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INDEPENDENT AUDITOR’S REPORT

Audit Committee
Board of Trustees
The University of Montana Foundation
Missoula, Montana

We have audited the accompanying financial statements of The University of Montana
Foundation (a nonprofit organization), which comprise the statements of financial position
as of June 30, 2013 and 2012, and the related statements of activities and cash flows for the
years then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States
of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
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 financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.
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ANDERSON ZURMUEHLEN & CO., P.C.
CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

Opinion
In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of The University of Montana Foundation as of June 30,
2013 and 2012, and the results of its operations and its cash flows for the year then ended
in accordance with accounting principles generally accepted in the United States of
America.
Disclaimer of Opinion on Management Discussion and Analysis
Our audit was conducted for the purpose of forming an opinion on the financial statements
as a whole. The Management Discussion and Analysis, which is the responsibility of
management, is presented for purposes of additional analysis and is not a required part of
the financial statements. Such information has not been subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we do not
express an opinion or provide any assurance on it.

Missoula, Montana
September 27, 2013
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MANAGEMENT'S DISCUSSION AND ANALYSIS
Overview
The following discussion and analysis presents an overview of the financial performance of
the University of Montana Foundation (Foundation) for the five years ended June 30, 2013.
It should be read in conjunction with the related financial statements and footnotes. The
financial statements, footnotes and this discussion and analysis were prepared by
management and are the responsibility of management.
The mission of the Foundation is to ensure the University of Montana's (University)
excellence, access and affordability through a public/private funding partnership. The
Foundation was established in 1950 as a Section 501(c)(3) organization.
Assets and Net Assets
At June 30, 2013, the Foundation's total assets amounted to $187.1 million, 8% higher than
at June 30, 2012. Foundation assets consist primarily of short and long investments,
contributions receivable, and property. Investments make up approximately 90% of total
assets.
The Foundation classifies net assets as unrestricted, temporarily restricted, or permanently
restricted in accordance with donor stipulations and time restrictions. Unrestricted net assets
are available for internal Foundation operations. Temporarily restricted net assets represent
assets where donors have placed restrictions on their use, but which are available for
immediate use by the University. Permanently restricted assets are restricted by donors as
well, but are invested by the Foundation in perpetuity. Spending allocations from these
permanently restricted assets are made available to the University quarterly. The Foundation
also holds assets on behalf of other entities affiliated with the University; these assets are
known as custodial funds. As illustrated below, a majority of the Foundation's assets are
permanently restricted.
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Permanently Restricted

Contributions and Contributions Receivable
Contributions receivable at June 30, 2013 amounted to approximately $4.5 million, 19%
lower than at June 30, 2012. The Foundation's contributions receivable balance has been
declining since 2009 following the close of the Invest in Discovery Campaign in fiscal year
2008. As the Foundation partners with the University on the Invest in Student Success
fundraising initiative, management expects the contributions receivable balance to rise.
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Fundraising
The Foundation reports on fundraising in two ways. The financial statements reflect
contributions according to generally accepted accounting principles (GAAP). GAAP does
not recognize conditional contributions or bequest contributions as revenue until the
condition is met, or until the bequest is realized. In fiscal year 2013, the Foundation
recognized $12.0 million in contributions.
The Foundation also reports its annual fundraising totals using standards published by the
Council for Advancement and Support of Education (CASE). CASE allows conditional and
bequest contributions to be counted in fundraising totals. Using this broader definition, the
Foundation raised approximately $17.5 million in contributions in fiscal year 2013.
In fiscal year 2013, approximately 71% of the fundraising total was directed towards
academic and institutional support for the University, 26% for scholarships, and 3% directed
towards capital expenditures.
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2013

University Support
The Foundation provides funding for students, faculty and programs at the University. In
fiscal year 2013, the Foundation provided $11.2 million in support to the University.
Support includes student scholarships, faculty salaries, equipment purchases, as well other
expenditures that intend to further the mission of the University. Academic and institutional
support as well as scholarship support has remained consistent for the past four years.
Capital support can vary significantly from year to year, as building projects on campus can
fluctuate greatly. Fiscal year 2009 spending reflects the results of the final years of the
Invest in Discovery Campaign.
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Endowments
The Foundation manages over nine hundred endowed funds, valued at approximately $147.5
million at June 30, 2013, including twenty nine funds valued at approximately $19.3 million
managed on behalf of others. A substantial portion of these funds are managed by the Board
of Trustee's investment committee, as part of the Foundation's long-term investment
portfolio.
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2012

2013

Long-Term Investment Portfolio Return
Endowments managed by the Foundation are invested in a long-term investment portfolio.
The following chart depicts the one-, three-, five-, and ten- year return on this portfolio. The
Common Index is comprised of 60% S&P 500 index and 40% Barclays Capital Aggregate
Bond Index. In fiscal year 2013 the Foundation's long-term investment portfolio
outperformed this benchmark by 1%, while the ten year return was slightly below.
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FINANCIAL STATEMENTS

UNIVERSITY OF MONTANA FOUNDATION
STATEMENTS OF FINANCIAL POSITION
June 30, 2013 and 2012

ASSETS

2012

2013

Cash and Cash Equivalents
Short-Term Investments
Accrued Dividends and Interest
Investments
Contributions Receivable, Net
Student Loans and Other Receivables
Beneficial Interests in Trusts Held by Others
Property, Building and Equipment, Net of
Accumulated Depreciation
Other Assets
Total assets

$

5,519,330
5,303,725
99,317
165,228,656
4,548,435
269,909
679,799

$

5,866,019
4,323,242
122,718
149,089,320
5,634,604
248,558
626,829

3,690,361
1,803,267

3,850,105
1,771,559

$ 187,142,799

$ 171,532,954

$

$

LIABILITIES AND NET ASSETS
Accounts Payable
Accrued Expenses
Compensated Absences
Liabilities to External Beneficiaries
Deferred Revenue
Custodial Funds
Total liabilities
NET ASSETS
Unrestricted
Undesignated
Restricted
Temporarily restricted
Permanently restricted

Total net assets
Total liabilities and net assets

309,504
135,202
223,485
2,713,066
125,850
21,992,974

316,585
114,828
248,055
2,837,425
20,509,718

25,500,081

24,026,611

6,096,695

5,143,513

6,096,695

5,143,513

54,394,981
101,151,042

45,568,965
96,793,865

155,546,023

142,362,830

161,642,718

147,506,343

$ 187,142,799

$ 171,532,954

The Notes to Financial Statements are an integral part of these statements.
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UNIVERSITY OF MONTANA FOUNDATION
STATEMENTS OF ACTIVITIES
For the Years Ended June 30, 2013 and 2012

2013
Unrestricted
Revenues, Gains and Other Support
Contributions
Interest and dividend income
Net realized and unrealized gains
on investments
Administrative fees
Contract for services
Other
Net assets released from restrictions satisfaction of program restrictions

$

Total revenues, gains and
other support
Expenses
Program services
University support
Academics and institutional
Capital expenses
Scholarships and awards
Pledge adjustments
Supporting services
Fund-raising
Administrative and general
Payments to beneficiaries and change
in liabilities to external beneficiaries

Change in net assets
Non-Operating Revenue (Expenses)
Reclassification of net assets

$

7,424,441
2,537,720

$

Total

4,363,271
-

$ 12,018,457
3,079,608

10,536,085
2,495,500

-

11,972,522
462,467
425,000
2,611,801

14,183,770

(14,183,770)

-

-

17,396,608

8,809,976

4,363,271

30,569,855

6,219,880
1,688,026
3,283,676
30,241

28,031

2,346,438
2,681,351

-

-

2,346,438
2,681,351

156,894

-

156,158

16,248,876

184,925

1,147,732

8,625,051

(194,550)

Net Assets
Beginning of year

$

Permanently
Restricted

1,436,437
462,467
425,000
116,301

(736)

Total expenses

End of year

230,745
541,888

Temporarily
Restricted

200,965

(321)

(321)
4,363,592

(6,415)

6,219,880
1,688,026
3,283,676
57,951

16,433,480
14,136,375

-

5,143,513

45,568,965

96,793,865

147,506,343

6,096,695

$ 54,394,981

$ 101,151,042

$ 161,642,718

The Notes to Financial Statements are an integral part of these statements.
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2012
Temporarily
Restricted

Unrestricted
Revenues, Gains and Other Support
Contributions
Interest and dividend income
Net realized and unrealized losses
on investments
Administrative fees
Contract for services
Other
Net assets released from restrictions satisfaction of program restrictions

$

Total revenues, gains and
other support
Expenses
Program services
University support
Academics and institutional
Capital expenses
Scholarships and awards
Pledge adjustments
Supporting services
Fund-raising
Administrative and general
Payments to beneficiaries and change
in liabilities to external beneficiaries

485,204
494,738

$

Permanently
Restricted

8,893,022
2,391,470

$

Total

4,369,587
-

$

13,747,813
2,886,208

(1,435,607)
479,272
425,000
181,189

(2,937,545)
1,607,791

-

(4,373,152)
479,272
425,000
1,788,980

12,293,186

(12,293,186)

-

-

12,922,982

(2,338,448)

4,369,587

14,954,121

5,412,735
785,726
3,161,763
16

94,830

15,776

5,412,735
785,726
3,161,763
110,622

2,307,352
2,594,949

-

-

2,307,352
2,594,949

(38,742)

407,623

-

368,881

Total expenses

14,223,799

502,453

15,776

14,742,028

Change in net assets

(1,300,817)

(2,840,901)

4,353,811

212,093

6,444,330

48,409,866

92,440,054

147,294,250

Net Assets
Beginning of year
End of year

$

5,143,513
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$

45,568,965

$

96,793,865

$

147,506,343

UNIVERSITY OF MONTANA FOUNDATION
STATEMENTS OF CASH FLOWS
For the Years Ended June 30, 2013 and 2012

2012

2013
CASH FLOWS FROM OPERATING ACTIVITIES
Contributions received
Return (loss) on investments
Other operating receipts and payments, net
Cash paid for university support
Cash paid for support services
Nonoperating payments
Net custodial funds activity

$

8,008,584
(2,176,905)
3,603,770
(11,249,535)
(4,954,820)
(280,517)
1,483,256

$

7,630,907
457,116
2,632,429
(9,470,846)
(4,770,629)
(445,568)
(899,645)

Net cash flows from operating activities

(5,566,167)

(4,866,236)

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase (sales) of short-term investments, net
Investment purchases
Investment withdrawals
Proceeds from the sale of property
Purchase of depreciable assets and real property

(332,386)
(38,997,603)
40,110,698
80,000
(4,502)

907,003
(17,172,310)
17,527,931
(2,193)

Net cash flows from investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Contributions to permanently restricted endowments
Net cash flows from financing activities
Net change cash and cash equivalents

1,260,431

4,363,271

4,369,587

4,363,271

4,369,587
763,782

(346,689)

Cash and Cash Equivalents
Beginning of year
End of year

856,207

5,102,237

5,866,019
$

5,519,330

The Notes to Financial Statements are an integral part of these statements.
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$

5,866,019

2012

2013
RECONCILIATION OF CHANGES IN NET ASSETS TO
NET CASH FLOWS FROM OPERATING ACTIVITIES
Change in Net Assets
Adjustments to reconcile change in net assets to
net cash flows from operating activities:
Depreciation
Undistributed interest and dividends
Net (gain) loss on investments
Permanently restricted contributions
Noncash contributions
Contributions receivable
Other receivables
Beneficial interests in trusts held by others
Other assets, net
Accounts payable, accrued expenses,
compensated absences and other liabilities
Liabilities due to external beneficiaries
Deferred revenue
Custodial funds
Net cash flows from operating activities

$ 14,136,375

$

$

212,093

84,246
(3,327,430)
(13,925,001)
(4,363,271)
(648,097)
1,086,169
2,050
(52,970)
(31,708)

89,220
(2,733,457)
4,688,098
(4,369,587)
(2,140,670)
511,402
37,121
(24,217)
(93,834)

(11,277)
(124,359)
125,850
1,483,256

(66,073)
(76,687)
(899,645)

(5,566,167)

$ (4,866,236)

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Contribution of real property

$

-

$

80,000

Contribution of notes receivable

$

-

$

393,784

Contribution of equity interest in corporation

$

-

$

307,166

Contribution of cash surrender value of life insurance $

-

$

153,134

648,097

$

1,206,586

Contribution of marketable securities

$

- 11 -

UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS
June 30, 2013 and 2012

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations:
The University of Montana Foundation is a nonprofit corporation incorporated under the
laws of Montana. The purpose of the Foundation is to promote and support the University of
Montana. The activities of the Foundation include fund-raising and administration of
donated assets.
Basis of Presentation:
The accompanying financial statements are presented in accordance with accounting
principles generally accepted in the United States of America (GAAP), as codified by the
Financial Accounting Standards Board.
Cash and Cash Equivalents:
For purposes of the statement of cash flows, the Foundation considers all highly liquid debt
instruments purchased with an original maturity of three months or less to be cash
equivalents. Cash funds on deposit with investment managers are excluded from cash and
cash equivalents since they are restricted for investment use.
Short-Term Investments:
Short-term investments consist of certificates of deposit, U.S. Treasury securities, and
obligations of federal agencies or affiliates. Short-term investments are carried at fair value,
which approximates cost.
Classification of Net Assets:
The Foundation classifies contributions as unrestricted, temporarily restricted, and
permanently restricted net assets in accordance with donor stipulations. Permanently
restricted net assets consist primarily of endowment gifts where donors have specified
investment in perpetuity to generate returns for specified restricted or unrestricted purposes.
Temporarily restricted net assets include term endowments, quasi-endowments (managed as
endowments by directive of the Foundation's Board of Trustees), and other gifts restricted as
to purpose or time.
When a donor restriction expires (time restriction ends or purpose restriction accomplished),
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the
statement of activities as net assets released from restrictions. All expenses are reported in
unrestricted net assets, after applicable restrictions have been satisfied.
The Foundation reports gifts of land or other real or personal property as unrestricted
support unless explicit donor stipulations specify how the donated assets must be used.
Unrestricted resources are used for internal operations and administration and to benefit the
University at the discretion of the Foundation's Board of Trustees.
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UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Custodial Funds:
Net assets where the Foundation acts only as a custodian or agent are excluded from the
statement of activities and reported as a liability on the statement of financial position.
Investments:
The Foundation has significant investments in stocks, bonds and alternative investments,
and is therefore subject to the impact of material fluctuations on the market value of these
investments. Investments are made primarily by investment managers engaged by the
Foundation with the guidance of an investment consultant. The investments are monitored
by management and the Investment Committee of the Board of Trustees. Though the market
values of the investments are subject to fluctuation on a year-to-year basis, management
believes that the investment policy is prudent for the long-term welfare of the Foundation.
A significant portion of the investments are marketable debt and equity securities purchased
through institutional mutual funds. Investments in marketable debt and equity securities are
carried at fair value, determined primarily by quoted market prices. Increases or decreases in
fair value are recognized in the current period as investment gains or losses.
The fair values of alternative investments publicly traded on national security exchanges are
stated at their closing market prices as of June 30, 2013 and 2012. The fair values of
alternative investments not publicly traded on national security exchanges represent the
Foundation's pro-rata interest in the net assets of each investment partnership as provided by
its managing partner. Because of inherent uncertainties in the valuation of these nonpublicly traded alternative investments, those estimated fair values may differ materially
from the values that might ultimately be realized.
Investment Pool:
Most permanently restricted net assets and certain temporarily restricted net assets
participate in an investment pool that operates under the "market value unit method." Under
this method, each account is assigned a number of units based on the relationship of the fair
value of all investments at the time of entry into the pool. Quarterly, the pooled assets are
valued and new unit values are calculated. The new unit value is used to determine the
number of units allocated to new accounts entering the pool or to calculate the equity of
accounts withdrawing from the pool. Investment pool income, gains, and losses are allocated
quarterly to participating accounts based on the number of units held during the period.
In order to maintain the real value of permanently restricted net assets, the Foundation has
adopted a policy whereby a portion of pooled investment return in excess of the spending
rate is classified as temporarily restricted net assets. During 2013 and 2012, the annual
spending rate was 4.25% of the average of the fair value of the preceding twelve quarterends, with the average of the past four quarter-ends weighted at 70%, and the average of the
previous eight quarter-ends weighted at 30%.
- 13 -

UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Fees:
The Foundation assesses an administrative fee on the pooled investments based on the
market value of the pool as of June 30 each year. The annual administrative fee was 2% for
June 30, 2013 and 2012. The Foundation also assesses a one-time operating fee of 6% on
current non-scholarship gifts. Total Foundation fees in 2013 and 2012 were $2,955,545 and
$2,895,355, respectively.
Contributions:
Contributions, including unconditional promises to give, are recognized as unrestricted,
temporarily restricted, or permanently restricted revenue in accordance with donor
stipulations. The estimated allowance for uncollectible promises to give is based on the
Foundation's historical collection percentages. Unconditional and conditional promises to
give are valued using discount rates as of the date of the gift.
Deferred Revenue:
Funds received in advance of services rendered are reported as deferred revenue.
Split-Interest Agreements:
Some donors enter into trust or other arrangements under which the Foundation has a
beneficial interest. The Foundation has either a remainder interest or a "lead interest," where
distributions are received during the term of the agreement. Frequently, the term of the
agreement is for the remaining life of an individual(s) designated by the donor. For
irrevocable agreements where the Foundation has control of the assets, assets are recorded at
their estimated fair market value upon notification of the beneficial interest, provided that
reliable information is available. A liability for payments to other beneficiaries is estimated
at the present value of the expected future payments to beneficiaries. For irrevocable
agreements where the Foundation does not have control over the assets (generally held in an
outside trust), the present value of the Foundation's beneficial interest is recorded as
beneficial interests in trusts held by others, provided that reliable information is available.
For revocable agreements where the Foundation has control over the assets, the assets are
recorded as a refundable advance and included in the liability to external beneficiaries.
Revocable interests where the Foundation does not have control over the assets are
considered conditional promises to give, and, accordingly, are not recorded. For fiscal years
2013 and 2012, present value calculations use discount rates as of the date of gift and
standard actuarial tables for estimating remaining lives of donors and beneficiaries.
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UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Fair Value Measurements:
GAAP defines fair value as the exchange price that would be received for an asset or paid to
transfer a liability in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. GAAP requires
that valuation techniques maximize the use of observable inputs and minimize the use of
unobservable inputs. GAAP also establishes a fair value hierarchy, which prioritizes the
valuation of inputs into three broad levels, as described below:




Level 1—Quoted prices in active markets as of the measurement date;
Level 2—Quoted prices which are not active, quoted prices for similar assets or
liabilities in active markets or inputs other than quoted prices that observable (either
directly or indirectly) for substantially the full term of the asset or liability; and
Level 3—Significant unobservable prices or inputs where there is little or no market
activity for the asset or liability at the measurement date.

There are three general valuation techniques that may be used to measure fair value, as
described below:




Market Approach—Uses prices and other relevant information generated by market
transactions involving identical or comparable assets or liabilities. Prices may be
indicated by pricing guides, sale transactions, market trades, or other sources;
Cost Approach—Based on the amount that currently would be required to replace
the service capacity of an asset (replacement cost); and
Income Approach—Uses valuation techniques to convert future amounts to a single
present amount based on current market expectations about the future amounts
(includes present value techniques). Net present value is an income approach where a
stream of expected cash flows is discounted at an appropriate market interest rate.

Contributed Assets and Donated Services:
Assets donated to the Foundation are recorded at their fair value as of the date of the gift. No
amounts have been reflected in the statements for donated services because no objective
basis is available to measure the value of such services.
Supporting Services:
Certain personnel and other costs are allocated to administrative and fund-raising services
on the basis of estimated time identifiable with such services.
Scholarships:
The Foundation provides scholarships to University of Montana students. The University
awards these scholarships under an agreement with the Foundation.
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UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Other Assets:
Real property investments and other assets are reported at the lower of the appraised value at
the time of donation or the estimated fair value.
Depreciable Assets:
Depreciable assets consist of office furniture and equipment, computer equipment and
buildings. Items are stated at cost (or original fair value if contributed) and depreciation is
charged on a straight-line basis over estimated useful lives of five to forty years. Capital
assets purchased on behalf of University of Montana departments are classified as expense
by the Foundation since the University assumes control immediately after purchase. Repair
and maintenance costs are expensed as incurred and betterments in excess of $1,500 are
capitalized.
Advertising Costs:
Advertising costs, which relate principally to fund-raising activities, are expensed as
incurred and totaled $58,161 and $67,595, for 2013 and 2012, respectively.
Estimates:
The preparation of financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosures of contingent assets and liabilities, and the reported amounts of revenue and
expenses. Actual results could differ from those estimates.
Income Taxes:
The Foundation is exempt from state and federal income taxes under Internal Revenue Code
Section 501(c)(3).
With few exceptions, the Foundation is no longer subject to examinations by tax authorities
for years before 2010.
Reclassifications:
Certain funds have been reclassified in the statements of activities to reflect management's
determination of the funds' proper net assets classification, or as directed by donors.
Subsequent Events:
Management has evaluated subsequent events though September 27, 2013 the date which
the financial statements were available for issue.
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UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 2.

CASH AND CASH EQUIVALENTS

The components of cash and cash equivalents are as follows at June 30:

Cash
Money Market Funds
Total

2013

2012

$ 4,437,364
1,081,966
$ 5,519,330

$ 4,893,943
972,076
$ 5,866,019

At June 30, 2012, the Foundation's non-interest bearing accounts were subject to unlimited
coverage by the FDIC. Effective January 1, 2013, FDIC coverage for non-interest bearing
accounts reverted to $250,000. At June 30, 2013 and 2012, bank balances for these accounts
exceeded insured limits by $4,759,911 and $5,475,605, respectively. The Foundation invests
available cash in bank repurchase agreements, which are backed by U.S. Government and
U.S. Government Agency Securities.
NOTE 3.

SHORT-TERM INVESTMENTS

The components of short-term investments are as follows at June 30:

Certificates of Deposit
U.S. Treasury and Federal Agency Obligations
Mutual Funds
Total

2013

2012

$ 1,406,279
3,506,034
391,412
$ 5,303,725

$ 1,108,551
1,926,862
1,287,828
$ 4,323,242

Under GAAP, U.S. Treasury and Federal Agency Obligations are considered Level 2 inputs
which are quoted prices for similar assets in active markets (market approach). The mutual
funds and marketable securities are valued using Level 1 inputs which are quoted prices for
identical assets in active markets (market approach).
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 4.

CONTRIBUTIONS RECEIVABLE

Contributions receivable in excess of one year are discounted to their net present value using
a discount rate based on the three-year U.S. Treasury note rate at the time of contribution
(the discount rate used varied between 1.0% and 6.3%). The schedule of payments is as
follows at June 30:

In one year or less
Between one and five years
More than five years
Total
Less allowance for uncollectible amounts
Less discount to present value of future cash flows
Total reductions
Total contributions receivable, net

2013

2012

$ 1,873,227
3,181,668
71,000
5,125,895

$ 1,969,044
4,507,145
10,000
6,486,189

(92,825)
(484,635)
(577,460)
$ 4,548,435

(114,992)
(736,593)
(851,585)
$ 5,634,604

At June 30, 2013, the Foundation had contributions receivable from two donors which
represented 26% of total contributions receivable. At June 30, 2012, the Foundation had
contributions receivable from two donors which represented 33% of total contributions
receivable. The contributions were recorded during fiscal year 2008, therefore no revenue
was recorded in 2013 or 2012.
Conditional promises to give are not presented in the financial statements and represent
bequests and other revocable gifts. As of June 30, 2013 and 2012, conditional promises to
give were valued at approximately $31,800,000 and $27,700,000, respectively.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 5.

INVESTMENTS

Investments are stated at fair value, determined based on quoted market prices, if available,
or estimated using quoted market prices for similar securities. Cost is determined using the
specific identification method. The Foundation determined the fair value of its marketable
securities through the application of GAAP.
As required by GAAP, investments are classified within the level of lowest significant input
considered in determining fair value. Investments classified within Level 3 whose fair value
measurement considers several inputs may include Level 1 or Level 2 inputs as components
of the overall fair value measurement.
Financial assets valued using Level 1 inputs are based on unadjusted quoted market prices
with active markets. Financial assets valued using Level 2 inputs are based primarily on
quoted prices for similar assets in active or inactive markets. Financial assets valued using
Level 3 inputs are based on significant unobservable prices or inputs where there is little or
no market activity for the asset at the measurement date.
Level 3 assets include: hedge funds, alternative investments, real estate and equities.


Fair value for the hedge funds aggregate values reported by each underlying fund as
reported to the Foundation on a monthly basis and are based on net asset value.



Alternative investments at June 30, 2013, include holdings in ten "funds of funds."
Each "funds of funds" is structured as a limited partnership that in turn invests in a
portfolio of underlying partnerships most of which make and hold investments in
privately owned companies. These underlying investments as well as the limited
partnerships holding them are illiquid investments with values periodically
determined by each managing partner and are based on net asset value.



Fair value for the equities is based on an independent appraised value of the held
shares each quarter.



Fair value for the real estate was based on an independent appraisal of the real estate
at the date contributed to the Foundation.
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June 30, 2013 and 2012

NOTE 5.

INVESTMENTS (CONTINUED)

Investments itemized below were measured at fair value using the market approach.
Fair Value Measurements at June 30, 2013
Investments

Cash and Cash
Equivalents

U.S. Government Securities
$
Corporate Stocks
Mutual Funds
Corporate Bonds
Real Estate
Managed Separate Investment Accounts
Global Equities
Global Fixed Income
Real Assets
Diversifying Strategies
Other -Money Market Funds
Total

$

-

Level 1
$

2,457,496
16,343,194
-

Level 2
$

2,381,529
5,191,537
-

Level 3
$

80,020

Total
$

2,381,529
2,457,496
16,343,194
5,191,537
80,020

1,236,037
394,265

59,489,053
9,835,169
15,308,004
-

8,049,609
-

16,680,638
3,080,442
12,418,101
12,283,562
-

76,169,691
22,201,257
12,418,101
27,591,566
394,265

1,630,302

$ 103,432,916

$ 15,622,675

$ 44,542,763

$ 165,228,656

Level 1

Level 2

Level 3

Total

Fair Value Measurements at June 30, 2012
Investments

Cash and Cash
Equivalents

U.S. Government Securities
$
Corporation Stocks
Mutual Funds
Corporate Bonds
Real Estate
Other Investments
Managed Separate Investment Accounts
Global Equities
Global Fixed Income
Real Assets
Diversifying Strategies
Other -Money Market Funds
Total

$

17,299

$

373,888
453,915
845,102

2,046,083
15,674,343
-

$

59,025,642
9,320,660
8,928,921
$

94,995,649
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2,959,121
3,377,843
-

$

13,749,813

$

14,358,851
3,704,705
10,239,215
10,979,073
-

7,412,849
$

80,020
136,892

$

39,498,757

2,959,121
2,046,083
15,674,343
3,377,843
80,020
154,191
73,384,493
20,812,102
10,239,215
19,907,994
453,915

$

149,089,320

UNIVERSITY OF MONTANA FOUNDATION
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
June 30, 2013 and 2012

NOTE 5.

INVESTMENTS (CONTINUED)

Assets measured at fair value on a recurring basis using significant unobservable inputs
(Level 3):

July 1, 2011

Global

Global Fixed

Diversifying

Equities

Income

Strategies

Real Assets

Investments

$ 12,885,085 $ 3,727,415 $ 11,029,918 $ 4,563,097 $

Total gains or losses
(realized/unrealized)

601,746

35,535

Purchases, issuance, and
(settlements)

872,020

(58,245)

14,358,851

June 30, 2012
Total gains
(realized/unrealized)
Purchases, issuance, and
(settlements)
June 30, 2013

Other

(50,845)

154,840 $

Total

80,020 $ 32,440,375

735,205

(3,171)

-

1,318,470

-

4,940,913

(14,776)

-

5,739,912

3,704,705

10,979,073

10,239,215

136,893

80,020

39,498,757

1,450,701

406,057

1,304,489

477,335

-

-

3,638,582

871,086

(1,030,320)

-

1,701,551

-

1,405,424

$ 16,680,638 $ 3,080,442 $ 12,283,562 $ 12,418,101 $

The amount of gains or
losses for the year ended
June 30, 2013, included in
net assets attributable to
the change in unrealized
gains or losses relating to
assets still held at the
$
reporting date

Real Estate

285,922 $

The amount of gains for
the year ended June 30,
2012, included in net
assets attributable to the
change in unrealized gains
or losses relating to assets
still held at the reporting
$ 1,158,412 $
date

(199,922) $

(136,893)
-

$

80,020 $ 44,542,763

(50,845) $

662,862 $

-

$

-

$

378,512 $ 1,304,489 $

333,046 $

-

$

-

$ 3,174,459
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NOTE 5.

INVESTMENTS (CONTINUED)

Certain investments valued using Level 3 category inputs are reported at net asset values
calculated by the investment manager. These investments, at June 30, 2013, detailed in the
following table, are subject to capital calls and specific redemption terms.
Security Type
Global Equities
Global Fixed Income
Real Assets
Diversifying Strategies
Total

Unfunded
Commitments

Fair Value
$

16,680,638
3,080,442
12,418,101
12,283,562

$

7,908,437
830,208
5,069,788
-

$

44,462,743

$

13,808,433

Redeption Frequency (if
currently eligble)

Redemption
Notice Period

Annual to Not Liquid
Not Liquid
Not Liquid
Quarterly to Semi-Annually

100 days
N/A
N/A
65-95 days

During fiscal year 2013, the Foundation committed $3 million to a Real Asset limited
partnership; however no capital had been called by June 30, 2013.
At June 30, 2013 and 2012, investments totaling $7,412,136 and $7,569,081 respectively,
relate to split-interest agreements.
The total return (loss) on investments was approximately 11.8% and (1.9%) in 2013 and
2012, respectively. The total return (loss) on long-term pooled investments only was
approximately 12.7% and (1.3%) in 2013 and 2012, respectively.
Investment income is reported net of investment manager fees, which range from .1% to
1.2% of investment value.
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NOTE 6.

ENDOWMENT

The Foundation's endowment consists of numerous individual funds established for a variety
of purposes. Its endowment includes both donor-restricted endowment funds and funds
designated by the Board of Trustees to function as endowments. As required by GAAP, net
assets associated with endowment funds, including funds designated by the Board of
Trustees to function as endowments, are classified and reported based on the existence or
absence of donor-imposed restrictions.
Interpretation of Relevant Law
The Board of Trustees has interpreted the Montana Uniform Prudent Management of
Institutional Funds Act (MUPMIFA) as allowing the prudent spending of the original gift as
of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to
the contrary. As a result of this interpretation, the Foundation classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b)
the original value of subsequent gifts to the permanent endowment, and (c) any
accumulations made to the permanent endowment made in accordance with the direction of
the applicable donor gift instrument at the time the accumulation is added to the fund. The
remaining portion of the donor-restricted endowment fund that is not classified in
permanently restricted net assets is classified as temporarily restricted net assets until those
amounts are appropriated for expenditure by the Foundation in a manner consistent with the
standard of prudence prescribed by MUPMIFA. In accordance with MUPMIFA, the
Foundation considers the following factors in making a determination to appropriate or
accumulate donor-restricted endowment funds:
(1) The duration and preservation of the fund;
(2) The purposes of the Foundation and the donor-restricted endowment fund;
(3) General economic conditions;
(4) The possible effect of inflation or deflation;
(5) The expected total return from income and the appreciation of investments;
(6) Other resources of the Foundation; and
(7) The investment policies of the Foundation.
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NOTE 6.

ENDOWMENT (CONTINUED)

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 MUPMIFA requires the
Foundation to retain as a fund of perpetual duration. In accordance with GAAP, deficiencies
of this nature are reported in unrestricted net assets. There were total deficiencies as of
June 30, 2013 and 2012 of $379,236 and $1,566,406, respectively.
Return Objectives and Risk Parameters
The Foundation has adopted investment and spending policies for endowment assets that
attempt to provide a predictable stream of funding to programs supported by its endowment
while seeking to maintain the purchasing power of the endowment assets. Endowment assets
include those assets of donor-restricted funds that the Foundation must hold in perpetuity or
for a donor-specified period(s) as well certain unrestricted funds, as well as a portion of its
restricted current funds. Accordingly the Foundation's investment policy is designed to
produce investment returns that exceed the sum of its spending policy, investment fees, and
estimated long-term inflation.
Strategies Employed for Achieving Objectives
To satisfy its long-term rate-of-return objectives, the Foundation relies on a total return
strategy in which investment returns are achieved through both capital appreciation (realized
and unrealized) and current yield (interest and dividends). The Foundation targets a
diversified asset allocation including cash equivalents, fixed income, and equity securities to
achieve its long-term return objectives within prudent risk constraints.
Spending Policy and How the Investment Objectives Relate to Spending Policy
The Foundation has a policy of appropriating for distribution each year 4.25% of the average
fair value of its endowment fund's average fair value at the end of the preceding twelve
quarters. The average is weighted, with the average of the past four quarter-ends receiving a
70% weight, and the average of remaining eight quarter-ends receiving a 30% weight. In
establishing this policy, the Foundation considered the long-term expected return on its
endowment. Accordingly, over the long term, the Foundation expects the current spending
policy to allow its endowment to grow.
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NOTE 6.

ENDOWMENT (CONTINUED)

Endowment net asset composition by type of fund as of June 30, 2013, is as follows:
Temporarily
Restricted

Permanently
Restricted

Total

$ 19,889,849

$ 101,151,042

$ 120,656,556

473,866

-

-

473,866

89,531

$ 19,889,849

$ 101,151,042

$ 121,130,422

Unrestricted
Donor-restricted
endowment funds
Board-designated
endowment funds

$

$

(384,335)

Changes in net assets composition by type of fund for the year ended June 30, 2013, are as
follows:
Temporarily
Restricted

Permanently
Restricted

Total

$ 13,387,316

$ 96,793,865

$ 109,086,128

1,203,995

11,899,002

-

13,102,997

900

-

4,363,271

4,364,171

-

-

-

-

Unrestricted
Endowment net assets,
beginning of year

$

Investment return
Appreciation (realized
and unrealized), net of
interest and dividends
Contributions
Other changes
Reclassification of assets
Pledge adjustment
Appropriation of endowment
assets for expenditures

(20,311)

Fees
Endowment net assets,
end of year

(1,095,053)

-

$

89,531

(6,415)
321

(6,415)
321

(3,477,157)

-

(3,497,468)

(1,919,312)

-

(1,919,312)

$ 19,889,849
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NOTE 6.

ENDOWMENT (CONTINUED)

Endowment net asset composition by type of fund as of June 30, 2012, is as follows:
Unrestricted
Donor-restricted
endowment funds
Board-designated
endowment funds

$

(1,571,506)

Temporarily
Restricted

Permanently
Restricted

Total

$ 13,387,316

$ 96,793,865

$ 108,609,675

-

-

476,453

$ 13,387,316

$ 96,793,865

$ 109,086,128

476,453
$

(1,095,053)

Changes in net assets composition by type of fund for the year ended June 30, 2012, are as
follows:
Unrestricted
Endowment net assets,
beginning of year

$

Investment return
Net depreciation (realized
and unrealized), net of
interest and dividends

209,747

Temporarily
Restricted

Permanently
Restricted

Total

$ 18,903,662

$ 92,440,054

$ 111,553,463

(1,294,939)

(317,565)

Contributions

-

-

Other changes
Pledge adjustment

-

-

Appropriation of endowment
assets for expenditures

(9,861)

Fees
Endowment net assets,
end of year

-

$

(1,095,053)

4,369,587
(15,776)

(1,612,504)
4,369,587
(15,776)

(3,333,987)

-

(3,343,848)

(1,864,794)

-

(1,864,794)

$ 13,387,316
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NOTE 7.

PROPERTY, BUILDING, AND EQUIPMENT

At June 30, property, building and equipment consisted of:
2013
Land
Building
Computer equipment and software
Office furniture and fixtures

$ 1,097,609
3,852,000
180,674
121,835
5,252,118
(1,561,757)
$ 3,690,361

Less accumulated depreciation

2012
$

1,177,609
3,852,000
192,668
131,998
5,354,275
(1,504,170)
$ 3,850,105

Depreciation expense was $84,246 and $89,220 in 2013 and 2012, respectively.
Sourdough Island accounts for $963,000 of the land and $3,852,000 of the building in the
above totals. Depreciation expense relating to this property was $77,040 in 2013 and 2012,
and accumulated depreciation at June 30, 2013 and 2012, was $1,271,160 and $1,194,120
respectively.
NOTE 8.

OTHER ASSETS

At June 30, other assets consisted of:
2013
Cash surrender value of life insurance
Investment in UM buildings
Equity investment in Stone Mountain LTD
Note receivable from Stone Mountain LTD
Prepaid expenses
Other

$

577,458
452,472
320,018
393,784
21,051
38,484
$ 1,803,267

2012
$

$

545,318
439,259
307,166
393,784
32,396
53,636
1,771,559

In previous years under the Montana Endowment Tax Credit, donors were allowed to
designate their endowed annuity gift for building construction purposes. Donors gave under
this tax credit to the Law School, and the Phyllis J. Washington Education Center. As a
result, the Foundation holds a small interest in both buildings.
In June 2012, the Foundation acquired through an estate gift, a 31.67% interest in Stone
Mountain Ltd. The Foundation has the ability to exercise significant influence as a result of
the acquired interest, and therefore accounts for this interest in Stone Mountain using the
equity method for investments.
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NOTE 8.

OTHER ASSETS (CONTINUED)

In fiscal year 2012, the Foundation was assigned rights to two promissory notes, held by an
estate. The notes receivable relate to the corresponding allocation of an equity interest in
Stone Mountain Ltd. The Foundation's interest in the first note is $337,899, and this note has
a stated interest rate of 1% over prime, with a floor of 7%. The Foundation's interest in the
second note is $55,885, and this note has a stated interest rate of 6%. Payments on both
notes will be received when there is sufficient income activity generated in Stone Mountain
Ltd to produce a note payment.
NOTE 9.

LIABILITIES TO EXTERNAL BENEFICIARIES

Some donors enter into trust or other arrangements under which the Foundation has a
beneficial interest. For irrevocable agreements where the Foundation has control of the
assets, assets are recorded at their estimated fair market value upon notification of the
beneficial interest, provided that reliable information is available. A liability for payments to
other beneficiaries is estimated at the present value of the expected future payments to
beneficiaries, calculated by using an IRS life expectancy table and the discount
rate determined at the date of the gift. For fiscal year 2013 and 2012 the liability was
calculated using IRS table 2000CM. Discount rates used in the calculation range from 1.4%
to 10.6%.
At June 30, 2013 and 2012, the liability due to external beneficiaries was $2,713,066 and
$2,837,425 respectively. Changes in the liability from year to year occur when the present
value calculation is updated.
NOTE 10. RESTRICTED NET ASSETS
At June 30, restricted net assets were available for the following purposes:
Temporarily Restricted
Scholarships
Academics and institutional support
Capital additions
Total temporarily restricted net assets
Permanently Restricted
Scholarships
Academics and institutional support
Capital additions
Total permanently restricted net assets
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2013

2012

14,037,942
29,847,045
10,509,994
54,394,981

$ 12,138,221
22,497,108
10,933,636
$ 45,568,965

48,839,285
51,853,285
458,472
$ 101,151,042

$ 44,928,819
51,390,753
474,293
$ 96,793,865

$
$
$
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NOTE 11. RETIREMENT PLAN
The Foundation has a qualified tax deferred annuity plan, which covers substantially all
permanent employees. Employer contributions to the plan are eleven percent of eligible
employees' salaries beginning after six months of service. Each employee allocates
contributions to one or more investment funds sponsored by the custodial agent. The annuity
payments under the plan depend on the amounts contributed by the Foundation, and the
investment performance of invested contributions. Foundation contributions to the plan
amounted to $264,953 and $262,319 for 2013 and 2012, respectively.
NOTE 12. RELATED PARTY TRANSACTIONS
The relationship between the Foundation and the University of Montana is governed by a
two year operating agreement. Under the terms of that agreement, the University paid
$425,000 during each of 2013 and 2012 for services provided by the Foundation.
Additionally, as part of the agreement for performing fund raising services, the University
provided the Foundation with certain information technology services, and other related
items in 2013 and 2012.
The Foundation entered into an operating lease with the University of Montana for office
space. Terms of the lease include annual rent of $140,940 with the lease commencing on
July 1, 2008 through June 30, 2013. Rent expense for 2013 and 2012 was $140,940 in each
year.
In fiscal year 2013, the Foundation renewed the operating lease with the University of
Montana for office space. Terms of the lease include annual rent of $139,518 with the lease
commencing on July 1, 2013 through June 30, 2016.
The Foundation receives cash and non-cash donations to support the programs, faculty and
staff of the University of Montana. In fiscal year 2013 and 2012, the Foundation transferred
$9,025,748 and $7,447,160, respectively, of cash donations to the University. The
Foundation also transferred $447,397 and $395,184 of non-cash donations to the University
in fiscal year 2013 and 2012, respectively.
NOTE 13. COMMITMENTS AND CONTINGENCIES
During 1996, the Foundation received a real property contribution (Sourdough Island)
valued at $4,815,000. Upon eventual sale of the property, the donor agreement provides for
allocation of the net sales proceeds to all campuses under the jurisdiction of the University
of Montana. The Foundation leases the facility to the University for a nominal annual fee.
The lease agreement continues indefinitely unless the University or the Foundation elects to
terminate the agreement.
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