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Independent Auditor’s Report

The Board of Directors
The University of South Dakota Foundation
Vermillion, South Dakota

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of The University of South Dakota
Foundation and its controlled entities, which comprise the consolidated statements of financial position
as of December 31, 2018 and 2017, and the related consolidated statements of activities and cash flows
for the years ended December 31, 2018 and 2017, and the related notes to the consolidated financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated 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 audits to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

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

What inspires you, inspires us. | eidebailly.com
200 E. 10th St., Ste. 500 | P.O.Box 5125 | Sioux Falls, SD 571175125 | T605.339.1999 | F605.339.1306 | EOE



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of The University of South Dakota Foundation and its controlled entities
as of December 31, 2018 and 2017, and the changes in its net assets and its cash flows for the years
ended in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter — Change in Accounting Principle

As discussed in Note 12 to the financial statements, The University of South Dakota Foundation and its
controlled entities have adopted the provisions of Financial Accounting Standards Board Accounting
Standards Update No. 2016-14, Presentation of Financial Statements of Not-For-Profit Entities.
Accordingly, the December 31, 2017 financial statements have been restated to adopt this standard.
Our opinion is not modified with respect to this matter.

Ci@/dﬁ«@zuﬁ

Sioux Falls, South Dakota
August 5, 2019



The University of South Dakota Foundation
Consolidated Statements of Financial Position
December 31, 2018 and 2017

2018 2017
(As Restated)
Assets
Cash and Cash Equivalents S 3,510,389 S 3,361,394
Investments
Money market funds 28,220,480 20,112,934
Certificates of deposit 842,104 1,519,724
Equity securities 1,300,620 1,506,523
Equity mutual funds 49,953,505 70,404,414
Fixed income mutual funds 88,789,210 82,967,077
Equity co-mingled funds 43,154,964 49,970,314
Government bonds 641,744 654,456
All asset funds 16,456,111 17,371,377
Real estate limited partnerships 9,062,918 8,733,696

Total investments

238,421,656

253,240,515

Receivables
Promises to give 15,574,717 16,886,566
Contributions receivable - split-interest agreements 8,336,961 9,157,189
Notes receivable 3,529,267 1,000,000
Total receivables 27,440,945 27,043,755
Operating Fixed Assets, Net of Accumulated Depreciation 2,722,036 2,445,814
Other Fixed Assets Held, Net of Accumulated Depreciation 1,795,626 1,470,187
Other Assets
Prepaid expenses and other assets 317,998 214,038
Cash surrender value of life insurance 172,928 162,175
Total other assets 490,926 376,213

$ 274,381,578

$ 287,937,878

Liabilities

Accounts Payable and Accrued Expenses S 324,998 S 369,671

Due to the University of South Dakota - Scholarships 3,694,725 4,026,444

Gift Annuities and Life Income Agreements 2,435,337 2,877,509

Investments Held for Others 11,181,976 12,223,723
Total liabilities 17,637,036 19,497,347

Net Assets (Deficit)

Without Donor Restrictions (5,462,288) (2,908,096)

With Donor Restrictions 262,206,830 271,348,627

Total net assets

See Notes to Consolidated Financial Statements

256,744,542

268,440,531

S 274,381,578

$ 287,937,878




The University of South Dakota Foundation
Consolidated Statements of Activities
Years Ended December 31, 2018 and 2017

2018 2017 (As Restated)
Without Donor With Donor Without Donor With Donor
Restrictions Restrictions Total Restrictions Restrictions Total
Revenue, Support, and Gains
Gifts S 17,229 S 12,442,356 S 12,459,585 S 25,415 S 20,343,860 S 20,369,275
Net investment return (128,657) (3,751,407) (3,880,064) 932,216 28,641,292 29,573,508
Other (loss) 1,043,610 (471,603) 572,007 792,515 1,605,886 2,398,401
932,182 8,219,346 9,151,528 1,750,146 50,591,038 52,341,184
Net assets released from restrictions 17,361,143 (17,361,143) - 14,767,106 (14,767,106) -
Total revenue, support, and gains 18,293,325 (9,141,797) 9,151,528 16,517,252 35,823,932 52,341,184
Expenses
Program services
Scholarships 7,555,928 - 7,555,928 7,576,291 - 7,576,291
USD departmental expenses 3,516,639 - 3,516,639 2,663,474 - 2,663,474
USD building and equipment expenses 2,530,577 - 2,530,577 4,742,278 - 4,742,278
Total program services 13,603,144 - 13,603,144 14,982,043 - 14,982,043
Support services
Fundraising 2,487,793 - 2,487,793 2,449,245 - 2,449,245
Administrative and general 4,756,580 - 4,756,580 3,940,159 - 3,940,159
Total support services 7,244,373 - 7,244,373 6,389,404 - 6,389,404
Total expenses 20,847,517 - 20,847,517 21,371,447 - 21,371,447
Change in Net Assets (2,554,192) (9,141,797) (11,695,989) (4,854,195) 35,823,932 30,969,737
Beginning Net Assets (2,908,096) 271,348,627 268,440,531 1,946,099 235,524,695 237,470,794
Ending Net Assets S (5,462,288) S 262,206,830 S 256,744,542 S (2,908,096) S 271,348,627 S 268,440,531

See Notes to Consolidated Financial Statements 4



The University of South Dakota Foundation

Consolidated Statements of Cash Flows

Years Ended December 31, 2018 and 2017

Operating Activities
Change in net assets
Adjustments to reconcile change in net assets
to net cash used for operating activities
Depreciation
Depreciation - other fixed assets
Realized gain on investments
Unrealized loss (gain) on investments
Loss on disposal of fixed assets
Change in cash surrender value of life insurance
Change in value of contributions receivable -
split-interest agreements
Change in value of gift annuities and life income agreements
Restricted for long-term purposes
Gifts and revenue
Gifts other than cash
Changes in assets and liabilities
Promises to give, other than restricted for long-term purposes
Contributions receivable - split-interest agreements
Prepaid expenses and other assets
Accounts payable and accrued expenses
Due to University of South Dakota - Scholarships
Gift annuities and life income agreements

Net Cash Used for Operating Activities

Investing Activities

Note receivable - investment in South Dakota Science and
Technology Authority

Note receivable - University of South Dakota

Net changes in money market funds held for investment

Proceeds from sale of investments

Purchases of investments

Purchases of operating fixed assets and other fixed assets held

Net Cash From (Used for) Investing Activities
Financing Activities
Proceeds from line of credit
Repayment of line of credit
Proceeds from gifts and revenue restricted for long-term purposes

Net Cash From Financing Activities

Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

See Notes to Consolidated Financial Statements

2018

2017

$ (11,695,989)

$ 30,969,737

162,768 178,228
57,195 57,195
(4,419,736) (3,091,973)
13,089,238 (23,419,480)
- 161,081

(10,753) (6,647)
323,428 (1,001,596)
200,699 (140,475)
(3,318,469) (11,950,586)
(312,633) (254,946)
699,041 (2,274,641)
496,800 1,226,280
(103,960) 29,205
(44,673) (9,645)
(331,719) 118,994
(642,871) 190,350
(5,851,634) (9,218,919)
(1,000,000) (1,000,000)
(1,529,267) -
(8,107,546) 16,045,957
39,517,172 58,965,651
(26,302,016) (77,626,592)
(821,624) (1,715,799)
1,756,719 (5,330,783)
- 5,000,000

- (5,000,000)
4,243,910 12,150,240
4,243,910 12,150,240
148,995 (2,399,462)
3,361,394 5,760,856
3,510,389 3,361,394




The University of South Dakota Foundation
Consolidated Statements of Cash Flows
Years Ended December 31, 2018 and 2017

2018 2017

Supplemental Disclosure of Cash Flow Information
Cash (received) paid during the year for unrelated business
income tax S (62,721) S 195,714

Cash paid during the year for interest expense 94,183
Other fixed assets held received through settlement of
contributions receivable - split-interest agreements - 216,810

See Notes to Consolidated Financial Statements 6



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Note 1- Principal Activity and Significant Accounting Policies
Principles of Consolidation

The financial statements include the consolidated accounts of The University of South Dakota Foundation
(Foundation); USDF, LLC (LLC); and USDF2, LLC (LLC2); (collectively, the Organization). All material intercompany
balances and transactions have been eliminated.

Organization

The Foundation is an independent organization established for the purpose of obtaining contributions for the
benefit of The University of South Dakota (USD) and managing related investments.

The LLC was established to hold and manage real estate. The Foundation is the sole member of the LLC.
Members of the Foundation’s Executive Committee serve as directors, and the LLC is under common
management with the Foundation.

The LLC2 was established to hold an airplane hangar and a dual-engine turbo prop 6 passenger airplane. The
LLC2 is leasing the airplane to USD under a five-year lease agreement that currently provides for annual lease
payments that are based on the outstanding amount of the Organization’s initial investment in the airplane. The
annual lease payment is reduced if the Organization receives, from any source, a return of its initial investment.
USD is responsible for all expenses related to the operations and maintenance of the airplane. The Foundation is
the sole member of the LLC2. Members of the Foundation’s Executive Committee serve as directors, and the
LLC2 is under common management with the Foundation.

Tax Exempt Status

The Internal Revenue Service (IRS) has ruled that the Organization is a publicly supported organization exempt
from federal income taxes under Section 501(c)(3) of the Internal Revenue Code. The Organization is required to
file a Return of Organization Exempt from Income Tax (Form 990) with the IRS. In addition, the Organization is
subject to income tax on net income that is derived from business activities that are unrelated to its exempt
purpose. The Organization files an Exempt Organization Business Income Tax Return (Form 990-T) with the IRS
to report its unrelated business taxable income. In addition, the Organization is subject to tax filings required by
various state tax authorities. The LLC and LLC2 are single member LLC’s, thus considered by the IRS to be
disregarded entities that are not subject to separate filing requirements.

The Organization believes that it has appropriate support for any tax positions taken affecting its annual filing
requirements, and as such, does not have any uncertain tax positions at December 31, 2018 and 2017 that are
material to the consolidated financial statements. The Organization would recognize future accrued interest and
penalties related to unrecognized tax benefits and liabilities in income tax expense if such interest and penalties
are incurred.



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires us
to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial statements and the reported revenues and
expenses during the reporting period. Actual results could differ from the estimates, and those differences could
be material.

Consolidated Statement of Cash Flows

All cash and highly liquid financial instruments with original maturities of three months or less, which are neither
held for investment nor restricted by donors for long-term purposes, are considered to be cash and cash
equivalents. Cash and highly liquid financial instruments restricted to capital expenditures of the Organization,
endowments that are perpetual in nature, or other long-term purposes are excluded from this definition.

Financial Instruments and Credit Risks

The Organization manages deposit concentration risk by placing cash and cash equivalents with financial
institutions believed by management to be credit worthy. At times, amounts on deposit may exceed insured
limits or include uninsured investments. Credit risk associated with promises to give and notes receivable are
considered to be limited due to high historical collection rates and outstanding balances are primarily from
donors and others that are supportive of the Organization’s mission. Investments are managed by professional
investment managers whose performance is monitored by management and the Foundation’s Investment
Committee of the Board of Directors. Although the fair value of investments is subject to fluctuation on a year-
to-year basis, management and the Investment Committee believe that the investment policies and guidelines
are prudent for the long-term welfare of the Organization.

Investments

Investment purchases are recorded at cost, or if donated, at fair value on the date of the donation. Thereafter,
investments are recorded at their fair values in the consolidated statements of financial position. Net
investment return/(loss) is reported in the consolidated statements of activities and consists of interest and
dividend income, realized and unrealized capital gains and losses, less external and direct internal investment
expenses.

To achieve its investment objectives, the Foundation has acquired interests in private equity investments and
real estate limited partnerships that are not readily marketable. The fair values of these investments have been
determined by management using the net asset value (NAV) provided by each fund. NAV is a practical expedient
to determine the fair value of investments that do not have readily determinable fair value and to prepare
financial statements consistent with the measurement principles of an investment company or consistent with
the attributes of an investment company. Investment income, including interest, dividends, realized gains and
losses, and unrealized gains and losses are allocated to participants based upon their pro rata share of the
investments. Distributions from and liquidation of these investments is restricted based on specific terms of the
fund agreements. The estimated values may differ materially from the values that would have been used had
readily available markets for the investments existed.



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

As part of the mutual fund prospectus, certain mutual funds held by the Foundation have the ability to invest in
a variety of derivative instruments as part of their investment strategy. These derivatives include, but are not
limited to, interest rate swaps, credit default swaps, options, government futures, and money market futures.
While the Foundation does not have discretionary control over the asset guidelines of mutual funds, it believes
these instruments allow the portfolio manager to take advantage of cyclical and secular forces in the market in
order to achieve their return objectives over a full market cycle. This allows the Foundation to achieve its long-
term risk and return objectives by opportunistically investing in a broad and diversified range of markets.

Promises to Give

Unconditional promises to give are initially recorded and subsequently carried at fair value using present value
techniques incorporating risk-adjusted discount rates designed to reflect the assumptions market participants
would use in pricing the asset.

Contributions Receivable — Split Interest Agreements

The Foundation has been named as an irrevocable beneficiary of several charitable trusts held and administered
by independent trustees. These trusts were created independently by donors and are administered by outside
agents designated by the donors. Therefore, the Foundation has neither possession nor control over the assets
of the trusts. At the date the Foundation receives notice of a beneficial interest, a contribution with donor
restrictions is recorded in the consolidated statements of activities and a beneficial interest in charitable trusts
held by others is recorded in the consolidated statements of financial position at fair value using present value
techniques and risk-adjusted discount rates designed to reflect the assumptions market participants would use
in pricing the expected distributions to be received under the agreement. Thereafter, beneficial interests in the
trusts are reported at fair value in the consolidated statements of financial position, with changes in fair value
recognized in the consolidated statements of activities.

Upon receipt of trust distributions or expenditures, or both, in satisfaction of the donor-restricted purpose, if
any, net assets with donor-imposed time or purpose restrictions are released to net assets without donor
restrictions. Trust distributions with donor-imposed restrictions that are perpetual in nature are transferred to
the endowment, in which case, net assets with donor-restrictions are not released.

Operating Fixed Assets

The Organization’s operating fixed assets are recorded at cost or, if donated, at fair value on the date of
donation and consist of an office building, furniture, and equipment. Costs of maintenance and repairs that do
not improve or extend the useful lives of the respective assets are expensed as incurred. Fixed assets are
presented in the accompanying consolidated financial statements net of accumulated depreciation of
$1,045,142 and $1,258,555 at December 31, 2018 and 2017, respectively. Depreciation is provided using the
straight-line method over the estimated useful lives of the assets, ranging from 5 — 40 years.

The Organization reviews the carrying values of fixed assets for impairment whenever events or circumstances
indicate that the carrying value may not be recoverable from the estimated future cash flows expected to result
from use and eventual disposition. When considered impaired, an impairment loss is recognized to the extent
carrying value exceeds the fair value of the asset. There were no indicators of asset impairment during the years
ended December 31, 2018 and 2017.



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Other Fixed Assets Held

The Organization’s other fixed assets held consist of land, buildings, and an airplane that are either currently
being used by USD in operations or will eventually be used to support USD. Fixed assets that are being used by
USD in operations are presented in the accompanying consolidated financial statements at cost or, if donated, at
fair value as of the date of the donation, net of accumulated depreciation of $374,969 and $317,772 at
December 31, 2018 and 2017, respectively. Depreciation expense, which is reflected in the consolidated
statements of activities as a reduction to other revenue, support, and gains, is provided using the straight-line
method over the estimated useful lives of the assets, ranging from 10 — 30 years. Fixed assets held that are not
currently being used by USD in operations are presented in the accompanying consolidated financial statements
at cost or, if donated, at fair value as of the date of the donation and are periodically reviewed for impairment.
For the years ended at December 31, 2018 and 2017, no impairment charge has been recorded.

Gift Annuity and Life Income Agreements

Under charitable gift annuity contracts, the Foundation receives immediate and unrestricted title to contributed
assets and agrees to make fixed recurring payments over the stipulated period. Contributed assets are recorded
at fair value on the date of receipt. The related liability for future payments to be made to the specified
beneficiaries is recorded at fair value using present value techniques and risk-adjusted discount rates designed
to reflect the assumptions market participants would use in pricing the liability. The excess of contributed assets
over the annuity liability is recorded as a contribution without donor restrictions or a contribution with donor
restrictions based on the donor’s wishes. In subsequent years, the liability for future annuity payments is
reduced by payments made to the specified beneficiaries and is adjusted to reflect amortization of the discount
and changes in actuarial assumptions at the end of the year. Upon termination of the annuity contract, the
remaining liability is removed and recognized as income. The estimated present value of future annuity
payments to beneficiaries is $435,497 and $458,239 as of December 31, 2018 and 2017, respectively.

The Foundation’s life income agreements consist of various irrevocable charitable remainder unitrusts, a
charitable remainder annuity trust, and a charitable lead annuity trust over which the Foundation acts as
trustee. These trusts are governed by the respective trust agreements, which generally provide for either an
income stream or a future distribution of cash or other assets to the Foundation, in whole or in part, for a
specified period or upon the occurrence of a specific event. The trust assets are recorded at fair value, and a
related liability for future payments to be made to the specified beneficiaries is recorded at fair value using
present value techniques and risk-adjusted discount rates designed to reflect the assumptions market
participants would use in pricing the liability. The excess of contributed assets over the trust liability is recorded
as a contribution with donor restrictions. Upon receipt of trust distributions or expenditures, or both, in
satisfaction of the donor-restricted purpose, if any, net assets with donor-imposed time or purpose restrictions
are released to net assets without donor restrictions. Trust distributions with donor-imposed restrictions that
are perpetual in nature are transferred to the endowment, in which case, net assets with donor-restrictions are
not released. In subsequent years, the liability for future trust payments to the donor is reduced by payments
made to the donor and is adjusted to reflect amortization of the discount and changes in actuarial assumptions
at the end of the year. Upon termination of the trust, the remaining liability is removed and recognized as
income. The present value of life income agreements total $3,293,178 and $3,863,379 as of December 31, 2018
and 2017, respectively. The present value of future investment income distributions to beneficiaries is
$1,999,840 and $2,419,270 as of December 31, 2018 and 2017, respectively.

10



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Beneficial Interest Trusts

The accompanying consolidated statements of activities include income from several irrevocable trusts
administered by others. The assets of these trusts are not included in the consolidated statements of financial
position because USD is the stated beneficiary of these trusts rather than the Organization. The market value on
these trusts as of December 31, 2018 and 2017 was $7,941,283 and $8,884,359, respectively. For the years
ended December 31, 2018 and 2017, the Organization received income from these trusts of $322,823 and
$293,058, respectively.

Investments Held for Others

The Foundation’s investments include funds accepted for deposit from certain other non-profit organizations.
The organizations have the right to withdraw all or a portion of their funds, as adjusted for unexpended earnings
and market appreciation (depreciation), upon giving 90 days written notice. Accordingly, their share of the asset
managed funds is recorded as a liability in the accompanying consolidated statements of financial position.
Investments held for others include amounts due to USD totaling $1,170,670 and $1,265,883 as of December 31,
2018 and 2017, respectively.

Investments held for others include amounts due to the Alumni Association of USD totaling $1,249,705 and
$1,355,715 as of December 31, 2018 and 2017, respectively. The Alumni Association of USD is a separately
unincorporated 501(c)(3) organization; however, the Foundation Board of Directors is acting as the fiscal agent
and has fiduciary responsibility for the assets of the Alumni Association of USD and the performance and
oversight of its operations.

University Support

The Organization funds various construction projects and provides operational support for the benefit of USD.
Contracts for construction projects are between USD and the contractors, and liabilities for expenditures
incurred by departments are the responsibility of USD. The Organization records expense for payment of
projects and operational support expenditures when such payments are made, in accordance with accounting
guidance for financially interrelated entities. Scholarships are deemed to be support to the individuals receiving
the scholarship, accordingly scholarships are recognized as expense when the commitment to provide such
support becomes unconditional.

Net Assets

Net assets, revenue, support, and gains are classified based on the existence or absence of donor- or grantor-
imposed restrictions. Accordingly, net assets and changes therein are classified and reported as follows:

Net Assets Without Donor Restrictions — Net Assets available for use in general operations and not subject to

donor (or certain grantor) restrictions. The governing board has designated, from net assets without donor
restrictions, net assets for an operating reserve and board-designated endowment.

11



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Net Assets With Donor Restrictions — Net assets subject to donor- (or certain grantor-) imposed restrictions.
Some donor-imposed restrictions are temporary in nature, such as those that will be met by the passage of time
or other events specified by the donor. Other donor-imposed restrictions are perpetual in nature, where the
donor stipulates that resources be maintained in perpetuity. Donor-imposed restrictions are released when a
restriction expires, that is, when the stipulated time has elapsed, when the stipulated purpose for which the
resource was restricted has been fulfilled, or both.

Gifts

Gifts are recognized when cash, securities or other assets, unconditional promises to give, notification of a
beneficial interest is received, or forgiveness of liabilities are received. Conditional promises to give are not
recognized until the conditions on which they depend are substantially met.

Gifts received are recorded as without donor restriction support or with donor restricted support, depending on
the on the existence or absence of donor restrictions. When a restriction expires, donor-imposed restrictions are
reclassified to net assets without donor restrictions and reported in the consolidated statements of activities as
net assets released from restrictions.

Donated Services and Assets

Volunteers contribute significant amounts of time to the activities of the Organization; however, the
consolidated financial statements do not reflect the value of these contributed services because they do not
meet recognition criteria prescribed by generally accepted accounting principles.

Donated property, marketable securities, and other non-cash donations are recorded as contributions at their
respective fair value at the date of the donation. Such donations are reported as without donor restrictions
support or with donor restrictions support, depending on the existence or absence of donor restrictions. When a
restriction expires, donor-imposed restrictions are reclassified to net assets without donor restrictions and
reported in the consolidated statements of activities as net assets released from restrictions.

Functional Allocation of Expenses

The financial statements report certain categories of expenses that are attributed to program service activities
or supporting services activities. Therefore, expenses require allocation on a reasonable basis that is consistently
applied. The expenses that are allocated include: (a) campaign consultant, occupancy, depreciation, and office
equipment and supplies, which are allocated on an average full-time equivalency by function basis and (b) staff,
engagement, fundraising programs, board and professional services, computer and technology, and other which
are allocated on a mixed basis of staff function, average full-time equivalency by function basis and actual costs
incurred by function. The costs of program service activities and supporting services activities have been
summarized on a functional basis in the consolidated statements of activities. Note 10 presents the natural
classification detail of expenses by function. Accordingly, certain costs have been allocated among the programs
and supporting services benefited.

12



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Change in Accounting Policy

As of January 1, 2018, the Organization adopted the provisions of Accounting Standards Update (ASU) 2016-14,
Presentation of Financial Statements for Not-For-Profit Entities. The provisions of the ASU replace the existing
three classes of net assets with two new classes (net assets without donor restrictions and net assets with donor
restrictions) and enhance the disclosure requirements for the Organization’s donor restricted endowment funds
and underwater endowments. The ASU introduces new disclosure as well as disclosures to improve a financial
statement user’s ability to assess the Organization’s liquidity and exposure to risk. The ASU also introduces new
reporting requirements to present expenses by both function and natural classification in a single location and
to present investment returns on the statements of activities net of external and direct internal investment
expenses. As part of the adoption, certain expenses within the comparative 2017 statement of activities have
been reclassified to conform with the current year presentation. The reclassifications had no impact on
previously reported net assets.

The Organization has adopted this standard as management believes the standard improves the usefulness and
understandability of the Organization’s financial reporting.

Subsequent Events

The Organization has evaluated subsequent events as of August 5, 2019, the date which these financial
statements were available to be issued.

Note 2 - Liquidity and Availability

Financial assets available for general expenditures, that is, without donor or other restrictions limiting their use,
within one year of the statement of financial position date, comprise the following:

2018 2017
Operating investments S 948,347 S 956,407
Receivables
Promises to give 980 1,960
Contributions receivable - split-interest agreements 96,341 109,340
Anticipated endowment administrative fees 3,292,000 3,344,000
Endowment spending-rate distributions and appropriations 220,000 203,000

S 4,557,668 S 4,614,707

Endowment funds consist of donor-restricted endowments and funds designated by the board as endowments.
Income from donor-restricted endowments is restricted for specific purposes, with the exception of the
amounts available for general use. Donor-restricted endowment funds are not available for general expenditure.
The Foundation assesses an annual administrative fee of 1.5% on each endowment fund. The proceeds from the
fee are a significant component of the Foundation’s operating budget. Anticipated fees to be assessed one year
from the financial position date are presented as a source of liquidity above.

13



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

A board-designated endowment of $3,066,968 and $3,382,974 as of December 31, 2018 and 2017, respectively,
is subject to an annual spending rate of 4.0 percent as described in Note 6. Although the Foundation does not
intend to spend from this board-designated endowment (other than amounts appropriated for general
expenditure as part of our Board’s annual budget approval and appropriation), these amounts could be made
available if necessary.

As part of a liquidity management plan, cash in excess of daily requirements is invested in short-term
investments, CDS, and money market funds. Occasionally, the Board designates a portion of any operating
surplus to its operating reserve. The market value of this reserve was $1,371,016 and $1,423,984 as of
December 31, 2018 and 2017, respectively.

Note 3 - Fair Value of Assets and Liabilities
Fair Value Measurements

Certain assets and liabilities are reported at fair value in the accompanying consolidated financial statements.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction in the principal, or most advantageous, market at the measurement date under current market
conditions regardless of whether that price is directly observable or estimated using another valuation
technique. Inputs used to determine fair value refer broadly to the assumptions that market participants would
use in pricing the asset or liability, including assumptions about risk. Inputs may be observable or unobservable.
Observable inputs are inputs that 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
are inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would
use in pricing the asset or liability based on the best information available. A three-tier hierarchy categorizes the
inputs as follows:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liabilities that can be accessed at
the measurement date.

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly or indirectly. These include quoted prices for similar assets or liabilities in active markets, quoted
prices for identical or similar assets or liabilities in markets that are not active, inputs other than quoted prices
that are observable for the asset and liability, and market-corroborated inputs.

Level 3 — Unobservable inputs related to the asset or liability. In these situations, inputs are developed using the
best information available in the circumstances.

In some cases, the inputs used to measure the fair value of an asset or a liability might be categorized within
different levels of the fair value hierarchy. In those cases, the fair value measurement is categorized in its
entirety in the same level of the fair value hierarchy as the lowest level input that is significant to the entire
measurement. Assessing the significance of a particular input to entire measurement requires judgment, taking
into account factors specific to the asset or liability. The categorization of an asset within the hierarchy is based
upon the pricing transparency of the asset and does not necessarily correspond to an assessment of the quality,
risk or liquidity profile of the asset or liability.
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A significant portion of the Foundation’s investments are classified within Level 1 because they are comprised of
investments with readily determinable fair values based on daily redemption values. The government bonds are
valued by the custodians of the securities using pricing models based on credit quality, time to maturity, stated
interest rates and market-rate assumptions; the certificates of deposit and the investments held for others
liability are valued based on inputs other than quoted prices that are observable for the asset and liability. These
are classified within Level 2. Fair values of promises to give and contributions receivable - split-interest
agreements are determined using present value techniques and risk-adjusted discount rates designed to reflect
the assumptions market participants would use in pricing the underlying assets and are based on the fair values
of trust investments as reported by the trustees. These are considered to be Level 3 measurements.

The Foundation uses net asset value (NAV) per share, or its equivalent, such as member units or an ownership
interest in partners’ capital, as a practical expedient to estimate the fair values of alternatives, private equity
investments and real estate limited partnership investments, which do not have readily determinable fair
values. Investments that are measured at fair value using NAV per share as a practical expedient are not
classified in the fair value hierarchy.

The following tables present assets and liabilities measured at fair value on a recurring basis, except those
measured by using NAV per share as a practical expedient as identified:

2018
Quoted Pricesin  Significant Other Significant
Active Markets Observable Unobservable Investments
for Identical Assets Inputs Inputs Measured at
Total (Level 1) (Level 2) (Level 3) NAV
Assets
Money market funds S 28,220,480 S 28,220,480 S - S - S -
Certificates of deposit S 842,104 S - S 842,104 S - S -
Equity securities
Domestic equity
Large cap S 1,153,116 S 1,153,116 S - S - S -
Mid cap 122,786 122,786 - - -
Small cap 9,683 9,683 - - -
International equity 15,035 15,035 - - -
S 1,300,620 S 1,300,620 S - S - S -
Equity mutual funds
Large cap equity S 16,022,660 S 16,022,660 S - S - S -
Mid cap equity 6,776,424 6,776,424 - - -
Small cap equity 749,684 749,684 - - -
International equity 26,404,737 26,404,737 - - -
S 49,953,505 S 49,953,505 S - S - S -
Fixed income mutual funds
Corporate S 19,738,216 S 19,738,216 S - S - S -
Structured product 38,911,699 38,911,699 - - -
Government 27,107,004 27,107,004 - - -
International (3,478,279) (3,478,279) - - -
Alternatives 1,554,185 1,554,185 - - -
Money market funds 4,956,385 4,956,385 - - -
S 88,789,210 S 88,789,210 S - S - S -
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Equity co-mingled funds
Private equity

Government bonds

All asset funds
Domestic equity
Domestic fixed income
International equity
International fixed income
Alternatives

Real estate limited partnership S

Promises to give

Contributions receivable

- split interest agreements $

Liabilities
Investments held for others

Assets
Money market funds

Certificates of deposit

Equity securities
Domestic equity
Large cap

Mid cap
Small cap
International equity

Equity mutual funds
Large cap equity
Mid cap equity
Small cap equity
International equity
Money market funds

2018
Quoted Prices in  Significant Other Significant
Active Markets Observable Unobservable Investments
for Identical Assets Inputs Inputs Measured at
Total (Level 1) (Level 2) (Level 3) NAV
S 43,154,964 S - S - S - S 43,154,964
S 641,744 S - S 641,744 S - S -
$ 38,290 $ 38,290 $ - $ - $ -
3,024,871 3,024,871 - - -
3,420,529 3,420,529 - - -
2,565,397 2,565,397 - - -
7,407,024 3,714,082 - - 3,692,942
,456, ,/63, 5 - S - ,692,
9,062,918 S - S - S - S 9,062,918
S 15,574,717 S - S - S 15,574,717 S -
8,336,961 S - S - S 8,336,961 S -
S 11,181,976 S - S 11,181,976 S - S -
2017
Quoted Pricesin  Significant Other Significant
Active Markets Observable Unobservable Investments
for Identical Assets Inputs Inputs Measured at
Total (Level 1) (Level 2) (Level 3) NAV
S 20,112,934 S 20,112,934 S - S - S -
S 1,519,724 S - S 1,519,724 S - S -
$ 1,356,502 $ 1,356,502 $ - $ - $ -
101,904 101,904 - - -
19,519 19,519 - - -
28,598 28,598 - - -
7 12 ’ ’ S - S - S -
$ 27,039,016 S 27,039,016 S - S - $ -
9,571,499 9,571,499 - - -
975,684 975,684 - - -
32,796,088 32,796,088 - - -
22,127 22,127 - - -
S 70,404,414 S 70,404,414 S - S - S -
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2017
Quoted Pricesin  Significant Other Significant
Active Markets Observable Unobservable Investments
for Identical Assets Inputs Inputs Measured at
Total (Level 1) (Level 2) (Level 3) NAV

Fixed income mutual funds

Corporate $ 16,606,639 $ 16,606,639 S - $ - $ -

Structured product 39,049,904 39,049,904 - - -

Government 27,853,679 27,853,679 - - -

International (5,164,745) (5,164,745) - - -

Alternatives 2,014,956 2,014,956 - - -

Derivatives* 2,606,644 2,606,644 - - -

S gz/gE:rU:: S gzgﬁ:,ﬁ:: S - S - S -

Equity co-mingled funds

Private equity S 49,970,314 S - S - S - S 49,970,314
Government bonds S 654,456 S - S 654,456 S - S -
All asset funds

Domestic equity $ 42,362 $ 42,362 $ - S - $ -

Domestic fixed income 3,346,587 3,346,587 - - -

International equity 3,784,326 3,784,326 - - -

International fixed income 2,838,244 2,838,244 - - -

Alternatives 7,359,858 4,109,100 - - 3,250,758

S 17,371,377 S 14,120,619 S - S - S 3,250,758

Real estate limited partnershig S 8,733,696 S - S - S - S 8,733,696
Promises to give S 16,886,566 ) - S - S 16,886,566 S -
Contributions receivable

- split interest agreements $ 9,157,189 S - S - S 9,157,189 S -

Liabilities

Investments held for others S 12,223,723 S - S 12,223,723 S - S -

*Indirect derivatives exposure from within the mutual funds. The Foundation does not directly manage or have
direct exposure to derivatives.

17



The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

The following is a reconciliation of the beginning and ending balance of assets measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the year ended December 31, 2018:

Promises Contributions
to Give Receivable
Balance at December 31, 2017 S 16,886,566 S 9,157,189
Change in fair value 210,057 (323,428)
Additions 2,656,825 -
Withdrawals and payments (4,178,731) (496,800)
Balance at December 31, 2018 S 15,574,717 S 8,336,961
Net change in fair value of the assets are included in the
consolidated statement of activities as
Gifts S 210,057 S -
Other - (323,428)

The following is a reconciliation of the beginning and ending balance of assets measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) for the year ended December 31, 2017:

Promises Contributions
to Give Receivable
Balance at December 31, 2016 S 14,556,633 S 9,598,683
Change in fair value (1,515,858) 1,001,596
Additions 8,545,079 -
Withdrawals and payments (4,699,288) (1,443,090)
Balance at December 31, 2017 S 16,886,566 S 9,157,189
Net change in fair value of the assets are included in the
consolidated statement of activities as
Gifts S (1,515,858) S -
Other - 1,001,596

Investments in certain entities that are measured at fair value using NAV per share as a practical expedient are
as follows at December 31, 2018:

Unfunded Redemption Redemption
Fair Value Commitments Frequency Notice Period
Alternatives S 3,692,942 S 1,498,866 (2) (2)
Private equity 43,154,964 - Quarterly (1) 60 days
Real estate limited partnerships 9,062,918 4,463,018 (2) (2)

S 55,910,824 S 5,961,884
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Investments in certain entities that are measured at fair value using NAV per share as a practical expedient are
as follows at December 31, 2017:

Unfunded Redemption Redemption
Fair Value Commitments Frequency Notice Period
Alternatives S 3,250,758 S 1,907,650 (2) (2)
Private equity 49,970,314 - Quarterly (1) 60 days
Real estate limited partnerships 8,733,696 6,215,060 (2) (2)

S 61,954,768 S 8,122,710

(1) Requested withdrawals can be limited by the fund’s General Partner based on aggregate withdrawals
requested. Additionally, certain withdrawal requests may exceed one year for complete divestiture.

(2) Partnership agreements contain certain provisions whereby current partners have the right of first offer prior
to a secondary market offering.

Alternatives — Funds focus on growth in United States and global equities. These investments are not readily
redeemable; however, a secondary market exists with sale offerings allowed after the expiration of a right of
first offering period to the funds’ current partners. Additionally, periodic distributions are received. Fair values
have been estimated using the net asset value per share (practical expedient) provided by the underlying fund
manager or the general partner.

Private Equity — Funds focus on growth in equity of United States and global securities and derivatives. These
investments are readily redeemable, subject to certain restrictions. Fair values have been estimated using the
practical expedient provided by the fund manager or the general partner.

Real Estate Limited Partnership — Funds focus on investments in United States and global real estate assets and
may include notes receivable from the fund manager. These investments are not readily redeemable; however,
a secondary market exists with sale offerings allowed after the expiration of a right of first offering period to the
funds’ current partners. Additionally, periodic distributions are received. Fair values have been estimated using
the practical expedient provided by the underlying fund manager or the general partner.

Of the total unfunded commitments as of December 31, 2018, approximately $615,000 were paid subsequent to
year end.

Fair Value of Financial Instruments Not Required to be Reported at Fair Value

The carrying amounts of cash and cash equivalents, other receivables, cash surrender value of life insurance, and
accounts payable and accrued expenses approximate fair value due to the short-term nature of the items and
are considered to fall within Level 1 of the fair value hierarchy. The carrying amount of liabilities under gift
annuity and life income agreements is based on the discounted net present value of expected future cash
payments, approximates fair value, and is considered to fall within Level 2 of the fair value hierarchy.
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Note 4 - Promises to Give

Promises to give represent unconditional promises restricted for various purposes and are estimated to be
collected as follows:

2018 2017
Receivable within one year S 5,070,717 S 5,211,452
Receivable in one to five years 7,357,695 8,463,473
Receivable in periods beyond five years 12,860,274 13,135,667
Total promises to give 25,288,686 26,810,592
Adjustment to fair value (9,713,969) (9,924,026)
Net promises to give S 15,574,717 S 16,886,566

Conditional promises to give as of December 31, 2018 and 2017 of approximately $15,790,000 and $17,590,000,
respectively, consist of promises to fund various USD projects and activities and are restricted by specific criteria
designated by the donor. However, these conditional promises do not meet the criteria for being recognized as
contributions revenue under accounting principles general accepted in the United States of America and,
accordingly, have not been recognized. Recognition will occur when donor conditions have been met.

As of December 31, 2018 and 2017, promises to give from Board members accounted for approximately 10% of
total promises to give and contributions from Board members accounted for approximately 15% and 11%,
respectively, of total contributions.

Note 5- Notes Receivable

As of December 31, 2018 and 2017, the Foundation has recorded a note receivable in the amount of $2,000,000
and $1,000,000, respectively, from the South Dakota Science and Technology Authority which was issued to
fund research by the borrower and is secured by the underlying Xenon gas purchased with the funds. Interest is
payable quarterly at 2.5% with remaining principal and interest due December 2026.

As of December 31, 2018, the Foundation has recorded a note receivable in the amount of $1,529,267 from USD
which was issued to fund construction and renovations made upon USD’s presidential residence, Inman House.
On July 15, 2019, USD shall commence monthly payments to the Foundation in the amount of $6,867 which will
amortize the balance by June 2049 including imputed interest at 3.50%.
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Note 6 - Endowments

The Foundation’s endowment consists of 1,274 individual funds established for a variety of purposes. Its
endowment includes both donor-restricted endowment funds that the Foundation must hold in perpetuity, or
for a donor-specified period, as well as funds designated by the Board of Directors or the University of South
Dakota to function as endowments (funds designated). Net assets associated with endowment funds, including
funds designated, are classified and reported based on the existence or absence of donor-imposed restrictions.
Funds designated consist of non-endowed, donor restricted gifts that the Board of Directors have agreed to
treat as endowments.

The Board of Directors of the Foundation has interpreted the Uniform Prudent Management of Institutional
Funds Act (UPMIFA) as requiring the preservation of the fair value of the original gift as of the gift date of the
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result of this
interpretation, the Foundation retains in perpetuity (a) the original value of gifts donated, (b) the original value
of subsequent gifts, and (c) accumulations to the endowment made in accordance with the direction of the
applicable donor gift instrument at the time the accumulation is added. Donor-restricted amounts not retained
in perpetuity are subject to appropriation for expenditure 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:

e The duration and preservation of the fund

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

e The possible effect of inflation and deflation

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

e The investment policies of the Foundation

As of December 31, 2018, endowment net asset composition by type of fund is as follows:

Board-designated endowment funds

Donor-restricted endowment funds
Original donor-restricted gift amount and
amounts required to be maintained
in perpetuity by donor
Accumulated investment gains

Number of funds

Without Donor
Restrictions

With Donor
Restrictions

Total

S 3,066,968

$ 10,308,426

170,860,175
47,180,965

$ 13,375,394

170,860,175
47,180,965

S 3,066,968

S 228,349,566

$ 231,416,534

3

1,271

1,274
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As of December 31, 2017, endowment net asset composition by type of fund is as follows:

Without Donor With Donor
Restrictions Restrictions Total
Board-designated endowment funds S 3,382,974 S 11,034,665 S 14,417,639
Donor-restricted endowment funds
Original donor-restricted gift amount and
amounts required to be maintained
in perpetuity by donor - 167,217,982 167,217,982
Accumulated investment gains - 62,224,062 62,224,062

S 3,382,974 S 240,476,709 $ 243,859,683

Number of funds 3 1,255 1,258

From time to time, the fair value of assets associated with individual donor-restricted endowment funds may fall
below the level that the donor or UPMIFA requires the Foundation to retain as a fund of perpetual duration. The
Foundation and Board of Directors has interpreted UPMIFA to permit spending from underwater endowments
in accordance with prudent measures required under law. At December 31, 2018, funds with original gift values
of $45,716,093, fair values of $44,668,002 and deficiencies of $1,048,091 were reported in net assets with donor
restrictions. the fair values of the funds were equal to or greater than the original gift values. At December 31,
2017, there were no underwater endowment funds.

Investment and Spending Policies

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. Under this policy, as approved by the Board of Directors, the
endowment assets are invested in a manner that is intended to produce results that will be greater than the
median return on a university or comparable foundation and endowment portfolios, and in the long-term meet
or exceed the guideline of spending plus the Consumer Price Index. In addition, the risk-adjusted performance of
each asset class should meet or exceed that of its respective benchmark.

To satisfy its long-term return objectives, the Foundation relies on a total return strategy in which investment
results are achieved through capital appreciation (realized and unrealized) and current yield (interest and
dividends). The Foundation targets a diversified asset allocation that places a greater emphasis on equity-based
investments to achieve its long-term objectives within prudent risk constraints.
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The Foundation has a policy of calculating an annual distribution from its endowment fund based on the average
fair value over the period of 36 months through the fiscal year-end proceeding the fiscal year in which the
appropriation is made and distribution is planned. The distribution rate is subject to review by the Board of
Directors annually. For the years ended December 31, 2018 and 2017, the rate was 4.0%. 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 at a rate that will
maintain the purchasing power of the endowment assets held in perpetuity or for a specified term as well as to
provide additional real growth through new gifts and investment return.

Changes in endowment net assets by fund type for the year ended December 31, 2018 is as follows:

Without Donor With Donor
Restrictions Restrictions Total

Endowment net assets, beginning of year S 3,382,974 S 240,476,709 S 243,859,683
Net investment return (316,006) (7,131,881) (7,447,887)
Contributions - 3,609,613 3,609,613
Appropriation of endowment assets for expenditure - (7,818,591) (7,818,591)
Other changes

Other gains - (591,681) (591,681)

Transfer for endowment funds with deficiencies - - -

Transfer for donor restriction - (194,603) (194,603)
Endowment net assets, end of year S 3,066,968 S 228,349,566 S 231,416,534

Changes in endowment net assets by fund type for the year ended December 31, 2017 is as follows:

Without Donor With Donor
Restrictions Restrictions Total

Endowment net assets, beginning of year S 2,809,802 $ 211,681,449 S 214,491,251
Net investment return 629,192 25,641,497 26,270,689
Contributions - 10,393,822 10,393,822
Appropriation of endowment assets for expenditure (56,020) (8,242,303) (8,298,323)
Other changes

Other gains - 1,420,577 1,420,577

Transfer for endowment funds with deficiencies - (466,197) (466,197)

Transfer for donor restriction - 47,864 47,864
Endowment net assets, end of year S 3,382,974 S 240,476,709 S 243,859,683
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Note 7 - Deficit in Net Assets Without Donor Restrictions

Net assets without donor restrictions are summarized as follows:

2018 2017
Undesignated S (9,957,233) S (7,526,119)
Board designated
For endowment 3,066,968 3,382,974
For Foundation support 1,427,977 1,235,049

S (5,462,288) S (2,908,096)

Support for two capital projects in excess of gifts, including promises to give, has resulted in deficiencies that are
reported in net assets without donor restrictions. This cumulative deficiency totaled $8,595,495 and $8,647,905
as of December 31, 2018 and 2017, respectively. The Foundation plans to recover these net assets without
donor restrictions deficit with future gifts.
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Note 8 -

Net Assets With Donor Restrictions

Net assets with donor restrictions are restricted for the following purposes or periods:

2018 2017
Subject to expenditure for specified purpose
Scholarships 6,231,723 5,880,400
Student support 835,110 888,154
USD faculty 3,811,748 3,354,976
USD academic programs 5,629,993 5,092,587
USD general support 5,298,622 4,945,584
USD buildings and equipment 11,872,719 10,710,217
Foundation support 177,349 -
33,857,264 30,871,918
Endowments
Subject to appropriation and expenditure for specified
purpose and passage of time
USD support 51,704,683 66,833,667
Foundation support* 5,784,708 6,425,060
57,489,391 73,258,727
Perpetual in nature, earnings from which are subject to
endowment spending policy and appropriation
Scholarships 100,957,885 97,735,104
Student support 7,677,315 7,572,628
USD faculty 27,244,121 27,118,797
USD academic programs 30,579,157 30,491,480
USD general support 2,816,810 2,689,586
USD buildings and equipment 131,583 131,583
Foundation operations 1,453,304 1,478,804
170,860,175 167,217,982
Total endowments 228,349,566 240,476,709

S 262,206,830 $ 271,348,627

*Foundation support consists of unappropriated endowment earnings that are dedicated to support Foundation
operations.
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Net assets were released from donor restrictions by incurring expenses satisfying the restricted purposes or by
occurrence of the passage of time or other events specified by donors as follows for the years ended December
31,2018 and 2017:

2018 2017
(As Restated)

Satisfaction of purpose restriction
Current year expenditures
Program services

Scholarships paid S 7,555,928 S 7,576,291
USD departmental expenses 3,516,639 2,663,474
USD building and equipment purchases/transfers 2,530,577 1,168,326
Support services
USD fundraising 151,967 166,217
Foundation administrative fee retained
(1.50% for the years ending December 31, 2018 and 2017) 3,344,020 3,192,798

Previously incurred expenditures
Program services
USD building and equipment purchases/transfers 52,409 -

Expiration of time restriction 209,603 -

S 17,361,143 S 14,767,106

Note 9 - Retirement Plan

The Foundation maintains a retirement plan covering all full-time employees. Upon employment, employees
who have achieved the age of 18 can defer a portion of their compensation as limited by current tax regulations.
Employees who have completed one year and at least 1,000 hours of service are eligible to participate in any
discretionary amounts the Foundation contributes to the plan. Currently, the Foundation matches 100% of
employee contributions up to 6% of the eligible employees’ salaries. Employees are 100% vested immediately in
all contributions to the plan. The Foundation made contributions of $117,792 and $115,819 to the plan for the
years ended December 31, 2018 and 2017, respectively.
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Note 10 - Functional Allocation of Expenses

The following tables present the natural classification detail of expenses by function for the years ending
December 31, 2018 and 2017:

2018
Program Administrative
Services and General Fundraising Total
Scholarships S 7,555,928 S - S - S 7,555,928
USD departmental expenses 3,516,639 - - 3,516,639
USD building and equipment 2,530,577 - - 2,530,577
Staffing - 2,774,561 1,389,290 4,163,851
Engagement - 617,964 247,416 865,380
Fundraising programs - 296,769 458,294 755,063
Research - 55,901 - 55,901
Campaign consultant - 60,206 32,419 92,625
Board and professional services - 179,317 - 179,317
Computer and technology - 316,300 6,307 322,607
Occupancy - 194,723 104,851 299,574
Depreciation - 105,799 56,969 162,768
Office equipment and supplies - 54,671 29,438 84,109
Other - 62,941 10,842 73,783
USD fundraising - - 151,967 151,967
Property management - 37,428 - 37,428
S 13,603,144 S 4,756,580 S 2,487,793 S 20,847,517
Program Administrative
Services and General Fundraising Total
Scholarships S 7,576,291 S - S - S 7,576,291
USD departmental expenses 2,663,474 - - 2,663,474
USD building and equipment 4,742,278 - - 4,742,278
Staffing - 2,449,022 1,404,611 3,853,633
Engagement - 402,648 230,679 633,327
Fundraising programs - 111,888 388,199 500,087
Research - 132,922 - 132,922
Campaign consultant - 5,486 49,376 54,862
Board and professional services - 172,303 27,890 200,193
Computer and technology - 247,755 2,747 250,502
Occupancy - 95,275 77,622 172,897
Depreciation - 121,300 56,928 178,228
Office equipment and supplies - 67,116 18,062 85,178
Other - 121,025 26,914 147,939
USD fundraising - - 166,217 166,217
Property management - 13,419 - 13,419
S 14,982,043 S 3,940,159 S 2,449,245 S 21,371,447
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Note 11 - Commitments and Contingencies
Conditional Gift

The Foundation has entered into an agreement with a major health care system and USD under which the
Foundation will receive a total of $10,180,000 over a period of thirty years. A gift of approximately $8,398,000
was recorded in a prior year based on the estimated net present value of the cash payments specified in the
agreement. As of December 31, 2018, total payments of $10,070,000 had been received, with the remaining
$110,000 outstanding due in annual payments of $10,000 through May 2029. The agreement requires that a
pro-rata portion of the gift be paid back to the health care system should USD default on its obligation to allow
the health care system to use its name. As of December 31, 2018, approximately $3,962,003 of the gift is subject
to repayment. No liability has been recognized for this contingency because the Foundation and USD believe the
likelihood of defaulting on the obligation is remote.

Pledged Collateral

On November 1, 2017, the Foundation agreed to pledge $2,000,000 in collateral, in a secondary position, for the
planning, construction, and financing of the National Music Museum’s expansion project.

Leases

The Foundation leases office space under a long-term operating lease agreement. The agreement expires in
2023. The estimated future minimum lease payments by year are summarized as follows:

Years Ending December 31,

2019 S 72,636
2020 72,636
2021 72,636
2022 72,636
2023 24,212

S 314,756

Commitments

During June 2018, the Foundation committed to a capital guarantee for the USD Discovery District in Sioux Falls,
South Dakota, with a maximum amount of $3,100,000 and a term of no more than 20 years commencing on or
before June 9, 2019.

Line of Credit

The Foundation has committed to assist USD in the construction of an athletic complex by providing up to
$13,500,000 of construction financing. An unsecured line of credit totaling $13,000,000 was established with a
banking institution to fund this commitment and has been renewed through November 2019. This line of credit
has a variable interest rate, which is the 3-month LIBOR Index plus 2.5%. The line is with a banking institution
that is majority owned by the family of a member of the Board of Directors.
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The University of South Dakota Foundation
Notes to Consolidated Financial Statements
December 31, 2018 and 2017

Note 12 - Restatement Resulting from Change in Accounting Policy

As disclosed in Note 1, the Organization adopted the provisions of ASU 2016-14, Presentation of Financial
Statements for Not-For-Profit Entities as of January 1, 2018. As a part of the adoption, changes were made to the
presentation of the financial statements and the classification of net assets. Following is a summary of the
effects of the change in accounting policy in the Organization’s December 31, 2017 financial statements.

As Previously Adoption of Adoption of
Statement of Financial Position Reported ASU 2016-14 ASU 2016-14 As Restated
Beginning Net Assets
Unrestricted S 1,413,272 S 532,827 S (1,946,099) -
Temporarily 81,092,936 (532,827) (80,560,109) -
Permanently 154,964,586 - (154,964,586) -
Without donor restrictions - - 1,946,099 1,946,099
With donor restrictions - - 235,524,695 235,524,695
Ending Net Assets
Unrestricted (2,908,096) - 2,908,096 -
Temporarily 104,130,645 - (104,130,645) -
Permanently 167,217,982 - (167,217,982) -
Without donor restrictions - - (2,908,096) (2,908,096)
With donor restrictions - - 271,348,627 271,348,627
Statement of Changes in Net Assets
Revenue, Support, and Gains
Unrestricted $ 2,300,634 $  (550,488) $ (1,750,146) -
Temporarily 38,556,961 (171,455) (38,385,506) -
Permanently 12,205,532 - (12,205,532) -
Without donor restrictions - - 1,750,146 1,750,146
With donor restrictions - - 50,591,038 50,591,038
Net assets released from restriction
Unrestricted 15,471,388 (704,282) (14,767,106) -
Temporarily (15,471,388) 704,282 14,767,106 -
Without donor restrictions - - 14,767,106 14,767,106
With donor restrictions - - (14,767,106) (14,767,106)
Total revenue, support, and gains
Unrestricted 17,772,022 (1,254,770) (16,517,252) -
Temporarily 23,037,709 532,827 (23,570,536) -
Permanently 12,253,396 - (12,253,396) -
Without donor restrictions - - 16,517,252 16,517,252
With donor restrictions - - 35,823,932 35,823,932
Expenses
Unrestricted administrative and general 4,662,102 (721,943) (3,940,159) -
Without donor restrictions administrative
and general support services - - 3,940,159 3,940,159
Unrestricted total expenses 22,093,390 (721,943) (21,371,447) -
Without donor restrictions total expenses - - 21,371,447 21,371,447
Change in Net Assets
Unrestricted (4,321,368) (532,827) 4,854,195 -
Temporarily 23,037,709 532,827 (23,570,536) -
Permanently 12,253,396 - (12,253,396)

Without donor restrictions
With donor restrictions

(4,854,195)
35,823,932

(4,854,195)
35,823,932
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CPAs & BUSINESS ADVISORS

Independent Auditor’s Report on Supplementary Information

The Board of Directors
The University of South Dakota Foundation
Vermillion, South Dakota

We have audited the consolidated financial statements of The University of South Dakota Foundation
and its controlled entities as of and for the years ended December 31, 2018 and 2017, and our report
thereon dated August 5, 2019, which expressed an unmodified opinion on those consolidated financial
statements, appears on page 1. Our audits were performed for the purpose of forming an opinion on
the consolidated financial statements as a whole. The supplementary information shown on page 31 is
presented for the purposes of additional analysis and is not a required part of the consolidated financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the consolidated financial
statements. The information marked “unaudited” has not been subjected to the auditing procedures
applied in the audit of the consolidated financial statements and, accordingly, we do not express an
opinion or provide any assurance on it.

@Muyﬁ

Sioux Falls, South Dakota
August 5, 2019

What inspires you, inspires us. | eidebailly.com
200 E. 10th St., Ste. 500 | P.O.Box 5125 | Sioux Falls, SD 571175125 | T605.339.1999 | F605.339.1306 | EOE

30



The University of South Dakota Foundation
Schedule of Funds Provided for USD Support - Unaudited
Years Ended June 30, 1996 - 2018

Equipment
Scholarships Other Facilities Total

June 30, 1996 S 1,069,373 $ 1,208,878 S 6,899,807 S 9,178,058
June 30, 1997 1,338,416 1,138,687 1,566,138 4,043,241
June 30, 1998 1,502,512 1,142,229 540,556 3,185,297
June 30, 1999 1,741,963 1,440,814 134,710 3,317,487
June 30, 2000 1,818,086 1,553,607 367,720 3,739,413
June 30, 2001 2,037,604 1,973,082 841,889 4,852,575
June 30, 2002 1,892,408 2,345,156 2,759,813 6,997,377
June 30, 2003 2,165,382 1,889,623 4,058,689 8,113,694
June 30, 2004 2,331,468 1,754,664 1,121,350 5,207,482
June 30, 2005 2,634,534 1,800,184 869,625 5,304,343
June 30, 2006 3,039,831 1,761,217 2,011,317 6,812,365
June 30, 2007 2,958,920 2,305,850 3,998,942 9,263,712
June 30, 2008 4,348,186 2,437,619 4,533,318 11,319,123
June 30, 2009 5,295,897 2,645,927 10,938,951 18,880,775
June 30, 2010 5,300,391 2,654,210 6,089,347 14,043,948
June 30, 2011 5,526,006 2,045,594 2,220,806 9,792,406
June 30, 2012 5,821,416 2,645,163 3,911,136 12,377,715
June 30, 2013 5,941,570 2,824,045 2,488,073 11,253,688
June 30, 2014 6,438,996 2,809,887 2,191,290 11,440,173
June 30, 2015 7,140,871 2,592,030 5,874,821 15,607,722
December 31, 2015 3,481,880 1,214,880 367,070 5,063,830
December 31, 2016 7,703,504 3,135,931 16,125,285 26,964,720
December 31, 2017 7,504,328 2,829,692 4,742,278 15,076,298
December 31, 2018 7,500,193 3,609,543 2,530,577 13,640,313

S 96,533,735 S 51,758,512 S 87,183,508 S 235,475,755

Fiscal Year
1996 - 2018

Major facility projects completed

Fiscal Year(s)

Total Support

Health Science Information Center 1996 S 6,286,434
Old Main 1996 - 2002 2,303,471
Vucurevich Childcare Center 2001 350,000
Dakota Dome roof 2001 - 2002 2,267,077
Allen H. Neuharth Center 2002 - 2003 4,250,000
Belbas Center 2004 - 2007 1,860,258
Lee Medical School 2006 - 2014 12,516,859
Muenster University Student Center 2009 - 2015 5,197,288
Beacom School of Business 2001 - 2015 13,726,047
Slagle Auditorium 2010 - 2015 3,600,479
Coyote Athletic Complex 2012 - 2018 27,977,883
National Music Museum 2018 684,740
Total major facility projects completed 81,020,536
Other USD facility and equipment support 1996 - 2018 6,162,972

S 87,183,508
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