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Suite 700
20 Pacifica
Irvine, CA 92618-3391

Independent Auditors’ Report
The Board of Trustees
Chapman University:
The Board of Regents
Brandman University:
We have audited the accompanying consolidated financial statements of Chapman University and affiliates
(the University) as of May 31, 2018, which comprise the consolidated statement of financial position as of
May 31, 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 U.S. generally accepted accounting principles; 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.
Auditors’ 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
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ 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 opinion.

KPMG LLP is a Delaware limited liability partnership and the U.S. member
firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the University as of May 31, 2018, and the changes in its net assets and
its cash flows for the year then ended, in accordance with U.S. generally accepted accounting principles. We
have previously audited the University’s 2017 consolidated financial statements, and we expressed an
unmodified audit opinion on those consolidated financial statements in our report dated September 22, 2017. In
our opinion, the summarized comparative information presented herein as of and for the year ended May 31,
2017 is consistent, in all material respects, with the audited consolidated financial statements from which it has
been derived.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated October 15, 2018 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.

October 15, 2018
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CHAPMAN UNIVERSITY AND AFFILIATES
Consolidated Statement of Financial Position
May 31, 2018
(with comparative financial information as of May 31, 2017)

Assets

2018

Current assets:
Cash and cash equivalents
Investments (notes 2 and 3)
Accounts receivable, less allowance for doubtful accounts of $1,745,000
and $1,938,000 in 2018 and 2017, respectively
Current portion of contributions receivable, net (note 4)
Current portion of notes receivable
Other current assets

$

88,535,000
9,038,000

82,810,000
8,982,000

8,046,000
7,315,000
417,000
7,437,000

7,255,000
9,762,000
687,000
7,189,000

120,788,000

116,685,000

2,990,000
39,357,000
446,904,000
931,134,000
54,000
4,992,000

3,486,000
44,078,000
416,107,000
724,504,000
4,677,000
3,975,000

1,425,431,000

1,196,827,000

$ 1,546,219,000

1,313,512,000

Total current assets
Long-term assets:
Notes receivable, less current portion and allowance for doubtful notes
of $595,000 and $586,000 in 2018 and 2017, respectively
Contributions receivable, less current portion, net (note 4)
Long-term investments (notes 2 and 3)
Plant assets, net (note 5)
Other real property
Other long-term assets
Total long-term assets
Total assets

2017

Liabilities and Net Assets
Current liabilities:
Accounts payable and accrued liabilities
Deferred revenues and student deposits
Current portion of bonds and notes payable (note 6)
Other current liabilities

$

56,232,000
27,628,000
28,347,000
1,297,000

45,807,000
26,394,000
31,507,000
1,685,000

113,504,000

105,393,000

2,020,000
738,000
352,585,000
5,913,000
12,556,000

2,135,000
2,240,000
214,911,000
9,055,000
11,665,000

Total long-term liabilities

373,812,000

240,006,000

Total liabilities

487,316,000

345,399,000

786,813,000
127,288,000
144,802,000

705,856,000
122,152,000
140,105,000

1,058,903,000

968,113,000

$ 1,546,219,000

1,313,512,000

Total current liabilities
Long-term liabilities:
Annuities payable, less current portion
Refundable loan programs
Bonds and notes payable, less current portion (note 6)
Interest rate swaps (notes 3 and 6)
Other long-term liabilities

Net assets:
Unrestricted
Temporarily restricted (note 12)
Permanently restricted (note 12)
Total net assets
Total liabilities and net assets

See accompanying notes to consolidated financial statements.
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CHAPMAN UNIVERSITY AND AFFILIATES
Consolidated Statement of Activities
Year ended May 31, 2018
(with summarized financial information for the year ended May 31, 2017)

2018
Temporarily
restricted

Permanently
restricted

524,274,000
(144,868,000)

—
—

379,406,000

—

Unrestricted
Revenues, gains, and other support:
Tuition and fees
Less student financial aid

$

Net tuition and fees
Endowment returns designated for operations
Other investment income
Private gifts, grants, and bequests
Auxiliary enterprises
Other sources

Net assets transferred or released from donor restrictions
Total revenues, gains, and other support
Expenses:
Educational and general:
Instruction
Academic support
Student services
General institutional support
Total educational and general expenses

Total

2017
Total

—
—

524,274,000
(144,868,000)

472,977,000
(127,602,000)

—

379,406,000

345,375,000

4,042,000
2,050,000
10,891,000
44,642,000
18,812,000

5,640,000
(10,000)
13,056,000
—
3,000

—
67,000
4,460,000
—
—

9,682,000
2,107,000
28,407,000
44,642,000
18,815,000

8,607,000
1,617,000
27,492,000
38,617,000
16,018,000

80,437,000

18,689,000

4,527,000

103,653,000

92,351,000

9,208,000

(9,469,000)

261,000

—

—

469,051,000

9,220,000

4,788,000

483,059,000

437,726,000

182,744,000
72,017,000
57,457,000
68,964,000

—
—
—
—

—
—
—
—

182,744,000
72,017,000
57,457,000
68,964,000

170,016,000
67,966,000
56,471,000
62,901,000
357,354,000

381,182,000

—

—

381,182,000

32,430,000

—

—

32,430,000

27,093,000

413,612,000

—

—

413,612,000

384,447,000

55,439,000

9,220,000

4,788,000

69,447,000

53,279,000

8,592,000
3,142,000
13,728,000
56,000

9,516,000
—
(13,728,000)
128,000

18,121,000
3,142,000
—
80,000

25,755,000
2,799,000
—
(5,003,000)

Increase (decrease) from nonoperating activities

25,518,000

(4,084,000)

Change in net assets

80,957,000

5,136,000

4,697,000

705,856,000

122,152,000

786,813,000

127,288,000

Auxiliary enterprises
Total expenses
Increase from operating activities
Nonoperating activities:
Endowment returns, net of designation for operations
Unrealized gain on interest rate swap related to bonds
Building gifts released from restriction
Other-Non-Operating Activity

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

$

See accompanying notes to consolidated financial statements.
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13,000
—
—
(104,000)
(91,000)

21,343,000

23,551,000

90,790,000

76,830,000

140,105,000

968,113,000

891,283,000

144,802,000

1,058,903,000

968,113,000

CHAPMAN UNIVERSITY AND AFFILIATES
Consolidated Statement of Cash Flows
Year ended May 31, 2018
(with comparative financial information for the year ended May 31, 2017)

2018
Cash flows from operating activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash provided by operating activities:
Noncash contributions of property, life insurance policies, and investments
Proceeds from sale of gifts of investments
Contributions restricted for long-term investment
Interest and dividends restricted for long-term investment
Net realized and unrealized gains on investments
Net realized (gain) loss on sale or disposition of property, plant, and other assets
Unrealized gain on interest rate swap related to bonds
Depreciation
Actuarial gain on annuity obligations
Amortization of discounts and premiums on bonds payable
(Increase) decrease in accounts receivable
(Increase) decrease in other assets
Decrease in contributions receivable
Increase in accounts payable, accrued liabilities, and other liabilities
Decrease in annuities payable

$

Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from sales and maturities of investments
Purchases of investments
Proceeds from sales of property
Purchases of plant assets
Purchase of other intangibles
Disbursements of loans to students
Repayments of loans from students
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from debt issuance
Contributions restricted for long-term investments
Interest and dividends restricted for long-term reinvestment
Payments of notes and bonds payable
Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

2017

90,790,000

76,830,000

(2,674,000)
2,370,000
(19,221,000)
(1,000)
(22,610,000)
(485,000)
(3,142,000)
31,238,000
188,000
(872,000)
(881,000)
(1,221,000)
7,168,000
10,751,000
(303,000)

(9,831,000)
2,465,000
(25,275,000)
(3,000)
(30,092,000)
1,011,000
(2,799,000)
28,854,000
187,000
(823,000)
2,767,000
5,328,000
12,789,000
6,216,000
(155,000)

91,095,000

67,469,000

180,604,000
(188,822,000)
4,553,000
(237,080,000)
—
(534,000)
1,301,000

169,947,000
(156,986,000)
2,210,000
(110,705,000)
(248,000)
(439,000)
1,466,000

(239,978,000)

(94,755,000)

151,339,000
19,221,000
1,000
(15,953,000)

17,000,000
25,275,000
3,000
(6,299,000)

154,608,000

35,979,000

5,725,000

8,693,000

82,810,000

74,117,000

Cash and cash equivalents, end of year

$

88,535,000

82,810,000

Supplemental disclosures of cash flow information:
Cash paid during the year for interest, net of amounts capitalized of $3,646,000
and $2,892,000 for 2018 and 2017, respectively

$

9,078,000

6,760,000

$

—
232,000
45,000
2,397,000

823,000
6,466,000
83,000
2,460,000

Supplemental schedules of noncash investing and financing activities:
Contributions of property
Contributions of property for plant assets
Contributions of life insurance policies
Contributions of investments

See accompanying notes to consolidated financial statements.
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

(1) Summary of Significant Accounting Policies and Other Matters
(a) Organization
Chapman University and its consolidated affiliates, which include Brandman University, Chapman
University Charitable Giving LLC, Chapman University Enterprises, Inc., Katella Grand Real Estate
Investment Trust, CBE Educational Services Company, Inc., and Chapman University Foundation
(collectively, the University), are not-for-profit coeducational institutions of higher learning and taxable
corporations primarily located in Orange County, California.
(b) Basis of Accounting
The accompanying consolidated financial statements are presented using the accrual basis of
accounting.
(c) Principles of Consolidation
The accompanying consolidated financial statements include the accounts of Chapman University and
its affiliates. All significant intercompany balances and transactions have been eliminated in
consolidation.
(d) Donor-Imposed Restrictions
All contributions are considered to be available for unrestricted use unless specifically restricted by the
donor. Amounts received that are designated for future periods or are restricted by the donor for
specific purposes are reported as temporarily restricted support. When restrictions are met, temporarily
restricted net assets are reclassified to unrestricted net assets and recorded as net assets released
from restrictions in the accompanying consolidated statement of activities. Donor-restricted
contributions whose restrictions are met within the fiscal year received are reported as unrestricted
support. Permanently restricted net assets represent the portion of net assets resulting from
contributions and other inflows of assets whose use is limited by donor-imposed restrictions that neither
expire by passage of time nor can be fulfilled or otherwise removed by actions of the University.
(e) Promises to Give
Unconditional promises to give that are expected to be collected within one year are recorded as
contributions receivable at their estimated net realizable value. Unconditional promises to give that are
expected to be collected in future years are recorded as a contribution receivable at the present value
of their estimated future cash flows. The discounts on those amounts are computed using a rate that is
commensurate with the risks involved and applicable to the years in which the promises are received.
Amortization of the discounts is included in contribution revenue. Conditional promises to give are not
included as support until such time as the conditions are substantially met.
(f) Cash and Cash Equivalents
The University considers all highly liquid investments purchased with an original maturity of
three months or less to be cash equivalents, except for those that have been purchased with
donor-restricted funds or designated by the University as endowments, which are considered to be
long-term investments.
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

(g) Plant Assets
Plant assets are stated at cost or estimated fair value at date of donation, net of accumulated
depreciation. Depreciation is computed on a straight-line basis over the estimated useful lives of
buildings and improvements (15 to 40 years) and equipment (3 to 10 years).
Contributed plant assets are recorded at fair value at the date of donation. If donors stipulate how long
the assets must be used, the contributions are recorded as temporarily restricted support and are
reclassified to unrestricted net assets when the stipulation ends. In the absence of such stipulations,
contributions of property and equipment are recorded as unrestricted support.
(h) Impairment of Long-lived Assets and Long-lived Assets to be Disposed of
Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and
used is measured by a comparison of the carrying amount of an asset to future net cash flows
(undiscounted and without interest) expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are
reported at the lower of the carrying amount or fair value less costs to sell. During 2018, there were no
events or changes in circumstances indicating that the carrying amount of long-lived assets may not be
recoverable.
(i) Investment Policy
In accordance with U.S. generally accepted accounting principles, the University reports investments at
fair value based upon a three-level valuation hierarchy for disclosure of fair value measurements. The
valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as
of the measurement date. The three levels are defined as follows:
Level I

Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level II

Inputs of other than that quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. This includes quoted prices for similar assets or liabilities
in active markets, quoted prices for identical or similar assets or liabilities in markets that are
not active, inputs other than quoted prices that are observable for the asset or liability, or
inputs that are derived principally from or corroborated by observable market data.

Level III

Inputs are unobservable for the asset or liability. Unobservable inputs reflect the University’s
own assumptions about the assumptions that market participants would use in pricing the
asset or liability developed based on the best information available in the circumstances.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of
input that is significant to the fair value measurement.
(j) Fair Value of Financial Instruments
The University did not elect fair value accounting for any asset or liability that is not currently required
to be measured at fair value.
7
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

Fair value of the University’s financial instruments is determined using the estimates, methods, and
assumptions as set forth below. See note 3 for further information regarding investments and their fair
value.
(i)

Cash Equivalents, Accounts and Other Receivables, Accounts Payable, and Accrued Expenses
Fair value approximates book value due to the short maturity of these instruments.
A reasonable estimate of the fair value of student loans extended under government loan programs
has not been made as the loans can only be assigned to the U.S. government or its designees.

(ii)

Contributions Receivable
Contributions receivable are reported based on the discounted value of estimated cash flows. The
discount rate is estimated based upon a risk-free rate of return. The book value approximates fair
value.

(iii)

Interest Rate Swaps
Fair value of the University’s swap agreements are estimated based on observable inputs, such as
relevant interest rates that reflect assumptions market participants would use in pricing the
instruments. These inputs fall within Level 2 of the fair value hierarchy. Fair value of the swap
agreements was ($5,913,000) and ($9,055,000) as of May 31, 2018 and 2017, respectively.

(iv)

Alternative Investments
Alternative investments, such as private equity interests, are recorded based on valuations
provided by the general partners or external investment managers. As these generally are
investments without a ready market to compare, the inputs into the determination of fair value
require significant judgment. Due to the inherent uncertainty of these estimates, these values may
differ materially from the values that would have been used had a ready market for these
investments existed. Management reviews and evaluates the valuations and has determined that
the valuation methods and assumptions result in reasonable estimates of fair value. Refer to note 3
for fair value determination.

(v)

Annuities Payable
The carrying amount of annuity and trust obligations approximates fair value as the instruments are
recorded at the estimated net present value of future cash flows.

(k) Income Taxes
The University and affiliates, excluding Chapman University Enterprises, Inc., Katella Grand Real
Estate Investment Trust, and CBE Educational Services Company, Inc., are exempt from taxation
under Section 501(c)(3) of the Internal Revenue Code and Section 23701d of the California Revenue
and Taxation Code and are generally not subject to federal or state income taxes. However, the
University is subject to income taxes on any net income that is derived from a trade or business
regularly carried on, and not in furtherance of the purposes for which it was granted exemption. No
income tax provision has been recorded as the net income, if any, from any unrelated trade or
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

business, in the opinion of management, is not material to the consolidated financial statements taken
as a whole.
(l) Use of Estimates
The preparation of consolidated financial statements in conformity with U.S. generally accepted
accounting principles 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.
(m) Fund-Raising Expenses
The accompanying consolidated statements of activities include fund-raising expenses of $13,189,000
and $12,782,000 for the years ended May 31, 2018 and 2017, respectively, as a component of general
institutional support.
(n) Comparative Data
The consolidated financial statements include prior year summarized comparative information in total
but not by net asset class. Such information does not include sufficient detail to constitute a
presentation in conformity with U.S. generally accepted accounting principles. Accordingly, such
information should be read in conjunction with the University’s consolidated financial statements as of
and for the year ended May 31, 2017, from which the summarized information was derived.
(o) Functional Expenses
Expenses that can be specifically identified with a specific program or supporting service are charged
directly to the related program or supporting service. Expenses that are associated with more than
one program or supporting service are allocated based on an evaluation made by management.
(p) Reclassifications
The University has reclassified certain amounts relating to its prior period results to conform to its
current year presentation. These reclassifications have not changed the results of operations of prior
periods.
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

(2) Investments
Investments at May 31, 2018 and 2017 consist of the following:

Money market funds
Equities
Fixed income and mutual funds
Commodities
Real estate
Venture capital
Private equity
Mezzanine debt funds
Hedge funds
Real asset funds
Unitrust investments:
Money market funds
Equities
Fixed income/Mutual funds
Alternative investments
Real asset fund

$

Total investments

$

2018

2017

54,564,000
98,746,000
45,422,000
3,170,000
52,982,000
15,098,000
23,944,000
820,000
131,737,000
24,268,000

24,839,000
90,931,000
85,682,000
2,913,000
54,800,000
10,000,000
20,949,000
1,065,000
109,756,000
19,042,000

163,000
2,854,000
1,812,000
245,000
117,000

190,000
2,679,000
1,906,000
219,000
118,000

455,942,000

425,089,000

Investment income consisted of the following for the years ended May 31, 2018 and 2017:

Endowment
Interest and dividends
Realized and unrealized gains (losses), net
Less investment expenses
Investment income, net
Operating
Nonoperating
Investment income, net

2018
Other

Total

$

6,071,000
22,917,000
(1,185,000)

2,445,000
(307,000)
(31,000)

8,516,000
22,610,000
(1,216,000)

$

27,803,000

2,107,000

29,910,000

$

9,682,000
18,121,000

2,107,000
—

11,789,000
18,121,000

$

27,803,000

2,107,000

29,910,000
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

Endowment
Interest and dividends
Realized and unrealized gains (losses), net
Less investment expenses
Investment income, net
Operating
Nonoperating
Investment income, net

2017
Other

Total

$

4,840,000
30,526,000
(1,004,000)

2,120,000
(434,000)
(69,000)

6,960,000
30,092,000
(1,073,000)

$

34,362,000

1,617,000

35,979,000

$

8,607,000
25,755,000

1,617,000
—

10,224,000
25,755,000

$

34,362,000

1,617,000

35,979,000
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

(3) Fair Values of Financial Instruments
The following tables summarize investment values by category of investment as of May 31, 2018 and 2017.
Consistent with ASU 2015-07, investments measured at net asset value (NAV) are not classified in the fair
value hierarchy.
2018
Investments
measured
at NAV
Pooled investments:
Money market funds
Equities:
U.S. equities
Global equities
Emerging market equities
Fixed income
Fixed income mutual funds
Venture capital
Private equity
Mezzanine debt funds
Hedge funds
Real asset funds

—

11,169,000

—

—

11,169,000

—
55,290,000
12,424,000
—
—
15,098,000
23,944,000
820,000
131,737,000
—

9,270,000
—
19,534,000
16,541,000
19,843,000
—
—
—
—
24,268,000

—
—
—
—
—
—
—
—
—
—

—
—
—
—
—
—
—
—
—
—

9,270,000
55,290,000
31,958,000
16,541,000
19,843,000
15,098,000
23,944,000
820,000
131,737,000
24,268,000

239,313,000

100,625,000

—

—

339,938,000

—
—
—
—
—

43,395,000
2,228,000
9,038,000
3,170,000
—

—
—
—
—
52,982,000

—
—
—
—
—

43,395,000
2,228,000
9,038,000
3,170,000
52,982,000

—

57,831,000

52,982,000

—

110,813,000

—
—
—
245,000
117,000

163,000
2,854,000
1,655,000
—
—

—
—
157,000
—
—

—
—
—
—
—

163,000
2,854,000
1,812,000
245,000
117,000

362,000

4,672,000

157,000

—

5,191,000

$ 239,675,000

163,128,000

53,139,000

—

455,942,000

$

—

—

(5,913,000)

—

(5,913,000)

$

—

—

(5,913,000)

—

(5,913,000)

$

Total pooled investments
Other investments:
Cash and cash equivalents
Equities
Fixed income-mutual funds
Commodities
Real estate
Total other investments
Unitrust investments:
Money market funds
Equities
Fixed income/mutual funds
Alternative investments
Real asset funds
Total unitrust investments
Total investments
Interest rate swaps
Total liabilities

Investments classified in the fair value hierarchy
(Level I)
(Level II)
(Level III)
Total
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CHAPMAN UNIVERSITY AND AFFILIATES
Notes to Consolidated Financial Statements
May 31, 2018
(with comparative financial information as of May 31, 2017)

2017
Investments
measured
at NAV
Pooled investments:
Money market funds
Equities:
U.S. equities
Global equities
Emerging market equities
Fixed income
Fixed income mutual funds
Venture capital
Private equity
Mezzanine debt funds
Hedge funds
Real asset funds

—

22,832,000

—

—

22,832,000

—
49,769,000
10,650,000
—
—
10,000,000
20,449,000
1,065,000
109,756,000
—

11,048,000
—
17,215,000
8,643,000
16,215,000
—
—
—
—
19,042,000

—
—
—
—
—
—
—
—
—
—

—
—
—
—
—
—
—
—
—
—

11,048,000
49,769,000
27,865,000
8,643,000
16,215,000
10,000,000
20,449,000
1,065,000
109,756,000
19,042,000

201,689,000

94,995,000

—

—

296,684,000

—
—
—
—
—
—

2,007,000
2,249,000
60,824,000
2,913,000
—
—

—
—
—
—
54,800,000
—

—
—
—
—
—
500,000

2,007,000
2,249,000
60,824,000
2,913,000
54,800,000
500,000

—

67,993,000

54,800,000

500,000

123,293,000

—
—
—
219,000
118,000

190,000
2,679,000
1,730,000
—
—

—
—
176,000
—
—

—
—
—
—
—

190,000
2,679,000
1,906,000
219,000
118,000

337,000

4,599,000

176,000

—

5,112,000

$ 202,026,000

167,587,000

54,976,000

500,000

425,089,000

$

—

—

(9,055,000)

—

(9,055,000)

$

—

—

(9,055,000)

—

(9,055,000)

$

Total pooled investments
Other investments:
Cash and cash equivalents
U.S. equities
Fixed income-mutual funds
Commodities
Real estate
Private equity
Total other investments
Unitrust investments:
Money market funds
Equities
Fixed income/mutual funds
Alternative investments
Real asset funds
Total unitrust investments
Total investments
Interest rate swaps
Total liabilities

Investments classified in the fair value hierarchy
(Level I)
(Level II)
(Level III)
Total

Money Market Funds – Investments in money market funds are classified as Level I, as they can be
liquidated in the same day, representing the active and ready market for these assets.
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U.S. Equities – Investments in U.S. equities are measured at fair value using quoted market prices. They
are classified as Level I, as they are traded in active markets for which closing stock prices are readily
available.
Global Equities – International Equity Funds – Investments in this category are classified at net asset value
(NAV), as they are not traded actively; however, the fair value has been estimated using the NAV of this
account. The exit frequency of this investment is monthly.
Emerging Markets Equities – Investments in emerging markets equities that are classified as Level I are
traded in active markets for which closing prices are readily available. Certain investments in emerging
markets equities are classified as NAV as these investments have unobservable inputs that are supported
by little or no market activity and that are significant to the fair value of the asset.
Fixed Income – Investments that are classified in Level I are listed on national exchanges or
over-the-counter markets and for which quoted market prices are available from sources such as financial
publications, the exchanges, or the National Association of Securities Dealers Automated Quotations
System.
Fixed Income Mutual Funds – Investments in fixed income mutual funds include investments in debt
securities, U.S. government, and municipal obligations, are classified as Level I. Investments are classified
in category Level II, when they use significant other observable inputs, particularly dealer market prices for
comparable investment as of the valuation date as reflected on account statements issued by investment
custodians.
Real Asset Funds – Investments in the real asset funds are measured at fair value using quoted market
prices and classified as Level I, as they are traded in active markets for which prices are readily available.
Real Estate – Investments in real estate include commercial property holdings. Real estate investments are
classified as Level II based on multiple sources of information such as appraisals and market comparables.
Commodities – Investment in commodities are measured at fair value using quoted market prices. They are
classified as Level I, as they are traded in active markets for which closing prices are readily available.
Alternative investments include hedge funds, venture capital, private equity, and mezzanine debt funds.
These investments are classified NAV as these investments have unobservable inputs that are supported
by little or no market activity and that are significant to the fair value of the asset. As such, the University is
unable to obtain independent valuations from market sources. Therefore, these investments are valued
utilizing NAVs. Realized and unrealized gains and losses are reported in the consolidated statement of
activities under the line item entitled “Endowment return designated for operations” and under nonoperating
activities under the line item entitled “Endowment returns, net of designation for operations.”
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The following table summarizes the fair value measurements of investments that calculate NAV per share
(or its equivalent) as of May 31, 2018:

Category of investment
Global equities
Emerging market equities
Venture capital
Private equity
Mezzanine debt funds
Hedge funds:
U.S. equities
Global
Emerging market
Multi-strategy
Unitrust investments:
Alternative investments
Real asset funds

Unfunded
commitments

NAV in funds
$

$

Redemption
notice period
(in days)

Days until exit

10–30
30
see below
see below
see below

31
31
see below
see below
see below

55,290,000
12,424,000
15,098,000
23,944,000
820,000

—
—
6,426,000
35,897,000
607,000

82,588,000
20,855,000
2,308,000
25,986,000

—
—
—
—

31–90
2–75
60
1–61

61–395
30–304
214
1–761

245,000
117,000

—
—

n/a
n/a

daily
daily

239,675,000

42,930,000

The University holds certain investments in venture capital, private equity, and mezzanine debt funds in the
amount of $15,098,000, $23,944,000, and $820,000, respectively. These limited partnerships do not allow
for periodic redemptions, but rather distributions are received through the liquidation of the underlying
assets of the partnership. At May 31, 2018, these partnerships had estimated termination dates that ranged
from 2019 to 2031. Within hedge fund investments, the University holds $970,000 in funds of which a
portion does not have a stated redemption date. The University had no transfers between Level I, Level II,
and Level III investments during the fiscal years ended May 31, 2018 or 2017.
(4) Contributions Receivable
Contributions receivable include unconditional pledges that have been discounted at rates ranging from
0.92% to 7.75%. The following is a summary of the University’s unconditional contributions receivable at
May 31, 2018 and 2017:
2018
Unconditional contributions expected to be collected in:
Less than one year
One to five years
More than five years

15

$

2017

12,228,000
27,144,000
28,372,000

14,692,000
29,783,000
41,839,000

67,744,000

86,314,000
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2018

2017

Less:
Unamortized discount
Allowance for uncollectible contributions

$

(13,612,000)
(7,460,000)

(21,659,000)
(10,815,000)

Total contributions receivable

$

46,672,000

53,840,000

Conditional pledges for the University, which depend on the occurrence of specified future and uncertain
events, approximated $148,000,000 at May 31, 2018. Outstanding conditional pledges from related parties
represent $118,954,000 at May 31, 2018. The primary purpose of these conditional pledges is to support
current and future programs at the University.
(5) Plant Assets
Plant assets at May 31, 2018 and 2017 consist of the following:

Land
Buildings and improvements
Equipment
Construction in progress

Land
Buildings and improvements
Equipment
Construction in progress

Cost

2018
Accumulated
depreciation

Net

177,210,000
666,409,000
217,027,000
134,570,000

—
(137,439,000)
(126,643,000)
—

177,210,000
528,970,000
90,384,000
134,570,000

$ 1,195,216,000

(264,082,000)

931,134,000

Cost

2017
Accumulated
depreciation

Net

$

139,957,000
531,139,000
209,441,000
80,438,000

—
(120,947,000)
(115,524,000)
—

139,957,000
410,192,000
93,917,000
80,438,000

$

960,975,000

(236,471,000)

724,504,000

$
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(6) Long-Term Debt Obligations
(a) Bonds and Notes Payable
Long-term debt consists of bonds payable and loans payable. Bond payable issued through the
California Educational Facilities Authority (CEFA), and associated interest rates and maturities at
May 31, 2018 and 2017 are as follows:
2018

Bonds payable:
Series 2017 A Bonds
Series 2017 B Bonds
Series 2015
Series 2011

Interest rates

Maturity dates

1.4%–3.8%
4.0%
4.0%–5.0%
5.0%

2041–2042
2046–2047
2044–2045
2030–2031

Principal
amount
$

108,445,000
37,650,000
110,615,000
78,280,000
334,990,000

Plus unamortized premiums

19,326,000

Bonds payable
Notes payable:
Wells Fargo Term Loan
Bank of America Term Loan
Bank of America Term Loan

354,316,000
Variable rate
LIBOR plus 0.52%
LIBOR plus 0.52%

2019–2020
2018–2019
2018–2019

9,616,000
10,500,000
6,500,000

Notes payable

26,616,000

Total bonds and notes payable

$
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2017

Bonds payable:
Series 2015
Series 2011

Interest rates

Maturity dates

4.0%–5.0%
5.00%

2044–2045
2030–2031

Principal
amount
$

112,580,000
82,490,000
195,070,000

Plus unamortized premiums

17,524,000

CEFA bonds payable

212,594,000

Loans payable:
Wells Fargo Term Loan
Commercial Bank of California
Bank of America Term Loan
Bank of America Term Loan

Variable rate
5.5%
LIBOR plus 0.52%
LIBOR plus 0.52%

2019–2020
2017–2018
2017–2018
2017–2018

10,097,000
6,727,000
10,500,000
6,500,000

Loans payable

33,824,000

Total bonds and loans payable

$

246,418,000

Bonds and notes payable at May 31, 2018 are due as follows:
Year ending May 31:
2019
2020
2021
2022
2023
Thereafter

$

Total principal

28,347,000
18,823,000
10,400,000
10,835,000
11,290,000
281,911,000
361,606,000

Unamortized premium

19,326,000
$

380,932,000

The CEFA agreements contain covenants relating to maintenance of the University, insurance, and
other general terms.
Pursuant to the terms of the California Educational Facilities Authority Series 2015 and Series 2017
A and B Bonds indenture, investments include $43,153,000 and $53,503,000 of bond proceeds, which
were held by independent trustees at May 31, 2018 and 2017, respectively.
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Total interest expense was $9,839,000 and $8,556,000 for the years ended May 31, 2018 and 2017,
respectively, net of amount capitalized.
(b) Interest Rate Swaps
As part of the issuance of the 2008 Bonds, the University entered into an interest rate swap agreement
that calls for fixed rates of 3.162%, 3.121%, and 3.212% in exchange of a monthly variable rate of
USD-LIBOR-BBA for the Series 2008 A, B, and C Bonds, respectively. There was no cash exchanged
at the time of acquisition. The swap entered into by the University covering the previously paid off 2008
Series A Bonds expires October 2036, and the swaps covering the 2008 B and C Bonds expire as of
October 2026.
Changes in the fair value of the interest rate swap agreements are reported as unrealized gain (loss)
interest rate swap related to bonds in the nonoperating activities section of the accompanying
consolidated statements of activities. The valuation of these agreements resulted in net unrealized
gains of $3,142,000 and $2,799,000 during the years ended May 31, 2018 and 2017, respectively. The
corresponding liability related to these agreements totaled $5,913,000 and $9,055,000, and is included
as a liability related to interest rate swaps on the accompanying consolidated statements of financial
position at May 31, 2018 and 2017, respectively.
(7) Commitments and Contingencies
(a) Lease Commitments
The University has commitments related to operating leases for building facilities and equipment at
May 31, 2018 and 2017. All operating leases are noncancelable and expire on various dates through
2026.
Minimum future rental payments under noncancelable operating lease agreements at May 31, 2018 are
summarized as follows:
Fiscal year ending May 31:
2019
2020
2021
2022
2023
Thereafter

$

4,259,000
2,684,000
1,911,000
1,449,000
900,000
910,000

Total minimum lease payments $

12,113,000

Total rent expense was $4,889,000 and $5,659,000 for the years ended May 31, 2018 and 2017,
respectively.
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(b) Contingencies
The University is subject to certain loss contingencies, such as litigation, arising in the normal conduct
of its educational activities. In the opinion of management, the liability, if any, for such contingencies
will not have a material effect on the University’s financial position.
(8) Retirement Plan
The University has a defined contribution retirement plan. Employees working at least 20 hours a week are
eligible to participate in the plan after 90 days of employment. The University contributes 3% of each
employee’s eligible annual salary, as defined by the plan. Eligible employees may contribute up to 6% of
their eligible salary and the University matches their contributions. The University’s total contribution to the
plan was $11,835,000 and $11,095,000 for the years ended May 31, 2018 and 2017, respectively.
(9) Related Parties
The University is a recipient of generous support and commitments from many of its constituencies, which
are considered related parties and include members of the Board of Trustees, Board of Governors,
President’s Cabinet, other advisory boards, and councils, as well as the administration. As a result of
irrevocable commitments, a significant number of contributions are expected to be received from related
parties in the future. Outstanding contributions receivable from related parties represent $29,440,000 and
$36,406,000 as of May 31, 2018 and 2017, respectively.
(10) Annuities Payable
The University has legal title, either in the University’s name or as trustee, to charitable remainder trusts.
No significant financial benefit can be realized until the contractual obligations are released. The University
also receives contributions in exchange for charitable gift annuity contracts.
The University uses an actuarial method of recording these annuities and trust liabilities using discount
rates ranging from 1.2% to 9.8%. For charitable gift annuities and charitable remainder trusts, when a gift is
received, the present value of future expected payments to the beneficiaries is recorded as a liability
included in other current and long-term liabilities based upon life expectancy tables and discount rate
assumptions, and the remainder is recorded as a contribution. Contribution revenue recognized from
charitable gift annuities and charitable reminder trusts is classified as an increase in temporarily restricted
or permanently restricted net assets based on the existence or absence of time or use restrictions placed
by the donor upon the University’s interest in the assets. Annuity and trust assets are determined annually
based on revised fair value, actuarial and earnings data, and the effect of terminated trusts and other
agreements.
(11) Endowments
In approving endowment spending and related policies, as part of the prudent and diligent discharge of its
duties, the Board of Trustees of the University, as authorized by the California law, has relied upon the
actions, reports, information, advice, and counsel taken or provided by its duly constituted committees and
duly appointed officers of the University, including University Counsel, and in doing so has interpreted the
law to require the preservation of the historic dollar value of donor-restricted endowment funds, absent
explicit donor direction to the contrary.
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As a result of this interpretation, for accounting and financial statement purposes, the University classifies
as permanently restricted net assets the historic dollar value of assets held as donor-restricted endowment,
including any subsequent gifts and any accumulations to donor-restricted endowments made in
accordance with the direction of the applicable gift instruments.
Investment income and gains and losses on donor-restricted endowments are reported as an increase or
decrease in temporarily restricted net assets until those amounts are appropriated by the Board of
Trustees.
Endowment net asset composition by type of funds as of May 31, 2018 and 2017 is as follows:
2018
Unrestricted

Temporarily
restricted

Permanently
restricted

Total

Donor-restricted endowments $
Board-designated endowments

(160,000)
198,870,000

68,495,000
—

126,866,000
—

195,201,000
198,870,000

Total

198,710,000

68,495,000

126,866,000

394,071,000

Unrestricted

Temporarily
restricted

Permanently
restricted

Total

$

2017

Donor-restricted endowments $
Board-designated endowments

(182,000)
175,898,000

58,979,000
—

117,921,000
—

176,718,000
175,898,000

Total

175,716,000

58,979,000

117,921,000

352,616,000

$
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Changes in endowment net assets for the fiscal year ended May 31, 2018 are as follows:

Endowment net assets at
May 31, 2017

$

Investment return:
Investment income
Appreciation
Total investment return
Contributions
Appropriation of endowment
assets for expenditure
Other changes:
Additions, changes, and
transfers per donor designations
Transfers from operations
to board-designated
endowment funds

Temporarily
restricted

Permanently
restricted

Total

175,716,000

58,979,000

117,921,000

352,616,000

3,201,000
9,433,000

1,683,000
13,473,000

2,000
11,000

4,886,000
22,917,000

12,634,000

15,156,000

13,000

27,803,000

—

—

4,134,000

4,134,000

(4,042,000)

Change in endowment
net assets
Endowment net assets at
May 31, 2018

Unrestricted

$

(5,640,000)

—

(9,682,000)

—

—

4,798,000

4,798,000

14,402,000

—

—

14,402,000

22,994,000

9,516,000

8,945,000

41,455,000

198,710,000

68,495,000

126,866,000

394,071,000
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Changes in endowment net assets for the fiscal year ended May 31, 2017 are as follows:

Unrestricted

Temporarily
restricted

Permanently
restricted

Total

142,972,000

42,998,000

118,711,000

304,681,000

2,544,000
10,675,000

1,289,000
19,806,000

3,000
45,000

3,836,000
30,526,000

Total investment return

13,219,000

21,095,000

48,000

34,362,000

Contributions
Appropriation of endowment
assets for expenditure
Other changes:
Additions, changes, and transfers
per donor designations
Transfers from operations
to board-designated
endowment funds

—

—

2,293,000

2,293,000

3,158,000

27,000

19,829,000

—

Change in endowment
net assets

32,744,000

15,981,000

175,716,000

58,979,000

Endowment net assets at
May 31, 2016

$

Investment return:
Investment income
Appreciation

Endowment net assets at
May 31, 2017

(3,462,000)

$
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(5,141,000)

(4,000)

(3,127,000)

—
(790,000)
117,921,000

(8,607,000)

58,000

19,829,000
47,935,000
352,616,000
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(12) Net Assets
At May 31, 2018 and 2017, donor restricted net assets consisted of the following:
Description of amounts classified as permanently restricted net assets and
temporarily restricted net assets
2018
2017
Permanently restricted net assets:
The portion of perpetual endowment funds that is required to
be retained permanently by explicit donor stipulation
for scholarships, department chairs and professorships,
centers, library, and others
Total student loan funds funded by donors
Annuities and life income funds
For educational and general programs
Total permanently restricted net assets
Temporarily restricted net assets:
The portion of perpetual endowment funds subject to a
time restriction
For plant activities
For annuity and life income funds
For educational and general programs
Total temporarily restricted net assets

$

126,866,000
6,263,000
954,000
10,719,000

117,921,000
6,192,000
913,000
15,079,000

$

144,802,000

140,105,000

$

68,495,000
43,079,000
2,443,000
13,271,000

58,979,000
48,617,000
2,314,000
12,242,000

$

127,288,000

122,152,000

(a) Funds with Deficiencies
From time to time, the fair value of assets associated with individual donor-restricted endowment funds
may fall below the level required by the donor or law. The aggregated deficiencies of this nature for all
donor-restricted endowment funds were $160,000 and $182,000 as of May 31, 2018 and 2017,
respectively. These deficiencies resulted from unfavorable market fluctuations that occurred after the
investment of permanently restricted contributions.
(b) Investment and Financial Objectives and Risk Parameters
The primary long-term investment objective of the endowment is to attain an average annual real total
return (net of investment management fees) of at least 6% over the long term (a minimum five-year
period). Real total return is the sum of capital appreciation (or loss) and current income (dividends and
interest) adjusted for inflation by the consumer price index. The Investment Committee strives to
achieve these objectives within acceptable risk levels.
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Additionally, it is expected that the portfolio’s investment return exceeds a custom allocation index or
total portfolio blended benchmark, which consists of 23% S&P 500 Index, 14% MSCI EAFE Index, 7%
MSCI Emerging Markets Index, 14% HFRI Fund of Funds, 3% Cambridge Associates Venture Capital,
5% Cambridge Associates Private Equity, 5% Marketable Real Assets Benchmark, 11% Fixed Income
Benchmark, 15% NCREIF Property Index, 2% Private Real Assets Benchmark, and 1% 91 day T-Bill.
The primary financial objective of the endowment is to provide funds for the ongoing support of the
operations of the University while providing for safety of principal through diversification of investments.
Over the long term, this means providing a stream of relatively predictable, stable, and constant
funding in support of annual budgetary needs, and preserving and enhancing the Endowment’s real
(inflation-adjusted) purchasing power, net of management expenses and spending.
The Endowment’s investments shall also be diversified by asset class and within asset classes as well
as by manager. The purpose of diversification is to provide reasonable assurance that no manager,
asset class, or individual holding could have a disproportionate negative impact on the Endowment’s
aggregate results.
(c) Spending Policy
The Endowment is managed according to the “total return” concept, which envisions the sources of
Endowment spending as being from interest, dividends, and realized capital gains, supplemented by
recent donations and campaign gifts.
The University uses a moving average of market values to calculate its annual draw from the
Endowment. Currently, the University targets spending at 4.0% of the moving average of the
Endowment’s market value based on the previous 20-quarter-end portfolio market valuations.
The spending policy is reviewed periodically by the University’s Finance and Budget Committee to
determine whether the spending formula should be adjusted and whether the University’s current policy
objectives are being met.
In accordance with this policy, the Board of Trustees has authorized the following amounts for the
years ended May 31, 2018 and 2017:
2018
Spending allocation per spending policy:
Donor-restricted endowments
Board-designated endowments
Total endowment returns designated for
operations

2017

$

5,640,000
4,042,000

5,145,000
3,462,000

$

9,682,000

8,607,000

(13) Subsequent Events
The University has evaluated subsequent events from the date of the consolidated statement of financial
position through October 15, 2018, the date on which the consolidated financial statements were issued.
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