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Independent Auditors’ Report

Board of Trustees
Ottawa University
Ottawa, Kansas

Report On The Audit Of The Consolidated Financial Statements
Opinion

We have audited the accompanying consolidated financial statements of Ottawa
University (the University), which comprise the consolidated statement of financial
position as of June 30, 2023 and 2022, and the related consolidated statements of
activities, functional expenses, and cash flows for the years then ended, and the related
notes to the consolidated financial statements.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of the University as of June 30, 2023 and
2022, and the changes in net assets and its cash flows for the years then ended, in
accordance with accounting principles generally accepted in the United States of
America.

Basis For Opinion

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America (GAAS) and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States (Government Auditing Standards). Our responsibilities under those
standards are further described in the Auditors’ Responsibilities For The Audit Of The
Financial Statements section of our report. We are required to be independent of the
University and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audit. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.



Board of Trustees
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Management’s Responsibility For The Consolidated Financial Statements

Management 1is 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.

In preparing the consolidated financial statements, management is required to evaluate
whether there are conditions or events, considered in the aggregate, that raise
substantial doubt about the University’s ability to continue as a going concern for one
year after the date that the consolidated financial statements are available to be issued.

Auditors’ Responsibilities For The Audit Of The Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to
1ssue an auditors’ report that includes our opinion. Reasonable assurance is a high level
of assurance but is not absolute assurance and therefore is not a guarantee that an audit
conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations or the override
of internal control. Misstatements are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made
by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards,
we:

o Exercise professional judgment and maintain professional skepticism throughout
the audit.

o Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, and design and perform audit procedures responsive
to those risks. Such procedures include examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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, no such opinion is expressed.
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o Evaluate the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluate the
overall presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in
the aggregate, that raise substantial doubt about the University’s ability to
continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among
other matters, the planned scope and timing of the audit, significant audit findings and
certain internal control-related matters that we identified during the audit.

Other Reporting Required By Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 31, 2023 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. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on 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.

WLLP

October 31, 2023
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OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Assets
June 30,
2023 2022
Cash and cash equivalents $ 2,640,831 $ 3,445,583
Restricted cash and cash equivalents for government loan programs 404,591 467,842
Investments held by bond trustee under loan agreement 2,687,288 2,687,288
Accounts receivable:
Students, net of allowance 3,198,543 2,481,049
Promises to give, net of allowance 3,874,667 4,516,022
Other 752,119 391,949
Student loans receivable 857,840 1,102,949
Asset held as available for sale — 2,988,518
Inventories 306,383 389,653
Prepaid expenses 2,471,604 1,429,408
Investments 16,327,865 20,651,951
Right-of-use assets - operating leases, net 4,231,604 5,019,614
Other 37,927 43,650
37,791,262 45,615,476
Property And Equipment:
Land and land improvements 4,873,662 4,873,662
Buildings 113,873,321 113,528,190
Equipment 30,668,161 28,944,582
Vehicles 78,590 78,590
Leasehold improvements 2,822,405 2,822,405
Projects in progress 11,369,631 358,126
163,685,770 150,605,555
Less: Accumulated depreciation and amortization 52,895,942 48,201,026
110,789,828 102,404,529
Total Assets $ 148,581,090 $ 148,020,005
Liabilities And Net Assets
Liabilities
Accounts payable $ 1,660,472 $ 480,438
Accrued liabilities 3,065,080 2,098,438
Deferred revenues 5,812,554 6,665,168
Asset retirement obligations 104,755 117,088
Present value of annuities payable 64,672 64,634
Notes and bonds payable:
Principal amount 106,598,599 105,668,384
Premium 770,811 812,978
Less: Unamortized debt issuance costs 2,085,133 2,137,109
Notes and bonds payable - less unamortized
debt issuance costs 105,284,277 104,344,253
Refundable government loan programs 1,155,515 1,387,598
Operating lease liabilities 4,396,013 5,172,636
Total Liabilities 121,543,338 120,330,253
Net Assets
Without donor restrictions 10,861,539 12,758,414
With donor restrictions 16,176,213 14,931,338
Total Net Assets 27,037,752 27,689,752
Total Liabilities And Net Assets $ 148,581,090 $ 148,020,005

See the notes to consolidated financial statements. Page 4



OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF ACTIVITIES
For The Year Ended June 30, 2023

Without Donor With Donor

Restrictions Restrictions Total
Revenues, Gains And Other Support
Student tuition and fees $ 71,184,387 $ — $ 171,184,387
Less: University-funded scholarships 29,812,627 — 29,812,627
Net tuition and fees 41,371,760 — 41,371,760
Interest and dividends, net of fees 255,893 165,543 421,436
Net realized gains on investments 6,904 — 6,904
Net unrealized gains on investments 285,419 411,685 697,104
Change in value of funds held in trust by others — 57,653 57,653
Private gifts, grants and bequests 3,212,389 752,959 3,965,348
Auxiliary enterprises 13,023,695 — 13,023,695
Higher education emergency relief funds 1,827,484 — 1,827,484
Gain on sale of assets held for sale 1,613,564 — 1,613,564
Other 3,484,440 — 3,484,440
Total Operating Revenues, Gains And Other Support 65,081,548 1,387,840 66,469,388
Net assets released from restrictions 142,965 (142,965) —
Total Revenues, Gains And Other Support 65,224,513 1,244,875 66,469,388
Expenses
Education and general:
Instruction 8,938,952 — 8,938,952
Academic support 5,453,925 — 5,453,925
Student services and activities 20,478,973 — 20,478,973
Institutional support 20,276,703 — 20,276,703
Total education and general 55,148,553 — 55,148,553
Fundraising expenses 862,967 — 862,967
Auxiliary enterprises 11,109,868 — 11,109,868
Total Expenses 67,121,388 — 67,121,388
Change In Net Assets (1,896,875) 1,244,875 (652,000)
Net Assets - Beginning Of Year 12,758,414 14,931,338 217,689,752
Net Assets - End Of Year $ 10,861,539 $ 16,176,213 $ 27,037,752

See the notes to consolidated financial statements. Page 5



OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF ACTIVITIES

For The Year Ended June 30, 2022

Without Donor  With Donor
Restrictions Restrictions Total
Revenues, Gains And Other Support
Student tuition and fees $ 70,551,929 $ — $ 170,551,929
Less: University-funded scholarships 27,913,290 — 27,913,290
Net tuition and fees 42,638,639 — 42,638,639
Interest and dividends, net of fees 75,325 187,536 262,861
Net realized losses on investments (8,757) — (8,757)
Net unrealized losses on investments (478,998) (848,186) (1,327,184)
Change in value of funds held in trust by others — (273,043) (273,043)
Private gifts, grants and bequests 4,793,293 390,679 5,183,972
Auxiliary enterprises 12,904,023 — 12,904,023
Higher education emergency relief funds 3,815,741 3,815,741
Other 3,600,016 — 3,600,016
Total Operating Revenues, Gains And Other Support 67,339,282 (543,014) 66,796,268
Net assets released from restrictions 218,092 (218,092) —
Total Revenues, Gains And Other Support 67,557,374 (761,106) 66,796,268
Expenses
Education and general:
Instruction 9,293,662 — 9,293,662
Academic support 5,890,354 — 5,890,354
Student services and activities 20,652,892 — 20,652,892
Institutional support 20,787,461 — 20,787,461
Total education and general 56,624,369 — 56,624,369
Fundraising expenses 1,003,920 — 1,003,920
Auxiliary enterprises 10,374,874 — 10,374,874
Total Expenses 68,003,163 — 68,003,163
Change In Net Assets (445,789) (761,106) (1,206,895)
Net Assets - Beginning Of Year 13,204,203 15,692,444 28,896,647
Net Assets - End Of Year $ 12,758,414 $ 14,931,338 $ 27,689,752

See the notes to consolidated financial statements.
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OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES
For The Year Ended June 30, 2023

Student Total General

Academic Services And Auxiliary Program Institutional
Instruction Support Activities  Enterprises Expenses Support Fundraising Total
Salaries and wages $ 5839916 $ 1,818,353 $ 9,422,814 $ 353,258 $ 17,434,341 $ 4,855,359 $ 477,771 $ 22,767,471
Payroll taxes and employee benefits 908,557 359,937 2,157,285 88,800 3,514,579 2,403,859 109,569 6,028,007
Professional services 116,822 2,473,309 397,475 19,359 3,006,965 3,960,537 103,745 7,071,247
Maint Supplies and equipment 91,312 14,139 983,997 1,046,795 2,136,243 1,500,535 — 3,636,778
Utilities, insurance and taxes 118,861 907 708,720 1,030,414 1,858,902 1,444,431 17,900 3,321,233
Depreciation and amortization 546,421 183,431 2,050,800 1,229,502 4,010,154 671,861 — 4,682,015
Travel, hospitality and events 123,435 226,668 1,851,842 8,516 2,210,461 448,751 33,357 2,692,569
Interest expense 1,032,269 — 997,051 1,283,162 3,312,482 1,235,900 — 4,548,382
Advertising and marketing 541 — 4,152 — 4,693 1,509,222 3,875 1,517,790
Rent and occupancy 9,533 — 1,097,930 1,032,511 2,139,974 942,859 — 3,082,833
Dues, memberships, and subscriptions 1,897 172,740 350,050 757 525,444 199,756 100 725,300
Supplies and office expenses 149,388 204,441 456,857 5,016,794 5,827,480 1,103,633 116,650 7,047,763
$ 8938952 $ 5453925 $ 20,478973 $ 11,109,868 $ 45,981,718 $ 20,276,703 $ 862,967 $ 67,121,388

See the notes to consolidated financial statements.
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OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

For The Year Ended June 30, 2022

Student Total General

Academic Services And Auxiliary Program Institutional
Instruction Support Activities  Enterprises Expenses Support Fundraising Total
Salaries and wages $ 6,041,048 $ 1,881,577 $ 9,489,932 $ 295,145 $§ 17,707,702 $ 5,416,951 $ 618,680 $ 23,743,333
Payroll taxes and employee benefits 955,742 354,748 2,053,360 80,714 3,444,564 2,310,935 128,381 5,883,880
Professional services 36,972 2,938,790 517,366 23,323 3,516,451 4,865,688 72,969 8,455,108
Maintenance, supplies and equipment 96,705 8,228 986,290 893,835 1,985,058 1,170,113 — 3,155,171
Utilities, insurance and taxes 91,572 841 513,610 882,035 1,488,058 1,307,911 18,350 2,814,319
Depreciation and amortization 587,762 197,163 2,204,605 1,320,314 4,309,844 722,670 — 5,032,514
Travel, hospitality and events 202,868 168,117 2,339,446 6,842 2,717,273 241,640 41,454 3,000,367
Interest expense 1,177,415 — 1,137,245 1,463,586 3,778,246 1,409,679 — 5,187,925
Advertising and marketing 418 1,230 1,514 — 3,162 1,374,952 — 1,378,114
Rent and occupancy 17,435 9,240 670,952 854,221 1,651,848 832,424 — 2,384,272
Dues, memberships and subscriptions 3,867 160,901 274,823 1,795 441,386 192,662 1,055 635,103
Supplies and office expenses 81,858 169,519 463,749 4,553,064 5,268,190 941,836 123,031 6,333,057
$ 9,293,662 $ 5,890,354 $ 20,652,892 $ 10,374,874 $ 46,211,782 $ 20,787,461 $ 1,003,920 $ 68,003,163

See the notes to consolidated financial statements.
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OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF CASH FLOWS

Page 1 Of 2

For The Years
Ended June 30,
2023 2022
Cash Flows From Operating Activities
Change in net assets $ (652,000) $ (1,206,895)
Adjustments to reconcile change in net assets to net cash
from operating activities:
Net realized gains on investments (6,904) 8,757
Net unrealized (gains) losses on investments (697,104) 1,327,184
Depreciation and amortization 4,682,015 5,032,514
Non-cash lease expense for ROU asset amortization 788,010 302,811
Change in asset retirement obligation (12,333) 5,015
Amortization of debt issue costs included with interest expense 78,903 119,815
Loss on bond issue costs — 967,273
Gain on sale of assets held as available for sale (1,613,564) —
Contributions restricted for investment (292,311) (369,716)
Change in value of funds held in trust by others 57,652 273,043
Actuarial loss on annuity obligations 38 12,371
Changes in:
Accounts and other receivables, net (832,555) 739,668
Promises to give, net 641,355 1,367,646
Inventories 83,270 (60,395)
Prepaid expenses (1,042,196) (420,814)
Other assets 5,723 —
Accounts payable and accrued liabilities 2,055,098 (1,296,118)
Deferred revenues (852,614) (1,041,136)
Operating lease liabilities (776,623) (325,284)
Net Cash Provided By Operating Activities 1,613,860 5,435,739
Cash Flows From Investing Activities
Purchase of property and equipment (12,975,736) (4,284,183)
Proceeds from assets held from sale 4,602,082 —
Purchase of investments (6,483,466) (1,248,071)
Proceeds from disposition of investments 11,453,908 565,000
Payments to annuitants — (12,333)
Change in investments and cash held by bond trustee — 126,412
Net Cash Used In Investing Activities (3,403,212) (4,853,175)

See the notes to consolidated financial statements.
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OTTAWA UNIVERSITY

CONSOLIDATED STATEMENT OF CASH FLOWS

Page 2 Of 2

For The Years
Ended June 30,
2023 2022
Cash Flows From Financing Activities
Payment of bond issuance costs (26,927) $ (927,437)
Contributions restricted for investment 292,311 369,716
Proceeds from notes and bonds payable 20,314,766 49,734,743
Payments on notes and bonds payable (11,926,718) (8,575,273)
Proceeds from line of credit 4,500,000 37,127,100
Payments on line of credit (12,000,000) (37,837,703)
Change in refundable government loan program (232,083) (1,082,820)
Payments to refinance long term debt — (40,957,686)
Net Cash Provided By (Used In) Financing Activities 921,349 (2,149,360)
Net Change In Cash And Cash Equivalents And Restricted Cash (868,003) (1,566,796)
Cash, Cash Equivalents And Restricted Cash - Beginning Of Year 3,913,425 5,480,221
Cash, Cash Equivalents And Restricted Cash - End Of Year 3,045,422 $ 3,913,425
Supplemental Cash Flow Information
Interest paid 5,910,188 $ 4,874,520
Supplemental Schedule Of Noncash Operating And Investing Activities
Right-of-use assets obtained in exchange for operating lease liabilities 78,316 $ —
Transfer of asset from fixed assets to held for sale — 2,988,518
Fixed assets acquired with accounts payable 226,705 66,115
Fixed assets acquired through retainage payable — 69,012

See the notes to consolidated financial statements.

Page 10



OTTAWA UNIVERSITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2023 And 2022

Nature Of Operations And Summary Of Significant Accounting
Policies

Ottawa University (the University) is a multi-site, not-for-profit university,
including centers for adult learners (Arizona, Kansas and Wisconsin) (the Centers)
as well as the original campus (the College) founded in 1865 in Ottawa, Kansas,
50 miles southwest of Kansas City. In 2008, the University launched the new
Online Division providing opportunity to those students wanting to complete their
degree without the traditional classroom settings. Ottawa Investment
Management Services (OIMS) was incorporated June 3, 2009 and is a wholly-
owned subsidiary of the University. OIMS manages investments and holds
property on behalf of the University. In 2017, the University opened a new
residential campus in Surprise, Arizona (OUAZ) which represents Ottawa’s second
residential campus and operates as a separate institution for Intercollegiate
Athletics purposes.

Basis Of Presentation

The accompanying consolidated financial statements have been prepared on the
accrual basis of accounting and include the accounts of Ottawa University and its
wholly owned subsidiary, Ottawa Investment Management Services (collectively
referred to as the University). All significant interorganization balances and
transactions have been eliminated in consolidation.

The financial statement presentation follows the requirements of the Financial
Accounting Standards Board for not-for-profit organizations by presenting assets
and liabilities within similar groups and classifying them in a way that provides
relevant information about the interrelationships, liquidity, and financial
flexibility. As a result, the University is required to report information regarding
its financial position and activities according to the following classes of net assets:

Net assets without donor restrictions - Net assets that are not subject to donor-
1mposed restrictions and may be expended for any purpose in performing the
primary objectives of the organization. These net assets may be used at the
discretion of management and the Board of Trustees.

Net assets with donor restrictions - Net assets subject to stipulations imposed
by donors and grantors. Some donor restrictions are temporary in nature; those
restrictions will be met by actions of the University or by passage of time. Other
donor restrictions are perpetual in nature, whereby the donor has stipulated
the funds be maintained in perpetuity.
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OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

Use Of Estimates

The preparation of the 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 consolidated financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.

Revenue Recognition, Student Accounts Receivable, Contract Liabilities
And Deferred Revenue

The University’s revenue is derived primarily from academic programs taught to
students. Tuition and related fees are recognized as revenue over the course of the
academic term or program for which it is earned. Non-tuition related revenue is
recognized as services are performed or goods are delivered. Generally, the
University bills students prior to the beginning of the semester, and students’
accounts receivable are due in full before classes begin.

If a student withdraws prior to the day of the academic term, the student is entitled
to a full refund. If a student withdraws during the first week of the academic term,
the student is entitled to an 80 percent refund, if during the second week a
60 percent refund, if during the third week a 40 percent refund and if during the
fourth week a 20 percent refund. No refunds are awarded after the fourth week of
the academic term.

The University has a different refund policy for the eight-week terms. If a student
withdraws prior to the first day of the academic term, the student is entitled to a
full refund. If a student withdraws during the first week of the academic term, the
student is entitled to a 70 percent refund, if during the second week a 30 percent
refund and no refunds are issued after the third week of the academic term.

Tuition, residential services and meal plan services revenue are considered to be
separate performance obligations. The University allocates the fees charged to
students to tuition and housing, food and other services based on standalone
charges to students for tuition and those other services.

The University determines the transaction price based on standard charges for
goods and services provided, reduced by certain institutional scholarships and aid
in accordance with the University’s policies for granting certain merit based aid.

Page 12



OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

From time to time the University will incur student credit balances and student
deposits, which represent the excess of tuition and fees and other student
payments received as compared to amounts recognized as revenue. These amounts
are excluded from revenues and are recorded as liabilities until they are earned or
refunded. As of June 30, 2023 and 2022, the University has a liability for refunds
or deposits from students of $3,175,048 and $3,055,274, respectively, which is
included in deferred revenue in the consolidated statement of financial position.

Deferred revenue also includes $1,333,333 at June 30, 2023 and $2,333,333 at
June 30, 2022 related to an agreement between Ottawa University and the City of
Surprise, Arizona, which provides for the City of Surprise, Arizona to have access
to various facilities controlled by Ottawa University. The deferred revenue relates
to prepayments made by the City of Surprise to Ottawa University, and the
amounts will be recognized to revenue over the initial five-year term of the contract
as the performance obligations are satisfied. Deferred revenue also includes
amounts related to Ottawa University’s food operation contracts which will be
recognized to revenue over the term of the contract as the performance obligations
are satisfied.

The composition of gross tuition revenue by segment for the years ended June 30
1s as follows:

2023 2022
Adult professional and online studies $ 18,503,390 $ 20,495,377
College 25,864,576 23,571,223
Surprise residential 26,816,421 26,485,329

$ 71,184,387 § 70,551,929

All of the revenue associated with tuition is recognized over time.

The composition of auxiliary enterprise revenues by function for the years ended
June 30 is as follows:

2023 2022
Housing and meal plans $ 11,444,662 $ 11,285,635
Books 197,770 184,397
Retail 335,083 375,277
Fines 22,735 28,655
Other 1,023,445 1,030,059

$ 13,023,695 § 12,904,023
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OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

The composition of revenue based on timing of revenue recognition related to
auxiliary enterprises revenue for the years ended June 30 is as follows:

2023 2022
Services transferred over time $ 11,444,662 $ 11,285,635
Sales at point in time 1,579,033 1,618,388

$ 13,023,695 $ 12,904,023

Cash And Cash Equivalents

The University considers all liquid investments with original maturities of three
months or less to be cash equivalents. At June 30, 2023 and 2022, cash equivalents
consisted primarily of money market accounts with brokers. At June 30, 2023, the
University’s cash accounts exceeded the federally insured limits by approximately
$1,957,000.

Restricted Cash And Cash Equivalents And Investments

Restricted cash, cash equivalents and investments includes amounts held for Debt
Service and for the Federal Perkins Loan Program.

Investments And Investment Return

Investments in mutual funds and other equity securities and all debt securities are
carried at fair value. Other investments are valued at the lower of cost (or fair
value at time of donation, if acquired by contribution) or fair value. Investment
return includes dividends, interest and other investment income; realized and
unrealized gains and losses on investments carried at fair value; and realized gains
and losses on other investments. Investment income and gains that are initially
restricted by donor stipulation and for which the restriction will be satisfied in the
same year are included in net assets without donor restrictions. Other investment
income, gains and losses are reflected in the consolidated statements of activities
as with net assets with donor restrictions or without donor restrictions based upon
the existence and nature of any donor or legally imposed restrictions.

The University maintains pooled investment accounts for its endowments.
Investment income and realized and unrealized gains and losses from securities in
the pooled investment accounts are allocated to the individual endowments based
on the relationship of the fair value of the interest of each endowment to the total
fair value of the pooled investment accounts, as adjusted for additions to or
deductions from those accounts.
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OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

Student Accounts And Loans Receivable

Student accounts receivable are stated at the amounts billed to students less
applied scholarships and loan proceeds. The University provides an allowance for
doubtful accounts, which is based upon a review of outstanding receivables,
historical collection information and existing economic conditions. As of June 30,
2023 and 2022, the allowance for uncollectible accounts amounted to $2,310,158
and $2,048,282, respectively. Tuition is generally due at the beginning of the
semester, unless the student has signed a payment plan. Charges that are past
due and have had no response to the due diligence process are assigned to third-
party collection agencies. Delinquent receivables are written off based on
individual credit evaluation and specific circumstances of the student.

Loans receivable consist primarily of amounts due under the Federal Perkins Loan
Program and are stated at their outstanding principal amount. Interest income is
recorded as received, which is not materially different from the amount that would
have been recognized on the accrual basis. Loans that are delinquent continue to
accrue interest. Loans that are past due for at least one payment are considered
delinquent. Delinquent loans are written off based on individual credit evaluation
and specific circumstances of the student.

Promises To Give

Unconditional promises to give are recognized as support in the period the
promises are received. Conditional promises to give, that is, those with a
measurable performance or other barrier, are not recognized until the conditions
on which they depend have been met.

An allowance for uncollectible promises to give is provided based upon the
University’s estimate of amounts which will ultimately not be collected. The
estimate is based on historical collection experience and a review of the current
status of existing promises to give. Management provides for probable
uncollectible amounts through a charge to earnings and a credit to a valuation
allowance based on its assessment of the current status of individual promises to
give. Balances that are still outstanding after management has used reasonable
collection efforts are written off through a charge to the valuation allowance and a
credit to promises to give.

From time to time, the University may receive promises to give that are to be
collected over multiple years which are recorded at their net realizable value less
a discount allowance to reflect the present value of future cash flows. Promises to
give are reported net of a discount, at a rate of 2.5%, to the present value of future
cash flows.
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OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

Inventories

Inventories, consisting of books and supplies in the University’s bookstores and
publication supplies, are stated at the lower of first-in, first-out cost or net
realizable value.

Debt Issuance Costs

Unamortized costs incurred in connection with the issuance of debt of $2,085,133
and $2,137,109 have been capitalized and are amortized using the straight-line
method over the term of the debt for the years ended June 30, 2023 and 2022,
respectively. GAAP requires debt issuance costs to be amortized using the
effective-interest method however; the results between the straight-line method
and effective-interest method are immaterial. In connection with the issuance of
2022 Series B Bonds, $26,928 and $927,000 of debt issuance costs were capitalized
by the University for the years ended June 30, 2023 and 2022, respectively.
Accumulated amortization amounted to $420,352 and $341,449 at June 30, 2023
and 2022, respectively. Amortization expense totaled $78,903 and $119,815 for the
years ended June 30, 2023 and 2022, respectively. Amortization expense on the
debt issuance costs is included with interest expense in the consolidated statement
of activities.

Additionally, as a result of debt refinancing during 2022, debt issuance costs of
$967,273 were recorded as a loss on debt extinguishment and included in interest
expense on the statement of activities for the year ended June 30, 2022.

Property And Equipment

Property and equipment are depreciated primarily on a straight-line basis over the
estimated useful lives of the assets, which range from 5 to 40 year. Physical plant
and equipment have been substantially recorded at cost with the exception of gifts,
which are recorded at market value at date of acquisition. Donated property and
equipment are reported as increases in net assets without donor restriction unless
the use of the assets is restricted by the donor. Leasehold improvements are
included within property and equipment and are amortized on a straight-line basis
over the estimated useful lives of the improvements or the lease, whichever is less.
Depreciation and amortization expense for property and equipment for the years
ended June 30, 2023 and 2022 amounted to $4,682,015 and $5,032,514,
respectively.
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Long-Lived Asset Impairment

The University evaluates the recoverability of the carrying value of long-lived
assets whenever events or circumstances indicate the carrying amount may not be
recoverable. If a long-lived asset is tested for recoverability and the undiscounted
estimated future cash flows expected to result from the use and eventual
disposition of the asset is less than the carrying amount of the asset, the asset cost
1s adjusted to fair value and an impairment loss is recognized as the amount by
which the carrying amount of a long-lived asset exceeds its fair value. No asset
impairment was recognized during the years ended June 30, 2023 or 2022.

Contributions And Support

Gifts of cash and other assets received without donor stipulations are reported as
revenue and net assets without donor restriction. Gifts received with a donor
stipulation that limits their use are reported as revenue and net assets with donor
restriction. When a donor stipulated time restriction ends or purpose restriction
is accomplished, net assets with donor restriction are reclassified to net assets
without donor restrictions and reported in the consolidated statement of activities
as net assets released from restriction. Gifts having donor stipulation, which are
satisfied in the period the gift is received, are reported as revenue and net assets
without donor restriction.

Gifts of land, buildings, equipment and other long-lived assets and nonfinancial
assets are reported as net assets without donor restriction unless explicit donor
stipulations specify how such assets must be used, in which case the gifts are
reported as net assets with donor restriction. Expirations of restrictions resulting
in reclassification of net assets with donor restriction as net assets without donor
restriction are reported when the long-lived assets are placed in service. The
University uses its discretion on when to sell any contributions of nonfinancial
assets that are not restricted by the donor. Gifts of nonfinancial assets are
included in contributions of nonfinancial assets. There were no gifts of
nonfinancial assets at June 30, 2023 or 2022.

Unconditional gifts expected to be collected within one year are reported at their
net realizable value. Unconditional gifts expected to be collected in future years
are initially reported at fair value determined using the discounted present value
of estimated future cash flows technique. The resulting discount is amortized
using the level-yield method and is reported as contribution revenue.

Conditional promises to give, that is, those with a measurable performance or other
barrier, are not recognized until the conditions on which they depend have been
met. As of June 30, 2023 and 2022, the University had approximately $797,810
and $2,262,476, respectively, of conditional promises to give.

Page 17



OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

For the years ended June 30, 2023 and 2022, one donor contributed 10% and 14%
of total contribution revenue respectively.

Annuities Payable

The University has annuity contracts with contributors, which provide that the
University will pay a specified amount to an annuitant during the annuitant’s
lifetime. The present value of annuities payable is recorded based upon
management’s estimates of each annuitant’s life expectancy and the expected rate
of return over the life of each annuity contract.

Income Taxes

The Internal Revenue Service has issued a determination letter that the University
is a nonprofit organization as defined under Section 501(c) (3) of the Internal
Revenue Code and is exempt from income tax. However, the University is subject
to unrelated business tax. The University files tax returns in the U.S. federal
jurisdiction. The University’s tax returns for tax years 2020 and later remain
subject to examination by taxing authorities.

ASU 2016-02, Leases (Topic 842)

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). This ASU
requires lessees to recognize a lease liability and a right-of-use (ROU) asset on a
discounted basis, for substantially all leases, as well as additional disclosures
regarding leasing arrangements.

The University adopted Topic 842 on July 1, 2020 (the effective date) using the
comparatives under ASC 840 transition method, which applies Topic 842 at the
beginning of the period in which it is adopted. The University elected the package
of practical expedients under the new standard, which permits entities to not
reassess lease classification, lease identification or initial direct costs for existing
or expired leases prior to the effective date. The University also elected to keep
short-term leases with an initial term of 12 months or less off the Consolidated
Statement of Financial Position. The University did not elect the hindsight
practical expedient in determining the lease term for existing leases as of July 1,
2020.
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The most significant impact of adoption was the recognition of operating lease ROU
assets and operating lease liabilities, while the accounting for existing capital
leases (now referred to as finance leases) remained substantially unchanged. As
part of adopting the standard, previously recognized liabilities for deferred rent
were reclassified as a component of the ROU assets. The standard did not
significantly affect the University’s Consolidated Statements of Activities or
Consolidated Statement of Cash Flows.

Advertising Expense

The University expenses the costs for advertising as they are incurred. The total
amount charged to advertising for the years ended June 30, 2023 and 2022 was
$1,517,790 and $1,378,114, respectively.

Asset Held As Available For Sale

During 2022, the University's facility in Phoenix, Arizona was made available for
sale and was recorded at carrying value of $2,988,518. For the year ended June 30,
2023, the University completed a sale of the facility for total proceeds of $4,602,082.
A gain on sale of assets held for sale of $1,613,564 was recorded during 2023 and
included on the consolidated statement of activities.

At June 30, 2023, there were no assets held for sale.

Expense Allocation

The consolidated statement of functional expenses presents expenses by functional
and natural classification. Expenses directly attributable to a specific area of the
University are reported as specific to that functional area. Depreciation expense
is allocated based on a building and usage analysis. Interest expense on external
debt is allocated to the functional categories, which have benefited from the
proceeds of the external debt. Plant operations and maintenance represents space-
related costs, which are allocated to the functional categories directly and/or based
on the building and usage analysis. Other expenses have been allocated across
multiple functions based on the nature of the expenditure.

Transfer Between Fair Value Hierarchy Levels

Transfers in and out of Level 1 (quoted market prices), Level 2 (other significant
observable inputs) and Level 3 (significant unobservable inputs) are recognized on
the period ending date.
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Reclassifications

Certain 2022 amounts have been reclassified, where appropriate, to conform to the
presentation used in the 2023 financial statements.

Subsequent Events

Management evaluates subsequent events through the date the consolidated
financial statements are available to be issued, which 1s the date of the
Independent Auditors’ Report.

2. Investments

Investments at June 30, 2023 and 2022 consist of the following:

2023 2022
Investments At Fair Value

Money market funds $ 6,513,811 $ 11,360,491
Corporate bonds 929,575 1,211,965
Common stock 5,752,372 5,020,499
U.S. government agency securities 884,418 888,599
Beneficial interest in trusts 1,771,868 1,714,216
Mutual funds 199,167 184,527

16,051,211 20,380,297

Investments At Cost/Net Realizable Value

Oil/gas interests 40,000 35,000
Land 140,051 140,051
Cash surrender value of life insurance 96,603 96,603
276,654 271,654

Total Investments $ 16,327,865 $ 20,651,951

At June 30, 2023 and 2022, the University has investments of $2,687,288, which
are money market mutual funds held by a bond trustee pursuant to a bond
agreement.
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For the years ended June 30, 2023 and 2022, investment return consisted of the
following and is reflected as such in the consolidated statements of activities:

2023 2022
Net realized gains (losses) on investments $ 6,904 $ (8,757)
Net unrealized gains (losses) on investments 697,104 (1,327,184)
Interest and dividends, net of fees 421,436 262,861

$ 1,125,444 § (1,073,080)

The University is the beneficiary under several perpetual trusts administered by
outside parties. Under the terms of the trusts, the University has the irrevocable
right to receive income earned on the trust assets in perpetuity, but never receives
the assets held in trust. The estimated value of the expected future cash flows is
$1,771,868 and $1,714,216, which represents the fair value of the trust assets at
June 30, 2023 and 2022, respectively. The change in value in funds held in trust
by others for 2023 and 2022 was a gain of $57,653 and a loss of $273,043,
respectively.

Promises To Give

Pledges receivable at June 30, 2023 and 2022 consisted of the following
unconditional promises to give:

2023 2022

Due within one year $ 2,519,850 $ 1,860,808
Due in one to five years 1,688,500 2,925,261
4,208,350 4,786,069

Less: present value discount 186,000 111,000
Less: allowance for uncollectible accounts 147,683 159,047

$ 3,874,667 § 4,516,022

At June 30, 2023 and 2022, $1,157,778 and $587,581, respectively, of gross
promises to give were due from members of the University’s Board of Trustees. At
June 30, 2023 and 2022, 66% and 72%, respectively, of total promises to give were
due from five donors, respectively.
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1.

Loans Receivable

The University makes uncollateralized loans to students through its participation
in the Federal Perkins Loan (FPL) Program. The availability of funds under the
Federal Perkins Loan Program is dependent on reimbursement to the loan fund
from repayments on outstanding loans. Funds advanced by the federal
government totaled approximately $1,155,515 and $1,387,598 as of June 30, 2023
and 2022, respectively. These advances, including cumulative gains and losses,
are ultimately refundable to the federal government and are classified as liabilities
in the consolidated statements of financial position. Outstanding loans canceled
under the program result in a reduction of funds available for future loans and a
decrease in the University’s liability to the federal government. These outstanding
loan amounts represent less than 2 percent of total University assets as of June 30,
2023 and 2022.

For the Federal Perkins Loan Program, the federal government bears the risk of
loss of uncollectible loans provided the University performs required collection due
diligence procedures. Therefore, the University has not recorded an allowance for
uncollectible accounts at June 30, 2023 and 2022. The University does not stop
the accrual of interest until a loan is written off; therefore, the University has no
loans on nonaccrual status. The loan receivable for Federal Perkins Loans due
from students at June 30, 2023 and 2022 is $857,840 and $1,102,949, respectively.

The Federal Perkins Loan Program is winding down and no new loans were
advanced to students after June 30, 2018.

The following tables represent the amounts past due under the University’s
student loan program as of June 30, 2023 and 2022:

2023

30-59 Days 60-89 Days Greater Than Total Total Loans

Past Due Past Due 90 Days Past Due Current Receivable

FPL Program $ 17,881 $ 24,154 $ 310,995 $ 353,030 $ 504,810 $ 857,840
2022

30-59 Days 60-89 Days Greater Than Total Total Loans

Past Due Past Due 90 Days Past Due Current Receivable

FPL Program $ 40,174 $ 8567 $ 399,674 $ 448415 $ 654,534 $ 1,102,949
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5.

Notes And Bonds Payable

At June 30, 2023 and 2022, notes and bonds payable consisted of the following:

A)

B)

(©)

D)

()

(F)

2023 2022
Revenue Anticipation Notes, Series 2022 (A) $ 5,000,000 $ 6,000,000
2022 Series A Bonds (B) 33,342,279 34,064,195
2022 Series B Bonds (C) 11,884,766 1,070,000
Revolving Line Of Credit (D) — 7,500,000
OUAZ Bond, Series 2020 (E) 38,125,000 38,525,000
USDA - Rural Loan (F) 18,246,554 18,509,189

$ 106,598,599 § 105,668,384

Principal and interest at 7.3% due May 1, 2024

4.196% serial educational facilities revenue bonds; interest payable monthly with principal
maturing on the first of each month through 2047 in varying amounts starting June 1, 2022;
collateralized by certain buildings and land. Bonds were issued for the purpose of refunding
various debt holdings and reimbursing the University for capital improvements.

4.196% serial educational facilities revenue bonds; interest payable monthly through 2047 in
varying amounts starting May 1, 2022 and principal maturing monthly in varying amounts
starting June 1, 2024; collateralized by certain buildings and land. Bonds were issued for the
purpose of refunding various debt holdings and reimbursing the University for capital
improvements.

At June 30, 2023, revolving line of credit of up to $15,500,000. Maturity of debt is March
2024, at which time any outstanding balance of principal and interest was set to become due.
Interest rate is 1.75% plus the 30-day Bloomberg Short-Term Bank Yield Index. Interest
payments are due monthly.

Series 2020 Bonds with terms maturing in varying dates through 2051 with interest rates
varying from 5% to 5.5%. Interest payable every April 1st and October 1st, beginning April
2021; collateralized by mortgage on certain buildings and land. Bonds were issued for the
purpose of purchasing buildings on the OUAZ campus and to pay off several leases.

In June 2018, note payable for $17,840,000 to the United States Department of Agriculture
(USDA) for 35 year (origination date of June 28, 2018) with an interest rate of 3.50%.
Monthly payments of principal and interest of $73,858 due through maturity date of June 28,
2053. These notes payable are collateralized by certain real estate. The notes are held by
Ottawa Investment Management Services, Inc., a wholly owned subsidiary consolidated with
Ottawa University. The notes payable require the University to establish a debt service
reserve account and to deposit $7,386 per month until the account accumulates a balance of
$886,296. Principal balance increased by $1,207,780 during 2022 which was accrued interest
that the USDA applied to principal as a result of a COVID-19 agreement.

Page 23



OTTAWA UNIVERSITY

Notes To Consolidated Financial Statements (Continued)

Several of the notes and bonds include restrictive covenants which require the
University to maintain certain financial covenants. As of June 30, 2023, the
University was in compliance with restrictive covenants.

Aggregate annual maturities and sinking fund requirements of debt at June 30,
2023 are as follows:

Year Amount
2024 $ 6,595,296
2025 2,616,763
2026 2,683,135
2027 9,752,327
2028 2,879,313
Thereafter 89,071,765

$ 106,598,599

The University incurred interest expense totaling $4,548,381 and $5,187,925 for
the years ended June 30, 2023 and 2022, respectively.

Leases

The University determines if an arrangement is a lease or contains a lease at
inception.  Leases are classified as either operating or finance at the
commencement date. The University maintains leases of buildings, land and
vehicles. ROU assets and lease liabilities are recognized in the consolidated
statement of financial position based on the present value of the future minimum
lease payments over the lease term at commencement date. The ROU assets
represent the lease liability, plus any lease payments made at or before the
commencement date, less any lease incentives received. The University’s leases
generally have terms ranging from 2 to 65 years. For operating leases, lease
expense for minimum lease payments is recognized on a straight-line basis over
the term of the lease.
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The lease terms utilized in determining ROU assets and lease liabilities include
the noncancellable portion of the underlying leases along with renewal periods,
only if it is reasonably certain that the option will be exercised. When determining
if a renewal option is reasonably certain of being exercised, the factors considered,
include but are not limited to, the cost of moving to another location, the cost of
disruption of operations, the purpose or location of the leased asset and the terms
associated with extending the lease. The lease terms may include options to extend
the leases that the University is reasonably certain to exercise. The University
has not included any termination penalties in its lease payments, nor shortened
any lease terms related to options to terminate a lease.

As most leases do not provide an implicit discount rate, the University estimates
an incremental borrowing rate based on the information available at the lease
commencement date to determine the present value of the lease payments. The
estimated incremental borrowing rate represents the estimated rate of interest
that would have been charged to borrow an amount equal to the lease payments
on a collateralized basis for a similar period of time.

The University’s operating leases typically contain fixed rent escalations over the
lease term, and the University recognizes expense for these leases on a straight-
line basis over the lease term. The University recognizes the related lease expense
on a straight-line basis and records the difference between the recognized lease
expense and amounts payable under the lease as a component of the ROU asset.

Some of the University's leases include rent escalations based on inflation indexes.
Operating lease liabilities are calculated using the prevailing index or rate at lease
commencement. Subsequent escalations in the index or rate and contingent rental
payments are recognized as variable lease expenses in the period in which they are
incurred.

The University does not separate non-lease components of a contract from the lease
components to which they relate for all classes of lease assets. The University has
no material related-party leases or subleases. The University’s lease agreements
do not contain any material residual value guarantees or material restrictive
covenants. The University had operating lease costs of $3,082,833, and $2,384,272
for the years ended June 30, 2023 and 2022, respectively. This includes short-term
leases and variable lease costs.

Other required lease information for the year ended June 30, 2023:

Other Information:
Weighted-average remaining years - operating leases 43.00
Weighted-average discount rate - operating leases 4.53%
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Future maturities of operating lease liabilities as of June 30 are as follows:

Fiscal Year Ending June 30, Amount
2024 $ 998,772
2025 683,136
2026 217,421
2027 148,014
2028 149,494
Thereafter 9,121,965
11,318,802

Less: present value discount 6,922,789
$ 4,396,013

Effective October 16, 2018 the University entered into a ten year lease agreement
with the City of Surprise (the City) whereby the University subleases certain
facilities including recreation and fitness centers, student union conference space
and other space to the City. The University and the City can both mutually agree
to extend the term of the lease agreement annually for up to ten successive one-
year periods. The lease commenced during the year ending June 30, 2021 and the
City paid the University a lump sum payment of $5,000,000, which represents
lease payments for the first five years of the lease term. As of June 30, 2023 and
2022, $1,333,333 and $2,333,333, respectively, of this advance lump sum payment
1s included in deferred revenues in the consolidated statement of financial position
and is amortized to rental income over the term of the lease as noted in Note 1.
During the years ended June 30, 2023 and 2022, rental income in connection with
this lease was $1,000,000, and included in Auxiliary enterprises in the
consolidated statement of activities.

At June 30, 2023, the following future lease payments are expected to be collected:

Future
Rental
Fiscal Year Ending June 30, Collections

2024 $ 1,000,000
2025 1,000,000
2026 1,000,000
2027 1,000,000
2028 1,000,000

$ 5,000,000
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7.

Pension Plan

The University has a defined contribution retirement plan covering all regular full
and part-time employees scheduled to work at least 20 hours per week.
Contributions to the plan are invested on behalf of plan participants in a
diversified menu of investments held at the Teachers Insurance and Annuity
Association and Lincoln Financial Group. Employee benefits under these plans
call for payments at retirement based on the accumulated values in the individual
participant’s accounts at date of retirement and, consequently, there are no prior
service costs. The University’s contributions to the plan were $166,906 and
$309,537 for the years ended June 30, 2023 and 2022, respectively.

Net Assets With Donor Restrictions

At June 30, net assets with donor restriction are available for the following
purposes:

2023 2022
Endowment earnings to be appropriated/(underwater) $ (94,148) $ (528,411)
American Rescue Plan Act grant funds 357,827 —
Programming grant funds 284,373 181,551
548,052 (346,860)
Amounts with perpetual restrictions

Trusts and annuities 1,771,868 1,714,216
Scholarships 12,540,469 12,248,158
Faculty chairs 624,301 624,301
Choral music program 691,523 691,523
Total perpetual restrictions 15,628,161 15,278,198
Total net assets with donor restrictions $ 16,176,213 $ 14.931.338

Net assets were released from donor restrictions by incurring expenses satisfying
the restricted purposes or by occurrence of other events specified by donors.
During the years ended June 30, 2023 and 2022, releases of donor restrictions
amounted to $142,965 and $218,092, respectively, which represents appropriation
of endowment earnings.
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Board-designated net assets amounted to $2,351,704 and $6,980,489 as of June 30,
2023 and 2022, respectively. Annually, the Board of Trustees appropriates
portions of the board-designated endowment and donor-restricted endowments for
scholarships and other operational needs. Appropriations of board-designated net
assets for the years ended June 30, 2023 and 2022 were $430,880 and $595,067,
respectively.

9. Endowment

The University’s endowment consists of approximately 250 individual funds
established for a variety of purposes. The endowment includes both donor-
restricted endowment funds and funds designated by the Board of Trustees to
function as endowments (board-designated endowment funds). As required by
accounting principles generally accepted in the United States of America (GAAP),
net assets associated with endowment funds, including board-designated
endowment funds are classified and reported based on the existence or absence of
donor-imposed restrictions.

The University’s Board of Trustees has interpreted the State of Kansas Prudent
Management of Institutional Funds Act (SPMIFA) as requiring 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 University maintains net assets held in perpetuity for (a) the
original value of gifts donated to the permanent endowment, (b) the original value
of subsequent gifts to the permanent endowment and (c) 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 donor-restricted endowment fund that is not classified in net
assets held in perpetuity is classified as net assets with donor restrictions until
those amounts are appropriated for expenditure by the University in a manner
consistent with the standard of prudence prescribed by SPMIFA.

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

1. Duration and preservation of the fund.

2. Purposes of the University and the fund.

3. General economic conditions.

4. Possible effect of inflation and deflation.

5. Expected total return from investment income and
appreciation/depreciation of investments.
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6. Other resources of the University.
7. Investment policies of the University.

The composition of net assets by type of endowment fund for the
June 30 was:

years ended

2023
Endowment
Board- Earnings To Be Perpetual In
Designated Appropriated Nature Total
Donor-restricted endowment funds 3 — $ (94,148) $ 13,856,293 $ 13,762,145
Board-designated endowment funds 2,351,705 — — 2,351,705
$ 2,351,705 $ (94,148) $ 13,856,293 $ 16,113,850
2022
Endowment
Board- Earnings To Be Perpetual In
Designated Appropriated Nature Total
Donor-restricted endowment funds 3 — $ (528,411) $ 13,563,982 $ 13,035,571
Board-designated endowment funds 6,942,477 — — 6,942,477
$ 6,942,477 $ (528,411) $ 13,563,982 §$§ 19,978,048
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Changes in endowment net assets for the years ended June 30 was:

2023
Endowment
Earnings To Be
Board- Appropriated/ Perpetual In
Designated (Underwater) Nature Total
Endowment assets, beginning
of year $ 6,942,477 3 (528,411) $ 13,663,982 $ 19,978,048
Investment return:
Interest, dividends and
realized gains 117,174 165,543 — 282,717
Net increase 287,240 411,685 — 698,925
Total Investment Return 404,414 577,228 — 981,642
Contributions 802,281 — 292,311 1,094,592
Internal borrowing from endowment (5,366,587) — — (5,366,587)
Appropriation of endowment
assets for expenditure (430,880) (142,965) — (573,845)
Endowment Assets,
End Of Year $ 2,351,705 $ (94,148) $ 13,856,293 $ 16,113,850
2022
Endowment
Earnings To Be
Board- Appropriated/ Perpetual In
Designated (Underwater) Nature Total
Endowment assets, beginning
of year $ 5,751,921 $ 350,331 $§ 13,194,266 $ 19,296,518
Investment return:
Interest, dividends and
realized gains 4,744 187,536 — 192,280
Net decrease (479,787) (848,186) — (1,327,973)
Total Investment Return (475,043) (660,650) — (1,135,693)
Contributions 2,260,666 — 369,716 2,630,382
Appropriation of endowment
assets for expenditure (595,067) (218,092) — (813,159)
Endowment Assets,
End Of Year $ 6,942,477 $ (528,411) $ 13,563,982 $§ 19,978,048
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From time to time, the fair value of assets associated with individual donor-
restricted endowment funds may fall below the level the University is required to
retain as a fund of perpetual duration pursuant to donor stipulation or SPMIFA.
Deficiencies of this nature exist in 130 donor-restricted endowment funds, which
together have an original value of $9,187,000, a current fair value of $8,892,000 and
a deficiency of $295,000 as of June 30, 2023. These deficiencies of $295,000 are
included in unappropriated endowment earnings with donor restrictions as of
June 30, 2023. As of June 30, 2022, deficiencies existed in 212 donor-restricted
endowment funds, which together have an original value of $12,520,000, a current
fair value of $11,780,000 at June 30, 2022 and a deficiency of $740,000 at June 30,
2022. These deficiencies of $740,000 are included in unappropriated endowment
earnings with donor restrictions as of June 30, 2022.

These deficiencies resulted from unfavorable market fluctuations that occurred
shortly after the investment of new contributions for donor-restricted endowment
funds and continued appropriation for certain programs that was deemed prudent
by the Board of Trustees. The University has a policy that permits spending from
underwater endowment funds depending on the degree to which the fund is
underwater, unless otherwise precluded by donor intent or relevant laws and
regulations.

The University has adopted investment and spending policies for endowment
assets that attempt to provide funding for the programs and other items supported
by its endowment. These policies assume a low level of investment risk and
provide a return over and above the 5% spending rate, which is based on the
average fair value over the prior 12 quarters. Accordingly, over the long term, the
University’s objective is to maintain the purchasing power of endowment assets
held in perpetuity or for specified terms, as well as to provide additional real
growth through new gifts and investment return.
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10.

Prior to 2023, the University’s Board of Trustees authorized a cumulative
borrowing limit of $1,550,000. During 2023, this limit was increased to $7,000,000
by the Board of Trustees. Funds are to be distributed from the board designated
endowment assets to fund certain operating and capital activities of the
University. During the years ended June 30, 2023 and 2022, there were no
repayments of this borrowing from the board designated endowment. The
cumulative outstanding borrowing from the board designated endowment is
$6,566,587 and $1,200,000 for June 30, 2023 and 2022, respectively. The
University applied interest at 4.8% to outstanding borrowings from the board
designated endowment. Total interest was charged by the endowment to the
University during the year ended June 30, 2023 was approximately $101,000. No
interest was charged for the year ended June 30, 2022.

Fair Value Measurements

Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the
measurement date. Fair value measurements must maximize the use of observable
inputs and minimize the use of unobservable inputs. There is a hierarchy of three
levels of inputs that may be used to measure fair value:

Level 1: Quoted prices in active markets for identical assets or
Liabilities
Level 2: Observable inputs other than Level 1 prices, such as quoted

prices for similar assets or liabilities; quoted prices in markets
that are not active; or other inputs that are observable or can
be corroborated by observable market data for substantially
the full term of the assets or liabilities

Level 3: Unobservable inputs supported by little or no market activity
and are significant to the fair value of the assets or liabilities
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Recurring Measurements

The following tables present the fair value measurements of assets and liabilities
recognized in the accompanying consolidated statements of financial position
measured at fair value on a recurring basis and the level within the fair value
hierarchy in which the fair value measurements fall at June 30, 2023 and 2022:

June 30, 2023

Level 1 Level 2 Level 3 Total
Money market fund 6,513,811 $ — 9 — $ 6,513,811
Mutual funds 199,167 — — 199,167
Common stocks 5,752,372 — — 5,752,372
U.S. government agency securities — 884,418 — 884,418
Corporate bonds — 929,575 — 929,575
Beneficial interest in trust — — 1,771,868 1,771,868
12,465,350 $ 1,813,993 §$ 1,771,868 $ 16,051,211

Investments held by bond trustee
Money market mutual funds 2,687,288 §$ — 3 — $ 2,687,288

June 30, 2022

Level 1 Level 2 Level 3 Total
Money market fund 11,360,491 $ — % — $ 11,360,491
Mutual funds 184,527 — — 184,527
Common stocks 5,020,499 — — 5,020,499
U.S. government agency securities — 888,599 — 888,599
Corporate bonds — 1,211,965 — 1,211,965
Beneficial interest in trust — — 1,714,216 1,714,216
16,565,517 $ 2,100,564 $ 1,714,216 $ 20,380,297

Investments held by bond trustee
Money market mutual funds 2,687,288 §$ — 3 — $ 2,687,288

Following is a description of the valuation methodologies and inputs used for assets
measured at fair value on a recurring basis and recognized in the accompanying
consolidated statements of financial position, as well as the general classification
of such assets pursuant to the valuation hierarchy. There has been no change in
the valuation techniques during the years ended June 30, 2023 or 2022.
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Investments

Where quoted market prices are available in an active market, securities are
classified within Level 1 of the valuation hierarchy. If quoted market prices are
not available, then fair values are estimated by using quoted prices of securities
with similar characteristics or independent asset pricing services and pricing
models, the inputs of which are market-based or independently sourced market
parameters, including, but not limited to, yield curves, interest rates, volatilities,
prepayments, defaults, cumulative loss projections and cash flows. Such securities
are classified in Level 2 of the valuation hierarchy. In certain cases where Level 1
or Level 2 inputs are not available, securities are classified within Level 3 of the
hierarchy.

The classification of beneficial interest in assets held as Level 3 measurements is
based on the ownership and permanently restricted status of these funds, and not
based on the underlying quality or integrity of the investments that make up the
balances. Classification as Level 3 results because such assets are held in
perpetual trusts and the University does not have access to liquidate the
investments and re-invest in assets of the University’s choosing.

Level 3 Measurements

The table below presents information about recurring fair value measurements of
Level 3 instruments:
Beneficial
Interest In
Assets Held

Balance - July 1, 2021 $ 1,987,259
Change in value of funds held in trust

by others (273,043)
Balance - June 30, 2022 1,714,216

Change in value of funds held in trust
by others 57,652

Balance - June 30, 2023 $ 1,771,868
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Changes in fair value for the year ended June 30, 2023, are presented in the
consolidated statement of activities as follows:

Without Donor With Donor
Restrictions Restrictions Total

Change in value of funds held
in trust by others $F — $ 57,652 $ 57,652

Changes in fair value for the year ended June 30, 2022, are presented in the
consolidated statement of activities as follows:

Without Donor With Donor
Restrictions Restrictions Total

Change in value of funds held
in trust by others $ — $ (273,043) $ (273,043)

Liquidity And Availability Of Resources

The University regularly monitors liquidity required to meet its operating needs
and other contractual commitments, while also striving to maximize the
investment of its available funds.

The University has various sources of liquidity at its disposal, including cash and
cash equivalents, marketable debt and equity securities and a line of credit.

Financial assets available for general expenditure, that is, without donor or other
restrictions limiting their use, within one year of June 30, 2023 and 2022, comprise
the following:

2023 2022

Cash and cash equivalents $ 2,640,831 $ 3,445,583
Contributions for general expenditure due in one year or less 2,519,850 1,860,808
Accounts receivable, students and other 3,950,662 2,872,998
Payout on donor-restricted endowments for use over

next 12 months 430,880 595,067
Payout on board-designated endowments for use over

next 12 months 142,965 218,092
Financial assets available to meet cash needs

for general expenditures within one year $ 9,685,188 $ 8,992,548
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The University’s endowment funds consist of donor-restricted endowments and
funds designated by the board as endowments. Income from donor-restricted
endowments is restricted for specific purposes, with the exception of the amounts
available for general use. Donor-restricted endowment funds are not available for
general expenditure.

The University’s board-designated endowment of $2,351,705 is subject to an
annual spending rate of 5 percent as described in Note 9. Although the University
does not intend to spend from this board-designated endowment (other than
amounts appropriates for general expenditure as part of the Board’s annual budget
approval and appropriation), these amounts could be made available if necessary.

As part of the University’s liquidity management plan, cash in excess of daily
requirements is invested in a variety of investment vehicles. The long-term
Investments are managed by a third-party investment manager which employees
the University’s investment policies.

The University has operating lines of credit as described in Note 5. The available
borrowing capacity under these lines of credit totaled to approximately
$15,500,000 as of June 30, 2023.

In addition to financial assets available to meet general expenditures over the next
12 months, the University operates with a balanced budget and anticipates
collecting sufficient revenue to cover general expenditures not covered by donor-
restricted resources. Refer to the consolidated statement of cash flows which
1dentifies the sources and uses of the University’s cash which shows positive cash
from operating activities for the year ended June 30, 2023.
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