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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015
(Dollars in thousands)

Nature of Operations and Summary of Significant Accounting Policies

(@)

(b)

Nature of Operations

Loyola University Maryland, Inc. (theniversity or Loyola) is a private, nonprofit higher education
institution located in Baltimore, Maryland (Baltimore). The University provides education and training
services to approximately 4,100 undergraduate and 2,000 graduate students. The stuftemts ar
approximately 39 states and 57 countries; 81% of undergraduate students live on campus during the
academic year.

Basis of Presentation

The financial statements of the University have been prepared on the accrual basis of accounting. The
preparatiorof financial statements in conformity with.S.generally accepted accounting principles
requires management to make estimates and judgments that affect the reported amounts of assets ant
liabilities and disclosures of contingencies at the date of thadialastatements and revenues and
expenses recognized during the reporting period. Actual results could differ from those estimates.

The net assets of the University are classified into three groups based on the nature of the
donorimposed restriction, i&ny, as follows:

Unrestricted Net Asset&Net assets that are not subject to démposed stipulations.

Temporarily Restricted Net Assets Net assets whose use is subject to démposed
stipulations that will be met either by actions of the Univeraitg/or the passage of time.
Temporarily restricted net assets result from contributions and/or investment return on restricted
endowment funds.

Permanently Restricted Net Assefet assets subject to doAamposed stipulations that they

be maintained penanently by the University. Generally, the donors of these assets permit the
University to use all or part of the return earned on related investments for general or specific
purposes.

Revenues are reported as increases in unrestricted net assets heaitesset is limited due to
donorimposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains anc
losses on investments are reported as increases or decreases in unrestricted net assets unless their u
is restricted by donastipulations or by law. Expirations of temporary restrictions recognized on net
assets (i.e., the donstipulated purpose has been fulfilled and/or the stipulated time period has
elapsed) are reported as reclassifications from temporarily restrictedssts &0 unrestricted net

assets. Temporary restrictions on gifts to acquire-livegl assets are considered met in the period in
which the assets are acquired or placed into service.

Assets and liabilities are presented in the order of liquidity indlebe sheets except that investments
may include shosterm securities that are available for operations.
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

Contributions receivabteThe fair value is determined as the present value ofdutash receipts
discounted at an interest rate that reflects the risks inherent in those cash flows based3mpetse|
(notes1(d) and 2).

Interest in perpetual trusirhe fair value is determined as the Univer$ityercentage interest in the
yearend fair value of the underlying investment securities of the trust.

InvestmentsThe fair value of fixed income securities, common stock and equity mutual and other
funds are determined using quoted market prices at the reporting date multiplied by titg gonan

hand. The carrying amount of money market funds approximates the fair value because of the short
maturity of these investments. The fair value of the Univefsityterest in limited partnerships and
hedge funds is generally reported at the nettaszlue (NAV) reported by the fund managers or
general partners, which is used as a practical expedient to estimate the fair value of the Uiversity
interest therein, unless it is probable that all or a portion of the investment will be sold for art amou
different from NAV. As ofMay 31, 2016 and 2015, the University had no plans or intentions to sell
investments at amounts different from NAV. The inputs or methodology used for valuing or
classifying investments for financial reporting purposes aremaotssary an indication of the risks
associated with those investments or a reflection of the liquidity of eact§funderlying assets or
liabilities. Because of the inherent uncertainties of valuation, these estimated fair values may differ
significantly from values that would have been used haeady market existed, and the differences
could be material. The University has assessed the value provided by the external managers and
believes the amounts reported represent a reasonable estimate oti&ir val

Deposits with bond trusted@he fair value is determined using quoted market prices at the reporting
date.

Interest rate swapThe fair value of the interest rate swap is determined using pricing models
developed based on the LIBOR swap rate and atbservable market data. The value is adjusted to
reflect nonperformance risk of either the counterparty or the University.
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

NAV or
equivalent Level 1 Level 2 Level 3 Total

Private equity:
Multi-strategy fund of funds $ 7,154 2 2 2 7,154
Direct private debt and equity 12,242 2 2 4,308 16,550
Real estate investments 6,177 2 2 2 6,177
Venture capital fund of funds 8,033 2 2 2 8,033
Total private equity 33,606 2 2 4,308 37,914
Other 2 2 2 1,830 1,830
Total investments 81,092 105,700 2 6,138 192,930

Other financial assets:

Interest in perpetual trust 2 2 2 12,353 12,353
Total financial assets $ 81,092 105,700 2 18,491 205,283

Financial liabilities:
Interest rate swap $ 2 2 4,208 2 4,208

The following table presents a reconciliation for all Le¥@lssets measured at fair value on a recurring basis
for the year endeMlay 31, 2016:

In fiscal year 2016, the University early ggded the provisions of ASNo.201507, Fair Value
Measurement (Topi820): Disclosures for Investments in Certain Entities That Calculate Net Asset Value
per Share (or ItEEquivalent) Based orthe adoption of ASWo. 201507, theMay 31, 2015 fair value
hierarchy table was restatedreamoveNAV -measured investments aggregating $9,508 from [2wasid
$69,369 from LeveB from the fair value hierarchyoncurrently, the University reclassified $16,801 of
investmets and $4 of other financial assets from Level 2 to Level 1 based on a reevaluation of the
characteristics of the inputs to fair value.

14 (Continued)



LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

The adoption of ASWNo. 201507 and other reclassificatiomsd not impact the Universit§ balance sheet,
statement oéctivities, or statement of cash flow and resulted only in changes to the Uni§drsigstment

footnote disclosures. The following table presents the restated assets and liabilities that are measured at fair
value on a recurring basis ashday 31, 2015
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

The table below summarizes investments for which net asset value has been used to determine fair value anc
for which there is no readily determinable fair value, as well as certain attributes related to such investments
as ofMay 31, 2015:

(@) This category includes investments in a variety of ruitategy funds that invest in activities, such
as: evendriven funds with an emphasis on merger arbitrage, distressed debt, and capital structure
arbitrage; master limited partnershipsttinaostly pertain to the use of natural resources; and, a
customizable commingled fund which operates as a collective investment trust that pools assets of
various entities to create a larger, diversified portfolio of assets managed collectively in a@Eordan
with a common investment strategy. The frequency of redemption varies from daily to annually.

(b) This category includes investments in hedge funds that invest across the corporate capital structure
and nonagency residential mortgaugcked securities. Thevestments include bank loans, high yield
bonds, distressed securities, direct investments in private companies, domestic equities and convertible
arbitrage.

(c) This category includes investments in hedge funds and other funds of funds that invest iy afvarie
long and short funds where the underlying investments are primarily marketable securities. The
frequency of redemption varies from monthly to multiyear fopkwith a maximum of thregears.

(d) This category includes investments in private equity fuhasinvest in diversified growth companies
through various industries that mainly operate within the U.S., with the average remaining life of the
funds varying from receiving redempti® as funds are available to yéars as oMay 31, 2016 and
2015.
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015
(Dollars in thousands)

Land, Buildings, and Equipment
Land, buildings, and equipment, net, adaly 31, 2016 and 2015 consist of the following:

Depreciation expense totaled $10,982 and $10,179 for the years\dagl@d, 2016 and 2015, respectively.

The Loyola/Notre Dame Library, Inc. (tHgbrary), a separate legal corporation, was formed in
Februaryl968 for the mutual benefit of the University and Notre Dame of Maryland University (Notre
Dame). The Library building is situated on six acres of land iwee two campuses. The land and the
building, including improvements, were contributed in equal shares by Loyola and Notre Dame and are the
property of the Library. The Library has its own Board of Trustees consisting of twelve members: three from
the Uriversity, three from Notre Dame, and six other members. The University and Notre Dame are required
to financially support the Librar§ annual operations through payments of joint and use costs. Joint costs
are equally shared and use costs are based bniresditution$ proportionate share of adjusted semester
hours. The University incurred approximately $3,385 and $3,409 in joint and use costs for the Library during
the years endeldlay 31, 2016 and 2015, respectively.

19 (Continued)



LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015
(Dollars in thousands)

Bonds Payable and Other Debt Matters
Bonds payable, net aslgfay 31, 2016 and 2015 consist of the following:

2016 2015
Maryland Health and Higher Education Facility Authority
(MHHEFA) revenue bonds:
Series 2012A:
+ VHULDO GXH 2FWREHU SULQFLSDO
beginning October 2012 $ 27,130 27,760
+ WHUP GXH 2FWREHU SULQFLSDO
beginning October 2033 19,225 19,225
46,355 46,985
Series 2012B variable rate:
Due annually through October 2026 (1.36% and
1.19% as of May 31, 2016 and 2015, respectively) 26,340 28,935
Series 2014:
+ VHULDO GXH 2FWREHU SULQFLSDO
beginning October 2027 13,065 13,065
+ WHUP GXH 2FWREHU SULQFLSDO
beginning October 2035 47,300 47,300
60,365 60,365
133,060 136,285
Unamortized bond premium and debt issuance costs 6,303 6,546
$ 139,363 142,831

The Series 2012B, and the serial 2012A and 2014 outstanding bonds are subject to redemption prior to
maturity at the principal amount thereof plus accruadr@st to the redemption date. The University is
required to make sinking fund payments@ctoberl of each year.

OnJune7, 2012, MHHEFA issued a taexempt bond witla par value of $49,250 (Seri2812A) on behalf
of the University. Approximately $33,84of these procesdwas used to retire the Seried99 bonds
($33,355 for principal, approximately $393 for interest); $9,2&s used to retire the SerR307 bonds;
$10,000 was used tetire a portion of the Seri@)08 bonds. The remaining proceedsemvased for debt
issuance costs and to fund a swap termination fee.

OnJune26, 2012, MHHEFA issued a taxempt bond witla par value of $32,595 (Seri2812B bonds)

on behalf of the University. Approximately $32,510 of these proceeds wadaisetire the remaining
Series2008 bonds outstanding ltay 31, 2012. The remaining proceeds were used to fund debt issuance
costs.
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

Principal Repayment Schedule

Aggregate annual prcipal payments on the bonds (not including unamortized bond premium and debt
issuance costs) over the next five fiscal years and, thereafter, are as follows:

2017 $ 3,190
201¢ 3,380
201¢ 3,540
202C 3,700
2021 3,875
Thereafter 115,375

$ 133,060

(7) Interest in Perpetual Trust

In Junel996, the University received artenest in the Marion I. and Henry J. Knott Scholarship Fund, Inc.,

an irrevocable perpetual trust. Under the terms of the agreement, as amended, the University receives 21%
of investment income earned on the trust into perpetuity. Underlying investmeritisg the trust include

cash and cash equivalents, fixed income mutual funds, equity securities, and alternative investments. The
University is to use the income distributed from the trust for scholarships for students in undergraduate
studies.

The Unversity received distributions from the scholarship trust of approximately $501 and $400 in 2016
and 2015, respectively. The change in value of the Unive§sitterest in the perpetual trust is recorded as
change in value of split interest agreementgherstatements of activities and was $514 and $1,580 in 2016
and 2015, respectively.

(8) Temporarily Restricted Net Assets

Temporarily restricted net assets ad/fafy 31, 2016 and 2015 are restricted for the following purposes:

2016 2015
General operations (purpose restricted) $ 10,076 9,026
Buildings and equipment 241 2
Cumulative gains on permanent endowment funds 23,068 30,430
Other, passage of time 1,015 1,135
Total $ 34,400 40,591
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

0. The other esouces of the University; and
7. The investment policies of the University.

Endowment net assets consist of the following adayf 31, 2016:

Endowment net assets consist of the following adaf 31, 2015:

Temporarily Permanently

Unrestricted restricted restricted Total
Donor-restricte

endowment funds $ 2 30,430 60,660 91,090
Board-designated

endowment funds 115,164 2 2 115,164

$ 115,164 30,430 60,660 206,254
Changes in endowment net assets for the year évidg@1, 2016 are as follows:
Temporarily Permanently
Unrestricted restricted restricted Total
Endowment net assets,

June 1, 2015 $ 115,164 30,430 60,660 206,254
Investment return (4,836) (3,083) 2 (7,919)
Contributions collected 2 2 4,140 4,140
Change in donor designation 2 2 20 20
Appropriation for

expenditure (5,410) (4,279) 2 (9,689)
Endowment net assets,

May 31, 2016 $ 104,918 23,068 64,820 192,806
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(c)

(d)

LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

Changes in endowment net assets for the year évide@1, 2015 are as follows:

Temporarily Permanently

Unrestricted restricted restricted Total
Endowment net assets,

June 1, 2014 $ 113,791 29,097 55,041 197,929
Investment return 6,464 4,939 2 11,403
Contributions collected 2 2 3,827 3,827
Contributions from split

interest agreements 2 2 839 839
Change in donor designation 2 2 953 953
Appropriation for

expenditure (5,091) (3,606) 2 (8,697)
Endowment net assets,

May 31, 2015 $ 115,164 30,430 60,660 206,254

Funds with Deficiencies

From time to timethe fair value of assets associated with an individual desiricted endowment

fund may fall below the original value of the fund. Deficiencies of this nature are reported in
unrestricted net assets and were $399 and $0May81, 2016 and 2015, resgtively. Subsequent

gains that restore the fair value of the assets of the endowment fund to the required level will be
classified as an increase in unrestricted net assets.

Return Objectives and Risk Parameters

The University has adopted investment apdngling 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 the investment policy, as approved by
the Boad of Trustees, the endowment assets are invested in a manner that is intended to produce
results that exceed the price and yield results of a benchmark composed of S&P 500 and Barclays
Capital Aggregate Bond indexes while assuming a moderate level strimamt risk. The University
expects its endowment funds, over three to yiwars, to provide an average annual real rate of return

of at least 5%. Actual returns in any given year may vary from this amount.

Strategies Employed for Achieving Objectives

To satisfy its longterm rateof-return objectives, the University relies on a total return strategy in
which investment returns are achieved through both capital appreciation (realized and unrealized) and
current yield (interest and dividends). The Universitrgets a diversified asset allocation that places
emphasis on investments in equities, bonds, and absolute return strategies in a ratio to achieve its
long-term return objectives within prudent risk constraints.
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LOYOLA UNIVERSITY MA RYLAND, INC.
Notes to Financial Statements
May 31, 2016 and 2015

(Dollars in thousands)

(b) Other

The University is subject to various claims, litigation, and other assessments in the normal course of
its operations, and liabilities for loss contingencies are recorded whemabigble that a liability has

been incurred and the amount can be reasonably estimated. Management of the University does not
expect the ultimate resolution of these actions to have a material adverse effect on the URiversity
financial position.

Related Party Activity

Several members of the Board of Trustees are employed by organizations that provide services to the
University, primarily banking services. Fees to companies that employ related parties totaled $398 in fiscal
year 2016. All related party agity is conducted in accordance with the Univer&itpormal policies and
procedures.

Subsequent Events

The University has evaluated subsequent events from the balance sheet dateQbtobgi24,J ET
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