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RECOMMENDATION

REPORT: 2017-2018 EASTERN MICHIGAN UNIVERSITY FOUNDATION
CONSOLIDATED FINANCIAL REPORT

ACTION REQUESTED

It is requested that the Eastern Michigan University Board of Regents receive and place on file the
Eastern Michigan University Foundation Consolidated Financial Report for the year ended June 30,
2018.

STAFF SUMMARY

In accordance with Section C.8. of the Agreement Between Eastern Michigan University and the Eastern
Michigan University Foundation, it is our responsibility and privilege to present for your review the
consolidated financial report of the Eastern Michigan University Foundation for the year ended June 30,
2018. The annual financial audit of the Foundation and its subsidiary was performed by Plante & Moran,
PLLC, and they have provided an unqualified financial opinion.

Total endowment and planned gift assets reported at year-end were $76,836,763, which represents
$76,284,216 (pg. 16) of endowment assets and $552,547 (pg. 2) of planned gift assets. This represents a
4.9% increase from the June 30, 2017 market value, which was $73,271,329. Fundraising during 2017-
2018 totaled $6,758,929 (pg. 11) of which $5,912,791 represents cash gifts and $846,138 represents
gifts-in-kind.

During this fiscal year, the endowment portfolio experienced an investment return of 7.3% vs. the
portfolio benchmark of 7.9%, which is comparable to endowment portfolio returns at other institutions
with endowments in the $51-$100 million range. The average return since inception on September 30,
1992, of 7.9% continues to surpass the benchmark of 7.5%.

Current expendable gifts and gifts-in-kind distributed to and received directly by Eastern Michigan
University for programs and scholarships totaled $3,729,330 (pg. 3) for the year ended June 30, 2018. In
addition, funding distributed to EMU from endowed scholarships and endowments totaled $2,024,283

(pg. 3).

FISCAL IMPLICATIONS

None

ADMINISTRATIVE RECOMMENDATION
The proposed Board action has been reviewed and is recommended for Board approval.
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Independent Auditor's Report

To the Board of Trustees
Eastern Michigan University Foundation

We have audited the accompanying consclidated financial statements of Eastern Michigan University Foundation
(the "Foundation"), which comprise the consolidated statement of financial position as of June 30, 2018 and the
related consolidated statements of activities and cash flows for the year then ended, and the related notes to the
consolidated financial statements.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated 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
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consclidated financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated 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
entity’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 consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Eastern Michigan University Foundation as of June 30, 2018 and the consolidated changes in
its net assets and its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Report on Summarized Comparative Information

We previously audited Eastern Michigan University Foundation's 2017 consolidated financial statements and
expressed an unmaodified audit opinion on those audited consolidated financial statements in our report dated
September 18, 2017. In our opinion, the summarized comparative information presented herein as of and for the
year ended June 30, 2017 is consistent, in all material respects, with the audited consolidated financial statements
from which it has been derived.

September 20, 2018 Praxity:

MEMBER - *
1 H



Eastern Michigan University Foundation

Consolidated Statement of Financial Position

June 30, 2018
{with comparative totals for June 30, 2017)

2018 2017
Assets
Cash and cash equivalents 3 6,981,644 % 1,121,392
Investments (Note 5) 74,734,638 71,595,628
Contributions receivable (Note 3) 2,021,070 2,773,620
Other assets:
Cash surrender value of life insurance 219,202 215,616
Accounts receivable 5,344 10,599
Investments held under split-interest agreements (Note 5) 552,547 621,864
Building held for sale and equipment {Note 4) 1,377,309 1,377,731
Total assets $ 85891754 § 77,716,450
Liabilities and Net Assets
Liabilities
Accounts payable 3 5674212 $ 894,205
Split-interest obligations 424,698 444,100
Total liabilities 6,098,910 1,338,305
Net Assets (Note 6)
Unrestricted net assets 745,004 1,177,625
Temporarily restricted net assets 27,855,287 25,412,639
Permanently restricted net assets 51,192,463 49,787,881
Total net assets 79,792,844 76,378,145
Total liabilities and net assets $ 85891754 $ 77,716450

See notes to consolidated financial statements. 2



Eastern Michigan University Foundation

Consolidated Statement of Activities

Years Ended June 30, 2018
{with comparative totals for 2017)

2018 2017
Temporarily  Permanently
Unrestricted Restricted Restricted Total Total
Revenue, Gains, and Other Support
Administrative and management
fee (Note 7) $ 1440759 § S - % 1440759 § 1.488,000
Contributions (Note 9) 260,280 4,332 585 1,404 582 5,097,447 6,728,227
Net realized and unrealized gain on
investments {Note 5) - 4,748,305 - 4.748,305 7.200,924
Investment (loss) income (Note 5) (542) 420,820 - 420,278 400,738
Change in value of split-interest
agreements - (37.457) - {37.457) (13,045}
Special event revenue - 26,295 - 26,295 16,428
Net assets released from restrictions 7,143,452 (7,143,452) = = e
Total revenue, gains, and
other support 8,843,949 2,347,096 1,404,582 12,595,627 15,821,272
Expenses
Contributions to EMU:
Expendable contributions 3,729,330 - - 3,729,330 3,560,535
Contributions from endowment
income 2,024,283 - - 2,024,283 2,015,073
General and administrative - Foundation
management 634,029 - - 634,029 655,620
Fundraising (Note 10} 2,940,291 - & 2,940,291 2,671,973
Total expenses 9,327,933 - - 9,327,933 8,903,201
(Decrease) Increase in Net Assets - Before
funds transferred from EMU (483,984) 2,347,096 1,404,582 3,267,694 6,918,071
Funds Transferred from EMU 51,453 95,5652 - 147,005 168,933
{Decrease) Increase in Net Assets (432,531) 2,442,648 1,404,582 3.414,699 7,087,004
Net Assets - Beginning of year 1,177,625 25,412,639 49,787,881 76,378,145 69,291,141

Net Assets - End of year $

See notes to consolidated financial statements.

745,094 § 27,856,287 § 51,192,463 § 79,792,844 § 76,378,145



Eastern Michigan University Foundation

Consolidated Statement of Cash Flows

Cash Flows from Operating Activities
Increase in net assets
Adjustments to reconcile increase in net assets to net cash and cash
equivalents from operating activities:
Depreciation
Net realized and unrealized gain on investments
Change in cash surrender value of life insurance
Change in value of split-interest agreements
Contributions restricted for long-term purposes
Changes in operating assets and liabilities which provided (used) cash:
Contributions receivable
Accounts receivable
Accounts payable
Other liabilities

Net cash and cash equivalents provided by (used in)
operating activities

Cash Flows from Investing Activities
Purchase of property and equipment
Purchases of investments
Proceeds from sales and maturities of investments

Net cash and cash equivalents provided by investing activities

Cash Flows from Financing Activities
Proceeds from new split-interest agreements
Payments on split-interest agreements
Proceeds from contributions restricted for long-term purposes

Net cash and cash equivalents provided by financing activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of year

Cash and Cash Equivalents - End of year

See notes to consolidated financial statements. 4

Year Ended June 30, 2018
(with comparative totals for June 30, 2017)

2018 2017
3414699 $ 7,087,004
23,559 29,751
(4,748,305) (7.200,924)
(3.586) (6,478)
37,457 13,045
(1,404,582) (1,027,456)
752,550 (1,324,128)
5,255 (607)
4,780,007 436,695
- (4,474)
2,857,054 (1,997,572)
(23,137) (10,414)
(17,901,489)  (20,253,355)
19,580,101 22,296,347
1,655,475 2,032,578
10,994 -
(67,853) (69,185)
1,404,582 1,027,456
1,347,723 958,271
5,860,252 993,277
1,121,392 128,115
6,081,644 § 1,421,392



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 1 - Nature of Business and Significant Accounting Policies

Eastern Michigan University Foundation {the "Foundation™), located in Ypsilanti, Michigan, receives, holds,
invests, and administers funds for the purpose of contributing to and making expenditures on behalf of
Eastern Michigan University (EMU). Under governmental accounting principles, the Foundation is
considered a compenent unit of EMU, On a stand-alone basis, the Foundation follows not-for-profit
accounting. Planned Real Estate Corp. (PREC), a wholly owned nenprofit subsidiary of the Foundation,
was incorporated as a title holding company for the purpose of owning and managing real estate donated
to the Foundation.

Note 2 - Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of the Foundation and its wholly owned
subsidiary, PREC. During the year ended June 30, 2018, there was approximately $270,000 of activity
recorded by PREC, which was eliminated upon consolidation.

Cash Equivalents

The Foundation considers all highly liguid investments purchased with an original maturity of three months
or less to be cash equivalents. The total amount of bank deposits {checking and savings accounts) that
was insured by the FDIC at year end was $250,000.

investments

Investments in mutual funds, corporate stocks, government securities, and CDs are carried at quoted fair
value whenever available. Fair value is determined based on the fair value measurement principles
described in Note 11. The commingled funds, hedge funds, and private equity funds, which are not readily
marketable, are measured at fair value, valued at net asset value per share as the practical expedient.
Those estimated fair values may differ significantly from the values that would have been used had a
ready market for these securities existed. The investments in the real estate holding and land are
recorded at cost or historical donated value. The cost of real estate holding was determined by appraisal
when real estate was originally contributed to the Foundation in a prior year. Purchases and sales of
investments are recorded as of the trade date. Gain or loss on the sale of investments is computed using
the average cost method. Investment income is recorded on the accrual basis and is reported in the
consolidated statement of activities, net of related expenses. These expenses amounted to $355,848 for
the year ended June 30, 2018.

The methods described above and in Note 11 may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, while the Foundation
believes its valuation methods are appropriate and consistent with other market participants, the use of
different methodologies or assumptions to determine the fair value of certain financial instruments could
resuit in a different fair value measurement at the reporting date.

Contributions Receivable

Contributions receivable that are expected to be collected within one year are recorded at net realizable
value. Unconditional promises to give that are expected to be collected in future years are recorded at the
present value of their estimated future cash flows. The discounts on those amounts are computed using
risk-free interest rates applicable to the years in which the promises are received. The rates range from
0.11 percent to 233 percent. Amortization of the discounts is included in confribution revenue. An
allowance for uncollectible contributions is provided when evidence indicates amounts promised by donors
may not be collectible.



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 2 - Significant Accounting Policies (Continued)
Functional Allocation of Expenses

Costs of providing the program and support services have been reported on a functional basis in the
consolidated statement of activities. Indirect costs have been allocated between the various programs and
support services based on estimates, as determined by management. Although the methods of allocation
used are considered reasonable, other methods could be used that would produce different amounts,

Life Insurance Cash Surrender Value

The Foundation is the owner of certain life insurance policies on various donors who have named the
Foundation as beneficiary. These policies are valued at their cash surrender value. The cash surrender
value is based on the amount paid less any surrender charges and outstanding loans or interest.
Changes in the cash surrender value are recorded on the consolidated statement of activities within
interest income.

Property and Equipment

Praperty and equipment are recorded at cost when purchased and at estimated fair value when donated.
Depreciation on property and equipment is provided on a straight-line basis over the estimated useful lives
of the assets, ranging from 3 to 39 years. Depreciation expense for the year ended June 30, 2018
amounted to $23,559. The asset held for sale, as further discussed in Note 4, is not being depreciated.

Impairment or Disposal of Long-lived Assets

The Foundation reviews the recoverability of long-lived assets, including buildings, equipment, and
furniture and fixtures, when events or changes in circumstances oceur that indicate the carrying value of
the asset may not be recoverable. The assessment of possible impairment is based on the ability to
recover the carrying value of the asset from the expected future cash flows (undiscounted and without
interest charges) of the related operations. If these cash flows are less than the carrying value of such
asset, an impairment loss is recognized for the difference between estimated fair value and carrying value.
The measurement of impairment reguires management to make estimates of these cash flows related to
long-lived assets, as well as other fair value determinations,

Split-interest Agreements

The Foundation is a remainder beneficiary of several charitable annuities and unitrusts. Required
distributions to other beneficiaries range from 4.9 to 11.9 percent of gift or market value, as defined by
each agreement. The discount rates used to calculate the present value range from 1.2 to 10.0 percent.

Classification of Net Assets

Net assets of the Foundation are classified as unrestricted, temporarily restricted, or permanently
restricted depending on the presence and characteristics of donor-imposed restrictions limiting the
Foundation's ability to use or dispose of contributed assets or the economic benefits embodied in those
assets.

Earnings, gains, and losses on restricted net assets are classified as unrestricted unless specifically
restricted by the donor or by applicable state law. When a donor restriction expires, that is, when a
stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted net assets
are released to unrestricted net assets.



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 2 - Significant Accounting Policies (Continued)
Contributions

Contributions to the Foundation of cash and other assets, including unconditional promises to give in the
future, are reported as revenue when received, measured at fair value. Donor promises to give in the
future are recorded at the present value of estimated future cash flows. Contributions resulting from split-
interest agreements, measured at the time the agreements are entered into, are based on the difference
between the fair value of the assets received or promised and the present value of the obligation to the
third-party recipient(s) under the contract.

Contributions received with donor-imposed time or purpose restrictions are reported as restricted revenue.
All other contributions are reported as unrestricted revenue,

Contributions to EMU are recorded as expense when approved by the Foundation.
Fundraising

Fundraising costs are charged to expense as incurred. The majority of all development activities for the
benefit of EMU and the Foundation are conducted by the Foundation.

income Taxes

The Foundation is a not-for-profit corporation and is exempt from tax under the provisions of Internal
Revenue Code Section 501(c)(3). PREC is exempt from federal income taxes under Section 501(c}(2) of
the United States Internal Revenue Code.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue, expenses and other changes in
net assets during the reporting period. Actual results could differ from those estimates.

Summarized Comparative information for the Year Ended June 30, 2017

The consolidated financial information presented for comparative purposes for the year ended June 30,
2017 is not intended to be a complete financial statement presentation in accordance with accounting
principles generally accepted in the United States of America. Accordingly, such information should be
read in conjunction with the Foundation's 2017 consoclidated financial statements, from which the
summarized information was derived.

Risks and Uncertainties

The Foundation invests in various investment securities. Investment securities are exposed to various
risks, such as interest rate, market, and credit risks. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment securities
will occur in the near term and that such changes could materially affect participants' account balances
and the amounts reported in the consolidated financial statements.



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
- - June 30, ZOE

Note 2 - Significant Accounting Policies (Continued)
Upcoming Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) No. 2014-09, Revenue from Contracts with Customers (Topic 606), which will supersede the
current revenue recognition requirements in Topic 605, Revenue Recognition. The ASU is based on the
principle that revenue is recognized to depict the transfer of goods or services to customers in an amount
that reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. The ASU also requires additiona) disclosure about the nature, amount, timing, and uncertainty of
revenue and cash flows arising from customer contracts, including significant judgments and changes in
judgments and assets recognized from costs incurred to obtain or fulfill a contract. The new guidance will
be effective for the Foundation's year ending June 30, 2020. The ASU permits application of the new
revenue recognition guidance to be applied using one of two retrospective application methods.
Management has assessed the various revenue streams of the Foundation and determined that major
revenue streams are not expected to be significantly impacted by the standard. However, consolidated
financial statement disclosures will be significantly expanded as a result of the new standard.

The FASB issued ASU No. 2016-02, Leases, which will supersede the current lease requirements in ASC
840. The ASU requires lessees to recognize a right-of-use asset and related lease liability for all leases,
with a limited exception for short-term leases. Leases will be classified as either finance or operating, with
the classification affecting the pattern of expense recognition in the statement of operations. Currently,
leases are classified as either capital or operating, with only capital leases recognized on the balance
sheet. The reporting of lease-related expenses in the statements of operations and cash flows will be
generally consistent with the current guidance. The new lease accounting requirements are not expected
to have a significant impact to the Foundation. The leases described in Note 13 will be recognized in the
consolidated statement of net position. The new lease guidance will be effective for the Foundation's year
ending June 30, 2021 and will be applied using a modified retrospective transition method to the beginning
of the earliest period presented.

The FASB also issued ASU No. 2016-14, Not-for-Profit Entities (Topic 958): Presentation of Financial
Statements of Not-for-Profit Entities. ASU No. 2016-14 requires significant changes to the financial
reporting model of organizations that follow FASB not-for-profit rules, including changing from three
classes of net assets to two classes: net assets with donor restrictions and net assets without donor
restrictions. The ASU will also require changes in the way certain information is aggregated and reported
by the Foundation, including required disclosures about the liquidity and availability of resources. The
Foundation is currently evaluating the impact of the standard and will present the two classes of net
assets and add the liquidity note, expense matrix, and related disclosures. The new standard is effective
for the Foundation's year ending June 30, 2019 and thereafter and must be applied on a retrospective
basis.

In June 2018, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) No. 2018-08, Clarifying the Scope and the Accounting Guidance for Contributions Received and
Contributions Made, which provides enhanced guidance to assist enfities in (1) evaluating whether
transactions should be accounted for as contributions (nonreciprocal transactions) or as exchange
{reciprocal transactions) and (2} determining whether a contribution is conditional. The accounting
guidance will result in more governmental contracts being accounted for as contributions and may delay
revenue recognition for certain grants and contributions that no longer meet the definition of unconditional.
The new guidance will be effective for the Foundation’s year ending June 30, 2020 and wiil be applied on
a modified prospective basis. The Foundation does not expect the standard to have a significant impact
on the timing of revenue recognition for government grants and contracts, but has not yet determined the
impact on the timing of recognition of foundation and individual grants and contributions.



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
) June 30, 2018

Note 2 - Significant Accounting Policies (Continued)
Subsequent Events

The consclidated financial statements and related disclosures include evaluation of events up through and
including September 20, 2018, which is the date the consolidated financial statements were available to
be issued.

Note 3 - Contributions Receivable

Included in contributions receivable are the following unconditional promises to give at June 30, 2018:

Gross contributions promised $ 8,604,700
Less allowance for uncollectibles (6,416,335)
Subtotal 2,188,365
Less unamortized discount (167,295}
Net unconditional promises to give 5 2,021,070
Amounts due in:
Less than one year $ 4,731,763
One to five years 3,634,937
Mare than five years 38,000
Total $ 8,604,700

Note 4 - Building Held for Sale and Equipment

The cost of property and equipment at June 30, 2018 is summarized as follows:

Building held for sale $ 1,129,856
Fumiture and fixtures 241,048
Computer equipment and software 75,974
Total cost 1,446,878
Accumulated depreciation 69,569
Net properly and equipment 3 1,377,308

The Foundation is actively marketing the property held for sale and has a pending offer of $1,100,000 as
of the report date. Management estimated a fair value of this property based on this offer. As of June 30,
2018, the building remains held for sale until the purchase agreement is finalized. No additional
impairment charge was recognized for the year ended June 30, 2018.



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements

June 30, 2018
Note 5 - Investments

Investments consisted of the following at June 30, 2018, including investments held under split-interest

agreements:

Mutual funds - Equity $ 5,337,720
Mutual funds - Fixed income 6,267 448
Mutual funds - Real asset 1,911,389
Corporate stock securities 190.794
U.S. government securities 342 469
Certificates of deposit {long term) 617.150
Commingled funds - Equity 20,643,287
Commingled funds - Fixed income 6.170,001
Commingled funds - Balanced 16,333,757
Hedge funds 11,448,197
Private equity funds 5,357,639
Real estate holding and land 667,334

Total $ 75,287,185

Net realized and unrealized gains in the accompanying consolidated financial statements have been offset
with related losses. Investment income for the year ended June 30, 2018 is as follows:

Investment income:

Dividend and interest income $ 776,125
Realized gains - Net 3,339,202
Net unrealized gains 1,409,103
Investment fees (355,847)
Total investment gain $ 5,168,583

Note 6 - Net Assets
Temporarily restricted net assets are available for the following purposes:

Purpose restricted:

Scholarships $ 16,318,649
Specific program use 11,408,789
Time restricted - Annuity trust agreements 127,849

Total $ 27,855,287

Permanently restricted net assets are endowments invested in perpetuity, the income from which is
expendable for distributions to EMU for scholarships and other programs.

10



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2015

Note 6 - Net Assets (Continued)
Unrestricted net assets consist of the following:

Designation to support underfunded EMU priorities and endcwments that support
scholarships and academic programs and departments:

Funds functioning as endowments for specific purpcses $ 579,441

Funds not yet allocated 11,907
Total designated 591,348

Undesignated:

Foundation operations 410,933

Pemanently restricted endowment losses in excess of corpus {257,187)
Total undesignated 153,746
Total unrestricted net assets $ 745,094

Note 7 - Related Party Transactions

Under operating agreements with EMU, the Foundation has the responsibility to manage and invest
endowment and other contributed assets held for the benefit of EMU and manage development and
fundraising programs for the benefit of EMU, including management of gift records and receipts.

In order to support fundraising activities on behalf of EMU, EMU pays the Foundation an amount to be
determined annually. For the year ended June 30, 2018, the amount paid to the Foundation was
$1,440,759.

As of June 30, 2018, the Foundation has contributions payable to EMU of $5,570,775 and management,
general, and fundraising payables to EMU of $64,315 recorded in accounts payable. During the year
ended June 30, 2018, the Foundation incurred $677,070 in management, general, and fundraising
expenses payable to EMU,

Note 8 - Retirement Plans

The Foundation provides a defined contribution 403(b) plan for all eligible full-time employees, as defined.
Employees may make elective contributions to the 403(b) plan in accordance with IRS regulations. The
Foundation may make contributions to the 403(b) plan up to 6 percent of the employees' base salaries.
During fiscal year 2018, the Foundation contributed 4 percent of the employees' base salaries.

Total contributions to the plan for the year ended June 30, 2018 amounted to approximately $62,000.
Note 9 - Fundraising Collections

Fundraising efforts of the Foundation resuit in both currently collectible gifts and pledged gifts for the
benefit of EMU that are recorded as revenue in the Foundation's consolidated financial statements, but
are collectible over a period of years. Total fundraising collections for the year ended June 30, 2018 were

as follows:
Accrual basis contribution revenue $ 5,997,447
Collections on deferred gifts in excess of current gift deferrals and amortization 761,482
Total $ 6,758,929

11



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 10 - Fundraising Expenses

Fundraising expenses are composed of the following:

Gifts and records $ 799,628
Other fundraising 2,140,663
Total $ 2,940.291

Note 11 - Fair Value Measurements

Accounting standards require certain assets and liabilities be reported at fair value in the financial
statements and provide a framewaork for establishing that fair value. The framework for determining fair
value is based on a hierarchy that prioritizes the inputs and valuation techniques used to measure fair
value.

The following table presents information about the Foundation's assets measured at fair value on a
recurring basis at June 30, 2018 and the valuation techniques used by the Foundation to determine those
fair values.

Fair values determined by Level 1 inputs use quoted prices in active markets for identical assets that the
Foundation has the ability to access.

Fair values determined by Level 2 inputs use other inputs that are observahle, either directly or indirectly.
These Level 2 inputs include quoted prices for similar assets in active markets and other inputs, such as
interest rates and yield curves, that are observable at commonly quoted intervals.

Level 3 inputs are unobservable inputs, including inputs that are available in situations where there is little,
if any, market activity for the related asset. These Level 3 fair value measurements are based primarily on
management's own estimates using pricing models, discounted cash flow methodologies, or similar
techniques taking into account the characteristics of the asset.

In instances whereby inputs used to measure fair value fall into different levels in the above fair value
hierarchy, fair value measurements in their entirety are categorized based on the lowest level input that is
significant to the valuation. The Foundation's assessment of the significance of particular inputs to these
fair value measurements requires judgment and considers factors specific to each asset.

12



Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 11 - Fair Value Measurements (Continued)

Assets Measured at Fair Value on a Recurring Basis at June 30, 2018

Quoted Prices in
Active Markets for  Significant Other

Identical Assets  Cbservable inputs Balance at
{Level 1) {Level 2) Net Asset Value June 30, 2018
Investments - Including investments
held under split-interest agreements:

Muluat funds - Fixed income 5 6,267,448 § - § - 8 6,267,448
Mutual funds - Equity 5,337,720 - - 5,337,720
Mutual funds - Real asset 1,911,388 - - 1,911,389
Corporate stock securities 190,794 - - 190,794
U.8. government securities - 342,469 - 342,469
Certificates of deposit

{long term) 617,150 - - 617,150
Commingled funds - Equity

measured at net asset value - - 20,643,287 20,643,287
Commingled funds - Fixed income

measured at net asset value - - 6,170,001 6,170,001
Commingled funds - Balanced

measured at net asset value - - 16,333,757 16,333,757
Hedge funds measured al net asset

value - - 11,448,187 11,448,197
Private equity funds measured at

net assel value - - 5,357,639 5,357,639

Total assets $ 14,324,501 § 342,469 § 59,952,881 $ 74,619,851

The fair value of U.S. government securities at June 30, 2018 was determined primarily based on Level 2
inputs. The Foundation estimates the fair value of these investments by using contractual cash flows,
benchmark vield and credit spreads, prepayment speeds, and collateral performance.

The Foundation's policy is to recognize transfers in and transfers out of Level 1, 2, and 3 fair value
classifications as of the actual date of the event of the change in circumstances that caused the transfer.
During the year ended June 30, 2018, there were no fransfers between levels of the fair value hierarchy.
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Eastern Michigan University Foundation

Notes to Consolidated Financial Statements
June 30, 2018

Note 11 - Fair Value Measurements (Continued)

The Foundation has processes in place to select the appropriate valuation technigue and unobservable
inputs to perform fair value measurements. These processes include quarterly meetings with the
Foundation’s investment committee for calibration and review of investment monthly or quarterly fund
manager statements and annual audited financial statements. The Foundation cannot independently
assess the value of these underlying positions through a public exchange or over-the-counter market. The
Foundation utilizes a third-party investment manager to monitor, participate in fund manager calls, and
obtain underlying financial information on the investments,

Land and real estate held for investment of $612,334 and $55,000, respectively, are valued at cost or
historical donated value. Therefore, these investments are not included in the fair value measurements
above.

Assets Measured at Fair Value on a Nonrecurring Basis at June 30, 2018

The Foundation also has an asset that, under certain conditions, is subject to measurement at fair value
on a nonrecurring basis. This asset is the building held for sale, which is measured at fair value because
events or changes in circumstances occurred that indicate that the carrying value of the asset may not be
recoverable. The Foundation has estimated the fair value of this asset based primarily on Level 3 inputs,
which include real estate broker market data and potential third-party offers to purchase.

Investments in Entities that Calculate Net Asset Value per Share

The Foundation holds shares or interests in investment companies at year end whereby the fair value of
the investment held is estimated based on net asset value per share (or its equivalent) of the investment

company.
At year end, the fair value, unfunded commitments, and redemption rules of those investments are as
follows:
Investments Held at June 30, 2018
Redemption
Unfunded Frequency, if Redemption
Fair Value Commitments Eligible Notice Period
Equity funds $ 20643287 § - Daily 2-30 days
Fixed-income funds 6,170,001 - Daily 1-2 days
Balanced funds 16,333,757 - Weekly, Monthly  5-30 days
Hedge funds 11,448,197 - Monthly, Quarterly 60-75 days
Opportunistic/Private equity 5,357,639 7,125 588 N/A N/A

Total $ 59952881 § 7,125,588

Equity funds invest in publicly traded securities listed in domestic, international, and/or emerging markets.
This segment of the portfolio is intended to provide global growth exposure. Investments are diversified
across market capitalization and geographic region.

Fixed-income funds invest in debt instruments of sovereign and/or corporate issuers. This segment of the
porifolio is primarily focused on income generation. Investments are diversified across credit quality,
market sector, and geographic region.

Balanced funds have the ability to invest in equity, fixed income, and real assets. The balanced segment is
primarily focused on diversification and volatility mitigation via liquid tactical strategies providing exposure
that may otherwise be difficult for the portfolio to obtain. The strategies are focused on providing an
aftractive absolute return at a reasonable level of risk.
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Note 11 - Fair Value Measurements (Continued)

Hedge funds - A fund of hedge funds is an investment vehicle whose portfolio consists of shares in a
number of hedge funds. These strategies are typically diversified by manager and investment style and
may include allocations to styles such as relative value, event-driven, hedged equity, and global macro,
among others. Fund of hedge funds typically target an absolute return that is independent of market
returns. Investments in this asset class are meant to provide a diversified alpha source. Holdings in hedge
funds are recognized to be less liquid than public market securities and may include a lockup for initial
investments. Risk in this asset class is specific to the strategy being utilzed. The volatility of hedge funds
of funds typically is similar to that of fixed income.

Opportunistic/Private equity - Private equity is an ownership interest in a nonpublicly traded limited liability
company (LLC) or limited partnership {LP). The segment is focused primarily on providing global growth
exposure. The segment may be diversified across a spectrum of markets, geographies, and investment
styles. Investments in this asset class are illiquid and typically include multi-year investment horizons. Risk
is specific to the strategy being utilized and may be above that of the general market.

Note 12 - Donor-restricted and Board-designated Endowments

The Foundation's endowment includes both donor-restricted endowment funds and funds designated by
the board of trustees to function as endowments. Net assets associated with endowment funds, including
funds designated by the board of trustees to function as endowments, are classified and reported based
on the existence or absence of donor-imposed restrictions.

Interpretation of Relevant Law

The board of trustees of the Foundation has interpreted the Uniform Prudent Management of Institutional
Funds Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of the gift date of
the donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Foundation classifies as permanently restricted net assets (a) the original value of gifts
donated te the permanent endowment, (b) the original value of subsequent gifts to the permanent
endowment, and {¢) accumulations to the permanent endowment made in accordance with the direction of
the applicable donor gift instrument at the time the accumulation is added to the fund. The remaining
portion of the donor-restricted endowment fund that is not classified in permanently restricted net assets is
classified as temporarily restricted net assets until those amounts are appropriated for expenditure by the
Foundation in a manner consistent with the standard of prudence prescribed by UPMIFA.

In accordance with UPMIFA, the Foundation considers the following factors in making a determination to
appropriate or accumulate donor-restricted endowment funds:

¢ The duration and preservation of the fund

¢ The purpose of the Foundation and the donor-restricted endowment fund
» General economic conditions

s The possible effect of inflation and deflation

+ The expected total return from income and the appreciation of investments
s Other resources of the Foundation

+ The investment policies of the Foundation
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Note 12 - Donor-restricted and Board-designated Endowments (Continued)

Endowment Net Asset Composition by Type of Fund as of
June 30, 2018

Temporarily Permanently
Unrestricted Resltricted Restricted Total
Donor-restricted endowment funds 3 (257.187) & 24,769,499 § 51192463 § 75704 775
Board-designated endowment funds 579.441 S S 579.441

Total 3 322,254 § 24,769,499 § 51,192,463 § 76.284,216

Changes in Endowment Net Assets for the Fiscal Year Ended
June 30, 2018

Temporarily Permanently
Unrestricted Restricted Restricted Total

Endowment net assets - Beginning of

year $ 344341 §$ 22517,243 $ 49,787,881 §$ 72,649,465
Investment return - Net of depreciation

{realized and unrealized) {22,087) 5112,232 - 5,090,145
Contributions and board transfers to

endowment funds - 597,667 1,404,582 2,002,249
Appropriation of endowment assets for

expenditure - (3,457,643) - (3,457,643}

Endowment net assets - End of year $ 322,254 § 24,769,499 § 51,192,463 § 76,284,216

Funds with Deficiencies

From time to time, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level that the donor or UPMIFA requires the Foundation to retain as a fund of perpetual
duration. In accordance with GAAP, deficiencies of this nature that are reported in unrestricted net assets
were $257,187 as of June 30, 2018. These deficiencies resulted from unfavorable market fluctuations that
occurred shortly after the investment of new permanently restricted contributions and continued
appropriation for certain programs that was deemed prudent by the board of trustees.

Return Objectives and Risk Parameters

The Foundation has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs supported by its endowment, while seeking to
maintain the purchasing power of the endowment assets. Endowment assets include those assets of
donor-restricted funds that the Foundation must hold in perpetuity or for a donor-specified period(s), as
well as board-designated funds. Under this policy, as approved by the board of trustees, the endowment
assets are invested in a manner that is intended to satisfy the spending policy and allow for additional
growth in the portfolio at least equal to the rate of inflation net of investment management fees, in order to
maintain the portfolio's purchasing power. The asset allocation approach is to diversify portfolio exposures
to balance risks across markets and strategies. The target policy of the Foundation is 10 percent domestic
all cap equities, 4 percent international equities, 4 percent emerging international equities, 12 percent
global equity, 10 percent core fixed income, 5 percent absolute return fixed income, 5 percent emerging
market debt, 15 percent global asset allocation/risk parity, 15 percent hedge funds, 10 percent real assets,
and 10 percent opportunistic/private equity. The Foundation expects its endowment funds, over time, to
provide an average rate of return of approximately 6.2 percent annually. Actual returns in any given year
may vary.
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Note 12 - Donor-restricted and Board-designated Endowments (Continued)
Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield {interest and dividends). The endowment funds are well diversified and include investments in cash
and cash equivalents, equity, fixed income, multiasset, and alternative asset classes. The asset allocation
policy adopted by the Foundation's board of trustees defines the investment goals and objectives, as well
as asset class targets and ranges. The diversification of investment assets is designed to control risk and
dampen the variability of endowment returns from year to year.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Foundation has a policy of appropriating for distribution each year 3 percent of an eligible endowment
fund's average market value over the prior 12 quarters through the second fiscal year end preceding the
fiscal year in which the distribution is planned; the fiscal year 2017-2018 appropriation was based on the
12-quarter average market value of the fund as of June 30, 2016. In establishing this policy, the
Foundation considered the long-term expected return on its endowment. In addition to this specific
appropriation, the Foundation also distributes up to 2.0 percent of an endowment fund's 12-quarter
average market value to the Foundation's operating budget as a source of revenue for the Foundation's
operating expenses. Accordingly, over the long term, the Foundation expects the current spending policy
to allow its endowment to grow at an average of 6.2 percent annually. This is consistent with the
Foundation’s objective to maintain the purchasing power of the endowment assets held in perpetuity or for
a specified term, as well as to provide additional real growth through new gifts and investment return.

Mortgage Payable to the Endowment Fund

In October 2009, the Foundation utilized temporarily restricted earnings on endowment assets to settle a
mortgage due to an unrelated party. The total mortgage paid with endowment funds was $2,031,499. A
25-year note payable was established to reimburse the endowment fund with monthly principal and
interest payments of $12,842. The amount due to the endowment fund from unrestricted funds or the
release of temporarily restricted funds is $1,624,278 at June 30, 2018.

Note 13 - Lease Commitments

The Foundation is obligated under certain operating leases for office equipment. The terms of the leases
are generally 60 months, with monthly payments totaling approximately $2,600 and quarterly payments of

approximately $750.
Future minimum lease payments are as follows:
Years Ending Amount
2019 $ 34,201
2020 34,201
2021 15,985
2022 2,230
Total § 86,617

Rent expense for 2018 was $34,945.
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