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Independent Auditor’s Report

Board of Directors
Southern Illinois University Foundation
Carbondale, Illinois

We have audited the accompanying financial statements of Southern Illinois University Foundation
(the “Foundation™), which comprise the statements of financial position as of June 30, 2016 and 2015,
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 statementsin
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 isto express an opinion on these financial statements based on our audits. We
conducted our audits 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
Foundation’s preparation and fair presentation of the financial statementsin 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 Foundation’sinternal 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
overal presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide abasis
for our audit opinion.

Praxity.
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Opinion

In our opinion, the financial statements referred to above present fairly, in al material respects, the
financial position of Southern Illinois University Foundation as of June 30, 2016 and 2015, and the
changesin its net assets and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

BED Lwp

St. Louis, Missouri
October 21, 2016



Southern lllinois University Foundation
Statements of Financial Position
June 30, 2016 and 2015

2016 2015
Assets
Cash $ 307,741 $ 516,446
Receivables
Pledges receivable, net of allowance for doubtful accounts;

2016 - $762,000, 2015 - $1,133,000 4,948,800 6,155,605
Charitable trust receivable 54,435 54,435
Other receivables 455,986 417,328

Total receivables 5,459,221 6,627,368
Investments
Investments 152,540,269 159,399,164
Assets held under split-interest agreements 4,946,731 5,946,863
Investment in real estate 441,650 451,750
Cash surrender value of life insurance 586,442 550,189
Total investments 158,515,092 166,347,966
Land and equipment, net 1,159,764 679,050
Other assets 305,941 336,432
Total assets $ 165,747,759 $ 174,507,262

Liabilities and Net Assets

Liabilities
Accounts payable and other liabilities $ 323,007 $ 204,009
Obligations under split-interest agreements 2,285,006 2,687,924
Agency funds payable 2,464,453 2,678,679
Deposits held for others 6,984 6,966
Total liabilities 5,079,450 5,577,578

Net Assets

Unrestricted

Unrestricted 10,964,325 11,320,837
Endowment fund deficits/board designated 2,438,024 2,855,997
Temporarily restricted 59,972,634 70,122,441
Permanently restricted 87,293,326 84,630,409
Total net assets 160,668,309 168,929,684

Total liabilities and net assets

See Notes to Financial Statements

$ 165,747,759

$ 174,507,262




Southern lllinois University Foundation
Statements of Activities
Years Ended June 30, 2016 and 2015

Support and Revenue

Contributions and grants, net of discount
Allowance for uncollectible receivables

Change in value of split-interest agreements

Investment gain (10ss)

Fundraising service income

Support service revenue

Other

Net assets released from restrictions
Changes in donor restrictions

Total support and revenue

Expenses
Program services
Student assistance
University and community programs
Academic and research support

Total program services

Support services
Management and general
Fundraising

Total support services
Total expenses
Changein Net Assets
Net Assets - Beginning of Year

Net Assets - End of Year

See Notes to Financial Statements

Year Ended June 30, 2016

Temporarily Permanently

Unrestricted Restricted Restricted Total
$ 228,322 $ 5,146,749 $ 1,919,879 $ 7,294,950
- 371,375 (334) 371,041
- (156,265) 42,485 (113,780)
267,097 (3,416,456) (71,319) (3,220,678)
70,011 - - 70,011
5,691,452 - - 5,691,452
556 289,643 15,558 305,757
6,257,438 2,235,046 1,906,269 10,398,753
10,506,622 (10,441,660) (64,962) -
- (966,010) 966,010 -
16,764,060 (9,172,624) 2,807,317 10,398,753
3,696,675 - - 3,696,675
1,846,632 - - 1,846,632
3,307,289 - - 3,307,289
8,850,596 - - 8,850,596
4,502,300 977,183 144,400 5,623,883
4,185,649 - - 4,185,649
8,687,949 977,183 144,400 9,809,532
17,538,545 977,183 144,400 18,660,128
(774,485) (10,149,807) 2,662,917 (8,261,375)
14,176,834 70,122,441 84,630,409 168,929,684
$ 13,402,349 $ 159,972,634 $ 87,293,326 $ 160,668,309




Southern lllinois University Foundation
Statements of Activities (Continued)
Years Ended June 30, 2016 and 2015

Support and Revenue
Contributions and grants, net of discount

Allowance for uncollectible receivables
Change in value of split-interest agreements

Investment gain
Fundraising service income
Support service revenue
Other

Net assets released from restrictions
Changes in donor restrictions

Total support and revenue

Expenses
Program services
Student assistance
University and community programs
Academic and research support

Total program services

Support services
Management and general
Fundraising

Total support services
Total expenses
Changein Net Assets
Net Assets - Beginning of Y ear

Net Assets- End of Year

See Notes to Financial Statements

Year Ended June 30, 2015

Temporarily Permanently

Unrestricted Restricted Restricted Total
$ 246,723 $ 5,600,652 $ 1,555,448 $ 7,402,823
- 81,185 (22,631) 58,554
- (92,492) (52,628) (145,120)
339,556 853,166 14,669 1,207,391
82,472 - - 82,472
5,321,029 - - 5,321,029
2,044 284,571 63,110 349,725
5,991,824 6,727,082 1,557,968 14,276,874
10,479,782 (10,434,184) (45,598) -
(5,075) (339,526) 344,601 -
16,466,531 (4,046,628) 1,856,971 14,276,874
3,260,752 - - 3,260,752
1,578,091 - - 1,578,091
3,620,136 - - 3,620,136
8,458,979 - - 8,458,979
5,176,602 284,373 25,000 5,485,975
3,264,030 - - 3,264,030
8,440,632 284,373 25,000 8,750,005
16,899,611 284,373 25,000 17,208,984
(433,080) (4,331,001) 1,831,971 (2,932,110)
14,609,914 74,453,442 82,798,438 171,861,794
$ 14,176,834 $ 70,122,441 $ 84,630,409 $ 168,929,684




Southern lllinois University Foundation
Statements of Cash Flows
Years Ended June 30, 2016 and 2015

2016 2015

Cash Flows from Operating Activities
Change in net assets $ (8,261,375) $ (2,932,110)
Items not requiring (providing) operating activities cash flows
Cash provided by operating activities

Depreciation 46,950 88,053
Net realized and unrealized investment losses 6,265,630 2,367,022
Permanently restricted contributions (1,919,879) (1,555,448)
Cash surrender value of life insurance (36,253) (36,915)
Changein value of split-interest agreements 113,780 145,120
Net changein

Pledges receivable 1,206,805 849,956
Other receivables (38,658) (132,907)
Other assets 30,491 9,601
Accounts payable and other liabilities 119,089 (11,542)

Net cash used in operating activities (2,473,420) (1,209,170)

Cash Flows from Investing Activities

Proceeds from the sale/maturity of investments 5,604,993 5,512,128
Purchase of investments, including reinvested income (4,325,945) (4,914,946)
Purchase of equipment (527,664) (292,576)

Net cash provided by investing activities 751,384 304,606

Cash Flows from Financing Activities

Permanently restricted contributions 1,919,879 1,555,448
Payments to annuitants and recipients (315,452) (340,527)
Payments for agency fundsto SIU (91,096) (91,082)

Net cash provided by financing activities 1,513,331 1,123,839

Increase (Decrease) in Cash (208,705) 219,275
Cash - Beginning of Y ear 516,446 297,171
Cash - End of Year $ 307,741 $ 516,446

See Notes to Financial Statements 6



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The Southern Illinois University Foundation (the “Foundation™) was established in 1942 to solicit,
receive, hold and administer gifts from private sources for educational purposes. The Foundation is
a not-for-profit corporation, which exists solely to provide alumni and other friends a means to
invest in and further the mission of Southern Illinois University Carbondale (“SIU”). These
financia statementsinclude all financial activities over which the Foundation exercises direct
responsibilities.

The Foundation is a designated Section 501(c)(3) organization with appropriate approval from the
Internal Revenue Service to issue tax-deductible receipts for private gifts received to support SIU.

A summary of significant accounting policies consistently applied in the preparation of the
accompanying financial statements follows.

Basis of Presentation

Net assets and revenues, and gains and losses are classified based on donor imposed restrictions.
Accordingly, the net assets of the Foundation and changes therein are classified and reported as
follows:

Unrestricted — Resources over which the Foundation’s Board of Directors has discretionary control.

Temporarily Restricted — Resources subject to donor imposed restrictions which will be satisfied
by the passage of time or actions of the Foundation.

Permanently Restricted — Resources subject to donor imposed stipulations that neither expire by
passage of time nor can be fulfilled or otherwise removed by the actions of the Foundation.
Donors of these resources permit the Foundation to use all or part of the income earned, including
capital appreciation of related investments for unrestricted or temporarily restricted purposes.

Use of Estimates

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



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Cash

At June 30, 2016 and 2015, the carrying amount of the Foundation’ s deposits with financial
institutions was $303,841 and $513,996, respectively, and the bank balances were $441,813 and
$721,484, respectively.

Custodial credit risk istherisk that in the event of a bank failure, the Foundation’ s deposits may
not be returned to the Foundation. The Foundation does have a policy to require banks to
collateralize balances over the FDIC insured amount. At June 30, 2016, all of the Foundation’s
deposits with financial institutions were either federally insured or collateralized by pledged bank
assets in the Foundation’ s name.

Receivables

Unconditional promises to give (pledges) are recorded as an asset and contribution in the period in
which they arereceived. Conditional promises to give are recorded in the period in which the
conditions have been met or it is deemed that it is remote that the condition will not be met.
Matching gift expectances are not accrued as receivable but are recognized upon receipt.

Promisesto give that are collectable beyond one year are recorded at fair value of their estimated
future cash flows. All pledges are presented net of an allowance for doubtful collections.
Management cal culates the allowance based upon collection history of prior contributions
receivable.

Beneficial interestsin trusts which are held by athird party are recognized in the period in which
the Foundation was notified of its ownership. The Foundation’s beneficial interest is recorded at
fair value. Subseguent adjustments to fair value are based on information provided by the third-
party trustee. Other receivables are stated at the amount which is expected cash flows.

Investments and Investment Return

Investments are stated at fair value. Investment activity is recorded on the trade date. The fair
value of al debt and equity securities with areadily determinable fair value are based on quotations
obtained from national securities exchanges. The alternative investments (hedge funds, limited
partnerships and other private equity) for which quoted market prices are not available, are carried
at estimated fair market values as provided by the external general partners or investment managers
and/or audited financial statements of the fund or partnership. Such values may be based on a
variety of estimates and assumptions requiring varying degrees of judgment and may be subject to
volatility in market conditions and the possibility that their value could substantially change in the
near term and/or be materialy different than the values reported in the statements of financial
position. Management of the Foundation believes that the carrying amounts of these financial
instruments are a reasonabl e estimate of fair value. Realized gains and losses on sales of
investments are determined on the specific identification basis. Investment return isincluded in the
statement of activities as unrestricted or temporarily restricted based upon the existence and nature
of any donor or legally imposed restrictions.



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Investment securities are exposed to various risks including, but not limited to, interest rate and
market and credit risks. Dueto the level of risks associated with certain investment securities, it is
at least reasonably possible that changes in the values of investment securities will occur in the
near term. Because the hedge funds and limited partnerships are not readily marketable, their
estimated fair value is subject to uncertainty and therefore may differ significantly from the values
that would have been used had a ready market existed.

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

Life insurance policies are carried at net cash surrender value. Changesin value (realized and
unrealized) are recorded in the statement of activities.

Split-interest Agreements

Split-interest agreements are valued at fair value at the time of donation with a corresponding
liability recorded for the present value of the expected payments due to the donors or third-party
beneficiary with the difference recorded as contributions in the net asset type based on the donor’s
restriction. On an annual basis, the Foundation revalues the liability to make distributions to the
designated beneficiaries based on actuarial assumptions. Adjustments to reflect the present value
of the estimated annuity payments and changes in actuarial assumptions are included in the
statement of activities.

Equipment

Equipment is stated at cost at the date of acquisition or fair value at the date of the donation less
accumulated depreciation. Depreciation is charged to expense using the straight-line method over
the estimated useful life of each asset, generally six to 10 years for equipment.

Contributions and Net Assets

Contributions are recognized at fair value in the period in which the pledges are made.
Contributions received are distinguished between those that increase permanently restricted,
temporarily restricted and unrestricted net assets. Temporarily restricted net assets result from
donor restrictions that the contributions are to be used for restricted purposes. When the restriction
has been met, the temporarily restricted net assets are released to unrestricted net assets.

Temporarily restricted contributions received in the same year in which the restriction is met are
recorded as temporarily restricted contributions.

Permanently restricted net assets result from donor-imposed restrictions that the corpus be invested
in perpetuity (endowment assets) and that earnings in excess of the corpus are temporarily
restricted.



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Contributed Assets and Services

Real estate and other objectively measurable assets that are available for financial support are
recorded at their fair value at the date of contribution. Non-monetary assets, art objects, equipment
and various services contributed directly to SIU through the Foundation for direct benefit of a
University department are not included in the financial statements, although donors receive
recognition for such contributions.

The value of contributed services of a number of volunteersis not reflected in the financial
statements since the services are not specialized services that would otherwise be purchased.

Income Taxes

The Internal Revenue Service has recognized the Foundation as exempt from income taxes under
provisions of Section 501(c)(3) of the Internal Revenue Code. The Foundation follows the
accounting guidance for accounting for uncertainty in income taxes. The Foundation is subject to
federal and state income taxes to the extent it has unrelated businessincome. In accordance with
the guidance for uncertainty in income taxes, management has eval uated their material tax
positions and determined that there are no income tax effects with respect to its financia
statements. The Foundation is no longer subject to examination by federal or state authorities for
years ended before June 30, 2013, nor has the Foundation been notified of any impending
examination and no examinations are currently in process.

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts payable and other liabilities, agency
funds payable and deposits held for others approximate fair value due to the short maturity of these
financial instruments. Receivables are initially recorded at fair value using an appropriate discount
rate and approximate fair value at year-end. Investments, assets held under split-interest
agreements and obligations under split interest agreement are carried at fair value.

Subsequent Events

Subseguent events have been evaluated through the date of the Independent Auditor’s Report,
which isthe date the financial statements were available to be issued.

10



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Note 2. Pledges Receivable

Pledges receivable consisted of the following:

2016 2015

Pledges receivable duein
Less than one year $ 1,279,408 $ 2,686,363
Oneto five years 2,743,624 2,848,007
More than five years 3,627,665 3,863,847
Tota pledgesreceivable 7,650,697 9,398,217
Allowance (2016 - 10%, 2015 - 12%) (761,647) (1,132,688)
Discount (2016 - 5%, 2015 - 5%) (1,940,250) (2,109,924)
Total $ 4,948,800 $ 6,155,605

Total prior pledges written off during the years ended June 30, 2016 and 2015, were $1,121,583
and $309,373, respectively, which has been included with management and general expensein
the statements of activities.

Note 3: Irrevocable Intentions

During 2014, the Foundation became aware it is a beneficiary under charitable remainder trusts
administered by other trustees. Under the terms of the trusts, the Foundation has the irrevocable
right to receive a specified percentage of the remaining trust assets upon the death of the current
beneficiaries. Theinterest in charitable remainder trusts of $54,435 at both June 30, 2016 and
2015, represents the present value of the expected net cash proceeds ultimately payable to the
Foundation. The Foundation used the Applicable Federal Rate to discount itsinterest at the time
it became aware of the interest.

11



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Note 4: Investments and Investment Return

Investments at June 30 consisted of the following:

2016 2015
Money market funds $ 4,237,161 $ 2,368,668
Domestic equities 29,363,878 33,322,648
International equities 17,783,264 21,610,413
Emerging market funds 11,440,264 14,122,888
Hedge funds 5,323,657 4,662,006
Leveraged loans 5,741,280 5,829,948
Private equity 5,244,672 5,031,092
Distressed debt 434,384 758,345
Real estate funds 6,424,784 4,828,342
Commodities 5,964,508 4,949,215
Alternative strategies 24,439,867 25,224,853
Fixed income securities 36,142,550 36,690,746

$ 152,540,269 $ 159,399,164

Total investment return is comprised of the following:

2016 2015
Interest and dividends $ 3,627,244 $ 4,224,445
Investment fees (582,292) (650,032)
Realized investment gains 2,413,604 5,550,288
Unrealized investment losses (8,679,234) (7,917,310)
Net investment gain (loss) $ (3,220,678) $ 1,207,391

Note 5: Assets Held and Obligations Under Split-interest Agreements

Split-interest Agreements are agreements donors enter into whether atrust or other arrangement
under which the Foundation is a beneficiary. Charitable remainder trusts are trusts in which the
donor or athird party beneficiary receives distributions and upon the trusts' termination, the
Foundation receives the remaining assets. Charitable gift annuities are agreements which the
Foundation accepts a contribution and agrees to an obligation to make periodic stipulated payments
to donors or third-party beneficiaries for a specified time.

12



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Assets

Assets held under split-interest agreements consist of the following at June 30:

2016 2015
Charitable remainder trusts
Equities $ 2,602,527 $ 2,908,606
Real estate funds 125,392 140,835
Natural resources 196,109 283,892
Fixed income 919,660 1,007,105
Exchange traded funds - 410,806
Other 199,352 198,310
4,043,040 4,949,554
Charitable gift annuities
Equities 409,985 503,159
Real estate funds 35,927 30,471
Commaodities 40,863 33,644
Alternative strategies - 102,664
Fixed income 106,191 115,242
Alternative investments 269,186 188,108
Other 41,539 24,021
903,691 997,309
Total assets under split-interest agreements $ 4,946,731 $ 5,946,863
Obligations

On an annual basis, the Foundation revalues the liability to make distributions to the designated
beneficiaries based on actuarial assumptions. Adjustmentsto reflect the present value of the
estimated annuity payments and changes in actuarial assumptions are included in the statement of
activities. The present value of the estimated future paymentsis cal culated using a discount rate of
1.2 percent and applicable mortality tables.

Obligations under split-interest agreements at June 30 consist of :

2016 2015
Charitable remainder trusts $ 1,705,091 $ 2,094,320
Charitable gift annuities 579,915 593,604
Total obligation under split-interest agreements $ 2,285,006 $ 2,687,924

13



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

The following summarizes annuities payabl e transactions for the years ended June 30:

2016 2015
Beginning balance $ 2,687,924 $ 3,016,474
Annuity funds
Net investment income (l0ss) (36,399) 8,834
Payments to annuitants (57,218) (55,471)
Adjustment of actuarial liability 79,928 31,549
Liability portion of funds established during the
current year - 12,371
Charitable remainder trusts
Net investment loss (164,847) (154,348)
Payments to recipients (258,234) (285,056)
Adjustment of actuarial liability 33,852 113,571
Ending balance $ 2,285,006 $ 2,687,924

Note 6: Investment in Real Estate

Gifts of real property received by the Foundation are valued and recorded based on the current fair
value on the date received. Values are determined from publications, appraisals and other sources

that assist in establishing afair value.

Investmentsin real estate consist of the following at June 30:

2016 2015
Two parcels of land located in Goreville, Illinois, held for the benefit
of two scholarship endowment funds $ 78,900 $ 89,000
75% interest in farmland not held for operational use 302,750 302,750
50% remainder interest in a home to benefit the School of Law 60,000 60,000
$ 441,650 $ 451,750

14



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

Note 7: Land and Equipment

Land and equipment at June 30 consists of:

2016 2015
Land $ 307,216 $ 307,216
Furniture, fixtures and equipment 1,117,212 1,138,401
Less: accumulated depreciation (947,233) (961,912)
Equipment, net 169,979 176,489
Construction in process 682,569 195,345
Land and equipment, net $ 1,159,764 $ 679,050
Note 8: Agency Funds Payable
The Foundation entered into an agreement with SIU to administer as agency funds any endowment
funds received by SIU. The following summarizes agency funds payable transactions for the years
ended June 30:
2016 2015
Beginning balance $ 2,678,679 $ 2,784,267
Net investment income (123,130) (14,506)
Paymentsto SIU (91,096) (91,082)
Ending balance $ 2,464,453 $ 2,678,679
Note 9: Net Assets
Temporarily Restricted Net Assets
Temporarily restricted net assets at June 30 are available for the following purposes or periods:
2016 2015
Student assistance $ 19,431,767 $ 23,597,820
SIU and community programs 6,036,965 6,271,133
Academic and research support 34,503,902 40,253,488
Tota $ 59,972,634 $ 70,122,441

15



Southern lllinois University Foundation

Notes to Financial Statements
June 30, 2016 and 2015

Permanently Restricted Net Assets

Permanently restricted net assets at June 30 are restricted to:

Student assistance
SIU and community programs
Academic and research support

Total

Net Assets Released from Restrictions

Net assets were released from donor restrictions by incurring expenses satisfying the restricted

purposes or by occurrence of other events specified by donors.

Time restriction elapsed or program satisfaction
and termination of charitable remainder trust
Internal transfers - endowment and supplement fees

Total

Note 10: Endowment

2016 2015
$ 42,685,843 $ 41,282,437
6,509,201 6,205,867
38,098,282 37,142,105
$ 87,293,326 $ 84,630,409
2016 2015
$ 8,636,609 $ 8575554
1,870,013 1,904,228
$ 10,506,622 $ 10,479,782

The Foundation’ s endowment consists of approximately 950 individual funds established for a
variety of purposes. The endowment includes both donor-restricted endowment funds and funds
designated by the governing body to function as endowments (board-designated endowment
funds). Asrequired by accounting principles generally accepted in the United States of America
(GAAP), net assets associated with endowment funds, including board-designated endowment
funds, are classified and reported based on the existence or absence of donor-imposed restrictions.

The Foundation’ s governing body has interpreted the Illinois Uniform Prudent Management of
Institutional Funds Act (UPMIFA) as requiring preservation of the fair value of the origina gift as
of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the
contrary. Asaresult of thisinterpretation, the Foundation classifies as permanently restricted net
assets (@) the original value of gifts donated to the permanent endowment, (b) the original value of
subsequent gifts to the permanent endowment and (c) accumulations to the permanent endowment
made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. The remaining portion of donor-restricted endowment fundsis
classified as temporarily restricted net assets until those amounts are appropriated for expenditure

16



Southern lllinois University Foundation
Notes to Financial Statements
June 30, 2016 and 2015

by the Foundation in a manner consistent with the standard of prudence prescribed by UPMIFA. In

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

Duration and preservation of the fund

Purposes of the Foundation and the fund

General economic conditions

Possible effect of inflation and deflation

Expected total return from investment income and appreciation or depreciation of
investments

6. Other resources of the institution

7. Investment policies of the Foundation

SUE A

The composition of net assets by type of endowment fund at June 30, was:

Temporarily Permanently

June 30, 2016 Unrestricted Restricted Restricted Total
Donor-restricted
Endowment funds $ (195,013) $ 265541544 $ 86,613,594 $ 112,960,125

Board-designated
Endowment funds 2,633,037 - -

2,633,037

$ 2438024 $ 26541544 $ 86,613,594

$ 115,593,162

Temporarily Permanently

June 30, 2015 Unrestricted Restricted Restricted Total
Donor-restricted
Endowment funds $ - $ 35001,714 $ 83,503,727 $ 118,505,441
Board-designated
Endowment funds 2,855,997 - - 2,855,997

$ 2855997 $ 35001714 $ 83503727

$ 121,361,438

17



Southern lllinois University Foundation

Notes to Financial Statements
June 30, 2016 and 2015

Changes in endowment net assets for the years ended June 30, were:

Unrestricted

Temporarily
Restricted

Permanently
Restricted

Total

Endowment investments, July 1, 2015

Investment return
Investment income
Net depreciation (realized and unrealized)
Reclassification of net assets for
funds with deficiencies

Total investment return

Contributions
Allowance for uncollectible receivables
Other sources

Appropriations of endowment
assets for expenditure

Other expenses

Change in donor restriction

Endowment investments, June 30, 2016

$ 2855997 $ 3500.,714 $ 83503727 $ 121,361,438
44,766 1,824,076 21,138 1,889,980
(141,010) (5,446,752) (92,457) (5,680,219)
(195,013) 195,013 - -
(291,257) (3,427,663) (71,319) (3,790,239)

- - 1,919,879 1,919,879

- - (335) (335)

- - 15,558 15,558

(126,716) (5,028,716) (64,962) (5,220,394)

- - (144,400) (144,400)

- (3,791) 1,455,446 1,451,655

$ 2438024 $ 26541544 $ 86613594 $ 115,593,162

Temporarily Permanently
Unrestricted Restricted Restricted Total
Endowment investments, July 1, 2014 $ 2613162 $ 39355700 $ 81,619,795 $ 123,588,657
Investment return
Investment income 49,856 2,154,600 25,900 2,230,356
Net depreciation (realized and unrealized) (26,985) (1,296,998) (11,231) (1,335,214)
Tota investment return 22,871 857,602 14,669 895,142
Contributions 246,725 - 1,555,448 1,802,173
Allowance for uncollectible receivables - - (23,299) (23,299)
Other sources - - 63,111 63,111
Appropriations of endowment
assets for expenditure (26,761) (5,196,255) (45,598) (5,268,614)
Other expense - - (25,000) (25,000)
Change in donor restriction - (15,333) 344,601 329,268
Endowment investments, June 30, 2015 $ 2855997 $ 35001714 $ 83503727 $ 121,361,438
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Amounts of donor-restricted endowment funds classified as permanently and temporarily restricted
net assets at June 30 consisted of :

2016 2015
Permanently restricted net assets - portion of perpetual
endowment funds required to be retained permanently
by explicit donor stipulation or UPMIFA $ 86,613,594 $ 83,503,727

Temporarily restricted net assets:
Term endowment funds $ 2,734,433 $ 3,034,728
Portion of perpetual endowment funds subject to atime
restriction under UPMIFA
With purpose restrictions 23,807,111 31,966,986

$ 26,541,544 $ 35,001,714

From time to time, the fair value of assets associated with individua donor-restricted endowment
funds may fall below the level the Foundation is required to retain as afund of perpetual duration
pursuant to donor stipulation or UPMIFA. In accordance with GAAP, deficiencies of this nature
are reported in unrestricted net assets and aggregated $195,013 and $0 at June 30, 2016 and 2015,
respectively. These deficiencies resulted from unfavorable market fluctuations that occurred
shortly after investment of new permanently restricted contributions and continued appropriation
for certain purposes that was deemed prudent by the Foundation’s Board of Directors. Thisyear's
negative investment performance increased the number of deficient endowments to 40 as of

June 30, 2016. There were no deficiencies of this nature as of June 30, 2015.

The Foundation has adopted investment and spending policies for endowment assets that attempt to
provide a predictable stream of funding to programs and other items supported by its endowment
while seeking to maintain the purchasing power of the endowment. Endowment assets include
those assets of donor-restricted endowment funds the Foundation must hold in perpetuity or for
donor-specified periods, as well as those of board-designated endowment funds. Under the
Foundation’ s policies, endowment assets are invested in a manner that is intended to produce
results that to seek an average total annual return of spending net of inflation and administrative
cost. The Foundation expects its endowment funds to provide an average rate of return of
approximately 7 percent annually over time. Actual returnsin any given year may vary from this
amount.

To satisfy itslong-term rate of return objectives, the Foundation relies on atotal return strategy in
which investment returns are achieved through both current yield (investment income such as
dividends and interest) and capital appreciation (both realized and unrealized). The Foundation
targets adiversified asset allocation that places a greater emphasis on equity-based investments to
achieve its long-term return objectives within prudent risk constraints.
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The Foundation’ s board of directors has adopted a hybrid approach spending policy to determine
the spending distribution. This approach takes into consideration the duration and preservation of
the endowments, purpose of the endowment funds, general economic conditions, the possible effect
of inflation or deflation, expected total return from income and the investment policy.

The spending distribution calculation is the sum of a) the previous year’ s spending increased by the
higher education inflation rate (HEPI) and weighted at 80 percent added to b) athree-year average
of the endowment pool’ s ending balance as of December 31 multiplied by afixed spending rate
which considers the long-term investment performance estimate of the pool less HEPI and
weighted at 20 percent.

Note 11: Fees

Endowment Fee

The Foundation receives up to a 1.5 percent fee on endowment funds which is distributed annually
on July 1, by using the fair value of the pool as of the prior December 31. The fee was $1,460,216
(1.27 percent) and $1,472,298 (1.35 percent) for the years ended June 30, 2016 and 2015,
respectively.

Supplement Fee

Beginning July 1, 2004, SIU and Foundation assessed a 6 percent Supplement Fee on gifts of cash
and securities. Five percent is retained by SIU or the Foundation for support of the strategic
initiative to increase private support. The remaining 1 percent is provided to the
college/department for which the contribution was restricted to support their advancement efforts.
The Foundation’s portion of the supplement fee was $428,001 and $431,910 for the years ended
June 30, 2016 and 2015, respectively.

Note 12: Related Party Transactions

The Foundation has entered into a master contract with the Board of Trustees of SIU which
specifies the relationship between the two organizations in accordance with the Legislative Audit
Commission’s University Guidelines, 1982 and last amended in 2014. Among the provisions of the
contract is arequirement that the Foundation and SIU will provide services to each other to be
reimbursed on an actual cost basis up to approved budgetary limits. During the years ended

June 30, 2016 and 2015, the Foundation provided fundraising services for the benefit of SIU with a
portion of the Foundation’ s fundraising costs being reimbursed by SIU through in-kind payment.
These amounts are reflected as Support Services Revenue and the expenses have been allocated
among the support services benefit in the accompanying Statements of Activities.

In accordance with its corporate purposes, the Foundation solicits and accepts contributions for the
benefit of SIU. Contributions are recorded as revenue and held in arestricted net asset class until
the funds are used in the form of scholarships, cash grants or expenditures for the benefit of SIU.
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The Foundation also receives contributions of certain non-cash assets which are recorded as
revenue and then, at the Foundation’ s discretion, transferred to SIU.

During the years ended June 30, 2016 and 2015, the Foundation paid $108,626 and $106,428,
respectively, to the Association of Alumni, Former Students and Friends of Southern Illinois
University (Carbondale) (the “ Association”) to assist the Association in its support for SIU,
relating primarily to the cost of printed materials distributed by the Association. The Association
also granted $54,608 and $68,538 to various Foundation restricted accounts in 2016 and 2015,
respectively.

The Foundation also received several grants from SIU totaling $7,183 and $11,371 for the years
ended June 30, 2016 and 2015, respectively.

Current and former members of the Foundation’ s board of directors (or their family members or
related entities) occasionally may sell goods or provide services to the Foundation. Any such
goods or services are furnished at standard rates, properly recorded in the Statement of Activities
and are not material for 2016 or 2015.

Note 13. Operating Lease

A noncancellable operating lease with SIU for the use of a suite in the Football Stadium expiresin
2019. Rent expense related to this lease for 2016 and 2015 was $16,984 and $16,816, respectively.

Future minimum lease payments under this operating lease are:

Year Ending June 30, Amount
2017 $ 17,154
2018 17,325
2019 17,498

Total $ 51,977

Note 14: Disclosures About Fair Value of Assets and Liabilities

The Foundation measures fair value using athree-level hierarchy for fair value measurements
based upon the transparency of inputs to the valuation of an asset or liability. Inputs may be
observable or unobservable and refer broadly to the assumptions that market participants would use
in pricing the asset or liability. Observable inputs reflect the assumptions market participants
would use in pricing the asset or liability based on market data obtained from sources independent
of the reporting entity. Unobservable inputs reflect the reporting entity’ s own assumptions about
the assumptions that market participants would use in pricing the asset or liability devel oped based
on the best information available in the circumstances.
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The objective of afair value measurement is to determine the price that would be received to sell
an asset or paid to transfer aliability in an orderly transaction between market participants at the
measurement date. Fair value measurements must maximize the use of observable inputs and
minimize the use of unobservable inputs. There is a hierarchy of three levels of inputs that may be
used to measure fair value.

Level 1  Valuations based on unadjusted quoted prices in active markets for identical assets
or liahilities that the Foundation has the ability to access as of the measurement date.

Level 2 Valuations based on quoted prices, that are observable for the asset or liability either
directly or indirectly, including inputs from markets that are not considered to be
active.

Level 3  Valuations based on inputs that are unobservable. Unobservable inputs reflect the
Foundation’s own assumptions about the factors market participants would use in
pricing an investment, and is based on the best information available in the
circumstances.

Recurring Measurements
The following tables present the fair value measurements of assets and liabilities recognized in the

accompanying statements of financial position measured at fair value on arecurring basis and the
level within the fair value hierarchy in which the fair value measurements fall at June 30:
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June 30, 2016 Level 1 Level 2 Level 3 Total

Investments Measured at Fair Vaue

Money Market Funds $ 4237161 $ - $ - $ 4237161
Domestic Equities 29,363,878 - - 29,363,878
International Equities 17,783,264 - - 17,783,264
Emerging Market Funds 11,440,264 - - 11,440,264
Hedge Funds - - 5,323,657 5,323,657
Leveraged Loans - 5,741,280 - 5,741,280
Private Equity - - 5,244,672 5,244,672
Distressed Debt - - 434,384 434,384
Real Estate Funds 4,036,015 - 2,388,769 6,424,784
Commodities 3,274,595 - 2,689,913 5,964,508
Alternative Strategies 10,900,714 - 13,539,153 24,439,867
Fixed Income Securities 36,142,550 - - 36,142,550

Total investments $ 117,178,441 $ 5,741,280 $ 29,620,548 $ 152,540,269

Assets Held Under Split-interest Agreements

Equities $ 3,012,512 $ - $ - $ 3,012,512
Real Estate Funds 142,700 - 18,619 161,319
Natural Resources 196,109 - - 196,109
Commodities 20,380 - 20,483 40,863
Fixed Income 1,025,851 - - 1,025,851
Alternative Investments 62,171 16,422 190,593 269,186
Other 240,891 - - 240,891

$ 4700614 $ 16422  $ 229,695 $ 4,946,731

Liability Under Split-interest Agreements $ - $ - $ (2,285006) $ (2,285,006)
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June 30, 2015 Level 1 Level 2 Level 3 Total
Investments Measured at Fair Value
Money Market Funds $ 2,368,668 $ - - $ 2,368,668
Domestic Equities 33,322,648 - - 33,322,648
International Equities 21,610,413 - - 21,610,413
Emerging Market Funds 14,122,888 - - 14,122,888
Hedge Funds - - 4,662,006 4,662,006
Leveraged Loans - 5,829,948 - 5,829,948
Private Equity - - 5,031,092 5,031,092
Distressed Debt - - 758,345 758,345
Real Estate Funds 3,186,945 - 1,641,397 4,828,342
Commodities 4,949,215 - - 4,949,215
Alternative Strategies 9,894,593 - 15,330,260 25,224,853
Fixed Income Securities 36,690,746 - - 36,690,746
$ 126,146,116 $ 5,829,948 27,423,100 $ 159,399,164
Total investments

Assets Held Under Split-interest Agreements
Equities $ 3,411,765 $ - - $ 3411765
Real Estate Funds 157,927 - 13,379 171,306
Natural Resources 283,892 - - 283,892
Commodities 33,644 - - 33,644
Alternative Strategies - - 102,664 102,664
Fixed Income 1,122,347 - - 1,122,347
Exchange Traded Funds 410,806 - - 410,806
Alternative Investments 63,560 16,896 107,652 188,108
Other 222,331 - - 222,331
$ 5,706,272 $ 16,896 223,695 $ 5,946,863
Liability Under Split-interest Agreements $ - $ - (2,687,924) $ (2,687,924)
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Following is a description of the valuation methodol ogies and inputs used for assets and liabilities
measured at fair value on arecurring basis and recognized in the accompanying statements of
financial position, aswell as the general classification of such assets and liabilities pursuant to the
valuation hierarchy. There have been no significant changes in the valuation techniques during the
year ended June 30, 2016. For assets classified within Level 3 of the fair value hierarchy, the
process used to develop the reported fair value is described below.

Investments

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

The value of certain investments, classified as aternative investments, is determined using net asset
value (or its equivalent) as a practical expedient. Investments for which the Foundation expects to
have the ability to redeem its investments with the investee within 12 months after the reporting
date are categorized as Level 2. Investments for which the Foundation does not expect to be able
to redeem its investments with the investee within 12 months after the reporting date are
categorized as Level 3.

Fair value determinations for Level 3 measurements of securities are the responsibility of the
Foundation. The Foundation contracts with a pricing specialist to generate fair value estimates on
amonthly or quarterly basis. The Foundation challenges the reasonableness of the assumptions
used and reviews the methodol ogy to ensure the estimated fair value complies with accounting
standards generally accepted in the United States.

Split-Interest Agreements

The Foundation has elected to measure any existing obligation under split-interest agreements at
fair value. To better match the estimated cash flows of the obligation under split-interest
agreements, the Foundation changes the present value of annuity rate to match the current amount
distribution when cal culating the present value of annuity.

Level 3 Reconciliation

The following is a reconciliation of the beginning and ending balances of recurring fair value
measurements recognized in the accompanying statements of financial position using significant
unobservable (Level 3) inputs:
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Investments Assets Held Liability
Hedge Private Distressed Alternative Real Estate Under Split- Under Split-
Funds Equity Debt Strategies Funds Commodities Interest interest
Balance as of June 30, 2014 $ 3,320,823 $ 5,222,742 $ 895,421 $ 9,297,486 $ - $ $ 142,313 $ (3,016,474)
Realized gains (losses) (44,108) 541,252 6,742 (407,428) (4,169) 4,839 (106,807)
Dividends and interest income (11,903) 7,017 67,914 422,653 1,791 586 (195,020)
Purchase of investments 1,256,264 (489,562) (140,227) 5,509,859 1,358,525 5,829 (12,372)
Change in unrealized
appreciation (depreciation) 140,930 (250,357) (71,505) 507,690 285,250 70,128 447,342
Contributions - - - - - -
Payments to beneficiaries 340,527
Change in valuation (see Note 5) (145,120)
Balance as of June 30, 2015 4,662,006 5,031,092 758,345 15,330,260 1,641,397 - 223,695 (2,687,924)
Realized gains (losses) 140,452 501,198 14,198 309,712 (43,300) (557,657) 359 1,924
Dividends and interest income (3,698) 34,933 37,815 (17,859) 28,646 60,952 35 (151,140)
Purchase of investments 794,506 (155,683) (327,564) (764,882) 678,807 1,215,054 170 -
Change in unrealized
appreciation (depreciation) (269,609) (166,868) (48,410) (1,318,078) 83,219 1,971,564 5,436 350,462
Contributions - - - - - - -
Payments to beneficiaries 315,452
Change in valuation (see Note 5) (113,780)
Balance as of June 30, 2016 $ 5,323,657 $ 5,244,672 $ 434,384 $ 13,539,153 $ 2,388,769 $ 2,689,913 $ 229,695 $ (2,285,006)

Unobservable (Level 3) Inputs

The following table presents quantitative information about unobservable inputs used in recurring
Level 3 fair value measurements.

Hedge Funds

Private Equity

Distressed Debt

Alternative Strategies

Real Estate Funds
Commodities

Assets Held Under Split-interest
Liability Under Split-interest

Fair Value at Fair Value at Valuation Unobservable
June 30, 2016 June 30, 2015 Technique Inputs
$ 5323657 $ 4,662,006 Netassetvalue Net asset value
$ 5244672 $ 5,031,092 Net asset value Net asset value
$ 434384  $ 758,345  Net asset value Net asset value
$ 13,539,153 $ 15,330,260  Net asset value Net asset value
$ 2,388,769 $ 1,641,397 Net asset value Net asset value
$ 2689913 $ - Net asset value Net asset value
$ 229,695 $ 223,695  Discounted cash flow Long-term growth rate
$ (2,285006) $ (2,687,924) Discounted cash flow Expected average life
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The fair value of the investment funds is based on available information and does not necessarily
represent amounts that might ultimately be realized, which depends on circumstances and cannot
be reasonably determined until the investment is actualy liquidated. The fair value may differ
significantly from the values which would have been used had a ready market for the funds existed.
The fair value of alternative investments has been estimated using the net asset value per share of
the investments. Alternative investments held at June 30 consist of the following:

Unfunded Redemption
Fair Value Commitments Frequency (If Redemption
2016 2015 at June 30, 2016 Currently Eligible) Period
Ranges between not Ranges between not
avallableto a avalableto a
redemption date at the redemption date at the
discretion of the general  discretion of the general
Hedge Funds (A) $ 5323657 $ 4,662,006 $ - partner partner
15 days following of
Leveraged Loans (B) $ 5741280 $ 5829948 % - Semi-monthly written notice
Ranges between monthly  Ranges between 15 days
Private Equity (C) $ 5244672 $ 5031092 $ 4583286 andnotavailable and not available
Only with prior consent At the discretion of
Distressed Debt (D) $ 434384 $ 758,345 % 118,750  of the general partner the general partner
Alternative Ranges between monthly  Ranges between 2 years
Strategies (E) 13539,153 $ 15,330,260 $ 1,870,245 and not available and not available
Red Estate Funds(F) $ 2,388,769 $ 1641397 $ 689,915 Not available Not available
Ranges between 30 days following of
Commodities (G) $ 2689913 $ - $ 1551825 monthly and annually written notice

(A)

Hedge funds invest in diversified portfolios designed to provide aless correlated source of

return than fixed income and equity strategies. The strategy isimplemented with awide

array of financial instruments, both domestic and global, including equities, fixed income
and derivatives. Managers may leverage portfolios, sell financial instruments short and/or
invest selectively inilliquid investments.

(B)

Leverage loansinvest in senior loans. Senior loans are loans made to corporations,

partnerships and other entities that typically hold the most senior positionsin the borrower’s

capital structure.
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Private equitiesinvest in equity securities of operating companies that are not publicly traded
on astock exchange. The strategy is to assemble a portfolio of funds managed by tenured
distressed managers, representing a full spectrum of distressed investment approaches,
including short-term and medium-term trading securities, taking an influencing role in the
reorganization process, investing for control in the class of securities to affect the
reorganization process or to acquire the issuer.

Distressed debts invest in Mezzanine capital. Mezzanine capital refers to a subordinated
debt or preferred equity instrument that represents a claim on a company’s assets. The
strategy is to make investments in middle market companies that have demonstrated an
ability to generate stable and measurable cash flows.

Alternative strategies invest in a combination of hedge funds, leveraged loans, private equity
and distressed debt.

Real estate funds includes funds that invest primarily in U.S. commercial real estate, but also
includes real estate funds focused on global listed real estate securities. Therea estate
exposure can include both publicly traded Real Estate Investment Trust funds and private
partnerships. Publicly traded REIT funds have daily liquidity. Thetypical life of a
partnership is 10 years but is subject to extensions.

Commodities include funds that invest in natural resources such as commodities and MLPs.
MLPs are Master Limited Partnerships that are partnerships that derive most of its cash
flows from real estate, natural resources and commodities.

Note 15: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Those
matters include the following:

Pledge Receivable

A single donor makes up approximately 61 percent and 56 percent of the 2016 and 2015 gross
outstanding pledges receivable.
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