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Independent Auditors’ Report

The Board of Directors
Northern Arizona University Foundation, Inc.

We have audited the accompanying statement of financial position of Northern Arizona University
Foundation, Inc. as of June 30, 2005 and the related statements of activities, and cash flows for the year
then ended. These financial statements are the responsibility of the Foundation’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform our audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable

basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Northern Arizona University Foundation, Inc. as of June 30, 2005, and the changes
in its net assets and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.
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NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.

Statement of Financial Position

June 30, 2005

Assets
Cash and cash equivalents
Investments
Unconditional promises to give
Interest receivable
Other receivable
Furniture & Equipment, net of accumulated depreciation of $11,251
Donated assets held for sale
Cash surrender value of life insurance
Beneficial interest in perpetual trusts

Total Assets

Liabilities and Net Assets
Accrued liabilities
Assets held in custody for others
Life annuity payable
Remainder trust liabilities

Total Liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted

Total Net Assets

Total Liabilities and Net Assets

See accompanying notes to financial statements

$ 1,506,719

46,182,442

2,044,822

254,072

9,756

2,029

427,839

35,844
1,363,636

51,827,159

&

$ 24,942

5,320,302

180,021
429,382

5,954,647

7,081,177
14,532,589
24,258,746

45,872,512
$ 51,827,159




NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.

Support and Other Revenue
Public contributions
Revenue
Investment earnings
Unrealized gains on investments
Gain on sale of assets
Other income
Change in value of perpetual trusts
Change in value of split-interest agreements
Donor restrictions changed
Net assets released from restrictions

Total Support and Other Revenue

Expenses and Losses:
Program expenses:
Scholarships
Facilities
Grants and research
Disbursements for Educational Purposes
Other University Programs
Total program expenses

Supporting services:
Fundraising
Management and General
Total supporting services

Total Expenses

Increase in net assets
Net assets, beginning of year
Prior period adjustment

Net assets, beginning of year, as restated

Net assets, end of year

See accompanying notes to financial statements

Statement of Activities

Year ended June 30, 2005

Temporarily Permanently
Unrestricted Restricted Restricted Total
103,075 4,078,953 963,507 5,145,535
564,228 - - 564,228
1,348,909 647,295 15,059 2,011,263
460,592 221,022 5,142 686,756
5,115 - - 5,115
64,421 - - 64,421
- - 30,463 30,463
- 172,308 - 172,308
12,947 (12,947) -
3,226,830 (3,226,830) -
5,773,170 1,905,695 1,001,224 8,680,089
965,364 - - 965,364
25,378 - - 25,378
357,299 - - 357,299
801,781 - - 801,781
942,892 - - 942,892
3,092,714 - - 3,092,714
870,372 - - 870,372
261,869 - - 261,869
1,132,241 - - 1,132,241
4,224,955 - - 4,224 955
1,548,215 1,905,695 1,001,224 4,455,134
5,532,962 12,656,357 23,947,152 42,136,471
- (29,463) (689,630) (719,093)
5,532,962 12,626,894 23,257,522 41,417378
7,081,177 14,532,589 24,258,746 45,872,512




NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.

Statement of Cash Flows

Year ended June 30, 2005

Cash flow from operating activities:
Increase in net assets
Adjustments to reconcile increase in net assets to net cash
provided by operating activities:
Prior period adjustment
Unrealized gains on investments
Realized gains on investments
Donated securities
Change in value of perpetual trusts
Change in value of split-interest agreements
Gain on sale of assets
Depreciation
Contributions and net investment income restricted for long-term investment
Contributions restricted for capital acquisition and construction
Increase (decrease) in cash resulting from changes in:
Interest receivable
Other receivable
Unconditional promises to give
Cash surrender value of life insurance
Accrued liabilities
Assets held in custody for others

Net cash provided by operating activities

Cash flows from investing activities: -
Proceeds from sales of assets
Purchases of investments

Net cash used in investing activities
Cash flows from financing activities:
Change in life annuities and remainder trusts

Proceeds from contributions and investment income restricted for long-term investment
Proceeds from contributions restricted for capital acquisition and construction

Net cash provided by financing activities
Increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

See accompanying notes to financial statements

$

4,455,134

(719,093)
(686,756)
(648,558)
(67,895)
(54,303)
(172,308)
(5,115)
1,009
(978,566)
(1,546,346)

(36,039)
2,200
211,404

(2,244)

(23,639)
858,961

587,846

15,500

(2,723,955)
(2,708,455)

(18,932)
978,566

1,546,346
2,505,980

385,371
1,121,348

1,506,719
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NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.
Notes to Financial Statements
June 30, 2005

Organization

The Northern Arizona University Foundation, Inc. (the Foundation) was incorporated as a not-for-profit
organization in the state of Arizona in January 1959 and operates exclusively for the benefit of Northern
Arizona University (the University). The Foundation receives gifts and bequests, administers and invests
securities and property, and disburses payments to and on behalf of the University for the advancement of

its mission.

Summary of Significant Accounting Principles

(@

(b)

©

Basis of Presentation

The Foundation maintains its accounts on the accrual basis of accounting. Net assets, revenues,
gains, and losses are classified based on the existence or absence of donor-imposed restrictions.
Accordingly, net assets and changes therein are classified as follows:

Permanently restricted net assets — Net assets subject to donor-imposed stipulations that they be
maintained permanently by the Foundation. Generally, the donors of these assets permit the
Foundation to use all or part of the income earned on related investments for general or specific

purposes.

Temporarily restricted net assets — Net assets subject to donor-imposed stipulations that may or will
be met by actions of the Organization and/or the passage of time.

Unrestricted net assets — Net assets not subject to donor-imposed stipulations.

Revenues are reported as increase in unrestricted net assets unless use of the related assets is limited
by donor-imposed restrictions. Expenses are reported as decreases in unrestricted net assets. Gains
and losses on investments and other assets or liabilities are reported as increases or decreases in
unrestricted net assets unless their use is restricted by explicit donor stipulation or by law.
Expirations of temporary restrictions of net assets, i.e. the donor-stipulated purpose has been filled
and/or the stipulated time period has lapsed, are reported as reclassifications between the applicable
net asset classes.

Use of Estimates

The preparation of financial statements in 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 and expenses during the
reporting period. Actual results may differ from these estimates.

Cash and Cash Equivalents
Highly liquid investments with an original maturity of three months or less are classified as cash

equivalents and are stated at fair value.




@

©

®

®

(h)

NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.
Notes to Financial Statements
June 30, 2005

Investments

Investments, consisting primarily of equity securities, US government securities, and corporate
bonds, with readily determinable market values are measured at fair value as of year-end in the
financial statements. Donated investments are recorded at their fair values, as determined on the
date of donation. Investment income or loss (including realized gains and losses on investments,
interest and dividends) and unrealized gains and losses on investments are recognized in the
statement of activities.

For management efficiency, investments of the unrestricted and restricted net assets are pooled,
except for certain net assets that the board of directors or the donors have designated to be
segregated and maintained separately.

Contributions

Contributions, including unconditional promises to give, are recognized as revenues in the period
received. Conditional promises to give are not recognized until they become unconditional, that is,
when the conditions on which they depend are substantially met. Contributions of assets other than
cash are recorded at their estimated fair value. Contributions to be received after one year are
discounted at rates commensurate with the risks involved.” Amortization of discount is recorded as
additional contribution revenue in accordance with donor-imposed restrictions, if any, on the
contributions. An allowance for uncollectible contributions receivable is provided based upon
management’s judgment including such factors as prior collection history.

Contributions received for prospective endowments that have not yet met the minimum
requirements for acceptance as an endowment are accumulated in temporarily restricted accounts.
The accumulated contributions are transferred to permanently restricted endowment accounts when
the minimum requirements are fulfilled.

Furniture and Equipment

Furniture and equipment are stated at cost or fair value at the date of donation and are depreciated
using the straight-line method over the assets useful lives, which range from 5-10 years.
Depreciation expense totaled $1,009 for the year ended June 30, 2005.

Donated Assets Held for Sale
Certain assets are received from donors and are held for resale. Such assets are recorded at their

approximate fair market values at the date of donation.

Split-Interest Agreements

The Foundation’s split-interest agreements with donors consist of charitable gift annuities and
irrevocable charitable remainder trusts for which the Foundation serves as trustee. Assets are
invested and payments are made to donors and/or other beneficiaries in accordance with the
respective agreements.

Contribution revenue for charitable gift annuities and charitable remainder trusts is recognized at
the date the agreement is established, net of the liability recorded for the present value of the
estimated future payments to be made to the respective donors and/or other beneficiaries.
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NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.
Notes to Financial Statements
June 30, 2005

(h) Split-Interest Agreements, Continued
The present value of payments to beneficiaries of charitable gift annuities and charitable remainder
trusts are calculated using discount rates which represent the risk-free rates in existence at the date
of the gift. Gains or losses resulting from changes in actuarial assumptions and accretions of the
discount are recorded as increase or decreases in the respective net asset class in the statement of
activities.

Assets relating to split-interest agreements totaled $1,086,259 at June 30, 2005.

(i) Beneficial Interest in Perpetual Trusts

Beneficial interest in perpetual trusts represents the Foundations irrevocable right to receive the
income earned from the trusts’ assets in perpetuity. The Foundation will never receive the trusts’
assets. The trust agreements are administered and related assets are invested by an individual or
organization other than the Foundation. Initial recognition and subsequent adjustments to the assets
carrying value are recognized as public contributions and changes in value of perpetual trusts,
respectively, and are classified as permanently restricted. Income earned is reported as increases in
unrestricted, temporarily or permanently restricted net assets depending on the nature of the
restrictions of each trust. '

() Income Taxes
The Foundation is a public foundation and is exempt from federal and state income taxes under

Section 501(c)(3) of the Internal Revenue Code. Accordingly, no provision for Federal or State
taxes has been made. Continued tax-exempt status is contingent on future operations being in
compliance with the Internal Revenue Code.

Restatement of Net Assets

During fiscal year 2005, the Foundation determined that there were three funds that the Foundation was
holding in custody for Northern Arizona University that should be excluded from the Foundation’s net
assets. These three funds were not included in the prior year determination of the assets held in custody
for others balance. As a result, the beginning temporarily restricted net asset balance was reduced by
$29,463 and the beginning permanently restricted net asset balance was reduced by $689,630.

Other Receivable
The other receivable balance is comprised of an amount due from an individual who was ordered by the

Coconino County Superior Court in 1997 to pay restitution to the NAU Men’s Soccer Club Fund held in
the Foundation. The amount of the receivable at June 30, 2005 is $92,872. The estimated fair value of
this receivable is $9,756 at June 30, 2005 based on the discounted value of the future cash flows expected
to be received based on the life expectancy of the debtor and an 8% rate which is commensurate with the
risks involved.




NORTHERN ARIZONA UNIVERSITY FOUNDATION s INC.
Notes to Financial Statements.
June 30, 2005

o) Uncondiﬁonal Promises to Give

©)

g

Promises to give, net of discount to present value (at rates ranging from 1.0% to 6.2%) and allowance for
doubtful accounts, are due to be collected as follows:

Gross amounts due in:

Less than one year $ 947,825
One to five years 1,245,987
2,193,812

Less discount to present value (73,920)
2,119,892

Less allowance for doubtful accounts (75,070)
Total $ 2,044,822

The discount will be recognized as contribution income in fiscal years 2006 through 2010 as the discount
is amortized using an effective yield over the duration of the pledge.

Investments
The cost and market value of the Foundation’s investments at June 30, 2005 is as follows:

Market Value Cost
U.S. Government/agency bonds $ 12,126,629 12,418,493
Corporate bonds 5,855,473 5,687,321
Common stock 23,541,165 20,926,143
International equity funds 4,618,357 4,064,838
Real estate investment trust 40,818 36,507
$ 46,182,442 43,133,302

Investments include funds held for the custody of others of $4,580,385 at June 30, 2005.

The realized and unrealized gains on investments were $648,558 and $686,756 for the year ended June
30, 2005. Investment expenses of $119,428 for the year ended June 30, 2005 have been netted against
investment earnings in the statement of activities.

Endowment Payout

The Foundation’s policy governing the amount of investment earnings allocated to endowment funds is
designed to protect the real value of endowment principal for future generations and offset the
inflationary erosion of the principal. The objective of the earnings allocation policy is to provide the
University endowed scholarships and programs with spendable income that is reasonably stable and
predictable from year to year. The allocation rate, set annually by the Board of Directors, is based on a
three-year rolling average. For the year ended June 30, 2005, the Board approved a 2.5% allocation of
investment earnings.




NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC.
Notes to Financial Statements
June 30, 2005

(8) Assets Héld in Custody for Others
The Foundation maintains certain asset balances on behalf of others, which consists of the following at

June 30, 2005:
Cash $ 147,370
Unconditional promises to give 8,765
Investments 4,580,385
Beneficial interest in perpetual trusts 583,782
§ 5320302
Assets held on behalf of:
Northern Arizona University $ 4,923,434
Parents’ Association 200,525
Alumni Association 196,343
$ 5,320,302
(9) Leases
Office Space

The Foundation has entered into a lease with the Arizona Board of Regents for and on behalf of the
University for office space, utilities, office furniture and equipment, custodial service and other such
facilities for $20.00 per square foot per year. The Foundation is currently using 378 square feet and pays
this lease annually. The lease is renewable annually and cancelable with 30 days notice by either party
without penalties or other contingent rental payments. Lease expense was $7,560 for the year ended June
30, 2005.

Educational Broadcast System Licenses

The Foundation has been granted several educational broadcast system licenses from the Federal
Communications Commission (FCC). The Foundation then leases the licenses to various companies. All
of the leases were renegotiated near the end of fiscal year 2005 or subsequent to year-end. The licenses
are granted for ten-year terms, which are due to expire through May 2015. The terms of the related lease
agreements correspond with the terms of the licenses. Most leases have automatic renewal clauses, which
provide for total lease terms of 30 years.

The FCC has certain educational programming requirements. As part of the lease agreements, the
lessees’ are responsible for ensuring that the educational requirements are met. After the educational
requirements are met, there is excess frequency capacity that can be used. The Foundation receives
monthly lease payments for the use of the excess capacity. For two of the leases, the monthly lease
payments will 0.5% of the system gross receipts once the spectrum is being used. Prior to the spectrum
being used, these leases specify a minimum monthly lease payment, which is adjusted by 2% at each
anniversary date of the agreement. The remaining leases require a monthly lease payment which may be
adjusted on a periodic basis as defined in the agreements. In addition to the monthly payment terms,
several leases required the lessee to pay an initial fee. These initial fees totaled $820,000 and will be paid
by the lessees in fiscal year 2006.
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NORTHERN ARIZONA UNIVERSITY FOUNDATION, INC,
Notes to Financial Statements

June 30, 2005

For the year ended June 30, 2005, the Foundation received $64,371 in revenue from these lease
agreements. The future minimum lease payments to be received under these agreements are as follows:

Fiscal years ended June 30:

2006 $ 512,174
2007 645,762
2008 626,876
2009 596,313
2010 582,104

$ 2,963,229

Restricted Net Assets

Temporarily restricted net assets are primarily available for scholarships and discretionary spending.
Discretionary spending net assets are gifts that were designated by the donor to be spent by a specific area
or school for general needs. Additionally, approximately $2,402,200 of the temporarily restricted net
asset balance is restricted for the various building projects that are occurring on the NAU campus.

Permanently restricted net assets are restricted to investment in perpetuity, with the investment income
restricted primarily for scholarship awards, faculty support, and other programmatic uses.

Retirement Plan

The Foundation employees participate in the retirement plans sponsored by the University. Two of the
Foundation employees participate in the Arizona State Retirement System and contribute 5.7% of their
salary. The other Foundation employees participate in a defined contribution plan and contribute 7% of
their salary. Participation in a retirement plan is required of all employees who are scheduled to work 20
hours or more per week. The Foundation matches the employees’ contributions to the plans. For the year
ended June 30, 2005, the Foundation’s contribution expense was $5,720.

Concentrations of Credit Risk

Financial instruments that potentially subject the Organization to concentrations of credit risk consist
principally of cash and cash equivalents. The Organization places its cash and cash equivalents with high
credit quality financial institutions and generally limits the amount of credit exposure to the amount in
excess of the FDIC insurance coverage limit of $100,000.

Related Party Transactions
The Foundation rents office space and equipment from the University. See additional discussion of
agreement in note 9.

The Foundation utilizes a publishing company owned by a board member to produce the Pine magazine.
The total amount paid to this company during the year ended June 30, 2005 was $131,899. In addition,
the Foundation had amounts payable to this company of $4,104 at June 30, 2005.
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