














LAWRENCE UNIVERSITY OF WISCONSIN

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2017

Temporarily Permanently
Unrestricted Restricted Restricted Total
OPERATING REVENUES
Tuition and fees $ 65897978 $ -3 - 8 65,897,978
Room and board 13,074,189 - 13,074,189
Less: tuition discounts (36,481,513) - - (36,481,513)
Net Student Revenue 42,490,654 - - 42 490,654
Auxiliary enterprises 1,820,041 - - 1,820,041
Investment return designated for
current operations 2,320,614 10,500,287 197,900 13,018,801
Government grants 700,846 - - 700,846
Contribution revenue 4,566,469 - - 4,566,469
Other income 405,065 296,606 - 701,671
52,303,689 10,796,893 197,900 63,298,482
Net assets released from restrictions 14,075,422 (14,075,422) - -
Total Operating Revenues 66,379,111 (3,278,529) 197,900 63,298,482
OPERATING EXPENSES
Instruction 20,863,338 - - 20,863,338
Research 520,361 - - 520,361
Public service 1,362,295 - - 1,362,295
Academic support 4,514,852 - - 4,514 852
Student services 7,122,978 - - 7,122,978
Institutional administration 14,710,353 - - 14,710,353
Physical plant operations 6,255,441 E - 6,255,441
Auxiliary enterprises 4,995 518 - - 4,995,518
Interest expense 1,325,617 - - 1,325,617
Depreciation 7,238,907 - - 7,238,907
Total Operating Expenses 68,909,660 - - 68,909,660
Operating Revenues in Excess (Deficit) of
Operating Expenses (2,530,549) (3,278,529) 197,900 (5,611,178)
NONOPERATING INCOME
Investment return in excess of amounts
designated for current operations 6,382,306 15,847,117 110,760 22,340,183
Contributions for long-term purposes - 5,735,060 11,950,915 17,685,975
Change in beneficial interests in trusts - 33,606 45,078 78,684
Change in value of split interest agreements 10,888 39,266 (148,547) (98,393)
Other nonoperating items, net 1,586,722 (25,371) (141,868) 1,419,483
Total Nonoperating Income 7,979,916 21,629,678 11,816,338 41,425,932
Change in Net Assets 5,449,367 18,351,149 12,014,238 35,814,754
NET ASSETS - Beginning of Year 95,861,100 58,155,342 214,623,002 368,639,444
NET ASSETS - END OF YEAR $ 101,310,467 $ 76,506,491 $ 226,637,240 $ 404,454,198

See accompanying notes to financial statements.
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LAWRENCE UNIVERSITY OF WISCONSIN

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2016

OPERATING REVENUES

Tuition and fees
Room and board
Less: tuition discounts

Net Student Revenue
Auxiliary enterprises
Investment return designated for
current operations
Government grants
Contribution revenue
Other income

Net assets released from restrictions
Total Operating Revenues

OPERATING EXPENSES

Instruction

Research

Public service

Academic support
Student services
Institutional administration
Physical plant operations
Aukxiliary enterprises
Interest expense
Depreciation

Total Operating Expenses

Operating Revenues in Excess (Deficit) of

Operating Expenses

NONOPERATING INCOME (LOSS)

Investment return (deficit) in excess of amounts

designated for current operations
Contributions for long-term purposes
Change in beneficial interests in trusts

Change in value of split interest agreements

Other nonoperating items, net
Total Nonoperating Income (Loss)

Change in Net Assets

NET ASSETS - Beginning of Year

NET ASSETS - END OF YEAR

Temporarily Permanently
Unrestricted Restricted Restricted Total

$ 65875562 $ $ - % 65,875,562
13,039,985 E 13,039,985
(35,425,085) - - (35,425,085)
43,490,462 - 43,490,462
1,930,614 - - 1,930,614
2,312,420 10,024,255 200,738 12,537,413
624,275 9,585 633,860
4,732,680 - - 4,732,680
426,451 76,262 - 502,713
53,516,902 10,110,102 200,738 63,827,742
17,556,824 (17,549,831) (6,993) -
71,073,726 (7,439,729) 193,745 63,827,742
19,622,235 - - 19,622,235
725,678 - 725,678
1,370,832 - - 1,370,832
4,435,395 - 4,435,395
6,596,302 - - 6,596,302
14,825,059 - - 14,825,059
6,338,091 - - 6,338,091
5,218,632 - - 5,218,632
1,321,564 - 1,321,564
7,130,875 - - 7,130,875
67,584,663 - - 67,584,663
3,489,063 (7,439,729) 193,745 (3,756,921)
(4,066,140) (7,219,289) 70,246 (11,215,183)
- 4,076,084 14,645,175 18,721,259
- 7,439 (49,367) (41,928)

(46,791) 3,780 569,471 526,460
(1,227,688) (1,200) (1,240,854) (2,469,742)
(5,340,619) (3,133,186) 13,994,671 5,520,866
(1,851,556) (10,572,915) 14,188,416 1,763,945
97,712,656 68,728,257 200,434,586 366,875,499
$ 95,861,100 $ 58,155,342 $ 214,623,002 $ 368,639,444

See accompanying notes to financial statements.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 2 — FAIR VALUE MEASUREMENTS (cont.)

The following table presents financial instruments that are measured at fair value on a recurring basis by
he fair value hierarchy as of June 30, 2016:

Total Level 1 Lewel 2 Lewel 3
ASSETS
Short-term investments $ 422106 $ 422106 $ $
Equity securities
Domestic 75,418,071 75,418,071 - -
Foreign 71635218 71,635,218 - -
Fixed income securities
Domestic 32,357,945 24,471,032 7,886,913 -
Foreign 673,466 - 673,466 -
Beneficial interest in funds held in trust 2,738,373 - - 2,738,373
Subtotal assets by valuation
hierarchy 183245179 $171,946427 $ 8560379 $ 2,738,373
Investments measured using NAV
Alternative investments
Hedge fund 49,267,363
Private equity funds 26,010,640
Real estate funds 26,628,327
Subtotal assets by NAV 101,906,330
Total assets at fair value $ 285,151,509
LIABILITIES
Interest rate exchange agreements $ 2198499 § - $ 2198499 § -

The following methods and assumptions were used to estimate the fair value for each class of financial
instrument measured at fair value:

Short-term investments — The fair value of short-term investments, consisting of a 12 month certificate
of deposit is classified as Level 1 as these funds are not traded on a regular basis.

Equity securities — Investments in equity securities are measured at fair value using quoted market
prices. They are classified as Level 1 as they are traded in an active market for which closing prices
are readily available.

Fixed income securities — Investments in fixed income securities are comprised of government and
municipal bonds and notes, corporate bonds and assets, mortgage backed securities, and floating
rate bank loans. The majority of the fixed income securities are classified as Level 1 as the underlying
securities are traded in an active market for which closing prices are readily available. Some of the
fixed income securities are Level 2 since fair value is based on multiple sources of information, which
may include market data and/or quoted market prices from either markets that are not active or are
for the same or similar assets in active markets.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 4 — NET ASSETS RELEASED FROM RESTRICTIONS

Net assets were released from donor restrictions during the years ended June 30, 2017 and 2016 by
incurring expenses satisfying the restricted purposes or by occurrence of other events specified by donors.

2017 2016

Purpose restrictions accomplished:
Funded endowment restrictions $ 899,942 § 749,043
Other donor imposed restrictions 2,435,453 2,168,132
Investment return designated for current purposes 9,311,372 8,772,058
Gift-funded capital additions 750,207 4,586,773
13,396,974 16,276,006
Unrestricted pledge payments received 678,448 1,280,818
Totals $ 14,075422 $ 17,556,824

These assets were reclassified to unrestricted net assets.

NOTE 5 — CONTRIBUTIONS RECEIVABLE , NET

Contributions receivable include the following unconditional promises to give at June 30:

2017 2016

Unrestricted $ 1,353,401 $ 1,857,795
Temporarily restricted - operations 3,092,352 4,721,041
Temporarily restricted - capital projects 2,000,000 -
Permanently restricted - endowment 15,022,843 11,658,203

Gross unconditional promises to give 21,468,596 18,237,039
Less:

Discount to net present value (723,682) (479,932)

Allowance for uncollectible promises (62,615) (65,614)

Net Unconditional Promises to Give $ 20682299 $ 17,691,493

At June 30, 2017, contributions receivable of $5,916,378 are due in less than one year and $14,454,236
are due in one to five years and $1,097,982 is due in more than five years. Contributions due in more than
one year were discounted at interest rates ranging from 1.2% to 2.4%. Contributions due in less than one
year were not discounted.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 7 — INVESTMENTS (cont.)

Investment returns are comprised of the following for the years ended June 30:

2017
Temporarily ~ Pemanently
Unrestricted Restricted Restricted Total

Dividends and interest $ - $ 1,027,506 $ - § 1,027,506
Net realized and

unrealized gains 8,702,920 25,319,898 308,660 34,331,478
Return on investments 8,702,920 26,347,404 308,660 35,358,984
Investment return

designated for current operations (2,320,614)  (10,500,287) (197,900)  (13,018,801)

Investment retumn in
excess of amounts
designated for current operations $ 6382306 $ 15847117 § 110,760 $ 22,340,183

2016
Temporarily ~ Permanently
Unrestricted Restricted Restricted Total

Dividends and interest $ - § 1853574 § - § 1,853,574
Net realized and

unrealized gains (losses) (1,753,720) 951,392 270,984 (531,344)
Return on investments (1,753,720) 2,804,966 270,984 1,322,230
Investment return

designated for current operations (2,312,420)  (10,024,255) (200,738)  (12,537,413)

Investment return in
excess (deficit) of amounts
designated for current operations $ (4,066,140) $ (7,219,289) $ 70,246 $ (11,215,183)

Investment fees of $414,546 and $446,300 for 2017 and 2016, respectively, are included in the above
investment income.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 10 — LONG-TERM DEBT, NET

The University has the following long-term debt outstanding at June 30:

Wisconsin Health and Educational Facilities Authority, Revenue Bonds

Series 2014 - variable rate (currently 1.584340%). The series 2014 bonds are
variable rate direct purchase bonds and can be called. The bonds were
purchased by DNT Asset Trust (JPMorgan Chase Bank). The University had
two interest rate exchange agreements in place during the year ended June
30, 2017 (See Note 17). These agreements fix the rate on $25.505 million of
this debt. Under these agreements, the University either pays additional
interest or receives an interest credit depending on the relationship between
the variable rate and the fixed rate. See footnote 17 for details regarding
statement of financial position and statement of activities impact related to
these agreements. The interest rate exchange agreements have the following
rates and maturities:

$6 million maturing August 13,2017 at4.307%.
$19.505 million maturing November 1, 2024 at 1.79%,

Series 2012 - fixed rate (ranging from 1.4% to 3.5%), unsecured, payable in
annual installments, maturing on February 1, 2023.

Less: Unamortized bond discounts and bond issuance costs

Totals

2017 2016
$ 35505000 $ 35,505,000
7,585,000 8,530,000
43,090,000 44,035,000
(282,227) (312,764)
$ 42,807,773  $ 43,722,236

Costs associated with outstanding debt are deferred and amortized on a straight-line basis over the term

of the loan.

The University adopted ASU 2015-03, Interest — Imputation of Interest (Subtopic 835-30): Simplifying the
Presentation of Debt Issuance Costs, during the year ended June 30, 2017. Under the new guidance,
debt issuance costs related to a recognized debt liability are presented as a direct reduction to the
carrying amount of that debt liability. As required by the new guidance, the amendments were applied

retroactively to the year ended June 30, 2016.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 10 — LONG-TERM DEBT, NET (cont.)

The Series 2012 and 2014 Revenue Bonds have restrictive financial covenants. The University is in
compliance with these covenants as of June 30, 2017 and 2016.

Maturities of long-term debt are as follows:

2018 3 1,165,000
2019 1,195,000
2020 1,430,000
2021 1,475,000
2022 1,520,000
Thereafter 36,305,000

$ 43,090,000

For the years ended June 30, 2017 and 2016, interest expense on long-term debt approximated $1,220,000
and $1,227,000, respectively. There was no capitalized interest in 2017 or 2016.

NOTE 11 — EXECUTIVE RETIREMENT PLAN

The University is providing the estate of a retired executive with monthly cash payments of approximately
$7,5600. These monthly payments started when the executive retired in June 2004 and will continue until
June 30, 2022. The payments are discounted at a rate of 3.26% for 2017 and 4.15% for 2016. The present
value of these payments at June 30, 2017 and 2016 was $404,040 and $463,655, respectively, and are
included in accrued liabilities on the statements of financial position. Payments during the years ended June
30, 2017 and 2016 were $88,880, and retirement expense was $29,265 and $20,056, respectively.

NOTE 12 — POSTRETIREMENT OBLIGATION

During the year ended June 30, 2016 and through December 31, 2016, the University provided retired
employees over 65 and their respective spouses, if applicable, with monthly cash payments, which were to
be utilized toward the payment of postretirement health benefits. Beginning January 1, 2017, upon reaching
age 65, all group medical coverage ceases for the retiree and their spouse.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 16 — ENDOWMENT (cont.)

Endowment net asset composition by type of fund consists of the following as of June 30, 2017:

Temporarily ~ Permanently

Unrestricted ~ Restricted Restricted Total
Donor-restricted endowment funds ~ $ (460,697) $63,775413 $209,201,366 $272,516,082
Board-designated endowment funds 45,688,098 - - 45,688,098

Total Endowment Net Assets $45,227,401 $63,775413 $209,201,366 $ 318,204,180

Endowment net asset composition by type of fund consists of the following as of June 30, 2016:

Temporarily ~ Permanently

Unrestricted Restricted Restricted Total
Donor-restricted endowment funds  § (2,788,041) $46,943,391 $197,879,385 $242,034,735
Board-designated endowment funds 41,441,064 - - 41,441,064

Total Endowment Net Assets $38,653,023 $46,943,391 $197,879,385 $283,475,799

Changes in endowment net assets for the year ended June 30, 2017 are as follows:

Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Endowment net assets, June 30, 2016  $38,653,023 $46,943,391 $197,879,385 $283,475,799
Investment return:

Investment income - 1,027,506 - 1,027,506
Net appreciation -
realized and unrealized 8,475,954 26,304,803 197,900 34,978,657
Total investment return 8,475,954 27,332,309 197,900 36,006,163
Contributions 419,038 - 9,159,407 9,578,445
Liquidation of split interest agreements
to endowment - - 56,251 56,251
Liquidation of life insurance to endowment - - 2,106,323 2,106,323
Appropriation of endowment assets for
expenditure (2,320,614)  (10,500,287) (197,900) (13,018,801)

Endowment Net Assets, June 30, 2017  $45,227,401 $63,775,413 $209,201,366  $ 318,204,180
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 16 — ENDOWMENT (cont.)

Changes in endowment net assets for the year ended June 30, 2016 are as follows:

Temporarily ~ Permanently
Unrestricted Restricted Restricted Total
Endowment net assets, June 30, 2015 $41,183,718 $54,195691 $180,068,109 $275,447,518
Investment return:

Investment income - 1,855,338 - 1,855,338
Net appreciation (depreciation) -
realized and unrealized (1,743,745) 916,617 200,738 (626,390)
Total investment return (1,743,745) 2,771,955 200,738 1,228,948
Contributions 1,500,100 - 18,633,115 20,133,215
Return of original contributions 25,370 - (1,242,053) (1,216,683)
Liquidation of split interest agreements

to endowment - - 420,214 420,214
Liquidation of life insurance to endowment - - - -
Appropriation of endowment assets for

expenditure (2,312,420)  (10,024,255) (200,738)  (12,537,413)
Endowment Net Assets, June 30, 2016 $38,653,023 $46,943,391 $197,879,385 $ 283,475,799

Funds with Deficiencies — From time to time, the fair value of assets associated with individual donor-
restricted endowment funds may fall below the level that the donor or UPMIFA requires the University
to retain as a fund of perpetual duration. In accordance with GAAP, deficiencies of this nature that are
reported in unrestricted net assets were $460,697 and $2,788,041 as of June 30, 2017 and 2016,
respectively. These deficiencies resulted from unfavorable market fluctuations that occurred shortly
after the investment of new permanently restricted contributions and continued appropriation for
certain programs that was deemed prudent by the governing board. Subsequent gains that restore the
fair value of the assets of the endowment fund to the required level will be classified as an increase in
unrestricted net assets.

Return Objectives and Risk Parameters — The University has adopted investment and spending policies
for endowment assets that attempt to provide a predictable stream of funding to programs supported by
its endowment while seeking to maintain the purchasing power of the endowment assets. Endowment
assets include those assets of donor-restricted funds that the University must hold in perpetuity or for a
donor-specified period(s) as well as board-designated funds. Under this policy, as approved by the
governing board, the endowment assets are invested in a manner that is intended to produce a real rate
of return over inflation sufficient to support, in perpetuity, the mission of the University. It is particularly
important to preserve the value of the assets in real terms to enable the Endowment to maintain the

purchase power of its support of the University without eroding the real, long-term value of the corpus of
the Endowment.

Strategies Employed for Achieving Objectives — The University’s investment strategy incorporates a
diversified asset allocation approach and maintains, within defined limits, exposure to the world equity,
fixed-income, commodities, real estate and private equity markets. This strategy provides the University
with a long-term asset mix that is intended to meet the University’s long-term return goals with the
appropriate level of risk.
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LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 16 — ENDOWMENT (cont.)

The alternative investments were entered into to diversify the University’s portfolio, to provide
predictability in overall earnings and to provide market neutral holdings. The University’s management,
the investment committee of the Board of Trustees and the University’s external investment consultants
review reports provided by the general partners, and the University’'s external investment consultants
attend meetings of the various general partners in order to evaluate the risk associated with these
investments. In addition, the University monitors its portfolio mix to ensure that it is in accordance with
Board policy.

Spending Policy and How the Investment Objectives Relate to Spending Policy — The University
provides endowment income for general institutional purposes through the application of a budgeted
endowment income plan. This plan provides the University with a rational and systematic means of
determining the portion of investment income available to support current operations. The long-term
endowment payout goal stipulated in the Statement of Investment Policy adopted in January, 2008 is
computed by applying a formula of 5% of the 12-quarter moving average market value of invested
endowment assets as of December 31 each year. The budgeted payout percentage is approved annually
by the Board of Trustees and is used to compute the investment return designated for current operations;
the difference between total return and return designated for current operations is reflected as a non-
operating change in net assets. In 2017 and 2016, the Board of Trustees approved the endowment
payout of $13,018,801 and $12,537,413, respectively.

Interpretation of Relevant Law — The University’s governing board has interpreted the Wisconsin enacted
version of Uniform Prudent Management of Institutional Funds Act (UPMIFA) as allowing the University
to appropriate for expenditure or accumulate so much of an endowment fund as the University
determines is prudent for the uses, benefits, purposes and duration for which the endowment fund is
established, subject to the intent of the donor as expressed in the gift instrument. Unless stated
otherwise in the gift instrument, the assets in an endowment fund shall be donor-restricted assets until
appropriated for expenditure by the Board of Trustees. See Note 1 for further information on net asset
classifications.

The remaining portion of the donor-restricted endowment fund that is not classified as permanently
restricted net assets is classified as temporarily restricted net assets until those amounts are
appropriated for expenditure by the University in a manner consistent with the standard of prudence
prescribed by UPMIFA. In accordance with UPMIFA, the University considers the following factors in
making a determination to appropriate or accumulate donor — restricted endowment funds:

The duration and preservation of the fund

The purposes of the University and the donor-restricted endowment fund
General economic conditions

The possible effect of inflation and deflation

The expected total return from income and the appreciation of investments
Other resources of the University

The investment policies of the University

Nookwh=

Page 30









LAWRENCE UNIVERSITY OF WISCONSIN

NOTES TO FINANCIAL STATEMENTS
As of and for the Year Ended June 30, 2017 and 2016

NOTE 18 — FUNCTIONAL CLASSIFICATION OF EXPENSES

Expenses by function for the years ended June 30 were as follows:

2017 2016

Program Expenses
Instruction $ 25,293,996 24,100,693
Research 520,361 725,678
Public senice 1,823,730 1,646,394
Academic support 5,426,318 5,342,428
Student senvices 9,648,467 9,052,529
Auxiliary expenses 10,563,844 10,910,981
53,276,716 51,778,703

Support Expenses
Institutional administration 15,632,944 15,805,960
Totals $ 68,909,660 67,584,663

NOTE 19 — SUuPPLEMENTAL CASH FLOW & NONCASH INVESTING AND FINANCING INFORMATION

2017 2016
Supplemental Cash Flow Information
Cash paid for interest $ 126305 § 12453807
Property and equipment financed with accounts payable 207,019 465,305
Noncash Investing and Financing Information
Noncash donation of land 235,000 225,000

NOTE 20 — RELATED PARTY TRANSACTIONS

The University received $5.96 million and $812 thousand of gifts and contributions during fiscal years 2017
and 2016, respectively, from board of trustee members and employees. As of June 30, 2017 and 2016,
$6.25 million and $1.05 million of contributions, respectively, were recorded as receivables.

In addition, the University has contracted for services with the Boldt Company (a company with relations to
a Lawrence University Board of Trustee member) for the renovation of Colman Hall. The Boldt Company
contract is for $5.7 million of the total $6.7 million cost of the Colman Hall renovation. All $5.7 million has

been paid to Boldt as of June 30, 2017.
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