in numerous convenient locations throughout Ohio. Primary care, sports medicine,
orthopedics, mammography, imaging, wound care and other specialties are
provided with the compassionate and nationally ranked expert care that is
synonymous with The Ohio State University Wexner Medical Center.

The Health System provided services to approximately 64,500 adult inpatients and 1,915,000
outpatients during fiscal year 2019 and 64,500 adult inpatients and 1,810,000 outpatients
during fiscal year 2018.

The following financial statements reflect all assets, liabilities, deferred inflows/outflows and
net position (equity) of the university, the Ohio State University Wexner Medical Center, the
Ohio Agricultural Research and Development Center (OARDC) and the Ohio Technology
Consortium (OH-TECH), which is an umbrella organization that includes the Ohio Academic
Resources Network (OARnet), the Ohio Supercomputer Center and the Ohio Library and
Information Network (OhioLINK). These entities constitute the “primary government” for
financial reporting purposes. In addition, the financial statements include consolidated
financial results for a number of “component units”, which are legally separate entities that
meet the financial accountability criteria set forth in Governmental Accounting Standards
Board (GASB) Statement No. 14, The Financial Reporting Entity, as amended by GASB
Statement No. 61, The Financial Reporting Entity: Omnibus and Statement No. 80, Blending
Requirements for Certain Component Units—an amendment of GASB Statement No. 14.

The following component units are considered to “exclusively benefit” the university and are
shown in a blended presentation with the primary government:

¢ The OSU Foundation (a fundraising foundation operating exclusively for the benefit of the
university)

e OSU Health Plan (a non-profit organization — formerly known as OSU Managed Health
Care Systems — that administers university health care benefits)

¢ Oval Limited (captive insurer that provides medical malpractice coverage to university
hospitals and physicians)

¢ Pelotonia (a new fundraising organization operating exclusively for the benefit of the
university — operations of the original Pelotonia LLC organization will be transferred to the
new Pelotonia organization in FY2020)

The GASB has indicated that, under the amended consolidation standards, the “exclusive
benefit” criterion for blending is not met when a component unit provides services to parties
external to the primary government.



Management’s Discussion & Analysis (Unaudited) - continued

As a result, the university presents the following component units in a discrete presentation:

¢ OSU Physicians, Inc. (the practice group for physician faculty members of the Colleges
of Medicine and Public Health)

o Campus Partners for Community Urban Redevelopment (a non-profit organization
participating in the redevelopment of neighborhoods adjacent to the main Columbus
campus)

e Transportation Research Center, Inc. (an automotive research and testing facility in East
Liberty, Ohio)

¢ Dental Faculty Practice Association (the practice group for faculty members of the
College of Dentistry)

Condensed financial information for both blended and discretely presented component units
is provided in the Notes to the Financial Statements. The university is considered a component
unit of the State of Ohio and is included in the State of Ohio’s Comprehensive Annual Financial
Report.

About the Financial Statements

The university presents its financial statements in a “business type activity” format, in
accordance with GASB 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 statements include a Statement of Net Position, a Statement of
Revenues, Expenses and Changes in Net Position, a Statement of Cash Flows and Notes to
the Financial Statements. Separate columns are presented for the primary institution (which
includes the primary government and the blended component units), discretely presented
component units and the total university. Unless otherwise specified, the amounts presented
in this MD&A are for the primary institution.

The Statement of Net Position is the university’s balance sheet. It reflects the total assets,
deferred outflows, liabilities, deferred inflows and net position (equity) of the university as of
June 30, 2019, with comparative information as of June 30, 2018. 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. Investment assets are carried at fair value or at NAV,
as applicable. Capital assets, which include the university’s land, buildings, improvements,
and equipment, are shown net of accumulated depreciation. Net position is grouped in the
following categories:

Net investment in capital assets
Restricted — Nonexpendable
Restricted — Expendable
Unrestricted

In addition to assets, liabilities and net position, the university’s balance sheet includes
deferred outflows of resources and deferred inflows of resources.



Management’s Discussion & Analysis (Unaudited) - continued

Deferred outflows are similar to assets and will be recognized as expense in future periods.
Deferred inflows are similar to liabilities and will be recognized as revenue (or reductions of
expense) in future periods.

The Statement of Revenues, Expenses and Changes in Net Position is the university’s
income statement. It details how net position has increased (or decreased) during the year
ended June 30, 2019, with comparative information for the year ended June 30, 2018. Tuition
revenue is shown net of scholarship allowances, patient care revenue is shown net of
contractual allowances, charity care and bad debt expense, depreciation is provided for capital
assets, and there are required subtotals for net operating income (loss) and net income (loss)
before capital contributions and additions to permanent endowments.

It should be noted that the required subtotal for net operating income or loss generally will
reflect a “loss” for state-supported colleges and universities. This is primarily due to the way
operating and non-operating items are defined under GASB Statement No. 9, Reporting Cash
Flows of Proprietary and Nonexpendable Trust Funds and Governmental Entities That Use
Proprietary Fund Accounting. Operating expenses include virtually all university expenses,
except for interest on long-term debt and certain investment management expenses.
Operating revenues, however, exclude certain significant revenue streams that the university
and other public institutions have traditionally relied upon to fund current operations, including
state instructional support, current-use gifts and investment income.

The Statement of Cash Flows details how cash has increased (or decreased) during the year
ended June 30, 2019, with comparative information for the year ended June 30, 2018. It
breaks out the sources and uses of university cash into the following categories:

Operating activities
Noncapital financing activities
Capital financing activities
Investing activities

Cash flows associated with the university’s expendable net position 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 as investing activities.

The Notes to the Financial Statements, which follow the financial statements, provide
additional details on the numbers in the financial statements. Behind the notes is a section
that provides required supplementary information related to pensions and other post-
employment benefits and other information on the university’s Long-Term Investment Pool.



Management’s Discussion & Analysis (Unaudited) - continued

Financial Highlights and Key Trends

In 2019, the university’s share of OPERS and STRS-Ohio net pension liabilities increased
$1.17 billion, to $3.72 billion at June 30, 2019, primarily due to a combination of negative
investment returns for OPERS and reductions in OPERS long-term assumed rate of return on
pension plan investments. Health System operating revenues grew $328 million, to $3.43
billion in 2019. Growth in surgical cases, increased chemotherapy and pharmaceutical
volumes and increased bed capacity contributed to the growth in operating revenue.
Educational and general expenses increased $667 million, to $2.67 billion in 2019, primarily
due to a $557 swing in expenses associated with pension and other post-employment benefit
(OPEB) liabilities. University investments yielded $230 million of net investment income in
2019, down from $439 million in 2018. Total net position increased $112 million, to $5.43
billion at June 30, 2019, primarily due to strong Health System operating resullts.

Demand for an Ohio State education and outcomes for students remain strong. 68,100
students were enrolled in Autumn 2018, up 1,656 students compared to Autumn 2017. 95%
of the freshmen enrolled in Autumn 2017 returned to OSU in Autumn 2018. Over 64% of
students graduated within four years, and over 83% graduated within six years.

The following sections provide additional details on the university’s 2019 financial results and
a look ahead at significant economic conditions that are expected to affect the university in the
future.
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- continued

Statement of Net Position

Summary Statement of Net Position (in thousands)

2019 2018 2017
Cash and temporary investments $ 3,308,174 $ 3,023,554 $ 2,230,609
Receivables, inventories, prepaids and other current assets 872,714 845,332 757,389
Total current assets 4,180,888 3,868,886 2,987,998
Restricted cash 492,033 564,656 666,032
Noncurrent notes and pledges receivable, net 124,901 112,019 108,073
Net other post-employment benefit receivable 74,520 - -
Long-term investment pool 5,256,759 5,211,434 4,253,459
Other long-term investments 219,455 163,946 143,638
Capital assets, net of accumulated depreciation 5,268,363 5,043,222 4,883,584
Total noncurrent assets 11,436,031 11,095,277 10,054,786
Total assets 15,616,919 14,964,163 13,042,784
Deferred outflows 1,155,735 739,619 1,014,812
Total assets and deferred outflows $ 16,772,654 $ 15,703,782 $ 14,057,596
Accounts payable and accrued expenses $ 591,844 $ 579,363  $ 524,754
Deposits and advance payments for goods and services 281,886 274,401 223,880
Current portion of bonds, notes and lease obligations 618,302 640,589 651,984
Other current liabilities 112,259 105,021 87,708
Total current liabilities 1,604,291 1,599,374 1,488,326
Noncurrent portion of bonds, notes and lease obligations 2,543,360 2,582,017 2,640,142
Net pension liability 3,715,058 2,548,009 3,565,362
Net other post-employment benefits liability 1,339,383 1,249,521 -
Advance from concessionaire 1,024,555 1,046,342 -
Other noncurrent liabilities 434,885 383,681 383,394
Total noncurrent liabilities 9,057,241 7,809,570 6,588,898
Total liabilities 10,661,532 9,408,944 8,077,224
Deferred inflows 677,046 972,224 484,007
Net investment in capital assets 2,605,381 2,376,795 2,259,207
Restricted:
Nonexpendable 1,580,115 1,551,278 1,473,074
Expendable 1,303,269 1,328,793 1,190,162
Unrestricted (54,689) 65,748 573,922
Total net position 5,434,076 5,322,614 5,496,365
Total liabilities, deferred inflows and net position $ 16,772,654 $ 15,703,782 $ 14,057,596

During the year ended June 30, 2019, cash and temporary investment balances increased
$285 million, to $3.31 billion, primarily due to strong healthcare operating cash flows. Amounts
shown as restricted cash consist primarily of unspent proceeds from the General Receipts
Bonds, which are being used to fund various capital projects. Restricted cash balances
decreased $73 million, to $492 million at June 30, 2019, reflecting application of bond proceeds
to capital projects. The Statement of Cash Flows, which is discussed in more detail below,

provides additional information on sources and uses of university cash.
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Accounts receivable increased $16 million, to $635 million at June 30, 2019. Increases in
Health System patient receivables, tuition receivables and receivables for departmental
earnings operations were partially offset by a decrease in receivables related to the federal
direct-lending program. Inventories and prepaid expenses increased $8 million, to $134
million at June 30, 2019, primarily due to increases in Health System pharmaceutical
inventories.

The fair value of the university’s long-term investment pool (LTIP) increased $45 million, to
$5.26 billion at June 30, 2019. The increase is primarily due to $192 million of additions to
quasi-endowment funds, $107 million of interest and dividend income and a net $7 million
increase in the fair value of LTIP investments. These increases were partially offset by $217
million in distributions. The long-term investment pool operates similar to a mutual fund, in that
each named fund is assigned a number of shares in the pool. Itincludes the gifted endowment
funds of the university, gifted endowment funds of the OSU Foundation, and unrestricted funds
that have been internally designated to function as endowments. The pool is invested in a
diversified portfolio of equity and fixed-income securities, partnerships and hedge funds that is
intended to provide the long-term growth necessary to preserve the value of these funds,
adjusted for inflation, while making distributions to support the university’s mission.

The university has established a securities lending program through its custodian bank for
the long-term investment pool. Securities loaned by the university are secured by collateral in
the form of cash, equity, U.S. government obligations, and foreign government/private debt.
The portion of this collateral that was received in cash increased $5 million, to $44 million at
June 30, 2019, reflecting an increase in securities lending activity in 2019. These balances are
reported in the Statement of Net Position as a current asset and a corresponding current
liability.

Other long-term investments are non-unitized investments that relate primarily to gift
arrangements between donors and the OSU Foundation and long-term investments of
operating funds. These investments increased $56 million, to $220 million, at June 30, 2019,
primarily due to an unrealized gain in funds invested with Drive Capital.

Capital assets, which include the university’s land, buildings, improvements, equipment and
library books grew $225 million, to $5.27 billion at June 30, 2019. The university depreciates
its capital assets on a straight-line basis, using estimated useful lives ranging from 5 years (for
computer equipment and software) to 100 years (for certain building components such as
foundations). Depreciation expense increased $19 million, to $413 million in 2019.

Health System capital expenditures approximated $232 million for facilities, infrastructure
improvement, land, and equipment purchases. The University capitalized $87 million of
equipment and library books, and $61million related to the Workday ERP Enterprise project.
University capital construction and renovation expenditures were approximately $323 million
primarily in Academic buildings, Athletics, maintenance of existing facilities, Student Life and
other auxiliary operations.
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The $52 million first phase of the Cannon Drive project elevated and straightened the road
between King Avenue and John Herrick Drive. The Health System completed a $39 million
project to build out shelled space of the 10" and 12" floors of the James Cancer Hospital to
create 72 ICU beds. The 700 Ackerman facility underwent a $22 million renovation to house
OSU Physicians, Central Scheduling and Customer Service, Corporate Operations and
Compliance, and the OSU Health Plan. The $49 million Covellii Multi-Sport Arena and the $42
million Schumaker Student-Athlete Development Complex were two major Athletics projects
completed during the fiscal year. The Arena houses the men’s and women’s varsity
volleyball, fencing, wrestling, and gymnastics matches and the Student-Athlete facility houses
state-of-the-art athletic training programs and cardio equipment. In addition, the $20 million
Airport project to expand and modernize the existing field operations base was completed in
the fall of 2018. The $31 million Schottenstein Center project opened the north concourse,
renovated walls and lighting, and constructed Men’s and Women'’s basketball offices. A $36
million Ohio Stadium project is nearly complete and includes power upgrades, suite box
expansion and renovation. The renovation of C-deck and new suite and loge addition is
nearing completion.

The OSU Health System has major construction projects currently underway or in advanced
planning stages including:

o A new inpatient hospital with up to 840 beds to replace and expand upon the original
Rhodes and Doan Halls.

A $95 million garage for the new inpatient hospital

A $45 million sterile supply building to support the new hospital and ambulatory facilities
A $345 million west campus outpatient ambulatory facility

A $138 million regional ambulatory facility to the northeast on Hamilton Road

A regional ambulatory facility to the northwest in Dublin

Major academic facility projects currently underway include:

e The Arts District — Design work is underway on the $161 million project to be constructed
on the west side of High Street between 15" and 18" Avenues. The project includes new
learning environments for the School of Music and the Department of Theatre, a Moving
Image Production program, student gathering, and support spaces. The project will also
extend Annie and John Glenn Avenue from College Road to High Street and is expected
to finish in 2021.

e Postle Hall — Construction is underway on the $98 million project to construct a 130,000
square foot dental facility for student pre-clinical labs and patient clinics, an ambulatory
surgery center, a faculty practice, a radiology clinic, and a sterilization facility. The project
is slated for completion in the spring of 2020.

e Koffolt and Fontana Labs — This $59 million project will provide approximately 124,000
square feet of research labs, teaching labs, classrooms, and departmental offices for
Biomedical Engineering and Materials Science Engineering. The facilities are slated for
completion in the fall of 2019.

10
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e Wooster Laboratory building — Construction is underway on a $34 million Entomology
research facility at the Wooster campus. The project is slated for completion in the spring
of 2020.

¢ Health Sciences Faculty Office and Optometry clinic — Construction has begun for a new
$36 million facility at the corner of 11" and Neil Avenues.

The university’s estimated future capital commitments, based on contracts and purchase
orders, total approximately $327 million at June 30, 2019.

Accounts payable and accrued expenses were up $12 million, to $592 million at June 30,
2019, reflecting increases in accrued compensation and benefits and retirement contributions
payable, which were partially offset by a decrease in payables to vendors for supplies and
services. Deposits and advance payments for goods and services increased $7 million,
to $282 million, primarily due to increases in unearned tuition revenues and advance payments
from sponsors of research projects.

On April 10, 2017, the university entered into a 50-year agreement to lease the university’s
utility system to Ohio State Energy Partners (OSEP) and grant it the exclusive right to operate
the utility system and provide utility services to the Columbus campus. On July 6, 2017, the
university received an upfront payment of $1.09 billion. The upfront payment is reported as an
advance from concessionaire and is being amortized as a reduction to operating expense
(Operation and Maintenance of Plant) on a straight-line basis over the term of the agreement.

Under the agreement, OSEP operates, maintains and makes capital investments in the utility
system and charges the university a Utility Fee, which includes fixed, variable and operating
and maintenance (O&M) components. OSEP capital investments in the utility system are
recognized as capital assets and a related long-term payable to the concessionaire. The
fixed and O&M components of the Utility Fee are recognized as operating expense. The
variable component of the Utility Fee will be recognized as a reduction in the long-term payable
to the concessionaire and interest expense. For the years ended June 30, 2019 and 2018,
the university recognized fixed and O&M utility fees totaling $56 million and $53 million,
respectively. The carrying amount of OSEP capital investments and related payable to the
concessionaire at June 30, 2019 and June 30, 2018 were $42 million and $10 million,
respectively.

University debt, in the form of bonds, notes and capital lease obligations, decreased $61
million, to $3.16 billion at June 30, 2019, reflecting repayments of bond principal. There were
no bond issuances in 2019.

The university’s plant debt includes variable rate demand bonds that mature at various dates
through 2044. GASB Interpretation 1, Demand Bonds Issued by State and Local
Governmental Entities, provides guidance on the statement of net position classification of
these bonds.

11
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Under GASB Interpretation 1, outstanding principal balances on variable rate demand bonds
may be classified as noncurrent liabilities if the issuer has entered into a “take-out agreement”
to convert bonds “put” but not resold into some other form of long-term obligation. In the
absence of such an agreement, the total outstanding principal balances for these bonds are
required to be classified as current liabilities.

Although it is the university’s intent to repay its variable rate demand bonds in accordance with
the maturities set forth in the bond offering circulars, the university does not have “take-out
agreements” in place per the GASB Interpretation 1 requirements. Accordingly, the university
has classified the total outstanding principal balances on its variable rate demand bonds as
current liabilities. These obligations totaled $575 million and $588 million at June 30, 2019
and 2018, respectively.

GASB Statement No. 68 requires governmental employers participating in defined benefit
pension plans to recognize liabilities for plans whose actuarial liabilities exceed the plan’s net
assets. These liabilities are referred to as net pension liabilities. A related accounting
standard, GASB Statement No. 75, requires employers participating in other post-employment
benefit (OPEB) plans to recognize liabilities for plans whose actuarial liabilities exceed the
plan’s net assets. OPEB benefits consist primarily of post-retirement healthcare. The
university participates in two multi-employer cost-sharing retirement systems, OPERS and
STRS-Ohio, and is required to record a liability for its proportionate share of the net pension
and OPEB liabilities of the retirement systems.

In 2019, the university’s share of OPERS and STRS-Ohio net pension liabilities increased
$1.17 billion, to $3.72 billion at June 30, 2019. The increase relates primarily to OPERS net
pension liabilities. In calendar year 2018, OPERS reduced its long-term assumed rate of return
on pension plan investments from 7.5% to 7.2%, increasing total pension liabilities for the
system. In addition, OPERS realized a 2.99% negative return on defined benefit plan
investments for the period. STRS net pension liabilities were relatively stable in 2019.
Deferred outflows related to pensions increased $386 million, to $1.02 billion at June 30, 2019,
and deferred inflows related to pensions decreased $302 million, to $110 million at June 30,
2019. The swing in deferrals relates primarily to OPERS projected vs actual investment
returns. These deferrals will be recognized as pension expense in future periods.

In 2019, the university also saw significant changes in its share of OPERS and STRS-Ohio net
OPEB assets and liabilities. OPERS net OPEB liabilities increased $266 million, to $1.34
billion at June 30, 2019, primarily due to a negative 5.76% return OPERS health care
investments in calendar 2018. The university’s share of STRS-Ohio OPEB liabilities swung
from a $178 million net OPEB liability to a $75 million net OPEB asset at June 30, 2019,
reflecting a combination of reductions in retiree health care benefits, an increase in the discount
rate used to calculate total OPEB liabilities and a 9.57% positive investment return in fiscal
2018. Deferrals related to OPEB were relatively stable in 2019.

Total pension and OPEB expense recognized by the university was $841 million in 2019. Total

pension and OPEB expense includes $358 million of employer contributions and $483 million
of expense accruals related to the net increase in pension and OPEB liabilities year over year.

12
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It should be noted that, in Ohio, employer contributions to the state’s cost-sharing multi-
employer retirement systems are established by statute. These contributions, which are
payable to the retirement systems one month in arrears, constitute the full legal claim on the
university for pension and OPEB funding. Although the liabilities recognized under GASB 68
and GASB 75 meet the GASB'’s definition of a liability in its conceptual framework for
accounting standards, they do not represent legal claims on the university’s resources, and
there are no cash flows associated with the recognition of net pension and OPEB liabilities,
deferrals and related expense.

Deferred inflows primarily consist of changes to OPEB and pension liabilities as explained in
the previous paragraphs. Other deferred inflows consist primarily of the unamortized proceeds
of the parking service concession arrangement. The parking deferred inflows, which totaled
$417 million at June 30, 2019, are being amortized to operating revenue on a straight-line
basis over the 50-year life of the agreement. The remaining balance of deferred inflows relates
to deferred gains on debt-related transactions and deferrals for irrevocable split-interest
agreements.

Prior-Year Highlights: In 2017, the university entered into a 50-year comprehensive energy
management agreement with Ohio State Energy Partners (OSEP) and received a $1.09 billion
upfront payment. $820 million of the upfront proceeds have been invested in the university’s
Long Term Investment Pool. The remainder of the upfront proceeds will be used to finance
capital projects. On July 1, 2017, the university implemented GASB Statement No. 75,
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions. The
adoption of the new standard — which requires employers participating in cost-sharing multi-
employer retirement plans to recognize a share of the retirement plans’ unfunded other
postemployment benefit (OPEB) liabilites — resulted in a $1.22 billion reduction in the
university’s opening unrestricted net position. The net OPEB liability recognized by the
university at June 30, 2018 was $1.25 billion. In 2017, the fair value of the university’s long-
term investment pool increased $637 million, to $4.25 billion, primarily due to a combination of
$494 million in net investment income and a $250 million investment of Wexner Medical Center
Health System cash in the pool. Net pension liabilities increased $771 million, to $3.57 billion,
reflecting a reduction in the discount rate used by OPERS to calculate the pension liability and
lower-than-projected investment returns for STRS-Ohio.
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Management’s Discussion & Analysis (Unaudited) - continued

Statement of Revenues, Expenses and Changes in Net Position

Summary of Revenues, Expenses and Changes in Net Position (in thousands)

2019 2018 2017
Operating Revenues:
Tuition and fees, net $ 969,633 $ 935,893 $ 927,317
Grants and contracts 732,253 698,847 677,361
Auxiliary enterprises sales and services, net 339,615 328,692 309,497
OSU Health System sales and services, net 3,432,271 3,103,891 2,853,177
Departmental sales and other operating revenues 201,783 183,823 204,091
Total operating revenues 5,675,555 5,251,146 4,971,443
Operating Expenses:
Educational and general 2,665,355 1,998,165 2,432,201
Auxiliary enterprises 361,346 322,149 313,185
OSU Health System 3,109,070 2,720,988 2,595,797
Depreciation 413,039 394,461 374,615
Total operating expenses 6,548,810 5,435,763 5,715,798
Net operating loss (873,255) (184,617) (744,355)
Non-operating revenues (expenses):
State share of instruction and line-item appropriations 469,679 475,593 473,061
Gifts - current use 160,102 168,209 181,212
Net investment income (loss) 229,663 439,154 542,819
Grants, interest expense and other non-operating (14,961) (7,614) (38,131)
Net non-operating revenue 844,483 1,075,342 1,158,961
Income (loss) before other changes in net
position (28,772) 890,725 414,606
State capital appropriations 64,900 83,217 68,270
Private capital gifts 26,565 15,470 26,762
Additions to permanent endowments 45,533 55,579 52,458
Capital contributions and other changes in net position 3,236 6,129 7,719
Total other changes in net position 140,234 160,395 155,209
Increase in net position 111,462 1,051,120 569,815
Net position - beginning of year 5,322,614 5,496,365 4,941,790
Cumulative effect of accounting change - (1,224,871) (15,240)
Net position - end of year $ 5,434,076 $ 5,322,614 $ 5,496,365

Net tuition and fees increased $34 million, to $970 million in 2019, primarily due to a
combination of enrollment and rate increases. New first year student enroliment was up 10%,
and instructional and non-resident tuition rates were up 1.4% and 4.8%, respectively. The
overall increase in gross tuition, which totaled $54 million, was partially offset by a $20 million
increase in scholarship allowances. In 2018, the university introduced the Ohio State Tuition
Guarantee for new first-year students, which provides incoming undergraduates with more
certainty about college costs by setting rates for in-state tuition, mandatory fees, room and
board for four years. Total enrollment for the 2018-2019 academic year was up 0.9% over the
prior academic year.

Operating grant and contract revenues increased $33 million, to $732 million in 2019. The

increase relates primarily to a $30 million increase in federal research grants managed by the
Office of Sponsored Programs.
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Management’s Discussion & Analysis (Unaudited) - continued

Local grants and contracts decreased $13 million, primarily due to the $15 million in one-time
funding received in 2018 from the City of Columbus for the Cannon Drive relocation project.
Private grants and contracts were up $16 million, primarily due to increases in research grants
from private sponsors.

Total auxiliary revenues increased $11 million, to $340 million in 2019, primarily due to two
concerts held in Ohio Stadium in summer 2018 and increases in Student Life housing and
dining revenues. Auxiliary expenses increased $39 million, to $361 million, due primarily to
expenses associated with the Stadium concerts, Athletics salaries, cost of sales, and travel,
and Student Life housing and dining costs.

Educational and general expenses increased $667 million, or 33%, to $2.67 billion in 2019.
Additional details are provided below.

Educational and General Expenses (in thousands)
2019 2018 2017
Instruction and departmental research $ 1,038,290 $ 1,006,057 $ 952,038
Separately budgeted research 492,816 473,463 462,514
Public service 176,384 177,325 162,807
Academic support 223,172 217,086 202,375
Student services 93,405 99,032 100,221
Institutional support 246,307 188,735 158,761
Operation and maintenance of plant 123,128 118,556 89,473
Scholarships and fellowships 127,769 130,363 129,267
Non-cash accruals for pensions 144,084 (412,452) 174,745
and other postemployment benefits
Total educational and general expense $ 2,665,355 $ 1,998,165  § 2,432,201

The overall increase in educational and general expense is primarily due to pension and OPEB
accruals. These accruals are allocated to functional expense lines in the Statement of
Revenues, Expenses and Changes in Net Position, based on pension-eligible salaries.
Excluding the $557 million swing in expenses related to pension and OPEB accruals, total
educational and general expenses increased $111 million, or 4.6%, in 2019. Instruction and
departmental research expenses increased $32 million, reflecting increases in salaries.
Separately budgeted research expenses increased $19 million, reflecting growth in
sponsored programs administered by the Office of Sponsored Programs. Institutional
support expenses increased $58 million, primarily due to increased central expenses for
employee benefits. Other educational and general expense categories were relatively stable
in 2019.

Health System operating revenues grew $328 million, to $3.43 billion in 2019. Operating
expenses (excluding depreciation, interest and transfers) increased $388 million, to $3.11
billion. An in-depth look at the Health System, as presented in their stand-alone financial
statements, is provided below.
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Management’s Discussion & Analysis (Unaudited) - continued

The Health System operates nearly 1,450 inpatient beds and serves as a major tertiary and
quaternary referral center for Ohio and the Midwest. The Wexner Medical Center delivers
superior patient care, quality outcomes, and patient safety and has been recognized by US
News and World Report for 27 consecutive years as one of “America’s Best Hospitals.” Eleven
specialties have been in the top 10% nationally, and the Medical Center received the highest
possible rating for eight common procedures and conditions. In 2019, Becker Hospital Review
selected the Medical Center for its list of “100 Great Hospitals in America” in innovation, top-
notch patient care and leadership in clinical advancement backed by forward-thinking
research.

The Health System is proud to be the first health system in central Ohio to have a hospital
achieve Magnet Recognition, one of the highest honors awarded for nursing excellence. The
Ross Heart Hospital, University Hospital, and The James are all designated Magnet hospitals.
The Health System has more “Top Doctors” than any other central Ohio hospital. Our
physicians were selected by Castle Connolly because they are among the very best in their
specialties.

In 2019, the Health System was leading the way with the Medical Center strategy of being
"future-focused and driven to improve health in Ohio and across the world through innovation
in research, education and patient care" and continued its financial excellence due to
increased demand for our services combined with the persistent focus on improving efficiency.
Inpatient admissions continued with a strong patient mix while inpatient beds increased 3.8%
compared to the prior year.

Outpatient visits increased by 5.8% over 2018 primarily due to growth in Ambulatory Care
volumes and growth in outpatient infusion services. Continued success in Ambulatory Services
programs at The Jameson Crane Sports Medicine Institute and Upper Arlington outpatient
facilities experienced 11.9% growth over the prior year.

The Health System experienced higher surgical volumes in 2018 with 4.0% growth over the
prior year. Service lines contributing to growth in surgical volumes in 2019 were Cancer,
Neurosurgery, Orthopedic, Thoracic, Trauma/Critical Care/Burn, and Vascular. The growth in
surgical volumes contributed to a strong patient mix in admissions, revenues, and outpatient
volumes.

Solid organ transplants grew by 9.5% over prior year. The Wexner Medical Center is leading
the way in organ transplantation, celebrating 10,000 solid organ transplants since its first
transplant, a kidney, 52 years ago. Less than 10% of adult transplant centers in the United
States have achieved this milestone.

The Wexner Medical Center experienced a 9.3% growth in Chemotherapy infusion sessions
as James Cancer Hospital provided new and advanced treatments of cancer.

In 2019, total operating revenues grew $274.4 million, or 8.8% over the prior fiscal year.

Growth in surgical cases, increased chemotherapy and pharmaceutical volumes and
increased bed capacity contributed to the growth in operating revenue.
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Management’s Discussion & Analysis (Unaudited) - continued

Approximately 92% of total operating revenues are from patient care activities. Other
Operating Revenues include revenue from reference labs, cafeteria operations, rental
agreements and other non-patient services. Due to the increasing complexity and significantly
growing number of specialty oral and self-administered pharmaceuticals available for cancer
and non-cancer patients, the Health System operates a Retail Pharmacy dedicated to
improving patient care by easing the challenges of managing medications. The Retail
Pharmacy contributed $127.6 million of operating revenues in 2019 and $98.8 million in 2018.
Other Operating Revenues also includes a portion of the margin shared with Nationwide
Children’s Hospital for the management of the Neonatal Intensive Care Unit located at the
Heath System. The goal of this managed unit is to standardize the care and quality outcomes
of all the neonatal patients in Central Ohio. The NICU contributed $15.9 million of operating
revenues in 2019 and $16.6 million in 2018.

Operating expenses increased $407.1 million or 14.5% from 2018 to 2019. Operating
expenses correlate with the increases experienced with patient volumes and occupancy
levels. The growth in salaries and benefits from 2018 to 2019 is reflective of increased salaries
and a larger workforce due to the growth in patient volumes. Strong surgical and transplant
volumes as well as increase in chemotherapy treatments contributed to the increase in
supplies and drugs. The increase in volumes at the Specialty Retail Pharmacy contributed to
the increase in drugs expense in 2019. Purchased services also grew in 2019 reflecting higher
information technology and medical equipment general repairs costs, increased franchise
fees, and advertising expense.

Income Before Other Changes in Net Position was $186.6 million in 2019 compared to $2